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                   Office-Paper Firms Pursue

                   Elusive Goal: Brand Loyalty

                   By JONATHAN WELSH 

                   Staff Reporter of THE WALL STREET JOURNAL

                   Raymond Piatkowski wheels a shopping cart through a maze of displays in a

                   West Orange, N.J., Staples Inc. store, bypassing less expensive brands to

                   stock up with premium-priced Xerox Corp. copier paper.

                   "A lot of brands claim they won't jam your copier, but this one lives up to the

                   promise," says the marketing manager for Woods Restoration Services, a small

                   construction and repair concern in Clifton, N.J.

                   It is exactly this kind of brand loyalty that has paper makers trying to mimic

                   Xerox's marketing success in the mundane category of printer and copier

                   paper.

                   Overall, the paper industry is cyclical, with profits softening recently because

                   of the declining demand in Asia. But Americans' relentless consumption of

                   paper is helping to drive the office-paper category to projected U.S. sales of

                   $9.23 billion this year, up about fourfold in the past 10 years, with an

                   anticipated growth rate of 5% a year, say industry estimates. Sales to the

                   booming small-office and home-office market, known in the trade as "soho,"

                   are expected to total about $1.32 billion this year and are expected to grow at

                   10% a year through at least 2002.

                   But most paper giants, which were used to selling their products like

                   commodities, found cracking the consumer business tough going. It took a lot

                   more marketing skills than selling cardboard to box makers and newsprint to

                   publishers.

 During the past year, three of the five leading paper makers have revamped

                   their branded paper to increase recognition among consumers and boost sales.

                   Others have entered supply agreements and licensing deals to get a piece of the

                   soho market.

                   Union Camp Corp., a Wayne, N.J., paper and packaging concern, introduced

                   its Great White branded paper in 1993 to cash in on the growing sales in office

                   superstores. It gave the launch a serious try, coming up with a distinguishing

                   name and snazzy shark logo introduced with a series of television ads -- a

                   rarity in the paper business.

                   But last year, Union Camp realized it needed to focus even more sharply on the

                   difficult consumer business. It created a separate Great White Consumer

                   Products division and hired retail-savvy marketers who had more experience in

                   dealing directly with retail customers.

                   "We recognized that selling to consumers required an entirely different skill

                   set," says Jack Plomgren, president of the consumer unit.

                   During the past few years, paper giant Boise Cascade Corp., one of Xerox's

                   current suppliers, has stepped up promotion of its own X-9000 and CC-9000

                   brands to soho customers, in part through Reliable, the mail-order business it

                   acquired in 1994. Reliable is part of Boise Cascade Office Products, a supply

                   business 81%-owned by Boise Cascade.

                   The office-products business also has benefited from selling special-brand

                   paper that it makes for Xerox, International Business Machines Corp. and

                   others. "People feel better when they see the equipment manufacturer's name

                   on a package of copier paper, so we have used those brands as our retail

                   vehicle," says Rob Sommer, business leader of Boise's office-paper division.

                   Hammermill, one of the better-known company brands, also has had to take

                   another look at its consumer and soho marketing. Its parent, International

                   Paper Co., in Purchase, N.Y., jazzed up the packaging earlier this year and

                   relaunched television advertising, but also shifted more print ads into

                   small-business and home-office magazines and away from paper-industry

                   trade publications.

                   Industry estimates put Hammermill's spending on television and print ads at

                   about $5 million a year. Taking a page from Xerox, Hammermill claims its

                   paper is nearly jam-free in most printers and copiers.

                   It is also launching specialty lines to compete with newcomers to the branded

                   paper market, such as Hewlett-Packard Co. and IBM. H-P gears much of its

                   higher-priced office paper for specialty uses and said it entered the market in

                   part to capitalize on its already strong name with consumers. Using the wrong

                   stuff "can lead to runnability problems like fusion curl, jams, multifeeds and

                   missed pickup," H-P says. H-P's branded paper is actually produced by

                   Champion International Corp.

                   Georgia-Pacific Corp., Atlanta, another longtime paper supplier to commercial

                   customers, said it took aim at the soho market about 18 months ago with its

                   Microprint brand. Among its tactics: using bright yellow packaging to make its

                   multipurpose grade, specialty ink-jet and laser-printer versions stand out on the

                   shelf.

                   Most industry executives point to Xerox as the leader in building brand loyalty

                   by selling quality. The Stamford, Conn., company's paper marketing started in

                   the early 1960s, when it rolled out high-speed copiers that were more finicky

                   at a time when copier-paper quality was less reliable. Xerox ordered up

                   specifications for sheets that wouldn't jam and sold it under its name. As of

                   last year, Xerox's supply business, the bulk of which is paper, accounted for

                   about $1 billion of the company's $18.17 billion in sales and about $27 million

                   of its $1.45 billion in net income, according to Jonathan Rosenzweig, an

                   analyst with Salomon Smith Barney.
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                   British Airways, Four Other Airlines

                   Join Forces, Rivaling Star Alliance

                   An INTERACTIVE JOURNAL News Roundup

                   Airline giants British Airways and AMR Corp.'s American Airlines unveiled

                   plans Monday to forge a global alliance -- called Oneworld -- with Canadian

                   Airlines Corp., Hong Kong's Cathay Pacific Airways Ltd. and Australia's

                   Qantas Airways Ltd.

                   The multimillion-dollar venture will cover a network of 632 destinations in 138

                   countries and operate more than 1,500 aircraft.

                   British Airways said the five carriers will cooperate on a number of initiatives

                   designed to benefit customers, including shared information and support and

                   enhanced frequent-flyer programs. The partners will also jointly advertise the

                   new relationship.

                   Oneworld will rival the Star Alliance established last year between UAL Corp.'s

                   United Air Lines, Lufthansa, Thai Airways International and Brazil's Viacao

                   Aerea Grandense, or Varig.

                                        The new venture will begin early next year and

                                        build on existing relationships between the five

                                        companies, but it won't overshadow the bilateral

                                        alliance between British Air and American, which

                                        the two said they would continue to press

                                        regulators to approve.

                                        However, the airlines said other carriers could be

                                        invited to join the Oneworld alliance.

                                        British Air said the commercial agreement should

                                        see smoother transfers for passengers traveling

                                        across the global networks of the five carriers,

                                        with greater support for staff. It will also mark

                   one of the largest-ever employee communications and training programs,

                   involving most of the 220,000 people working for the partners, British Air said.

                   The deal doesn't cover the airlines' cargo activities, although British Air said the

                   partners are working to improve freight and mail services.

                   The Oneworld logo and name will appear alongside the carriers' own corporate

                   symbols on airport signs, timetables and printed material. While the companies

                   will jointly market the alliance, the cost of developing the brand will be split

                   among the partners to reflect the size of each airline, British Air said.

                   The London-based carrier said the alliance is a response to changing trends in

                   the airline industry, with increased demand from customers for easier travel

                   and greater rewards. The partners have been developing the alliance over the

                   past six months, with more than a dozen groups looking at such issues as

                   airport transfers, marketing, information technology and employee training.

                   The five airlines last year carried some 174 million passengers.

                   Analysts described the alliance as a coup for the Western carriers, which will

                   offer them a stronger hand in the north Pacific.

                   It also provides a badly needed boost for Cathay Pacific as well. Like most

                   players in the Asian airline industry, Cathay Pacific has been badly hit by the

                   turmoil in the region and the recession at home.

                   In recent weeks there has been widespread speculation in the airline industry

                   that Cathay would enter an alliance with British Airways, its partner American

                   Airlines, and others. Cathay already has a code-sharing alliance with Qantas.

                   British Airways owns 25% of the Australian flag carrier.

                   Cathay reported losses for the first time in decades in the wake of Asia's

                   economic crisis, and the alliance would likely help in cost-cutting and retaining

                   highly sought business customers. Cathay reported a loss of HK$175 million

                   ($22.59 million) for the six months ended June 30.

                   "British Airways and American Airlines have one of the most extensive

                   networks in their respective markets," said Zayong Koo, director and regional

                   aviation analyst for Dresdner Kleinwort Benson Securities (Asia) Ltd. in Hong

                   Kong. "Just being able to connect in the same route network will help Cathay

                   tap into the U.S. and European markets."

                   Airlines are facing tough times world-wide, and alliances have become a way

                   for airlines to get many of the benefits of a merger without actually merging.

                   At present, the world's dominant global alliance, the Star Alliance, includes

                   United Airlines, Thai Airways, Lufthansa, SAS of Sweden, and Brazil's Varig.

                   An alliance uniting Cathay, British Airways and American Airlines would

                   become a formidable counterweight.

                   Benefits from an alliance are at least six months to a year away, Mr. Koo

                   figured, but in the long term, Cathay should benefit from feeder traffic from

                   Europe and North America, as well as shared costs for marketing and

                   amenities like passenger lounges.
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                 In the Land of Coke and Pepsi,

                 Family Firm Sells RC and Crush

                 By NIKHIL DEOGUN 

                 Staff Reporter of THE WALL STREET JOURNAL

                 TUCSON, Ariz. -- George Kalil pulls into the parking lot of a Just for Feet

                 shoe store. He immediately sees red.

                 A massive sign for Coca-Cola's latest summer promotion beams from the

                 store window. Inside sits a brightly lit Coke vending machine. Mr. Kalil

                 knows he has a difficult mission. For 50 years, the Kalil family has owned

                 and run an independent bottling firm, which now distributes 7 UP, RC Cola,

                 Crush orange soda and a panoply of other drinks not owned by Coca-Cola

                 Co. or PepsiCo Inc. "The Good Guys at Kalil," the slogan plastered on Kalil

                 Bottling Co.'s delivery trucks, is a common sight in this desert city.

                 A silver-haired bear of a man with an impish grin, the 60-year-old Mr. Kalil

                 introduces himself to the manager and asks if the store would consider

                 putting in a Kalil vending machine. The manager politely explains, "That's all

                 decided by headquarters."

                 Mr. Kalil leaves his business card but isn't hopeful: These days, large chains

                 often sign national contracts. His hunch is correct. Back in Birmingham,

                 Ala., the head office of the 100-store chain confirms that it signed an

                 exclusive contract with Coke last year.

                 Beneath the hype of the cola wars that Coke and Pepsi are waging rages

                 another battle: the struggle by family-owned, "third tier" bottlers like Mr.

                 Kalil to make gains behind the first two tiers of Coke and Pepsi. Those two

                 behemoths together control 75% of the $54 billion domestic soda market, up

                 from about 60% in 1980, according to Beverage Marketing Corp., a New

                 York consulting firm. Formerly well-known soft drinks have diminished so

                 drastically that finding them in retail stores can be a major undertaking. Even

                 a brand like 7 UP, which in the early 1980s was the nation's No. 3 soft

                 drink, has eroded to No. 8, as Pepsi and Coke and their subsidiary brands

                 take over.

                 Exclusive Deals

                 "Coke is an extraordinarily well-run company and so is Pepsi," says Mr.

                 Kalil. But as they sign exclusive deals with movie theaters, delis, schools,

                 even a shoe-store chain, "it gets closer and closer to what's next? Will there

                 come a time when you go to a supermarket and get only one type of soft

                 drink?"

                 At the same time, soft-drink pricing is cutthroat in supermarkets, with

                 two-liter bottles often on sale for 69 cents and 12-packs of cans for $1.99.

                 Profit margins for third-tier bottlers, who sell most of their drinks in

                 supermarkets, get squeezed as they often need to price their drinks even

                 more cheaply than the better-advertised brands. Mr. Kalil's selling price per

                 24-can case is just three cents more now than it was 10 years ago, he says.

                 It's a downward spiral. As volume falters for brands like Royal Crown Cola

                 and Crush, it also means less money for brand owners to advertise. As

                 products don't sell and are starved of advertising, retailers won't promote

                 them.

                 Through all this, Mr. Kalil has enjoyed remarkable, if sporadic, sales growth.

                 Kalil Bottling is one of the largest independent, third-tier bottlers in the U.S.,

                 boasting annual sales of $97 million, 720 employees and a franchise territory

                 that stretches across Arizona, Utah and parts of New Mexico, Colorado and

                 Texas. Mr. Kalil has managed to increase sales tenfold in the past 20 years

                 by acquiring franchise territories and incrementally increasing sales of some

                 brands.

                 Mr. Kalil won't disclose his salary, but says he is "modestly paid" and notes

                 that four times in the past 20 years he has cut his salary to $100 a week for

                 six months or so to save the company money.

                 Dim Profit Picture

                 The profit picture is dim these days. Though Kalil Bottling has managed to

                 remain in the black overall, the main business -- bottling and distributing

                 carbonated soft drinks -- isn't profitable. But it is crucial in spreading his

                 costs and bringing in additional business. Instead, Mr. Kalil relies on

                 distributing so-called New Age beverages, such as Snapple and Arizona tea,

                 which have low volume but high margins. He also makes money by bottling

                 and canning store-brand soft drinks, which are some of the same drinks he

                 competes with for supermarket shelf space. His overall profits are less than

                 1% of sales, far below those of a similar-size Coke bottler, who makes

                 profits about 5% of sales.

                 "This is the toughest year in the past seven years," he says. Making it

                 tougher is the stock market, where Mr. Kalil says he owns the big soda

                 stocks, which have been battered of late. "That's my hedge," he says,

                 figuring that if his company is faring badly, they will be doing well.

                 The third-tier bottlers and brand owners, in many ways, are much to blame

                 for the fix they are now in. They failed to recognize business trends that

                 have left them in their current predicament. Meanwhile, Coke and Pepsi

                 were capitalizing on a consolidating corporate America by signing national

                 accounts. They created a seamless distribution system by investing billions

                 of dollars to lash together far-flung distribution systems, buy vending

                 machines, advertise their brands and invest in technology. The top 10 Coke

                 bottlers distribute more than 90% of Coke's U.S. volume.

                 By contrast, third-tier bottlers are highly fragmented. The top 10 bottlers for

                 Cadbury Schweppes PLC's brands handled only 66% of Cadbury's volume.

                 (Cadbury is the No. 3 soda company and owner of 7 UP, Dr Pepper, A&W,

                 Sunkist, Crush and a host of other brands. It recently started to consolidate

                 the third-tier system.)

                 "I'm bemused by people who say they're driven out by exclusive

                 agreements; that's humbug," says Henry Schimberg, a former third-tier

                 bottling executive who is now chief executive of Coca-Cola Enterprises

                 Inc., which is the largest Coke bottler and is 42%-owned by Coca-Cola. Mr.

                 Schimberg has little sympathy for soda companies that "ask for parity in the

                 marketplace" regardless of how much they have invested in equipment,

                 technology, advertising and employees. "As you cease to invest or as you

                 lower your investment, you lose your viability," he says.

                 Double Cola

                 The second of seven children, Mr. Kalil joined at age 10 the business started

                 by his father and Lebanese immigrant grandfather in 1948. Back then, the

                 only brand the company bottled and distributed in Tucson was Double Cola,

                 which bore the slogan: "Double measure. Double pleasure."

                 Even then, the business looked risky. "You won't last six months," an RC

                 Cola sales manager told the family at the time.

                 But by dint of hard work and hustle, the business survived. That pessimistic

                 RC manager even became a Kalil Bottling employee. Each of the children

                 pitched in on weekends and the summers, sweeping floors, washing bottles,

                 whatever was needed. The brood was told: Never complain about the

                 blistering heat, for the hotter it gets, the more soda is sold.

                 As a teenager, George Kalil lugged 50-pound carbon-dioxide cylinders to

                 restaurants for fountain-dispensed drinks. The calls came at all hours, and

                 he kept a few cylinders at the back of his Chevrolet pickup. In four years,

                 there was only one night when he wasn't on call. If he went to see a movie

                 with friends, he would sit in the same seat so the theater owner would know

                 where to find him should there be a delivery call.

                 The hours ruined dating; he never got around to marriage. Instead, Mr.

                 Kalil's personal life has centered on basketball and he is known around

                 town, where the University of Arizona Wildcats basketball team is

                 considered a religion, as the team's No. 1 fan. He doesn't take vacations

                 other than for basketball games and in the past 25 years he has missed only

                 two of the university's games, both home and away.

                 Expand, Expand, Expand

                 In 1970, at the age of 32, he was named president. Soon, he was buying

                 additional bottling franchises for Crush, Hires and RC Cola. At the time, the

                 company had annual sales of $400,000.

                 In those days, bottlers duked it out on product quality and marketing. Kalil

                 Bottling prided itself on producing consistently high-quality soft drinks.

                 Bottlers got business by pressing the flesh in local circles and building strong

                 relationships with retailers and restaurants.

                 Today, booming Tucson and Phoenix have far fewer mom-and-pop stores.

                 They have been replaced by national chains like Just for Feet. Coke and

                 Pepsi have legions of employees: In Phoenix, 80 Coca-Cola Enterprises

                 salesmen handle cold-drink equipment, such as high-margin vending

                 machines and clear-front refrigerators. Mr. Kalil has eight, but boasts 130

                 merchandisers, the people who stock the store shelves and arrange the

                 displays.

                 Mr. Kalil himself now spends mornings making sales calls. He visits John

                 Murphy, food and beverage manager of Baggin's, a local chain of gourmet

                 sandwich shops. Mr. Kalil explains to a harried Mr. Murphy that he could

                 offer 20-ounce bottles of Dr Pepper, 7 UP, RC Cola, A&W and others for a

                 good price. For a brief moment, Mr. Kalil's strategy seems to be working.

                 Holding a Dr Pepper in hand, Mr. Murphy raves about how much he loves

                 Dr Pepper and promises to consider the offer. Mr. Kalil walks out into the

                 glaring sun encouraged. Later, however, Mr. Murphy declines the offer. "I

                 like Kalil," explains Mr. Murphy, "but the name of Coke and Pepsi is hard to

                 beat."

                 Mr. Kalil heads to Canteen, a vending company that supplies corporations

                 and factories with vending machines. Jeff Allen, district sales manager, is

                 pleased Mr. Kalil is there, but teases him for not showing up before.

                 "George, in the 20 years we've been doing business with you, I think this is

                 the first time you've been down here," Mr. Allen notes.

                 A Success

                 Mr. Kalil is a little upset by the needling. But the meeting is a success: Mr.

                 Allen agrees to place five more vending machines carrying Kalil products

                 among his array of Pepsi and Coke machines.

                 The bigger challenge for Mr. Kalil is sales in grocery and convenience

                 stores. Mr. Kalil believes customers will remain loyal to his brands if he can

                 just keep his products around. Standing in the soda aisle of a local Safeway,

                 a customer approaches him, proving his point. Thinking that he works there,

                 she says she is looking for A&W cream soda, a Kalil-distributed product.

                 Mr. Kalil helps her look. There is the store-brand cream soda on one shelf,

                 Mug cream soda (made by Pepsi) on the next one down, but no A&W. Mr.

                 Kalil gives up. The woman spends several more minutes looking and finally

                 chooses private-label cream soda.

                 More than any other tactic, Coke and Pepsi's attempts to get more shelf

                 space in food stores infuriates Mr. Kalil, for he believes such sales practices

                 stifle competition. The cola giants sign what are known as calendar

                 marketing agreements, or CMAs, with retailers. These agreements dictate

                 marketing incentives and payments to get premium display and be advertised

                 in retailers' weekly ad circulars. For instance, retailers can be rewarded per

                 case of soda sold if they agree to grant end-aisle displays and allocate

                 additional space on the store shelf or room for clear-front refrigerators. Mr.

                 Kalil contends the levels of funding and incentives are designed to minimize

                 his space.

                 "We try to be as fair as we can be," says a buyer for Tosco Corp.'s Circle

                 K, a convenience-store chain. "It boils down to what's selling and what's

                 not."

                 Pepsi and Coke dismiss Mr. Kalil's claims of unfair competition. "Vigorous

                 competitive activity is the status quo in the soft-drink industry, and we

                 continue to offer the best possible value to our customers," says a Pepsi

                 spokesman.

                 Mr. Kalil has been slow to keep up with some changes. After years of

                 resistance, he is beginning to introduce 12-packs for some brands. He was

                 reluctant because he can't make money on them and feels they eat into

                 what little space he gets. To compete with Coke and Pepsi bottlers, he is

                 investing aggressively: $500,000 to buy 165 hand-held computers for his

                 sales staff; $200,000 toward a better routing system for delivery trucks;

                 $600,000 for a factory cooling system that will save electricity and water

                 and improve production speeds. To spread his costs, Mr. Kalil believes he

                 could use his trucks, one of his largest assets, by adding other products, like

                 pretzels.

                 'Your Diet Coke, Sir'

                 Even so, it's hard for Mr. Kalil to get an advantage. At a late lunch at the El

                 Parador restaurant, owned by decades-long family friends, he chats with

                 much of the staff on a first-name basis as he confidently orders a diet cola.

                 The Mexican restaurant serves only Kalil products. The waitress plunks

                 down his glass and says in a chipper tone: "Here's your Diet Coke, sir." Mr.

                 Kalil jerks up and says, "You mean a Diet RC." The waitress, puzzled,

                 answers, "Whatever." Mr. Kalil later discovers she's new and didn't know El

                 Parador served Royal Crown Cola.

                 Some days, Mr. Kalil experiences even harder knocks. When his beloved

                 University of Arizona decides to consolidate its beverage contracts into one

                 bid, Mr. Kalil puts together a bid of $5.05 million, with the help of the

                 companies whose brands he bottles. Even at that price, Mr. Kalil knows he

                 will lose money over the contract's life.

                 But Pepsi-Cola, which declines to say if it expects the deal to be profitable,

                 slam dunks a $15 million bid to be the university's main beverage provider

                 for 10 years, guaranteeing it 85% of all beverage sales at the 35,000 student

                 school. Pepsi's bid includes $3.4 million for the student union and $1.9 million

                 for athletics.

                 Kalil has lost another round. "If I were running the University of Arizona, I'd

                 do the same thing," Mr. Kalil acknowledges.

                 Dan Adams, a university official, says that while university officials can be

                 "empathetic" toward Mr. Kalil, they must accept the best offer. "The big

                 dogs," he notes, "have bigger wallets."
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                 GM Launches Ad Blitz

                 To Boost Market Share

                 By FARA WARNER 

                 Staff Reporter of THE WALL STREET JOURNAL

                 DETROIT -- General Motors Corp. is emptying its bag of marketing tricks

                 in an all-out effort to force its U.S. market share back up to 30% of

                 light-vehicle sales.

                 That is good news for GM customers, because the manufacturer is offering

                 financing at less than 1% or cash rebates of as much as $3,000 a vehicle. In

                 addition, the No. 1 auto maker says dealer supplies of popular models,

                 depleted during strikes in June and July, have been rebuilt. The GM sales

                 blitz is also good news for other car buyers because GM's rivals believe they

                 must keep their dealers and vehicles competitive.

                 Because of the strikes, which halted most of GM's North American vehicle

                 output, GM's U.S. market share plunged to 20.9% in July and 21.7% in

                 August from around 31% before the strikes. Now, amid mounting evidence

                 that substantial pump-priming is needed, GM has launched a massive

                 sales-incentive program that applies to more than 50 of the company's

                 1998-model cars and trucks and to nearly 30 of its 1999 models, GM said.

                 The company also is again trying to exploit its employee discount program,

                 which fueled a sales boom in May and June.
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                 Bell Atlantic Is Expected to Introduce

                 Single-Rate Program for Wireless Users

                 By STEPHANIE N. MEHTA 

                 Staff Reporter of THE WALL STREET JOURNAL

                 NEW YORK -- Bell Atlantic Corp., responding to rival AT&T Corp.'s

                 popular flat-rate pricing plan for cellular-phone service, is expected to

                 announce Wednesday its own single-rate plans for wireless users.

                 The program, which eliminates long-distance charges and fees for roaming,

                 is the latest salvo in the cellular-service price war. Since the introduction of

                 digital service, and the entry of new competition into the cellular-phone

                 business, the price of wireless service has dropped dramatically, with some

                 carriers offering local rates as low as a nickel a minute.
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                 Bombardier to Join Crowd

                 Selling 90-Seat Jetliners

                 By FREDERIC M. BIDDLE and CHARLES GOLDSMITH 

                 Staff Reporters of THE WALL STREET JOURNAL

                 FARNBOROUGH, England -- Bombardier Inc. announced plans for a

                 90-seat jetliner, making it the fourth manufacturer this year to fly into the

                 potentially lucrative but elusive market for jetliners of about 100 seats.

                 Airbus Industrie on Monday unveiled plans for the 318, a 100-seat shrunken

                 derivative of its 124-seat A319 jetliner, at the biennial international air show

                 here. Meanwhile, Boeing Co. executives continued to attempt to drum up

                 business for its 100-seat 717, a design Boeing inherited -- along with 50 firm

                 orders from AirTran Airways Inc. -- when it bought McDonnell Douglas

                 Corp. last year.

                 In addition, Fairchild Aerospace's German-based Fairchild Dornier unit in

                 May launched a 90-seat aircraft along with two smaller models as part of a

                 new "family" of commuter jets.

                 The sudden rush to serve the 90-110 seat market was met with some

                 skepticism. "There will be ashes," predicts George Hamlin, senior vice

                 president at Global Aviation Associates, a Washington consultancy. "There's

                 a good business here, but there's not enough" for all the new designs rushing

                 to market.

                 All the manufacturers are vying for a market that they peg at around 2,500

                 planes valued at some $62 billion over the next 20 years. They anticipate not

                 only traffic growth over short, frequently traveled routes, but also the need

                 to replace a motley fleet of planes that now do the job, ranging from

                 undersized turboprops to 30-year-old DC-9s and Boeing 737s.

                 In announcing its plans for a 90-seat plane to complement its 50-seat and

                 70-seat commuter jets, Canada-based Bombardier said that it hoped to

                 formally launch such a plane in about a year, for first deliveries in 2003.

                 Treacherous Market

                 "There's definitely a market," says John Plueger, executive vice president of

                 AIG Group's International Lease Finance Co., Beverly Hills, which as the

                 world's largest jetliner lessor is considered key to validating new designs by

                 ordering them, especially those of Boeing and Airbus. "I think everybody

                 would like to see a price tag" for the planes "that begins with a 1," he adds.

                 But none of the new entries comes close. Both the Bombardier and

                 Fairchild Dornier 90-seat models, for example, are expected to list at around

                 $26 million when their prices are unveiled, while the 717 lists at $30.5 million

                 to $34 million. On Tuesday, Airbus proposed a $35.7 million list price for its

                 318. After heavy discounting, it will prove difficult for the manufacturers to

                 extract a profit from planes that, in some cases, will cost as much to design

                 and build as larger airliners.

                 "The only problem" with the much-scrutinized 717 "is getting a good price,"

                 says Harry Stonecipher, Boeing's president and chief operating officer.

                 The 717 is seen by some observers as an example of how treacherous the

                 new market can be. Most development costs of the plane have already been

                 paid by international partners and McDonnell Douglas, which launched the

                 model in 1995 as the MD-95 with the order from AirTran (then called

                 ValuJet). However, since it rechristened the plane earlier this year, Boeing

                 has announced firm orders for only five more of the planes, from a German

                 lessor. An expected order from Pembroke Capital, another lessor, wasn't

                 finalized in time for the air show, leaving Boeing executives comparing the

                 717's slow start to its other initially slow-selling jetliners, such as the

                 next-generation Boeing 737, that eventually bulged their order books.

                 Besides its 717 entry in the 90-110 seat category, Boeing already has a

                 strong-selling competitor, the 106-seat 737-600, which is the smallest of the

                 next-generation 737 family. Launched before Boeing inherited the

                 MD-95/717, the 737-600 was once described by Boeing executives as an

                 alternative to the MD-95 when former rival McDonnell Douglas marketed

                 it. Now Boeing draws a distinction, saying that the lighter 717 is

                 economically superior for trips of less than 600 miles, while the 737-600

                 more efficiently flies longer routes. Bombardier executives say their entry

                 will be lighter still, and even cheaper to fly.

                 Cost Debate

                 Airbus touts its 318, closer to the 737-600 in size than the 717, as roomier,

                 and says that Boeing is exaggerating the economics of the 717. It is also

                 touting the similarity between the cockpits of the A318 and A319/A320

                 family, enabling crews to move between the planes.

                 The tit-fot-tat of cost arguments between Boeing and Airbus is endless, and

                 ultimately beside the point, say some observers. Pilot pay is a significant

                 factor in operating costs, and the observers note that in the U.S., for

                 example, pilot contracts usually stipulate that top-tier pilots fly all planes

                 seating more than 70 passengers.

                 Boeing's 717 will be delivered beginning next summer, whereas the Airbus,

                 Bombardier and Fairchild planes won't begin deliveries for several years.

                 That could give Boeing a critical advantage. But in every larger market

                 segment, only Boeing and Airbus offer models.

                 The prospect of five jetliner airframes pursuing essentially the same market

                 hasn't been seen in decades, and any shakeout could be especially brutal to

                 Bombardier and Fairchild Dornier: They are designing their models from

                 clean sheets of paper and each face development costs of $1 billion or more,

                 as opposed to Boeing and Airbus, whose development costs for their planes

                 are hundreds of millions of dollars less.

                 Indeed, some executives at the air show predicted that the sudden glut of

                 90-110 seat programs could quickly lead to mergers in the regional-aircraft

                 sector.

September 9, 1998

                 GM, Isuzu Are to Invest $320 Million

                 To Build Engines for GM Trucks

                 By GREGORY L. WHITE 

                 Staff Reporter of THE WALL STREET JOURNAL

                 DETROIT -- General Motors Corp. and Isuzu Motors Ltd. of Japan are

                 investing $320 million in a joint venture to build new-generation diesel

                 engines for GM trucks at a new factory outside Dayton, Ohio.

                 In addition to broadening the relationship between the two companies, the

                 venture gives GM a new source of advanced engines for pickup trucks, one

                 of the most competitive sectors of the auto industry. GM owns 37.5% of

                 Isuzu.

                 Isuzu, with a 60% share in the venture, will handle design and engineering of

                 the engines, and will operate the plant. GM, with a 40% interest, will be

                 responsible for finance, public relations and other support activities. The

                 companies are to announce the plan Wednesday in Ohio.

                                          "This joint venture represents a

                                          further strengthening of the

                                          partnership between General Motors

                                          and Isuzu -- a key step in GM's

                                          global strategy," said John F. Smith,

                                          GM chairman, president and chief

                                          executive officer. The two

                                          companies have cooperated on a

                                          variety of projects since 1971, and

                                          GM last year gave Isuzu lead

                                          responsibility for diesel-engine

                                          design.

                                          In the latest venture, said Arvin F.

                                          Mueller, GM vice president and

                                          group executive, "We wanted to

                 capitalize on their technical capability and on our relationship."

                 The new, high-tech V-8 engines to be made at the plant, which will employ

                 direct-injection technology, offer "very significant" reductions in noise and

                 emissions and better performance and fuel economy than the traditional

                 diesel engines GM now offers in its full-size pickup trucks, according to Mr.

                 Mueller. Isuzu is a leader in using the new engine technology, which GM

                 hopes will increase demand for diesels in its pickups. 
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                 P&G, in Effort to Give Sales a Boost,

                 Plans to Revamp Corporate Structure

                 By TARA PARKER-POPE 

                 Staff Reporter of THE WALL STREET JOURNAL

                 Procter & Gamble Co. is planning a major shakeup in its corporate structure

                 in a bid to boost sales and bring new products to the market faster.

 Chairman and Chief Executive John E. Pepper and President and Chief Operating

                 Officer Dirk I. Jager said they "are not satisfied" with the rate of volume and

                 sales growth at P&G. The company has vowed to double sales by the year

                 2005, but last year's sales of $37.2 billion were up just 4%. To meet the

                 company's goals, sales need to increase by about 7% annually, analysts say.

                 The reorganization will involve many of the company's most senior officers.

                 The biggest change outlined in the letter is a shift from regional business

                 units to product-based global business units. Currently, P&G has four

                 executive vice presidents overseeing the North America, Asia, Latin

                 America and the Europe, Middle East and Africa regions. Under the new

                 structure, senior executives will have global responsibility for a product

                 category, such as laundry and cleaning, food & beverage, paper or beauty

                 care.

                 The shift from a regional reporting structure to a product-based structure

                 means that "the product becomes the center of the decision-making

                 process," Ms. Chasen said. "Doing it that way tends to drive more and

                 faster product acceleration because you're thinking about the business on a

                 global basis."

                 Under the current structure, a P&G laundry product in Europe might

                 compete for marketing funds against P&G diaper or tissue products in the

                 region. Under the new organization, P&G will make decisions based on the

                 company's global strategy for each product category rather than the

                 spending levels of a particular region.

                 In addition, P&G will create a global business services organization, bringing

                 together business services such as finance, accounting and information

                 technology that currently are dispersed throughout P&G's structure. The

                 move will give P&G economies of scale and improve the quality and speed

                 of those services, according to the annual report letter.

