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In Hollywood, The Picture Blurs For Studio Profits

By MERISSA MARR
September 2, 2006; Page A1

http://online.wsj.com/article/SB115716089734652490.html
Hollywood is bracing for what may be its toughest period in years.

The industry finds itself caught between two eras and powerful forces. Sales of DVDs -- the growth engine that propelled the film industry to strong profitability in recent years -- began to slow last year and that market is now considered fully mature. Yet there is nothing on the immediate horizon to replace that gold mine. Even the arrival of new high-definition DVDs is expected to have modest impact on the industry.

The most tantalizing prospect, distribution of movies over the Internet via downloading services, remains distant as a meaningful revenue source. Meanwhile, the studios are scrambling to avoid the problems the music industry faced when a mass of free online content threatened to blow apart its business.

Amid the changing environment, powerful players outside the entertainment industry -- like Wal-Mart Stores Inc.'s -- are throwing their weight around Hollywood's clubby turf.

Recently, for example, the major studios opened negotiations to provide movies to be played on Apple Computer Inc.'s video iPod -- an important step toward Hollywood's digital future. Then Wal-Mart, the biggest seller of DVDs, disrupted the talks when it delivered a pointed warning to the studios not to give Apple a better deal for digital movies than the retailer gets for physical copies.

"Our conversations with the studios are about what Wal-Mart has always been about -- giving our customers the best value and selection," said a Wal-Mart spokeswoman in an email response.

To preserve profits, Hollywood is slimming its bloated infrastructure. Studios are taking a tougher stance on expensive talent deals for big stars -- as illustrated by Paramount Pictures' recent divorce from actor Tom Cruise. Executives are also clamping down on the number of films that they make, while reining in staffing and marketing costs.

"It's going to be a delicate dance for quite some time," says Dick Cook, chairman of Walt Disney Co.'s studio. Adds Universal Pictures Chairman Marc Shmuger: "We're looking at our costs very carefully."

The media conglomerates have long believed that the filmed entertainment business, with its high costs and low margins, was necessary to provide content to other parts of their empires. Now, those conglomerates are taking a harder look at their business models.

When Disney analyzed its movie business last fall, it discovered that the average return on capital was in the low single digits. Animated films and Disney-branded fare like "Pirates of the Caribbean" delivered higher-than-average returns. But the returns on live-action titles aimed at a more narrow adult audience -- such as the quirky comedy "The Royal Tenenbaums" -- were middling to negative. So Disney has sharply cut back on making such adult-targeted films, choosing instead to buy Pixar Animation Studios and focus on the family market.

Downsizing is already a reality on the lots. Disney has eliminated 650 jobs. Time Warner Inc.'s Warner Bros. has cut about 400 positions. MGM and Viacom Inc.'s Paramount have slashed hundreds more. Many of the staff cuts are in the DVD units. Though DVD sales will remain the studios' biggest revenue source for some time to come, industry analysts expect domestic DVD sales to begin declining next year.

As Paramount's high-profile stand against Mr. Cruise shows, Hollywood is also learning to put its own interests above those of its big stars.

After the successful launch of "Mission: Impossible II," in 2000, Mr. Cruise negotiated a rich deal with the studio. His compensation package for acting in and producing films in some cases gave him more than 30% of the gross box-office receipts, plus an unusually generous slice of the DVD revenue.

Paramount will be lucky to break even on Mr. Cruise's last movie, "Mission: Impossible III," according to one person familiar with the deal -- even though the film is expected to sell around $400 million in tickets world-wide. The studio's forecast anticipates Mr. Cruise and his production company earning as much as $80 million, according to one person familiar with the deal. A spokeswoman for Cruise/Wagner Productions disputed those figures, but declined to comment further.

News Corp.'s Twentieth Century Fox has been able to avoid some of the missteps of its competitors. According to analysts at Merrill Lynch, the studio's margins are double those of some rivals -- an achievement made possible by tightly focused marketing and strong management that has resisted the temptation to overpay for talent. Fox's chairman of filmed entertainment, Tom Rothman, says the studio views the transition to digital distribution as an opportunity to save money.

Many studios have reduced their risk by tapping into hedge-fund and private-equity financing. Hollywood-friendly funds include Stark Investments and Banc of America Capital Investors. But that money is already starting to dry up -- a good thing, say some studio executives. With minimized financial risk, some studios have made some bad creative choices. "I'm not sure smart and informed decisions are always being made with respect to where to devote capital," says Amir Malin, the founder of investment firm Qualia Capital, who previously ran several independent film companies. Absent a co-financing partner, he says, some movies would not have received the green light.

For the past few years, many in the film industry thought that the arrival of high-definition DVDs would head off trouble. The hope was that consumers would be so taken by the high picture quality and new features that they would at least in part replace their libraries of movies.

Diverging interests of the media conglomerates that own the studios led to two rival standards: one spearheaded by Toshiba Corp., called HD-DVD; and one by Sony Corp., known as Blu-ray. So far, the only result is confusion. In an effort to hedge their bets, several studios are backing both standards. Adams Media Research estimates that high-definition disc sales will reach $122 million in 2006 -- a pittance compared to regular DVD sales of $16 billion annually in the U.S. Only a handful of HD titles have appeared on store shelves so far.

DreamWorks Animation CEO Jeffrey Katzenberg says while the new format will be a high-margin business, "it's not clear whether it will grow into a mass-market platform." He adds, "For sure it will be incremental to our DVD business."

The uncertain future of high-definition discs leaves Hollywood with one big chance to propel growth in the foreseeable future: digital distribution of films over the Internet. But that transition may lead to further contraction rather than robust growth. "The movie industry is at a crossroads and it's not clear yet what digital distribution will mean for the business," says Merrill Lynch analyst Jessica Reif Cohen.

Hollywood has watched the bloodbath that digital technologies created in the music industry, and knows it needs to get easy-to-use, legitimate services up and running before free downloads get out of control. In the U.S. at least, the studios currently have bandwidth on their side. Downloading a movie can still take as long as the movie itself.

Nonetheless, the studios are rushing to do deals with myriad new legitimate services. Apple wants to bring movies to its iPod later this year, and Microsoft Corp. has a portable device in the works that will play both music and movies. Mass retailers like Amazon and Wal-Mart are planning their own downloading services. And cable and telephone operators like Comcast Corp. and AT&T Inc. are rolling out broadband offerings that viewers can access on demand. The studios will be using those services as testing grounds to see how consumers react to certain prices and functions.

The studios' early efforts in the digital world have had little success. Services like CinemaNow and Movielink -- which itself is owned by a consortium of movie studios -- have barely made a mark and industry executives are skeptical they will survive.

Kevin Tsujihara, who oversees digital distribution at Warner Bros., believes two developments will help draw consumers to legitimate online-downloading services: the increased portability offered by devices like the iPod, and the coming capability for consumers to play downloaded digital files on conventional DVD players.

1. The motion picture industry is attempting to maintain profitability by
a. taking a harder look at their business models Correct 

b. making sure top stars are overpaid
c. bloating their infrastructure
d. sharply increasing the number of films made
2. The film industry hopes that _______ will be profitable in the future.
a. pictures of Suri Cruise
b. high-definition DVDs
c. distribution of movies over the Internet via downloading services
d. Both b and c Correct
In Gulf of Mexico, Industry Closes In On New Oil Source

By RUSSELL GOLD 
September 5, 2006; PageA1

http://online.wsj.com/article/SB115742365939953524.html
The oil industry is on the verge of cracking open a deep-water region in the Gulf of Mexico that could become the nation's biggest new domestic source of oil since the discovery of Alaska's North Slope more than a generation ago.

Chevron Corp. and partners Devon Energy Corp. and Statoil ASA announced today the first successful oil production from the region, a 300-mile-wide swath of the Gulf that lies below miles of water and deep within a bed of ancient rocks geologists call the lower tertiary. The company said the well sustained a flow rate of more than 6,000 barrels of crude oil a day during the production test.

The test paves the way for the development of the three partners' Jack field, located 270 miles southwest of New Orleans, and ultimately for dozens of comparable discoveries under federal lease to companies that include Anadarko Petroleum Corp., Petróleo Brasileiro SA, Exxon Mobil Corp., BP PLC and Royal Dutch Shell PLC.

Chevron and Devon officials estimate that the recent discoveries in the Gulf of Mexico's lower-tertiary formations hold more than three billion barrels' and perhaps as much as 15 billion barrels' worth of oil and gas reserves. If the industry succeeds in finding 15 billion barrels of oil, it would boost the nation's current reserves of 29.3 billion barrels by 50%.

And if all these new finds were successfully exploited, they could approach or perhaps exceed the output of Alaska's giant Prudhoe Bay, the largest U.S. oil field.

While the new discoveries are sizable, they won't usher in an era of plentiful, low-priced oil. The Gulf's lower-tertiary reservoirs don't come close in size to the enormous oil fields of the Middle East or even Mexico's huge, but tired, Cantarell oil field in the waters off the Yucatán Peninsula. Still, a major new oil source in U.S. waters could help to cool the heated market for crude oil.

Though oil prices slipped below $70 a barrel in New York trading Friday on a pared-back forecast for the current hurricane season, they have risen for the past two years. Factors fueling the rise include shrinking surplus production capacity, fear that global oil output is peaking, instability in several oil-producing regions and a rising tide of oil nationalism, which has led some countries to tighten control over their oil resources.

With three-quarters of the world's oil and natural-gas resources off-limits to Western oil companies, the high oil prices swelling their coffers have encouraged them to take bigger financial risks in search of new sources of oil.

The five-mile-deep Jack well, among the world's deepest production wells, is thought to have cost more than $100 million, according to industry officials. Developing Jack and the other lower-tertiary fields could cost several billion dollars for drilling, building platforms and laying pipelines to take the oil ashore.

"The well test is an important milestone" in unlocking the new region's commercial potential, says Paul Siegele, who heads Chevron's deep-water Gulf exploration unit. "Based on the oil in place and the amount of structures yet to be drilled, this is exciting."

Companies aren't disclosing how much oil they think they have found in most of the region's fields. Devon, however, says its four discoveries, including Jack, hold at least 300 million barrels each, making them among the largest fields discovered anywhere in the world in the past few years, according to Wood Mackenzie, an Edinburgh, Scotland, energy consulting firm.

At a time when energy companies are struggling to replace reserves, the Gulf's deep-water lower-tertiary region "is one of the few exploration success stories where potentially world-class finds have been made in recent years," says Wood Mackenzie oil analyst Zoë Sutherland.

Many of the finds in the region are still unexplored. There are four discoveries near Jack. Two hundred miles to the west, there are five discoveries clustered together, including Royal Dutch Shell's Great White field, which Wood Mackenzie estimates holds the equivalent of 500 million barrels' worth of oil and natural gas.

The area in between has recently yielded its first strike -- and potentially the largest yet. On Thursday, BP said its exploratory Kaskida well had passed through 800 feet of oil-bearing rock, the second-thickest oil zone ever found in the Gulf of Mexico.

Last year, a team of Chevron geologists estimated that between three billion and 15 billion barrels of oil could be extracted from the Gulf of Mexico's lower-tertiary rocks. "I suspect today that is on the low side," says Larry Nichols, Devon's chairman and chief executive. Chevron, which is based in San Ramon, Calif., agrees that the three-billion-barrel end of the range is probably low.

Devon, an Oklahoma City oil company about a fifth the size of Chevron by market capitalization, stands to benefit the most from the emerging oil reserves in the Gulf's lower tertiary. After Chevron, it holds the second-largest number of exploration leases in the region. Company officials said they believe Devon's fractional interest in four discoveries, including Jack and Kaskida, could yield 900 million barrels of reserves -- a 43% increase to its year-end booked reserves.

With the Jack well, Chevron and its partners are hoping to kick off a new wave of Gulf of Mexico exploration. Since the first oil derricks went up in Gulf waters in 1947, more than 99% of the oil and natural-gas molecules have been sucked out of rocks no more than 24 million years old. The Jack well and others in the region are drilled into older rocks that remain largely unexplored.

Technological gains have made the new wells possible. Today's floating oil rigs can drill deeper than their predecessors, and advances in seismic exploration -- the use of sound waves to map underground oil and gas formations -- have made it possible to detect oil below the massive salt canopies that typically sit atop the Gulf's lower-tertiary rock formations.

Until recently, seismic images from below these salt formations were muffled and largely useless. The oil companies, however, developed new mathematical formulas that allow them to interpret the images, bringing potential new troves of oil and gas into focus.

Oil companies still face technical challenges in tapping the lower tertiary, which requires them to penetrate unprecedented depths. Before the test of the Jack well, one of the biggest concerns had been that the rocks in the lower tertiary might be so tight that pulling the oil out would be prohibitively expensive. Now, "that is not a concern," says Mr. Nichols of Devon. "You will be able to flow these wells at a commercial rate."

Others are more conservative in their assessment. While the Jack test flowed oil into a pipeline for more than month, Chevron's Mr. Siegele says he would be more comfortable seeing the well perform for a year before proceeding.

Chevron says it and its partners haven't decided whether to drill another appraisal well or move straight ahead to developing the Jack field. Getting set up to produce oil could take three years or longer.

The three partners discovered Jack, which is under 7,000 feet of water, in May 2004. One 29,066-foot-deep well was drilled that year and a second 28,175-foot-deep well followed in 2005.

This spring, the companies parked the Cajun Express, a 350-foot floating rig, above the second well and turned on the well. Chevron says it produced 6,000 barrels of oil a day, a maximum rate set to prevent damage to equipment. They perforated only a portion of the 350-foot-thick reservoir. The oil is both light and sweet, says Mr. Siegele, the kind that commands the best prices and is in the most demand.

3. If the industry succeeds in finding 15 billion barrels of oil, it would boost the nation's current reserves of 29.3 billion barrels by 

a.25%
b.35%
c.50% Correct 

d.75%
4. Advances in technology that have helped find new sources of oil include
a. floating oil rigs that can drill deeper than their predecessors
b. improved seismic exploration
c. submarine grid sweeps
d. Both a and b Correct 

Directors Cut H-P Board Clash Over Leaks Triggers Angry Resignation

By ALAN MURRAY 

September 6, 2006; Page A1

http://online.wsj.com/article/SB115749453036454340.html
A year and a half after Carly Fiorina was pushed out as chairman and chief executive of Hewlett-Packard Co., the aftershocks of that firing continue to shake the computer company's board of directors.

The latest eruption came at a meeting on May 18, when the board reviewed the results of an extensive investigation into press leaks that was undertaken by new board Chairman Patricia Dunn shortly after Ms. Fiorina departed. The report, which relied in part on private telephone records, fingered George Keyworth, a longtime director and former science adviser to President Reagan, as the source of many of the leaks about board deliberations. A boardroom showdown ensued, during which the board voted to ask Mr. Keyworth to resign, and he refused, saying he was elected by the shareholders. Venture capitalist Tom Perkins, a friend of Mr. Keyworth, quit the board on the spot in anger.

In the weeks since that meeting, Mr. Perkins has told business associates of the event, and also provided information to the Securities and Exchange Commission, prompting that agency to launch a probe into the matter. He is particularly concerned that the investigation involved the search of board members' private telephone records, and has questioned the legality of that practice.

In response, H-P's board made a filing with the SEC Wednesday saying, among other things, that Mr. Keyworth will not be nominated for re-election to the board at its annual meeting next March.

While full details of H-P's internal probe remain unclear, it appears to involve a controversial practice known as "pretexting." Under the practice, public investigators apparently call the phone company, and use personal information to falsely represent themselves as another person, in order to obtain that person's records.

H-P board members say the investigation was done by an outside contractor to the company, retained by another outside contractor. Those contractors continue to insist they used only legal methods to obtain the phone records. But some H-P board members acknowledge feeling uncomfortable with the methods used.

Viet Dinh, an attorney for Mr. Perkins, said in a statement that Mr. Perkins "resigned because of a disagreement about H-P's governance practices. The company for the past months has refused to disclose the substance of the disagreement, and Mr. Perkins is pursuing all appropriate remedies."

"The situation is regrettable," Ms. Dunn said in a statement. "But the bottom line is that the board has asserted its commitment to upholding the standards of confidentiality that are critical to its functioning. A board can't serve effectively if there isn't complete trust that what gets discussed stays in the room."

The story reflects a new era in the way American corporations are run. A few years ago, most boards of directors were clubby affairs, run by the chief executive, filled with members chosen by the chief executive, and likely to intervene only in times of crisis. Today, as a result of a host of changes that cascaded out of the corporate scandals earlier this decade, boards have become more powerful and more independent than ever. The Hewlett-Packard story shows many of them are still struggling to operate smoothly in this new environment.

Mr. Keyworth couldn't be reached for comment. Ms. Fiorina plans to tell her version of events in a book being published next month. This account is based on interviews with several of the people directly involved.

The confrontation at H-P has its roots in November 2004, when independent members of the board met in executive session, without Ms. Fiorina present, and discussed their concerns over her leadership. At the time, H-P's stock was performing poorly compared with shares of rivals such as Dell Inc. and International Business Machines Corp. Mr. Keyworth, a director since 1986, suggested the board bring back Mr. Perkins, who had left a year earlier because he had reached the board's mandatory retirement age of 72.

Mr. Perkins is a storied figure in Silicon Valley, having helped start one of the first venture-capital firms there, Kleiner Perkins Caufield & Byers. He worked for H-P in the 1960s, and joined the company's board in 2002 after it merged with Compaq Computer, where he had been a director. Once married to romance novelist Danielle Steel, Mr. Perkins recently wrote a racy novel of his own titled "Sex and the Single Zillionaire."

When told of the board's plans to bring back Mr. Perkins, Ms. Fiorina resisted, according to board members. Frequently lauded as the nation's leading female business executive, Ms. Fiorina was known for her marketing skill, but inside H-P she had a reputation for flashes of arrogance. She didn't like the idea of waiving the retirement age, and felt that if Mr. Perkins were to return, the board should wait until its annual meeting the following March. But Mr. Keyworth was particularly insistent, and Mr. Perkins was invited to attend the board's annual strategy session in January 2005, although he wasn't yet a director.

5. A controversial practice known as______ is when public investigators apparently call the phone company, and use personal information to falsely represent themselves as another person, in order to obtain that person's records.

a. “subtexting”
b. "pretexting" Correct 

c. “retexting”
d. “text-messaging”
6. A year and a half ago Carly Fiorina chief executive of Hewlett-Packard _____.
a. retired
b. became chairperson of the board
c. took the corner office
d. was forced out of HP Correct 

To Boost Sales, Wal-Mart Drops One-Size-Fits-All Approach

By ANN ZIMMERMAN
September 7, 2006; Page A1

http://online.wsj.com/article/SB115758956826955863.html
EVERGREEN PARK, Ill. -- When Wal-Mart Stores Inc. recently opened a new store here with a heavily African-American clientele, it stocked the men's apparel section with an exclusive line of clothes featuring baggy jeans and trendy sports jackets, made the department 30% larger than at typical stores and moved it to the front corner.

To appeal to affluent shoppers in Plano, Texas, Wal-Mart staffed the new store there with consumer-electronics specialists called "know-it-alls." And it geared the sporting-goods section toward children, on the theory that well-heeled adults tend to buy their tennis and golf gear at country clubs, not discount stores.

These two stores are part of a much broader effort by Wal-Mart to jump-start sluggish sales gains by abandoning its one-size-fits-all approach to retailing. In place of cookie-cutter stores stocked with largely the same products, the retailer is custom-fitting its merchandise assortment to reflect one of six demographic groups. Besides African-Americans and the affluent, it is targeting empty-nesters, Hispanics, suburbanites and rural residents.

Wal-Mart's attempt to break its approximately 3,400 U.S. stores into six different models is a huge shift for a company that grew to be the largest retailer in the world on the strength of standardization. By buying products in giant volumes, Wal-Mart was able to relentlessly lower prices, forcing other retailers to adapt or go out of business. But with comparable-store-revenue growth slowing and the stock price falling, the company now thinks aiming at specific types of customers will boost sales.

With about 85% of the U.S. population shopping at its stores at least once a year, Wal-Mart "is all things to all people," says Eduardo Castro-Wright, chief executive of the company's U.S. stores and architect of the new approach. By offering customers all the same things, he adds, "you end up under-serving everyone because you don't have an offering that is specific to that customer segment." (Mr. Castro-Wright is a director of Dow Jones & Co., publisher of The Wall Street Journal.)

As part of this strategy change, the retailer is shaking up its management structure. It moved executives previously based at company headquarters in Bentonville, Ark., to markets around the country so that they're more in touch with their customers. And it beefed up local marketing teams and gave them more power to pick products.

The new campaign runs the risk of diluting what remains the most powerful brand in retailing. Earlier this year, Wal-Mart de-emphasized its low-price message in ads to alert shoppers to trendier products, believing it "owned the low-price" niche, its chief marketing officer said in March. By summer, as sales started to flag, Wal-Mart went back to emphasizing low prices, papering stores with "We sell for less" signs.

While Wal-Mart continues to open new stores at a voracious rate, sales gains at existing stores have been sliding since the late 1990s. Last year, it notched same-store sales gains of 3%, down from a lofty 9% in 1999. Target Corp., which has slashed prices almost as low as Wal-Mart's while honing an appeal to upscale shoppers, posted gains of 6% last year.

Wal-Mart reported earnings of $11 billion on revenue of $312 billion for the year ended Jan. 31, a 10% rise in profit from the previous year. But the company's stock is down 35% from its peak in December 1999.

Wal-Mart is scrambling to bolster the growth prospects of its massive U.S. division, which accounts for 78% of sales. (The company may get another shot at Japan) Slowing sales growth at its U.S. stores and increasingly saturated markets point to a future when it can't rely solely on building hundreds of new stores each year to perpetuate growth. Rather, Wal-Mart must find ways to generate more sales at existing U.S. stores.

Other big retailers are starting to adopt strategies like Wal-Mart's. For years, giant chains spread across the country with virtually identical store models, betting that their lower prices and larger selection would flatten less-efficient operators. It worked. Now that national retailers are increasingly competing against each other, they are scrambling to win new customers and get existing customers to spend more.

Federated Department Stores Inc. recently said its newly acquired May department stores that are being converted to Macy's wouldn't all carry the same merchandise, and buying would be done by seven regional offices. Fearful of increasing competition from Wal-Mart, Best Buy Co. two years ago proposed revising its 800 stores to better reach prized customers, targeting some at women, some at technology-obsessed youth and others at affluent men.

But no retailer has tried a localization campaign on anything like the scale being proposed by Wal-Mart, which plans to convert a significant number of its 3,400 stores in the next 12 months.

Localization can add new layers of expense and undermine the economies of scale that lower cost and prices, according to a recent study by consulting firm Bain & Co. After Best Buy converted some stores to target specific groups, costs at those outlets rose, says Brian Dunn, the company's president and chief operating officer. He says Best Buy remains committed to its "customer centricity" approach but is tweaking the implementation. Instead of aiming an entire store toward suburban moms, for instance, Best Buy decided to add personal shoppers at a number of stores to lure this customer group.

7. Wal-Mart is custom-fitting its merchandise assortment to reflect one of six demographic groups. Besides African-Americans and the affluent, it is targeting ________.

a. Asians and empty-nesters
b. suburbanites and rural residents Correct
c. welfare recipients and inner city residents
d. All of the above
8. With about ____ of the U.S. population shopping at its stores at least once a year, Wal-Mart "is all things to all people," says Eduardo Castro-Wright, chief executive of the company's U.S. stores and architect of the new approach. 

a. 25%
b. 45%
c. 65%
d. 85% Correct
New Fed Chairman Hopes to Downplay Impact of His Words

By GREG IP 
September 8, 2006
http://online.wsj.com/article/SB115768107168157210.html
At Federal Reserve meetings under Alan Greenspan, the chairman would state his recommendations for interest rates. Then the 18 other policy makers would say if they agreed. They usually did.

After Ben Bernanke took over in February, he made some subtle but significant changes. When Fed officials debate the interest-rate decision, he speaks last. Fed officials say it makes them feel freer to talk about what's on their minds, rather than responding to the chairman's views. When Fed policy makers submitted their projections for growth and inflation as part of a twice-a-year report to Congress, Mr. Greenspan wouldn't submit his own. Mr. Bernanke does.

These changes inside the Fed's policy-making body, the Federal Open Market Committee, are manifestations of an important shift under way in the world's most powerful economic institution. For years, the markets hung on every word of Mr. Greenspan. It was a sign of his dominance of the Fed, and his habit of embedding clues to the direction of interest rates in carefully crafted, often opaque speeches.

The new chairman is trying to depersonalize the Fed by making its decision-making more democratic and easier to understand. Mr. Bernanke, a 52-year-old former Princeton University economics professor, hopes he will one day be considered as successful as Mr. Greenspan and his predecessor, Paul Volcker. Yet Mr. Bernanke has long believed the Fed's success depended too much on the "personal preference" of those two men, as he once wrote.

Mr. Bernanke "wants to associate monetary policy less with the chairman and more with the institution," says Mark Gertler, a New York University economist and longtime Bernanke friend.

It's a conviction born from Mr. Bernanke's years as an academic, as well as a stint from 2002 to 2005 as a member of the Federal Reserve Board under Mr. Greenspan. Mr. Bernanke's early struggles to communicate in his new job have reinforced his belief that markets hang too much on the Fed chairman's choice of words. A comment he made in April, which he believed was misinterpreted, led some to question his anti-inflation resolve. His plan is for the Fed to be more clear about its goals and expectations for inflation and economic growth so the markets don't react so much to his every utterance.

9. After Ben Bernanke took over the Federal Reserve in February, he made some subtle but significant changes. When Fed officials debate the interest-rate decision, he speaks ______.
a. First
b. Last Correct 

c. his mind
d. in Spanish
10. Ben Bernanke the new chairman of the Federal Reserve spent most of his life in what profession?
a. stock broker
b. financial consultant
c. bank loan officer
d. economics professor Correct 

Questions 11 – 14 from Marketplace

Department-Store Giant's Dilemma: One Mall, Two Macy's

By JAMES COVERT and VANESSA O'CONNELL
September 5, 2006; Page A15

http://online.wsj.com/article/SB115742022345253421.html
When Lisa Chlebek went back-to-school shopping for her kids two weeks ago, she was surprised when the clerk at the Temecula, Calif., Robinsons-May said the department store would soon be replaced.

The 36-year-old nurse and mother of four was even more surprised when she learned that the store was slated to become a Macy's. Not only would that be the second Macy's in Temecula (pop. 94,000), it also would be the second Macy's in the same mall. And both stores will carry largely the same merchandise.

"It seems to be such a waste," says Ms. Chlebek. "The only other department stores we have here are J.C. Penney and Sears. We really need a Nordstrom, or something else. Not another Macy's."

The overlap illustrates a little-noticed but critical issue facing Federated Department Stores Inc. as it rolls more than 400 recently acquired department stores into its massive national Macy's chain: cannibalization, the phenomenon of two nearby stores within a single chain stealing each other's customers.

This Saturday, stores across the country bearing some of the most storied names in retailing -- Marshall Field's, Filene's, Robinsons-May, and Hecht's, among others -- will officially become Macy's. As part of its effort to lure shoppers back to department stores from specialty and discount retailers, Federated -- which purchased the chains in last year's $11 billion buyout of May Co. -- plans to create a giant national retailer with more than 800 Macy's stores in 45 states, making it by far the biggest department-store chain in the U.S. Bloomingdale's is the only other brand name Federated will keep, though it is tiny in comparison, with just 36 stores.

After the conversion, roughly 85 malls in Houston, Columbus, Ohio, and Hyannis, Mass., for instance, will wind up with two Macy's in the same mall. That's more than double the number of malls with two Macy's today. Federated says it inherited nearly half of the duplicate spaces when it purchased May.

Federated will seek to stock some of the duplicate Macy's stores with less-available merchandise such as plus-size apparel, kids clothing and home furnishings. But in a few cases, such as Temecula, the company is planning to sell largely the same goods in both Macy's stores.

"It's a terrible situation to have two Macy's in the same mall, unless it's a giant mall like [Bloomington, Minn.'s] Mall of America," says Carol Parish, managing director for brand strategy, of WPP Group's Enterprise IG, a branding consulting firm. She says duplicate stores -- particularly when one's stock is higher-quality merchandise than the other -- could create confusion for customers. "I would think that at midsized malls Macy's will work aggressively to see if they can find a different tenant."

Federated Chief Executive Terry Lundgren doesn't see it as a problem. In an interview, he says the duplication is in large part "a positive outcome" because Macy's wants more space to display its merchandise, and most of its existing mall stores aren't large enough. "This is a way to expand our square footage," he says, and it's far cheaper than "tearing down your existing store and building a bigger one."

In Montebello, Calif., for example, an extra Macy's will allow the company to offer children's clothing and home furnishings, which wouldn't fit into the relatively small Macy's that had been serving the mall on its own. At a few malls in Southern California, as well as Las Vegas, Federated will operate each of its paired-up Macy's locations as a full-line store until it decides whether the fast-growing markets can indeed support them all. In the meantime, minor efforts will be made to differentiate duplicate full-line stores. At a mall in Rancho Cucamonga, Calif., for example, only one Macy's will be selling $150 jeans and pricier fashions by BCBG and Marc Jacobs. In other cases, such as in Columbus, Ohio, it plans to sell the duplicate Macy's store.

11. This Saturday, stores across the country bearing the name __________ -- will officially become Macy's. 
a. Marshall Field's
b. Filene's
c. Hecht's
d. All of the above Correct
Expanding Into Consumer Electronics, Cisco Aims to Jazz Up Its Stodgy Image

By BOBBY WHITE
September 6, 2006; Page B1

http://online.wsj.com/article/SB115751189903254778.html
At a Cisco Systems Inc. sales meeting in Las Vegas last month, new marketing chief Susan Bostrom took the stage to deliver an unorthodox message: Cisco, she said, was no longer just a company that provides network equipment. Instead, she said, the Silicon Valley tech giant would change how consumers communicate and view television.

For Cisco, based in San Jose, Calif., the message marked a big break from its past as a corporate technology supplier, and it's now up to Ms. Bostrom to spread this message widely. She will publicly begin that task today, when the company holds a financial-analysts meeting in New York.

At the meeting, Cisco is expected to broadly outline a plan to change its image and become a more consumer-oriented company.

"We want to share with the financial community the story of how the sizzle is back at Cisco," says Ms. Bostrom.

Under its new plan, Cisco will begin an advertising campaign and introduce a logo change on Oct. 2. The marketing drive will extend into new-product placement in TV shows and movies, as well as billboard ads at sporting events. The company's message will also creep into blogs and interactive social-networking Web sites. With the many sectors Cisco operates in -- from back-office technology to movie and music downloads -- the company wants customers and consumers to see the unifying theme: the network.

Such marketing moves are a turnabout for Cisco, which has historically been equated with just selling gear such as routers and switches, the nuts-and-bolts equipment that companies use to build networks that carry Internet and email traffic. For years, this corporate technology powered Cisco's growth: Nearly 60% of its $28 billion in annual revenue is generated by the sale of routers and switches.

But since the tech bust earlier this decade, Cisco's growth has slowed. To offset that, the company under Chief Executive John Chambers has moved into new terrains, from set-top boxes with its recent $6.9 billion acquisition of Scientific-Atlanta Inc. to Internet phone calling. By getting into these new areas, Cisco is aiming to enter consumers' living rooms with gear such as home-networking equipment, wirelessly networked DVD players, and services such as video on demand.

In its recently reported fiscal fourth quarter, Cisco showed signs that such moves were paying off: Scientific-Atlanta produced 7% of Cisco's $8 billion in revenue and the company forecast strong growth for its current quarter.

Still, the perception of Cisco as simply a mass producer of routers and switches has remained. Now as its business begins to touch consumers and others outside information-technology departments, the company wants to alter its profile. "There is a great deal of importance in how a company accurately defines itself," says Charlie Giancarlo, Cisco's chief development officer. "We need to clarify our role."

That task has now fallen to Ms. Bostrom, who was appointed Cisco's chief marketing officer in January, and it's a challenge. "Cisco is not a Sony or an Apple Computer," says David Passmore, an analyst with the Burton Group, a market-research firm. "It doesn't have the mind share that other consumer electronics or tech companies have."

Even executives with close ties to the company say Ms. Bostrom has no easy task. "It's a tough job," says Carol Bartz, chairman of Autodesk Inc. and a Cisco board member. "When your customers are the chief information officers for the world's largest businesses on down to consumers in their homes, it's a challenge to communicate a single message to a broad group."

Ms. Bostrom acknowledges that crafting the right message and getting that message out will be demanding. "I think about this a lot," she says. Still, she adds, "we've done a significant amount of research on our customers and realized there are some common messages for the various classes of customers."

Ms. Bostrom, who is 46 years old, brings years of technology and marketing experience to her job. She majored in marketing at the University of Illinois in Champaign-Urbana before joining AT&T Corp. in 1982 as an account executive. She later attended Stanford's Graduate School of Business and worked at consultancy McKinsey & Co.

After joining Cisco nearly nine years ago, Ms. Bostrom worked in the company's Internet consulting group, traveling the globe to consult with businesses on how the Internet could improve their efficiency and their bottom line. She also lobbied on behalf of Cisco's government-affairs operation. At Cisco, her consulting background was considered unusual; most other senior level executives at the company have either sales or engineering backgrounds.

Ms. Bostrom, a mother of three, has since become just one of a handful of women to crack the executive suite at Cisco, making her one of the top women executives in Silicon Valley. She was also instrumental in the creation of an effort to improve the ranks of women at Cisco.

She is known for her hands-on approach and attention to detail. A year ago, she enlisted six actors and set up a stage to demonstrate Cisco's health-care software and technology at Northwestern Memorial Hospital in Chicago. She rehearsed for a day, with the actors playing nurses, doctors and patients in scenarios involving the technology. Her presence and the presentation's detail impressed the hospital's senior executives, says Timothy Zoph, chief information officer for the hospital. He says he is now using some Cisco technology in a new women's health center that is under construction.

To craft Cisco's new marketing drive, which she began putting together in February, Ms. Bostrom focused her attention on internal talks to understand the Cisco brand and collaborated with senior level executives. As part of the effort, the company conducted brand-awareness tests with focus groups. Ms. Bostrom also worked with advertising firm Ogilvy & Mather, a unit of WPP Group PLC, which is a longtime Cisco partner.

While the company won't disclose how much the campaign will cost, Ms. Bostrom says the push will be the biggest ever in terms of reach. For the first time, Cisco plans to conduct interactive campaigns in digital communities like News Corp.'s MySpace.com and YouTube Inc.

On Cisco's own Web site, customers will be able to buy equipment, create technology partnerships and interact with other customers -- things it didn't allow before.

Internally, some Cisco executives have given Ms. Bostrom high marks for her efforts thus far. Rob Lloyd, who oversees Cisco's North American operations, says his eyes widened during the August global sales presentation where Ms. Bostrom presented her message. Many of the 15,000 employees in attendance cheered her on, he adds. "She's now reached rock-star status at Cisco," Mr. Lloyd says.

12. At Cisco, Ms. Bostrom’s _______ background was considered unusual as most other senior level executives at the company have either sales or engineering backgrounds.
a. Consulting Correct 

b. Human Resources
c. High School teaching
d. Marketing
New Company, Same Problems For Ford's CEO

By J. LYNN LUNSFORD and JEFFREY MCCRACKEN
September 7, 2006; Page B1

http://online.wsj.com/article/SB115758724814955805.html
As the chief of Boeing Co.'s commercial-airplanes unit, Alan Mulally locked nearly 100 of his top managers in a conference room every Thursday for a meeting he called the Business Plan Review. As Mr. Mulally helped guide the giant plane maker through the turbulence that roiled the airline industry after the Sept. 11, 2001, terrorist attacks, though, those sessions became better known as "Alan's séance."

On Tuesday, Mr. Mulally left his post at Boeing to plunge into another crisis, taking over as the chief executive of Ford Motor Co. from Bill Ford Jr. The question is whether this outsider will be able to revive the spirit of the company founded by Mr. Ford's great-grandfather 103 years ago.

Mr. Mulally steps in at a critical time for the nation's second-largest auto maker. The company will announce this month the details of an accelerated restructuring plan, after its first stab at returning Ford's North American operations to profitability proved ineffectual amid rising gas prices and a tumbling market for large pick-up trucks and SUVs. The revised plan will likely include substantial job cuts in salaried and hourly ranks and single out auto plants for closing.

Mr. Mulally will also need to address underperforming Ford brands such as Mercury and Jaguar. Then there is the question of Ford's product-development plan; it will launch redesigned versions of its Ford Expedition and Lincoln Navigator full-size SUVs into a market where demand for those products is falling. In all, J.P. Morgan estimates Ford will lose up to $4 billion in North America this year after the auto maker moved to cut production by 21%.

In an interview yesterday, Mr. Mulally, 61, said he was "struck by the parallels" between Ford and when he was brought in by then-Boeing Chairman Phil Condit in 1998 to run a jet-making business that was beset with production problems and uncertainty over how to compete against a more fleet-footed rival, Europe's Airbus.

"It feels to me, with everything I know now, that Ford is in the very same situation," he said. But he also added: "I don't know yet what I don't know."

At Boeing, Mr. Mulally pressed for changes that ultimately helped it emerge from the airline-industry crisis in a powerful position to compete against Airbus. In those Thursday meetings, say people familiar with them, he pushed to transform Boeing from a stodgy, risk-averse company into one that today is taking multiple risks in its multibillion-dollar airplane-development program. Mr. Mulally demanded openness, praising managers who brought their problems to the group and asked for help when they needed it.

"If you want to know the secret of Alan Mulally, it's strategy and staying on point with a very simple message," said Morgan Stanley aerospace analyst Heidi Wood. "With Boeing, it has been about bringing back the magic of the flight experience to the passenger, which is probably something the U.S. auto industry could use a little bit of right now."

It's highly unusual for a big car maker to select a top executive from outside the auto industry. David Cole, chairman of the Center for Automotive Research in Ann Arbor, Mich., said he couldn't recall an outsider stepping into a top role at one of Detroit's auto makers since Ford brought in a group of military experts known as the "Whiz Kids" right after World War II.

Picking an industry outsider as a leader became popular during the 1990s in some other sectors, however. But boards' infatuation with that has cooled. "There are almost no examples of significant industry outsiders" among the 300 biggest U.S. companies, said Stephen Mader, a vice chairman of recruiters Christian & Timbers. And after four years, inside CEOs produce better returns for investors than outside recruits, concluded a global study by consultants Booz Allen Hamilton of 383 chief executives last year.

Since 2001, Mr. Mulally has been credited with taking sometimes unpopular steps that helped the company regain its footing. He adopted manufacturing methods from the auto industry that cut in half the time and number of people it takes to make most of the company's jetliners. He forged stronger alliances with Japanese suppliers and weathered a tumultuous relationship with International Association of Machinists and Aerospace Workers that included a monthlong strike last summer.

He said he was well aware of the importance of the United Auto Workers to Ford and will approach them with the message that the company's problems are also the union's. "I am very respectful of the union as an institution," he said "... but we are where we are, and we are in this together."

At Boeing, Mr. Mulally wasn't afraid to make a decision. Eight days after the Sept. 11 attacks, he announced a plan to lay off about a third of Boeing's 94,000 commercial-airplane employees and slash production. At the time, many criticized him as being unpatriotic, but Mr. Mulally later said that it was the only way for Boeing to come out of the crisis competitive.

In the months that followed, he resisted calls by the company's biggest unions to pull work back into Boeing from outside suppliers, arguing that a healthy corps of suppliers was more important to Boeing in the long run. Boeing also abandoned a much-hyped plan to build a futuristic, speedy airplane known as the Sonic Cruiser. It replaced that plane with a more fuel-efficient and easier to maintain plane, called the 787 "Dreamliner," which has so far gotten 400 orders and is largely responsible for Boeing's recent resurgence.

Mr. Mulally was a top contender to take over at Boeing, most recently a little over a year ago, when he lost out to current Boeing Chairman, President and CEO Jim McNerney. At the time, board members said that their decision was based more on the opportunity to grab Mr. McNerney, a proven CEO who was already sitting on the Boeing board, than it was on the merits of any internal candidate.

While he stayed away from specific pronouncement about his plans at Ford, Mr. Mulally said one of his top priorities is "to get a laser focus" on building "cars and trucks that people absolutely want."

During his time at Boeing, Mr. Mulally spun off parts of the business that weren't part of its core mission of designing and assembling jetliners, such as the making of the millions of individual parts that go into the planes. One of the big beneficiaries of this approach was Japan's aerospace industry, which is building as much as 35% of the Dreamliner. Mr. Mulally said he wasn't prepared to comment about whether he would seek similar alliances with Japan's auto industry.

He also said that he plans to find ways to bring a sense of unity to the company that he accomplished at Boeing through his Thursday meetings. "I know how successful it can be when a business has a plan, everybody knows the plan, and everybody knows how we are performing against that plan."

13. Recently, Mr. Alan Mulally left his post at Boeing to plunge into another crisis, taking over as the chief executive of _________.

a. General Motors
b. American Express Credit
c. Ford Motor Co Correct 

d. Dole Foods
Scams Seeking Phone-Customer Data Are Growing Threat

By DIONNE SEARCEY and SHAWN YOUNG
September 8, 2006; Page B1
http://online.wsj.com/article/SB115768158797257219.html
Last year, the customer-service center at Verizon Wireless began receiving suspicious calls from someone posing as a Verizon Wireless employee who was helping "voice-impaired" customers gain access to their cellphone records.

"He just got out of the hospital with throat surgery" and couldn't make the call himself, the caller told the customer-service representative in one instance, according to legal filings.

But the caller was apparently operating a "pretexting" scam, in effect calling under the pretext of being a representative of the customer. (Pretexters also pretend to be the actual customer.) Verizon sought an injunction to shut down the caller's company and its affiliates, including Data Find Solutions Inc. The companies were allegedly operating Web sites that sold consumers' cellphone and regular phone records for fees of $60 or more. A judge granted Verizon Wireless's request.

Pretexting is a growing problem for phone companies, but it is even more of a problem for consumers. Private investigators, suspicious spouses and an increasing number of data-mining companies are engaging in the practice. Only in the past year or so has phone-company pretexting begun to draw attention from law-enforcement officials, lawmakers and phone-service providers.

In some instances, pretexters pretend to be phone-company employees seeking customer phone records. In others, the callers already have enough personal information about the actual customer to convince the phone company to let them access call records. This week, pretexting arose as an issue at Hewlett-Packard Co., where the practice was used in an internal board investigation to find out who was leaking company information to the media.

Phone companies have been striking back with legal action. In the past year, Cingular Wireless and T-Mobile as well as Verizon Wireless have gone to court against pretexters.

A smattering of antipretexting laws have passed in various states, and Congress is mulling its own bills. Still, companies can't always spot pretexters. Some use "spoofing" devices to make it appear as if they are phoning from a customer's actual phone. Others use voice-changing devices, making male voices sound female, for example.

Corporations have tried to crack down by training employees to spot suspicious callers and by aggressively pursuing legal action to shut down known pretexting companies.

While no method is foolproof, Verizon Communications Inc. urges its customers to set up passwords even for phone conversations with customer-service representatives. In that case, it requires the customers to present their passwords to the representatives before any information can be divulged. Otherwise, customers must be able to recite information provided only on their bills before they can access records. Verizon will also send account information only to a customer's billing address.

AT&T Inc. declined to disclose actions it has taken to safeguard customer records for fear of tipping off pretexters. In the past month, it has asked a court to stop two dozen pretexters whom it accuses of fraudulently accessing 2,500 customer accounts. The suspects in those instances were setting up online accounts to access bills.

In one complaint, AT&T said the pretexters in some cases would call the company to set up the online account using spoofing devices to make it appear they were phoning from their target's home phone. In other instances. they would simply go to the company's Web site, enter the customer's phone number and the last four digits of the customer's Social Security number and obtain an online account.

In its suits against pretexters claiming to aid disabled customers, Verizon Wireless claimed that from Sept. 14 to Oct. 19, 2005, the defendants made 5,108 calls to the company's customer-service centers to obtain records. In one of the cases, the caller posed as "Anthony -- supervisor over at the special needs center" and said he was calling on behalf of a voice-impaired customer. In another instance, a pretexter called posing as a Verizon Wireless employee from "financial services," saying she needed help getting data on a customer's account.

The alleged scam basically worked like this: The defendants adopted a pattern of posing as Verizon Wireless workers helping disabled customers, who were also impostors. The impostor customer was brought on the phone line with a customer-service representative to verify information but was nearly impossible to understand, according to the complaint. The caller then became impatient, insisting that the account had been verified and the information should be handed over.

In one instance, the Verizon representative asked for the customer's name and the last four digits of his Social Security number, according to the complaint.

"He's verified...ma'am," the caller said. "I need to hear that, though," the Verizon re

14. Verizon Communications urges its customers to set up ________ for meetings with customer-service representatives.

a. appointments
b. passwords Correct 

c. telephone conference calls
d. two way video sessions
Questions 15 – 19 from Money & Investing

Where to Find Help In Paying Off College Loans

By JENNIFER JOHNSON
September 2, 2006; Page B1

http://online.wsj.com/article/SB115714014999151983.html
College loans are among the biggest debt burdens for young people -- and higher interest rates are making things worse.

Since 2003, interest rates on so-called Stafford loans (one of the most common types) have jumped to 7.14% from 3.42%. The average graduating senior now carries about $20,000 in student loans. That number makes the $2,000 or so in credit-card debt carried by the average undergrad seem puny.

However, there are ways to lower monthly student-loan payments.

Consolidation is a good first step. By bundling multiple loans into one new, fixed-rate loan, borrowers can usually find relief. Much like credit-card consolidation, the monthly payment is more manageable. But in the end, the costs can be higher because the term of the loan is often extended, which means you are paying interest for a longer period.

While borrowers can consolidate their loans with any lender, it is usually easiest to start with the current loan holder because they have all of the paperwork.

From there, borrowers can shop around for lenders that may offer better customer service, lower interest rates or discounts for automatic payment.

One big catch: Federal and private loans can be consolidated together, but if federal student loans are merged into a private plan, that can often increase the interest rate and may also eliminate federal-loan benefits such as flexible repayment terms and generous loan forgiveness. It is usually best to keep them separate.

One common mistake is that borrowers assume consolidation is the only way to get relief. Another way that helps is to change the repayment plan.

It works like this. Under a standard repayment plan, borrowers usually pay the highest monthly payments for 10 years. But for people fresh out of school, a "graduated" plan -- in which payments start out lower and increase every few years -- can ease the monthly crunch.

The downside, of course, is that because interest charges build up on a loan's unpaid balance, borrowers will have to shell out more over time.

Many lenders also offer incentives for borrowers who make on-time payments or who opt for electronic payment. Many borrowers don't even realize that tricks like this can lead to significant interest-rate cuts in time, says Conwey Casillas of Sallie Mae, the big student-loan provider.

There is yet another option, short of hitting up the parents for help.

It is possible to defer payments on most loans for as long as three years if a person is unemployed and looking for a job or if the borrower works in certain professions, such as law enforcement or teaching. Borrowers don't pay interest on subsidized (or need-based) loans in deferment -- but interest does keep piling up on other types of loans (in other words, loans that aren't need-based).

The bottom line: If a borrower needs help, it pays to ask for it.

"These loans are the most consumer-friendly debt out there," says Martha Holler of Sallie Mae.

15. Ways to lower monthly student-loan payments include _______.
a. a "graduated" plan -- in which payments start out higher and decrease every few years
b. deferring payments on most loans for as long as twenty years
c. consolidation Correct
d. All of the above
Taking Stock: What's Ahead For Investors

By E.S. BROWNING
September 5, 2006; Page C1

http://online.wsj.com/article/SB115740909984353145.html
As money managers drag themselves back from summer vacation they are surprisingly optimistic, although some still worry about hurdles the market faces.

The optimism stems from hopes that the Federal Reserve has finally finished raising interest rates. Some investors are even predicting the Fed will cut rates by next year, a prospect that has people talking about an autumn rally.

Indeed, stocks already are up, with the Dow Jones Industrial Average ahead 6.7% since the middle of July.

The blue-chip average finished Friday at a three-month high of 11464.15, less than 260 points from the record close of 11722.98 hit in January 2000.

"Until six weeks ago everyone was wallowing in despair, and every data point seemed to be pointing lower," says Robert Morris, chief investment officer at the Jersey City, N.J., fund-management group Lord Abbett. "Now we've got this stealth rally going on. It just confirms in my mind that the market has a chance of closing strong this year."

Plenty of dangers still lurk. 
16. As money managers drag themselves back from summer vacation they are surprisingly optimistic. The optimism stems from hopes that the Federal Reserve has _____.
a. a good chairman
b. a strategic plan
c. a new money printing press
d. finished raising interest rates Correct 

Labor Cost Conundrum
By JUSTIN LAHART

September 6, 2006; Page C1
http://online.wsj.com/article/SB115749656366854383.html
Corporate profits are strong even though the biggest cost of most companies, labor, is taking off. That important distinction doesn't add up, but, somehow, that's what government reports show.

Last week, the Commerce Department reported pretax corporate profits were 20.5% higher in the second quarter than they were a year earlier. At the same time, it said wages and other forms of labor compensation for both the first and second quarter were much higher than previously reported.

The higher compensation numbers mean the Labor Department today will likely revise its measure of corporate labor costs sharply higher when it releases quarterly productivity and labor cost data.

Economists at J.P. Morgan estimate that unit labor costs -- an index of how much businesses pay for the workers behind every unit of their output -- rose at an annual rate of 4.7% in the second quarter, rather than the initially reported 4.2%, and that they rose at an 8.3% rate, instead of 2.2%, in the first quarter. Taken together, those increases would push second-quarter labor costs 4.9% above their year-ago mark, the biggest year-over-year increase since 2000.

Labor compensation matters a lot. When it rises it suggests corporate profits are coming under pressure. It also alarms Federal Reserve officials, who worry companies might pass elevated costs on to consumers in the form of higher prices, meaning inflation.

But the strong profit backdrop has some economists debating whether labor costs really are rising as quickly as today's headlines show. UBS economist Jim O'Sullivan says that if compensation costs are really up by so much, profit margins should be under heavier pressure than they appear to be. In fact, one government measure of unit labor costs, which factors in soaring profits, shows labor costs really aren't rising much at all. This alternate measure -- called nonfinancial corporate unit labor costs -- was up just 0.2% in the first quarter from a year ago, much less than the headline figure.

The conundrum is unlikely to be resolved today. If you still believe in Goldilocks, it might make sense to trust the more benign measures. Otherwise, it might be time to worry that labor costs are rising and the profit boom has lost steam.

17. Corporate profits are strong even though the biggest cost of most companies, ______, is taking off.
a. labor Correct 

b. energy
c. raw materials
d. airline travel
Warning Sign
By JUSTIN LAHART

September 7, 2006; Page C1

http://online.wsj.com/article/SB115759020292355882.html
With the economy slowing and labor costs apparently on the rise, investors might be expecting more from companies this quarter than companies will be able to deliver.

The next few weeks might show if that's the case. The third quarter is in its final month. Even in good times, this can be a treacherous period because companies falling short of expectations issue warnings to investors while companies meeting expectations generally keep quiet. The risk is that more companies will be warning in the next few weeks.

It's early going yet, but there are signs of a pickup in earnings warnings. Ashwani Kaul of Reuters Estimates says that a bigger share than usual of the companies that have offered earnings guidance to investors in the past few weeks have said results would be below analyst estimates. Twice as many companies have been giving downward guidance compared with those guiding up.

"I definitely expect the negativity to continue through the month of September," he says. "We're probably still going to have strong earnings growth, but it's not going to be as strong as we anticipated earlier."

KB Home was the latest example of a company to warn. It said yesterday that orders were down 11% and the housing market was increasingly challenging. Tiffany also reported disappointing results last week and guided expectations lower, a fresh sign that the slowing economy might now be hitting high-end consumers who have helped to bolster spending for so long.

Analysts' current estimates put third-quarter earnings for companies in the S&P 500 at 13.2% above their year-earlier mark, according to Reuters Estimates. That's around where it was at the beginning of the quarter and where it was in the second quarter. But there have been some big shifts. Energy sector and basic-material sector earnings are expected to be much higher now, but earnings for retailers, industrial companies and, especially, the tech sector aren't expected to be as strong.

Of course, economists have been warning about an earnings slowdown for years, and it hasn't materialized. But when the tone of corporate statements is negative this early in the warnings season, it usually persists. So now might be the time to take the naysayers seriously.
18. Earnings for 
a. retailers and the tech sector are expected to be strong
b. energy and basic materials are expected to be lower
c. industrial companies are not expected to be as strong Correct 

d. KB Homes were up 11%
Stock-Exchanges Grudge Match

By AARON LUCCHETTI and ALISTAIR MACDONALD
September 8, 2006

http://online.wsj.com/article/SB115766736242256832.html
The two biggest U.S. stock exchanges have set their sights on Europe, but success abroad may depend on their performance at home.

NYSE Group Inc., owner of the New York Stock Exchange, announced in June a proposed merger with pan-European exchange operator Euronext NV. Not to be outdone, Nasdaq Stock Market Inc. has bought 25% of London Stock Exchange PLC and could try to buy the rest as early as next month.

Both of these possible deals would transform the landscape of international trading, but they need shareholder approval that would come easier if the U.S. exchanges' stock prices rallied from recent slumps. NYSE shares are down about 31% from their high in March and about 6% since the Big Board launched its merger bid for Euronext. In trading yesterday, NYSE's stock was up 18 cents to $60.51, giving the company a market value of $9.4 billion. Nasdaq shares, meanwhile, have slid about 35% since mid-March, just after it made its first bid for LSE. The shares ended yesterday's session at $28.80, 76 cents higher. Nasdaq has a market value of $3.1 billion.

The global mergers intensify a long struggle between the two exchanges for market share in the U.S. Added market share for either exchange could boost a share price just in time to make a share-based deal look more attractive to potential merger targets such as LSE and Euronext.

On Wednesday, Nasdaq said its market share of trading in NYSE-listed stocks increased to 12.5% in August, up from 10.8% in July and 4.8% in August 2005. NYSE Group, which includes the NYSE floor and the electronic NYSE Arca, saw its market share slip to 73% in July from 79% in July 2005.

Each percentage-point gain in market share that Nasdaq manages to grab from NYSE adds about a penny a share to Nasdaq's earnings, estimates Roger Freeman, a Lehman Brothers analyst. According to Thomson Financial, analysts expect Nasdaq to earn $1.52 a share in 2007. The same shift of one percentage point takes away about two cents a share from NYSE's projected earnings of $2.22 next year, he adds. Mr. Freeman rates NYSE stock a "hold" and has a "buy" recommendation on Nasdaq's stock. Lehman owns shares of both companies and does trading and investment-banking business with both.

The implications may be wider. Continued share losses at NYSE could force the Big Board to "sweeten its offer" for Euronext, says Rick Wetmore, an analyst with Turner Investment Partners, a Berwyn, Pa., firm that owns shares of Euronext and Nasdaq. In that scenario, Euronext could push for a bigger stake in a combined company to compensate for the risk of accepting NYSE shares that had declined in value. Mr. Wetmore doesn't own shares of Nasdaq, NYSE or Euronext.

NYSE officials say pricing changes that were imposed on traders in August should improve revenue. Overall volume this year has also risen to a record 1.9 billion shares a day -- and may rise further when the Big Board expands electronic trading Oct. 6.

"We are giving up a couple of market-share points, but we're also making money on both higher volume" and charging fees for some trades that used to be offered free, says John Thain, NYSE's chief executive.

Nasdaq is holding an analyst meeting today to highlight market-share gains and other initiatives such as a new options market planned for next year. The market-share gains reflect that more investors find Nasdaq "a wonderful alternative" to trade NYSE-listed stocks, says Christopher Concannon, Nasdaq's head of transaction services.

But Nasdaq's market-share gains haven't helped its stock price, which is under pressure amid concern about the company's borrowing to buy its LSE stake. In recent days, LSE executives have been preparing to defend an anticipated hostile bid from Nasdaq, according to people familiar with the matter.

Nasdaq is interested in gaining full control of the LSE, but at this time isn't thinking it will rush in with a hostile bid, preferring to wait and see if LSE's shareholders pressure the company's management to start merger talks, a person familiar with the matter said.

On March 30, Nasdaq backed away from a proposed £2.4 billion ($4.5 billion) takeover offer for LSE after being rebuffed by the LSE management. Under takeover laws in the United Kingdom, Nasdaq had to wait six months -- until Oct. 2 -- before it can mount a fresh bid. Any Nasdaq bid before March 30, 2007, also would have to exceed Nasdaq's peak purchase price of £12.43 ($23.43) a share, adjusted for changes in LSE's capital structure. LSE shares fell seven pence Thursday to £11.75.

LSE has fended off unsolicited bids three times during the past two years, arguing that the exchange has a more promising future as an independent company. Trading activity is surging on LSE's electronic network, and many foreign companies are choosing to list on LSE instead of in the U.S. or continental Europe.

LSE was aided in past rebuttals by loyal, large shareholders, some of whom sold shares this year and have been replaced by Nasdaq and hedge funds expecting a takeover. "The LSE hasn't got many options," says Andrew Mitchell, an analyst with Fox-Pitt, Kelton in London. Mr. Mitchell has an "in line," or "hold," rating on LSE's shares and a price target of £11.50.

For the NYSE deal, any spike in NYSE stock would need to happen before Euronext shareholders vote on that deal, which they are expected to do in early December. That would make it easier for Mr. Thain to stand pat on NYSE's share-and-cash based offer to merge with Euronext. A decline in NYSE shares would hurt the value of that offer, making a rival plan from Frankfurt's Deutsche Börse more attractive.

Mr. Thain would prefer not to improve the terms, since that would make the deal more costly to NYSE. But NYSE officials say they have the flexibility to improve the terms if needed.

Both Nasdaq and NYSE are looking overseas to diversify their revenue; NYSE officials say their six-month-old merger with Archipelago has started that diversification. NYSE Arca's market share in Nasdaq-listed shares has increased to 22% in July from 19% a year ago. The exchange is rolling out new stock-options technology this month to build revenues in that fast-growing market.

NYSE may achieve $100 million in expected 2007 cost reductions before the end of that year, as originally planned, Mr. Thain said. Still, some investors are skeptical. About 14.6 million NYSE Group shares had been borrowed last month by investors making negative bets, or short sales.

19. The two biggest U.S. stock exchanges have set their sights on ______, but success abroad may depend on their performance at home.
a. Europe Correct 

b. Africa
c. South America
d. Asia
Questions 20 – 22 from Personal Journal
U.S. Travelers Face New Passport Rules

By SCOTT MCCARTNEY 

September 5, 2006; Page D1

http://online.wsj.com/article/SB115741283686853245.html
The time to start packing for that winter trip to the Caribbean may be now -- you are going to need a passport.

Congress and the Department of Homeland Security are tightening border procedures for both U.S. citizens and foreign travelers entering the U.S. By Jan. 8, passports will be required for most everyone entering the U.S. from the Caribbean, Canada and Mexico through airports and seaports, instead of just a birth certificate and driver's license. Land borders will adopt the same requirement Jan. 1, 2008.

The travel industry and several border-state governors and senators have been pushing for a delay in the new rules, fearing confusion and long delays for travelers that could hurt the cruise industry in particular. Only 25% of Americans have passports, and many could be left high and dry if they don't get one before they head off to an island cruise.

As requirements tighten, more people have been applying. Last year, the State Department issued 10.1 million passports, up 15% from 2004. This year is on pace for about a 16% increase.

One pitfall for travelers to watch out for: All children, including babies, will need passports. Since July 2001, the government has required both parents to apply together for a child's passport, if the child is 14 or under. This is to make sure one parent isn't trying to take a child out of the country without the other's permission. It can be a hassle for single parents who have to prove they have sole authority or need to get notarized consent from the other parent.

Another change: Last month, the State Department began issuing electronic passports with a computer chip in the rear cover that contains all the information found on the data page of the passport, such as name, date of birth, passport number and a photograph. For security protection, the e-passports have a metallic material in the front cover and the data are encrypted to prevent eavesdropping. (People with older-style passports don't need to trade theirs in.)

Even if travelers are ready, travel experts say the government may not be well-prepared, and the result of the heightened security could be long lines at airports and seaports. The Travel Industry Association, a lobbying group for cruise lines, tour companies, resorts and airlines, says it supports the move to require better documentation, but it fears the government won't have the staff, equipment and procedures in place needed to process people quickly.

"We're very concerned about the impact on the cruise industry. We're very concerned about the impact on Canadian travel," said Rick Webster, TIA's vice president of government affairs.

The government says it is going ahead with the change starting Jan. 8. The deadline was pushed back a week from the first day of the year so it wouldn't kick in during holiday travels. That has been the only delay granted so far. "If you're going to the Caribbean next February or March, you'd better start worrying about a passport this fall," says Frank Moss, the State Department's head passport official.

Homeland Security has been under orders from Congress to beef up border security since the 2001 terrorist attacks. The biggest change took hold in 2004, when the U.S. government began taking a photograph and finger scan of most foreigners entering the country through airports.

That change has yielded some disturbing results: 1,353 people have been caught trying to enter with false identity since 2004, including some felons and prison escapees. "It's a big number and it's a bit disconcerting," said Robert Mocny, director of Homeland Security's US-VISIT program.

Most of the offenders are simply turned away and sent back. The fingerprint scans have helped catch an escapee from federal prison who tried to return to the U.S. after 22 years on the lam, and a dozen or so other criminals. It is unclear whether any terrorism suspects have been thwarted, officials say, citing one case of a terrorism suspect who escaped U.S. custody in Iraq and was caught applying for a visa to enter the U.S. from Jordan with false documents.

Most foreigners entering the U.S. by air, with the exception of most Canadians and permanent legal U.S. residents, have to have both index fingers scanned and a digital photograph recorded. Within 10 seconds, the system compares those images with fingerprints from more than 60 million people in the database, including prints taken off caves in Afghanistan and fragments from terrorist bombs. When foreigners apply for visas to enter the U.S., they now are required to have a finger scan so that the Immigration and Customs Enforcement agents can verify identity.

Despite initial grumbling that the process was intrusive and unwarranted and would curb travel to the U.S., international travel has been increasing and officials say processing at airports has actually sped up because inspectors have assurance of a person's identity when the green light on the finger scanner goes on. The success has led other nations in Europe and Asia to begin adopting similar measures.

The latest proposed changes may be harder to implement for screening the 400 million people who cross into the U.S. every year, raising fears of long lines at airports, sea ports and roadway crossings.

The State Department and Homeland Security say passport books take too long to process at high-volume land-border checkpoints, so they are developing a "passport card" that will have your information embedded electronically and will communicate wirelessly with Immigration and Customs Enforcement computers, much like a toll tag on the highway. So, by the time you get to the front of the line, the border inspector would have your information and would know whether you should be cleared to pass.

Passport cards won't be ready for the Jan. 8 change at airports and seaports, but should be available before the Jan. 1, 2008 change at land entry points.

The American Civil Liberties Union says it doubts the system will be ready. "To some extent, it's vaporware. There's not the capacity to build or operate," says Barry Steinhart, director of the ACLU's Technology and Liberty Program.

Homeland Security also has proposed forcing the 11 million permanent legal residents of the U.S. -- green-card holders -- to cross border checkpoints with foreign nationals, not U.S. citizens. The change could take effect next year. Immigration advocates and civil-liberties groups say it is overly invasive since those people already have been vetted. Homeland Security says the change will boost security.

One major hole in the system is that US-VISIT, which stands for U.S. Visitor and Immigrant Status Indicator Technology, has been criticized for not tracking people when they leave the country, leaving it unhelpful to determine if people have overstayed their visas, as three of the 19 Sept. 11 hijackers did.

Homeland Security is testing exit kiosks that ask for fingerprints at a few airports. The agency has found it difficult to get people to use the kiosks because they aren't part of the regular airport routine.

Balancing border security and free travel is a struggle. The U.S. needs borders that are efficiently crossed, both for trade and tourism. Business travelers and vacationers need to be able to move quickly, yet the need for careful security has been painfully demonstrated.

"Our goal is not to make our borders more congested," says Mr. Moss of the State Department, "but to move our borders into the 21st century."

20. Potential problems with the upcoming changes in border security include
a. all children, including babies, will need passports
b. only 25% of Americans have passports
c. passport cards won't be ready for the Jan. 8 change at airports and seaports
d. All of the above Correct 

Big Banks On Campus

By JANE J. KIM
September 6, 2006; Page D1

http://online.wsj.com/article/SB115749726344454406.html
Students aren't the only ones headed back to school.

Financial institutions are swarming over college campuses, pushing promotions and free gifts to entice students to sign up for new bank accounts, credit cards and insurance policies. For many banks, students represent one of the fastest growing business segments. Moreover, their research shows that a young adult who opens an account often remains a loyal customer for many years to come.

Consequently, banks' campus handouts are a far cry from the free-pen-and-T-shirt fare they have traditionally given to new student customers. For opening a new checking account, KeyCorp's KeyBank is giving away a free iPod shuffle music player, and Chase, a unit of J.P. Morgan Chase & Co., is offering a dozen 12-packs of Coca-Cola. Bank of America Corp. will pay $50 to students who open accounts online, and Sovereign Bancorp Inc.'s Sovereign Bank is dangling free airline tickets.

Banks also are expanding their physical presence on campuses. Citigroup Inc.'s Citibank, which launched a student Web site last month, is visiting about 200 campuses this year -- double the number of prior years. Chase has stepped up its school visits this year by about 30% from last year. The bank recently created a new marketing position to focus exclusively on college and high-school kids.

Some insurers also are beginning to focus on the student market. State Farm Insurance Cos. last month kicked off a marketing campaign aimed at teaching young adults about auto and renters insurance. This summer the company began sponsoring rock concerts in college communities.

The targeting of students comes at a time when young people are using more financial products at an earlier age. A savings account was long the extent of most new college students' financial holdings. Now, nearly a third of students who start college already have a credit card -- roughly a 50% increase over the past five years, says Robert Hammer, an industry consultant. By the time they turn seniors, a full three-quarters of students are now packing plastic.

"Young adults tend to be very loyal to their first card," says Ed Stolbof, senior vice president of marketing for Morgan Stanley's Discover Financial Services LLC. "It's really important to get to card members as soon as we can in their credit cycle."

Some states and universities have tried to limit the influence that financial institutions have on campus out of concern that the heightened marketing activity may contribute to students leaving school burdened by student loans and credit-card debt. A handful of states, including New York and Illinois, have passed laws restricting the marketing of credit cards on campuses and several other states have proposed similar legislation this year, according to the National Conference of State Legislatures.

"When you have the gifts associated with a checking account or a credit card, it shortcuts the students' thought process on whether they're making the best decision" about that product, says Ken McEldowney, executive director of Consumer Action, a San Francisco advocacy group.

Mario Colosimo, a senior at Westminster College in Salt Lake City, shopped around for a checking account last month before signing up with Zions Bancorporation's Zions Bank because it had branches near his home and didn't charge monthly fees for maintaining balances. "What also attracted me were the direct deposit and a really good Internet banking Web site," says the 20-year-old.

For students signing up for new accounts, it's important to understand the contract terms to avoid getting hit with extra charges. Although many of the student checking accounts have no monthly fees or minimum balance requirements, for instance, students may have to sign up for certain services, such as enrolling for online statements, or other products in order to qualify.

Some banks have additional enticements. Wachovia Corp. and Bank of America offer to waive the first overdraft or bounced check fee. Others, including KeyBank, will reimburse a certain number of fees for using ATMs outside of the banks' networks. Some insurers, including State Farm and Allstate Corp., will provide discounts on auto insurance premiums for students getting good grades.

And, since parents often influence where their kids bank, firms are offering incentives if both have accounts at the same bank. Chase will waive a $10 monthly service fee and provide free online bill pay on a student checking account if it is linked to a parent's account at the bank. Under Wachovia's "College Connections" program, students get 12 free out-of-network ATM transactions each month if their checking account is linked to a parent's account at the bank.

Students shopping for a credit card should get one with a low credit limit so they don't overspend, suggests Marie O'Malley, vice president of marketing for Nellie Mae, a unit of student-loan company SLM Corp. They also should ask to have their names taken off any lists that could be sold to vendors in order to prevent getting inundated with solicitations from other banks and credit cards, she says.

Among some offerings: U.S. Bancorp's college card limits spending to $300. USAA offers a credit card that starts with a $500 limit for freshmen that gradually increases with each grade level.

21. For many banks, _______ represent one of the fastest growing business segments. 
a. parents
b. senior citizens
c. students Correct
d. tweens
Hoarders vs. Deleters, Revisited: Readers Share Competing Email Strategies
By JEFF ZASLOW 

September 7, 2006; Page D1
http://online.wsj.com/article/SB115759220572655931.html
Trevor Person of Alexandria, Va., has what he calls a "squeaky clean" inbox; he keeps just 10 to 25 emails in it at a time. His wife has about 16,000 emails in her inbox.

Many people consider crowded inboxes to be status symbols, says Mr. Person. But he suspects that his wife's hoarding of emails actually exacerbates his compulsion to be an inbox neatnick. He has reached a realization: His wife feels "validated" by a jammed inbox. He feels validated by an empty one.

Across America, email hoarders and deleters are coming to terms with each other. There's not yet a mass movement to alter marriage vows -- "Love me, love my inbox" -- but people are recognizing that inbox habits affect everything from our work lives to our love lives. I learned this last month after writing a column1 looking at how the tidiness of your inbox reflects who you are. More than 700 readers responded.

Deleters wrote about "zero inbox" nirvana. Hoarders bragged about how easily they navigate through saved emails. The most-cluttered-inbox award went to Peter Kushkowski, with 56,482 emails. A retired engineer from Portland, Conn., he says his inbox is an "archival depository" and is easy to search using Microsoft's Outlook Express.

I definitely got a sense of the tensions between hoarders and deleters. Hoarders complained that deleter colleagues always hit them up for help tracking down long-ago emails. ("Check with Mikey. He hoards everything!")

Deleters complained that hoarders cling to stale jokes and "day brighteners" -- and clog up everyone else's inboxes by forwarding the stuff. Paul Amundsen of Zion, Ill., has a "three-click rule" to fight forwarded messages, including the onslaught from his mother: "If it requires more than three clicks to reach the sent item, I delete it."

Some readers admitted they feel slighted by eager-to-delete loved ones. I heard from a woman whose husband quickly disposes of every email she sends him, as if he's giving her a delete-key clue that she's just not that important to him.

Hoarders, meanwhile, said they often feel like outlaws. One cyber-packrat, with 13,978 emails in her inbox, asked that I not reveal her company's name. She feared "the IT department would hunt me down." Other hoarders told of reaching inbox insanity and changing their behavior. Until this year, David Harrison, chief internal auditor for Old Mutual USA in Boston, had about 10,000 emails in his inbox. "This sad state of affairs prompted me to stop overusing email," he wrote. He now adds this line to the end of every email he sends: "A conversation may be better than an email. Call me anytime."

To foster mutual understanding, many deleters offered hoarders advice for paring down inboxes. Among the tips:

Send less email. "Each email you send begets at least one more in your inbox," wrote Margery Colloff of New York. "And make your emails shorter -- like a telegram, not a conversation."

Josh Chernin of Westborough, Mass., advocates cc-ing only when necessary: "Don't cc the janitor unless he really needs to know."

Stay in shape. After reading an email, Josh Sroge of Westminster, Colo., immediately answers it, deletes it or files it. "I think of it as exercise," he explained. "Once you're in shape, all it takes is 20 minutes a day to maintain."

Among the points hoarders asked me to pass on to deleters:

Beware of oblivion. Placing email in folders is exasperating if you can't remember which folder a message is in. As long as your computer's search tools and storage capacity are up to the task, hoarders said, it's better to comb a stuffed inbox using a search word.

Constant deleting wastes time. Many readers said they've turned off the sound on their computers, so they don't hear the "ping" of incoming email. "I am not a fire chief, so I don't have to know the nanosecond something comes in," wrote Richy Glassberg, a TV Guide Channel executive.

A full inbox provides solace, wisdom and alibis. One woman told me she keeps email from a former lover -- just because. Another said it's comforting that her inbox has email from her daughter, who died last year.

William Corcoran of Bethel Township, Pa., has 27,893 messages in his inbox, and feels it is "senseless" to delete email: "Old email threads are the honest man's best weapon. You can instantly find the original complaint you made about your car two years ago. You can show how your boss wanted the widgets made out of plastic and not steel four years ago. Unlike books or letters, emails do not decay."

Lewis Regenstein of Atlanta bragged that the 7,445 emails in his inbox contain more information than many libraries held 100 years ago. He quoted Mae West: "Too much of a good thing...is wonderful."

Some readers, though, were dismissive of both hoarders' and deleters' inbox fixations. Those who constantly check messages are overly narcissistic, wrote Charles Walton of Fort Meade, Md. They gaze at their devices and computers "as if they are admiring themselves in a mirror," he wrote, "which I guess they are."

22. “Deleters”, those who tend to delete all or most of their e-mail say some of the advantages are:
a. a feeling of importance
b. the motivation to have actual conversations instead of e-mailing
c. it is difficult and time consuming to navigate crowded in-boxes
d. Both b and c Correct 
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