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                   Advertising

                   Peta Ad Flings Mudball at Tide,

                   But Target Is Procter & Gamble

                   By SALLY BEATTY 

                   Staff Reporter of THE WALL STREET JOURNAL

                   At first glance, it almost looks like yet another ad for the top-selling U.S.

                   laundry detergent. The box is fluorescent orange and yellow. The

                   background recalls the bull's-eye image of Procter & Gamble's Tide.

                   But this "detergent" is labeled "Died," and the blonde with false eyelashes

                   holding the box is a drag queen, not a housewife.

                   "Some big bright packages contain dirty little secrets," the copy reads.

                   "Procter & Gamble poisons animals in tests not required by law. Call for a

                   free list of cruelty-free product companies." A sad-faced dog looks out from

                   behind the glass door of a washing machine.

                   The drag queen, named Lady Bunny, and her box of "Died" detergent are

                   scheduled to appear Friday in two papers in P&G's hometown of Cincinnati

                   -- CityBeat and Everybody's News -- courtesy of People for the Ethical

                   Treatment of Animals, or Peta. Come December, the campaign is scheduled

                   to include magazines such as Spin, Detour, the Advocate and Out. A

                   billboard is also going up in New York City's Greenwich Village.

                   Peta spokesman Dan Matthews says the group is spending about $25,000 to

                   run the ads, but is getting discounts from media companies that will make

                   that money go further.

                   P&G spokeswoman Mindy Patton called the ads "disappointing and

                   misleading." She says P&G conducts "a minimal amount of animal tests,

                   when that's the only way we can prove our products are safe for people."

                   The campaign opens a nasty new frontier in the consumer-boycott battles.

                   In the past, boycotts have targeted corporate entities, not the brands

                   consumers know best. Now, taking a page out of the marketers' playbook,

                   Peta is thinking and acting more like the companies it criticizes, aping

                   corporate America's own marketing tricks in its pointed parodies.

                   "We have to reach the consumer," says Peta President Ingrid Newkirk. "We

                   want to incorporate our message into their jingles. Whenever anyone hears

                   or sees Tide, we want them to think of our ads."

                   The "Died" campaign is the latest in a series of increasingly strident attacks

                   launched by Peta against P&G. A "Died" race car has been cruising the

                   Nascar circuit since the spring, showing up at the same auto tracks as

                   P&G's Tide sports car.

                   In August, two Peta activists passed out door-hangers in a Cincinnati suburb

                   parodying P&G's famous "Mr. Clean" cleanser as "Mr. Mean."

                   Superimposed on the musclebound body of Mr. Clean was a photo of P&G

                   Chief Executive John Pepper -- complete with shaved head, white T-shirt

                   and gold earring. "John Pepper clean up your act," scolded the bottle's mock

                   packaging.

                   Meanwhile, Peta isn't backing away from the stunts that put it on the map.

                   In February, a Peta activist hit Mr. Pepper in the face with a tofu pie at an

                   awards ceremony. The activists who handed out the Mr. Mean flyers also

                   visited Mr. Pepper's home. Local police cited the pair for distributing leaflets

                   in a residential neighborhood without a permit. In both cases, P&G declined

                   to press charges.

                   P&G spokeswoman Ms. Patton says: "We really felt we needed to keep our

                   eye focused on developing new methods that would help us eventually

                   eliminate animal testing, vs. focusing on a publicity stunt."

                   Some experts say there isn't much else P&G can do. Mocking "Tide" as

                   "Died," or negatively depicting "Mr. Clean" as "Mr. Mean" both raise

                   questions about "trademark dilution by tarnishment," says Linda Goldstein, a

                   partner at Hall Dickler Kent Friedman & Wood, a New York law firm

                   specializing in advertising issues, and "in my opinion they would cross the

                   line" if executed by a rival. But "because this is being done by an

                   animal-rights group, there's a natural inclination on the part of the courts to

                   afford First Amendment protection."

                   P&G continues to test some products on animals, but says it wants to

                   eliminate the practice eventually, though it hasn't set a timetable. Since 1984,

                   P&G says it has reduced animal testing by more than 80%, and has spent

                   more than $90 million to pursue alternative methods of testing product

                   safety. Other companies, including Gillette, Avon and L'Oreal, already have

                   discontinued animal tests.

                   P&G has offered to meet with Peta representatives over the years to

                   discuss their differences. But Ms. Newkirk says the group spurned the

                   invitations because it didn't want to meet with "public relations, lawyers and

                   middle management that don't have any authority" to change policy. Peta

                   ratcheted up the volume last year after secretly taping treatment of animals

                   in a lab used by P&G.

                   After viewing Peta's tape, P&G immediately suspended its work at the lab

                   and launched its own investigation. P&G concluded there was indeed

                   "inappropriate conduct by the lab technicians that did not show appropriate

                   respect and dignity for the animals," according to Ms. Patton.

                   In September, Ms. Newkirk fired off a letter to Durk Jager, P&G's

                   president, who is scheduled to succeed Mr. Pepper as CEO in January,

                   requesting a sit-down. P&G's director of product safety, Larry Games,

                   called her back last week and agreed to schedule a meeting. Ms. Patton

                   says the two are "still coordinating calendars."
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                 Why Wal-Mart Sings,

                 'Yes, We Have Bananas!'

                 By EMILY NELSON 

                 Staff Reporter of THE WALL STREET JOURNAL

                 To understand how Wal-Mart Stores Inc. makes sense of the zillions of

                 pieces of information it has on the thousands of purchases it rings up, think

                 about bananas.

                 Bananas, according to Wal-Mart's research, are the most common item in

                 America's grocery carts -- more common even than milk or bread. So even

                 though Wal-Mart Supercenters sell bananas in the produce section, they also

                 crop up in the cereal aisle to help sell a few more corn flakes.

                 Wal-Mart's banana-placement skills will be put to the test this week when it

                 opens its first Wal-Mart Neighborhood Market, near the retailer's

                 headquarters in Bentonville, Ark. The suburban-style supermarket is the first

                 of four Wal-Mart plans to open this fall. If Wal-Mart expands the

                 concept-nicknamed "Small Mart" -- on a large scale, it will put the giant

                 retailer in head-to-head competition with Kroger Co., Safeway Inc. and

                 other seasoned grocery rivals.

                 Many retailers talk a good game when it comes to mining data collected at

                 cash registers as a way to build sales. Wal-Mart, the nation's largest retailer,

                 has been doing it since about 1990. Now, it is sitting on an information trove

                 so vast and detailed that it far exceeds what many manufacturers know

                 about their own products.

                 Wal-Mart's database is second in size only to that of the U.S. government,

                 says retail analyst Daniel Barry, of Merrill Lynch & Co. Along with raw

                 sales, profit margin, and inventory numbers, Wal-Mart also collects

                 "market-basket data" from customer receipts at all its stores, so it knows

                 what products are likely to be purchased together. The company receives

                 about 100,000 queries a week from suppliers and its own buyers looking for

                 purchase patterns or checking on a product.

                 Smaller Stores

                 Wal-Mart plans to use the data in its new Neighborhood Markets. Equipped

                 with a drive-through pharmacy and selling both dry goods and perishables,

                 the stores are a little smaller than typical suburban supermarkets. They are

                 much smaller than Wal-Mart's Supercenters, the massive grocery-discount

                 store combinations that Wal-Mart began opening in 1987. At 192,000 square

                 feet, Wal-Mart Supercenters are about the size of four football fields.

                 Wal-Mart quickly found customers have trouble navigating them. Lance

                 Garms, a Dallas marketing executive, dreads shopping at the supercenter in

                 Plano, Texas. Either he or his wife, Kathy, shops there about every two

                 weeks for baby formula, diapers and other items for their eight-month-old

                 twins, usually racking up a bill of $75 to $125.

                 "The stores are too big. It takes too long to get around," Mr. Garms

                 complains. Wal-Mart's "really good prices" keep him going back, he says, but

                 warns, "We've just about decided we'll go somewhere else and pay more not

                 to have to go through all the hassle."

                                                        To address

                                                        customers'

                                                        frustrations,

                                                        Wal-Mart dug

                                                        through heaps

                                                        of purchase

                                                        data from its

                                                        supercenters

                                                        and unearthed

                                                        lots of ways to

                                                        help people find

                                                        things they

                                                        didn't even

                 know they needed. Kleenex tissues are in the paper-goods aisle and also

                 mixed in with the cold medicine. Measuring spoons are in housewares and

                 also hanging next to Crisco shortening. This month, flashlights are in the

                 hardware aisle and also with the Halloween costumes.

                 Since January, the famously secretive Wal-Mart has opened up its data vault

                 to its buyers and, to a limited extent, suppliers. The move gives both sides

                 direct access to some of the same data -- and cements Wal-Mart's power

                 over vendors.

                 Sales managers at big suppliers like Procter & Gamble Co. and Johnson &

                 Johnson can check average Wal-Mart receipts for their products from their

                 own office computers. Wal-Mart's buyers can sift through the market-basket

                 data, to see what else the people who use Pampers or Tylenol tend to buy.

                 As a result, "when a supplier talks to a buyer, they're not debating

                 information," says Randy Mott, Wal-Mart's chief information officer.

                 Checking takes "less than a couple of minutes," he says.

October 7, 1998

                 Intel, Ad Age to Sell Companies

                 Quick Peek at Competitors' Spots
                 By SALLY BEATTY 

                 Staff Reporter of THE WALL STREET JOURNAL

                 How to train a spyglass on your biggest competitor certainly won't be on the

                 agenda when the nation's leading advertisers gather for their annual meeting

                 this week in Florida.

                 But gathering intelligence on the other guy is a fact of life in the ad business.

                 McDonald's, for instance, wants to know immediately how Burger King is

                 promoting its Big King burger, so it can fire back with ads defending the Big

                 Mac. The same goes for Coca-Cola and PepsiCo, or the ever-combative

                 phone companies and pizza chains.

                 Now Intel and Advertising Age, part of closely held Crain Communications

                 of Chicago, are teaming up to harness these cravings for information with a

                 new service that will use pizza-size satellite dishes to zap copies of new ads

                 right to an office desktop. Testing begins in November and the new service

                 is scheduled to start up in the first quarter. Among those scheduled to join in

                 the test are Procter & Gamble, Sears, Roebuck & Co., Omnicom Group's

                 BBDO, and True North Communications' Bozell Worldwide.

                 The idea is to get a speedier peek at Brand X's ads. Currently it is possible to

                 call an ad-tracking service and order a videotape, which typically gets sent

                 by messenger, for a fee of $50 to $75 a commercial. But ad people say that

                 by the time they find an empty conference room and a video machine that

                 works, logistical hassles eat up anywhere from a few hours to a week -- an

                 eternity in the daily battle for market share.

                 The new system called the Ad Age Edge will allow ads to be viewed on

                 computer screens set up in offices. Using pizza-size 24-inch Hughes satellite

                 dishes, commercials will be beamed to a dedicated terminal, where they can

                 be called up with the click of a mouse. Advertising Age's editorial

                 department already receives the ads from advertisers seeking publicity in the

                 magazine's weekly edition. Commercials will be converted into a digital

                 format to allow lightning-fast delivery.

                 In a recent demonstration at Ad Age's midtown Manhattan offices, an ad for

                 Kellogg's All-Bran cereal featuring dancing cardiologists appeared far

                 crisper than the often fuzzy images of many VCR dubs. Also available is

                 access to information about the people behind the various print, television and

                 Internet ads.

                 Knowledge won't come cheap. The annual cost is $15,000, excluding a

                 one-time charge of $5,000 for installation of a rooftop satellite dish and one

                 computer station with a 17-inch monitor. Up to five computers can be

                 hooked up to a single satellite dish, but each additional computer adds to the

                 cost.
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                 Meatpacker I.B.P. Taps Mexican Labor Force,

                 Thanks to Help From an INS Program

                 By LAURIE P. COHEN 

                 Staff Reporter of THE WALL STREET JOURNAL

                 FRESNILLO, Mexico -- Tucked away in an alcove in the back of a small

                 pharmacy here is one of the busier recruiting outlets for IBP Inc., the largest

                 meatpacking company in the U.S.

                 Since January, nearly 200 workers have streamed into Farmacia Jardin, on

                 the main square of this poor mining town in central Mexico, to apply for jobs

                 at IBP slaughterhouses in Nebraska, Kansas and Indiana.

                 They have come in response to cheery Spanish-language ads on local radio

                 stations that promise all-expenses-paid trips to the U.S. and starting pay of

                 $8 an hour -- more than the average worker makes in a day here -- plus

                 medical and dental insurance and paid holidays. The solicitation is a

                 welcome respite in drought-stricken Fresnillo, where so many men leave the

                 region to find work in the U.S. that Imagen, a newspaper in nearby

                 Zacatecas, carries a full page of daily weather forecasts for popular illegal

                 border-crossing spots.

                 IBP's ads specify that applicants must have valid documents authorizing

                 them to work in the U.S. The reality, residents here and in neighboring

                 communities admit, is that many who apply can't work in the U.S. legally.

                 But that hasn't stopped laborers in Fresnillo and about a dozen other ailing

                 Mexican cities where IBP is recruiting from taking the company up on its

                 offer. In all, about 1,500 Mexicans have made the trip to IBP plants since

                 January, according to the bus company that IBP pays to transport them.

                                          IBP says it is unable to keep its

                                          plants fully staffed with U.S.-based

                                          workers, who often can find

                                          more-appealing jobs elsewhere. In

                                          Mexico, by contrast, it has harnessed

                                          a work force that is content with

                                          relatively low wages, transient

                                          enough to require few benefits and

                                          nearly impervious to union-organizing

                                          efforts.

                                          Many U.S. companies rely on

                                          immigrant labor, increasingly so with

                                          U.S. unemployment at its lowest

                                          level in nearly 30 years. But IBP

                                          appears to be unique among

                 nonagricultural companies in its strategy of dipping directly into Mexico to

                 solicit unskilled factory workers and then busing them across the border,

                 where immigration officers do checks that are often cursory.

                 At least on the surface, IBP's bold foray here would seem fraught with legal

                 peril. The company is well-known to the U.S. Immigration and

                 Naturalization Service, which raided its plants at least six times between

                 1994 to 1997, most recently arresting 142 workers at a single

                 slaughterhouse. Furthermore, the IBP recruitment drive comes as U.S. law

                 gets tougher on companies that hire illegal immigrants, with fines against

                 employers running as high as $10,000 for each unauthorized worker.

                 So why isn't the INS turning its searchlights on IBP's Mexico campaign?

                 Why, instead, is the federal agency hailing IBP as a model of cooperation?

                 The answer reflects the complex interplay between public policy, a

                 company's economic needs and a government agency's political interests.

                 IBP, it turns out, has swept away legal roadblocks for its northbound buses

                 by embracing a special INS program called Basic Pilot, which helps

                 companies verify the green-card and Social Security numbers that new

                 employees provide. Enacted as part of the 1996 immigration reform act, the

                 voluntary pilot program gives firms automated access to INS and Social

                 Security Administration databases.

                 The intent of Basic Pilot is to help companies comply with federal laws that

                 bar them from hiring undocumented workers. Given that firms potentially

                 face stiff fines -- and even criminal penalties -- for knowingly hiring such

                 workers, it would seem Basic Pilot would have plenty of takers. However,

                 many companies say signing on would only invite increased INS scrutiny of

                 their hiring practices and prevent them from getting the workers they need.

                 Moreover, if it were later discovered that these companies were hiring

                 undocumented workers, the penalties would be more severe.

                 But the INS, under political pressure from anti-immigrant forces, has been

                 anxious to run up the number of companies participating. Thus, it has been

                 tacitly offering a very good deal for those that sign up: virtual freedom from

                 distracting and costly workplace raids and inspections by INS agents.

                 John Nahan, the INS official overseeing the pilot, says the INS "assumes a

                 high degree of compliance" by IBP and other volunteers. Though he says

                 the INS tells employers that participation won't immunize them from raids,

                 he adds that it would be "a contradiction to mess with companies trying to be

                 in compliance." Indeed, no IBP plant has been raided by the INS since the

                 company joined Basic Pilot.

                 There's just one problem with the program: It can be fooled. And when it is

                 fooled, it serves as a free pass to illegal immigrants and their employers. As

                 the INS acknowledges, Basic Pilot can be circumvented both by impostors

                 who hold authentic documents and by illegal aliens bearing fraudulent

                 documents that use real names and numbers, as many of them do.

October 15, 1998

                 Apple Net Tops Forecasts

                 As Sales Outpace Industry
                 By JIM CARLTON 

                 Staff Reporter of THE WALL STREET JOURNAL

                 CUPERTINO, Calif. -- Apple Computer Inc., riding the popularity of its

                 distinctive iMac system, far exceeded fourth-quarter profit estimates on

                 sales that outpaced the industry for the first time in five years.

                 At an unorthodox press gathering here, Apple's interim chief executive

                 officer, Steve Jobs, announced net income of $106 million, or 68 cents a

                 diluted share, for the fiscal period ended Sept. 25. In the year-earlier period,

                 Apple had a loss of $161 million, or $1.26 a share. Analysts had been

                 expecting earnings of 49 cents a share, according to a survey by First Call.

                 Unit Shipments Surge 28%

                 Apple's revenue dipped 3.6% to $1.56 billion from $1.61 billion a year

                 earlier. Over the same period, however, unit shipments of its Macintosh

                 computers surged 28% to 834,000 from 652,000. Much of that growth was

                 attributable to strong results for the consumer-oriented iMac, of which Apple

                 said it shipped 278,000 between the Aug. 15 launch and quarter's end.

                 Because the rest of the industry is gaining

                 unit shipments at the rate of about 15% a

                 year, analysts say Apple may have

                 regained as much as a half percentage

                 point of the market share it has lost in

                 recent years. As of June, the company's

                 share of the world-wide PC market had

                 dropped to 3.2% from 3.7% a year ago,

                 according to Gartner Group's Dataquest

                 Inc. unit.

                 "It was a really, really strong quarter," said

                 Lou Mazzucchelli, an analyst at Gerard

                 Klauer Mattison & Co. In New York. "Customer demand is really strong,

                 and we should see them gain again in the next quarter."

                 Mr. Jobs disclosed the numbers in theatrical fashion, summoning reporters

                 and analysts to the same auditorium at which he unveiled the Macintosh

                 computer in 1984. The announcement, made while major financial markets

                 were open, initially sent Apple's shares up as much as $2.5625. But the

                 stock slid in later trading, ending down $1.375 to close at $37.375 in Nasdaq

                 Stock Market trading Wednesday.

                 Analysts noted that the stock had run up in the past several days in

                 anticipation of strong earnings, and said profit-taking after the announcement

                 was a likely cause for the subsequent slide.

                 Revival-Meeting Atmosphere

                 Mr. Jobs's hour-long proceedings at De Anza College's Flint Center

                 auditorium took on a revival-meeting atmosphere, as an audience of some

                 2,000, many of them Apple employees, frequently interrupted Mr. Jobs's

                 remarks with cheers and applause.

                                    Rock music blared from giant speakers, and

                                    huge banners sporting Apple's new "Think

                                    different" ads were emblazoned on the walls.

                                    To discourage the press and analysts from

                                    ducking out early, copies of the financial results

                                    were not made available until the event had

                                    ended.

                                    Dressed in trademark attire of faded jeans and

                                    a black turtleneck, Mr. Jobs outlined milestones

                                    that included Apple's first profitable fiscal year

                 since 1995. While annual revenues for the 12-month period were off 16% to

                 $5.9 billion from $7.1 billion in the prior fiscal year, Apple's net income came

                 to $309 million, or $2.10 a diluted share, compared with a year-earlier loss of

                 $1 billion, or $8.29 a diluted share.

                 "A tremendous downward trend has now bottomed out and is going back

                 up," Mr. Jobs said.

                 Indeed, initial iMac shipments were as much as 40% higher than some

                 analysts had predicted. Mr. Jobs released survey results from the research

                 firm Audits & Surveys Inc. that found about 42% of the iMac buyers were

                 either new entrants to the market or owners of computers powered by the

                 dominant standard of Microsoft Corp. software and Intel Corp.

                 microprocessors. The remaining 58% of buyers were existing Macintosh

                 enthusiasts, the survey found.

                 "If the rate of new customers holds up, it is very good for Apple's long-term

                 market share," said Fred Anderson, Apple's chief financial officer, in an

                 interview.

                 With Apple expanding iMac's availability by beginning online sales of the

                 machine and adding a new national distributor, Best Buy Co., Mr. Jobs said

                 the company is "pretty pumped for a successful quarter" in the current

                 selling period. Apple is also set to begin shipping the latest upgrade of its

                 operating system, Mac OS 8.5, on Saturday. Mr. Jobs demonstrated some of

                 the system's new features, which include speedier Internet searches and

                 file-copying.

                 Mr. Anderson said he expects Apple to post year-over-year increases in

                 both revenue and unit shipments for the current quarter. He added that the

                 company's objective is to continue that growth for the rest of the new fiscal

                 year, at a rate above the rest of the industry.

                 Longer-Term Worries

                 As good as all this bodes for Apple in the near term, many analysts still

                 worry about the company's prospects further down the road. They point out,

                 for example, that Apple historically has experienced a great increase in sales

                 as mostly Macintosh faithful flock to snap up new products. "But six months

                 later, they're back to where they started," said Bruce Ryon, analyst at Media

                 Metrix Inc., a market-research firm in New York.

                 Even more problematic, they add, is the sheer size of the rival Wintel

                 market. While Apple shipped a total of 2.8 million computers in the past year

                 -- the Wintel manufacturers shipped about 100 million. "I just don't see much

                 of an opportunity for them, because Windows is so entrenched," said Linley

                 Gwennap, editorial director of the Microprocessor Report, an industry

                 newsletter in Sebastopol, Calif.

                 Still, compared with the depths from which Apple has ascended, supporters

                 of the company say it is performing about as well as it can. Operationally,

                 for example, the company has streamlined to the point that it maintains only

                 about six days of unsold inventory, or slightly below that of the mail-order

                 giant Dell Computer Corp. Cash and short-term investments have also been

                 rebuilt to $2.3 billion from $1.46 billion a year ago.

                 "Life is really good, which is good enough for me," said Paul Ramirez, vice

                 president of ComputerWare, a 10-store chain in Sunnyvale, Calif., that

                 specializes in Macintosh products.
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                 Enrico Presents Plan to Put Fizz

                 Back Into Sales at Troubled PepsiCo

                 By NIKHIL DEOGUN 

                 Staff Reporter of THE WALL STREET JOURNAL

                 PepsiCo Inc. Chairman Roger Enrico, facing pressure from investors, laid

                 out an ambitious game plan for growth at the food and beverage giant. The

                 highpoints: strengthening Pepsi's bottlers, spending more on sales and

                 marketing, and doing a lot more to link soda and Frito-Lay chips in the

                 world's supermarkets.

                 Making an impromptu appearance at a conference call with Wall Street

                 analysts, Mr. Enrico acknowledged the company is "still in transition."

                 Volume and profit for Pepsi's domestic beverages have been weak during

                 the past two years and Frito-Lay has had an unexpectedly tough year. The

                 company's stock, which fell $1.25 a share to $30.75 in New York Stock

                 Exchange composite trading, is 31% below its 52-week-high. Several

                 analysts Wednesday cut earnings estimates for the fourth quarter and for

                 1999 amid concern that marketing investments will keep a lid on profits.

                 'Power of One'

                 Mr. Enrico's main focus is a pet idea he calls "Power of One," an attempt to

                 leverage the strengths of the company's Frito-Lay, Pepsi-Cola and

                 Tropicana divisions to pump up PepsiCo's sales in supermarkets. PepsiCo

                 research shows that 65% of the time consumers drink a beverage while

                 eating a snack, but only 37% of shopping baskets hold both soft drinks and

                 snacks.

                 PepsiCo has for years had a Halloween promotion with store displays of

                 Pepsi and Frito-Lay products side by side. That promotion -- known as

                 "House Party" -- has been greatly expanded and will run until the Super

                 Bowl, advertising both Pepsi and Frito-Lay products in displays.

                 Free-standing inserts, offering a coupon for $1 off with the purchase of

                 Pepsi and Frito-Lay products, are going into newspapers.

                 Mr. Enrico said he expects "House Party" to have "a meaningful impact" in

                 the fourth quarter. "If it's successful, we'll do more," he added.

                 Meanwhile, PepsiCo is running a pilot program at a Shop Rite in Neptune,

                 N.J. The store has been reconfigured to feature soft drinks and salty snacks

                 in the same aisle, and it includes joint displays and signs, according to

                 William Pecoriello, an analyst at Sanford C. Bernstein & Co., who has been

                 tracking PepsiCo's plans for co-marketing snacks and beverages.

                 Here's the idea behind it: A thirsty shopper comes into the store to buy a

                 Pepsi. He sees a bag of Lay's potato chips right next to the Pepsi and picks

                 it up. The shop owner is happy because the shopper has grabbed an

                 additional product, and more important, one that carries a high profit margin.

                 So the shop owner works even more closely with PepsiCo to give all its

                 brands even better display space, lifting PepsiCo's volume.

                 "Soft drinks," Mr. Enrico noted Wednesday, "is the horse that brings the

                 traffic in" for retailers, which make "very, very good margins" on salty

                 snacks. And PepsiCo is the one company that can bring in consumer "foot

                 traffic" with Pepsi-Cola and Mountain Dew and provide fat profit margins

                 with sales of Doritos and Fritos. Combine that with recently acquired

                 Tropicana, and PepsiCo has even more clout with supermarkets.

                 To make sure all this becomes more than just wishful thinking, Mr. Enrico

                 recently named Albert Carey, a senior Frito-Lay official, to be PepsiCo's

                 senior vice president of sales and retailer strategies with global sales

                 responsibility for Pepsi-Cola and Frito-Lay. Mr. Carey reports directly to

                 Mr. Enrico.

                 Possible Consolidation

                 Mr. Enrico, who recently reshuffled PepsiCo's beverage business by

                 creating a separate bottling unit, also hinted at additional consolidation in

                 Pepsi's U.S. bottling network. The goal: to create a handful of strong

                 bottlers to better compete with Coca-Cola Co. "The tree has been shaken

                 and the apples have started to fall," Mr. Enrico said.

                 People familiar with the situation said that PepsiCo is negotiating to take an

                 equity stake of less than 50% in Whitman Corp., the holding company for

                 Pepsi's largest independent bottler, Pepsi-Cola General Bottlers. PepsiCo

                 already owns a 20% stake in General Bottlers and is expected to swap

                 domestic and international franchise territories with the company.

                 Mr. Enrico also noted that the company had underinvested in its beverage

                 business and had been taking aggressive steps to rectify the situation by

                 beefing up spending for advertising and marketing. While that is hurting

                 PepsiCo's operating profit in the near term, he said, the strategy should start

                 paying off soon.
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                 Monsanto, AHP Deal Collapses;

                 Firms Unable to Blend Cultures

                 By THOMAS M. BURTON and ROBERT LANGRETH 

                 Staff Reporters of THE WALL STREET JOURNAL

                 The planned $35.08 billion merger of American Home Products Corp. and

                 Monsanto Co. collapsed under the strain of trying to blend two dramatically

                 different corporate cultures and chief executives.

                 In a terse two-paragraph release, the two companies said they had canceled

                 the agreement to merge "by mutual consent." The announcement sent

                 Monsanto's stock plunging. American Home shares also fell.

                                    Senior executives at the two companies had

                                    clashed in recent weeks over virtually every

                                    issue under discussion, one executive familiar

                                    with the talks said. In particular, this person

                                    said, senior executives at American Home and

                                    Monsanto had butted heads over which and

                                    how many employees would be laid off to

                                    produce a more-efficient combined entity.

                                    Another person familiar with the two sides'

                                    disagreements said they ranged from who

                                    should be assigned to corporate headquarters

                 to compensation for top executives. In the end, trying to merge a tight-fisted,

                 rigidly run company like American Home with a big-spending, risk-taking

                 outfit like Monsanto was too tall an order.

                 Moreover, while American Home was to have been the acquiring company,

                 its chief executive, John R. Stafford, and Monsanto's chief executive,

                 Robert B. Shapiro, had vowed to serve as co-chairmen and co-chief

                 executives. Always an awkward arrangement, it was especially so in this

                 case.

                 Different Habits

                 Mr. Stafford, 60 years old, is a tough, sports-loving lawyer partial to

                 basketball and golf who scrutinizes even small expenditures intensely. Mr.

                 Shapiro, also a lawyer, works in a cubicle rather than an executive suite,

                 wears sweaters at work and relaxes by playing cards and perusing thick

                 volumes of nonfiction. He routinely throws billions of dollars at ventures

                 ranging from agricultural genomics to seed companies to drugs for arthritis,

                 cancer and Alzheimer's.

                                  Monsanto's Full Plate

                 The end of Monsanto's merger plans with American Home Products leaves it

                 facing some big projects on its own. 

                 Pending acquisitions include: 

                  Company 

                                                  Price 

                  Sixty percent of DeKalb Genetics Corp. 

                                                  $2.3 billion 

                  Delta & Pine Land Co. 

                                                  $1.3 billion in stock* 

                  Cargill Inc.'s international seed business 

                                                  $1.4 billion 

                 New drugs in development: 

                  Drug 

                                                  Status 

                  Celebra, to treat arthritis 

                                                  Expected to launch soon 

                  Celebra, to treat cancer and Alzheimer's 

                                                  In development 

                  Xemilofiban, to treat cardiovascular disease 

                                                  In development 

                 *Approximate amount; adjusted to reflect Monsanto's current stock price 

                 American Home, intent on moving up to the top tier of the pharmaceutical

                 industry, is still regarded as a likely merger partner for some other

                 drug-industry player even though it has now been involved in two collapsed

                 deals. A planned merger with SmithKline Beecham PLC collapsed earlier

                 this year.

                 In composite trading on the New York Stock Exchange Tuesday, Monsanto

                 closed at $37 a share, down $13.375, or 27%. American Home, based in

                 Madison, N.J., fell $5 a share, or 10%, in Big Board composite trading,

                 closing at $45.

                 Among the big losers Tuesday were takeover traders, who have been

                 pummeled in recent months by the collapse of a number of high-profile

                 deals, including one between Ciena Corp. and Tellabs Inc. The decline in

                 Monsanto's stock has left huge losses on Wall Street, traders say.

                 In an interview, Mr. Shapiro scotched suggestions that Monsanto and its

                 G.D. Searle pharmaceutical unit would be acquired anytime soon by any

                 other major player in the agriculture-biotech or pharmaceutical business.

                 Searle, he says, can survive as a prominent pharmaceutical business under

                 Monsanto by "investing in research and partnering with other companies to

                 get the cash" to fund future research.

                 'Some Different Perspectives'

                 Asked about how he and Mr. Stafford got along, he said, "On a personal

                 level, we got along fine." He added: "It's no secret that we have some

                 different perspectives." He and American Home declined to elaborate on

                 why the talks collapsed.

                 This was the third attempted drug-industry megamerger to be derailed this

                 year. In addition to the deal with American Home, SmithKline Beecham had

                 been involved in talks with Glaxo Wellcome PLC that were later dropped.

                 Each of the proposed mergers promised important benefits to the businesses

                 and the companies' shareholders. Both the drug and agricultural industries

                 are under great pressure to vastly expand their development budgets.

                 Automated chemistry and screening, along with new insights in gene

                 science, are revolutionizing drug research. They are also creating more

                 potential product opportunities than the traditional stand-alone company can

                 afford to fully develop. Combining companies creates research efficiencies

                 by allowing companies to eliminate duplicate efforts and costs. It also

                 creates a bigger pool of scientific talent.

                 American Home has an improving new-drug pipeline, but it has struggled

                 recently with product recalls. Last winter the company withdrew its

                 application to market a new blood pressure medication after regulators

                 raised worries about the medication's side effects. Then in June the

                 company's highly touted new painkiller, Duract, was withdrawn from the

                 market because of safety problems.

                 The company does have several promising drugs in late testing or awaiting

                 regulatory approval, including a new sleeping pill called Sonata, a novel drug

                 for treating organ-transplant rejection and a promising new vaccine for

                 preventing meningitis and other childhood infections.

                 American Home also owns a majority stake in Immunex Corp, which is

                 expected to receive Food and Drug Administration approval soon for Enbrel,

                 one of a powerful new class of injectable drugs for rheumatoid arthritis.

                 Another looming worry for American Home is its potential liability over the

                 obesity drugs Pondimin and Redux. The company is facing numerous

                 lawsuits over the drugs, which were withdrawn in September 1997 after

                 they were linked to heart-valve problems. The extent of the liability is

                 unknown, but it could run into the billions.

                 The intensely ambitious Mr. Stafford has told associates he wants to make

                 one more big deal before he retires as chief executive in order to make

                 American Home the largest drug company. "Mr. Stafford has decided he

                 wants American Home to be top tier, and to be a top pharmaceutical

                 company he has to acquire another company," says Hemant K. Shah, an

                 independent analyst. "He doesn't have a megablockbuster in his pipeline."

                 --Elyse Tanouye and Steven Lipin contributed to this article.
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                 U.S. Ban on Shrimp Imports

                 Is Unfair, WTO Panel Says
                 By BHUSHAN BAHREE 

                 Staff Reporter of THE WALL STREET JOURNAL

                 GENEVA -- The U.S. has again run afoul of world trade rules in its attempt

                 to enforce U.S. domestic environmental standards on other countries.

                 An appellate body of the World Trade Organization ruled that a U.S. ban on

                 shrimp imports from countries that don't require the use of turtle-excluding

                 devices was arbitrary and discriminatory.

                 The ruling -- following a complaint to the WTO by Thailand, Malaysia, India

                 and Pakistan -- is final because the WTO's dispute-settlement process

                 allows only one appeal after a panel ruling, which previously went against

                 the U.S. in the so-called shrimp-turtle case.

                 Precedents Established

                 The latest ruling sets several significant precedents, at least one of which

                 may provide comfort to environmental and conservation groups trying to be

                 heard at the WTO, while others may embarrass U.S. government agencies.

                 That's because the appellate body reckoned U.S. agencies used strong-arm

                 tactics in their attempt to coerce other countries into complying with U.S.

                 domestic environmental rules with little or no regard for conditions

                 elsewhere and denying other countries basic fairness and due process in

                 seeking certification for their shrimp exports to the U.S.

                 In Washington, U.S. Trade Representative Charlene Barshefsky said, "We

                 disagree with the Appellate Body's assessment that we have not

                 implemented the law in an even-handed manner." Ms. Barshefsky

                 nonetheless said the WTO had "rightly recognized that our shrimp-turtle law

                 is an important and legitimate conservation measure, and not protectionist."

                 The appellate body's ruling was notable for a clear articulation of the WTO's

                 stand on environmental issues and the rights of member countries to impose

                 their own standards. This builds on a ruling in a previous case, where the

                 WTO judged that the U.S. unfairly required Venezuela and Brazil, as

                 exporters, to conform to more stringent gasoline standards than domestic

                 producers for gas sold in the U.S.
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Komatsu: a 'reman' competitor

                By Jamie Butters 

                HERALD-LEADER BUSINESS WRITER 

                First things first: "Reman" is not some new

                pressure defense dreamed up by Coach "Tubby"

                Smith. 

                But when a $2 million mining shovel breaks

                down, a quick, warrantied replacement of the

                broken part can save precious time -- three

                weeks in some cases. 

                "Three weeks' down time will just about kill

                them," Junnie Kauffman said of some mining operations. 

                Kauffman is a field manager for Komatsu America International, a division

                of Komatsu Ltd., the Japanese heavy-equipment manufacturer that ranks

                second only to Caterpillar. 

                When a component breaks on a Komatsu excavator, bulldozer or mining

                shovel, the customer can trade it in for a "remanufactured" one and pay less

                than buying it new. (Caterpillar offers its customers a similar option.) 

                In plain English, remanufacturing works like this: A customer gives Komatsu

                its broken component, which is shipped to Lexington, taken apart, cleaned

                and inspected. Undamaged component parts are saved and used to make

                good-as-new replacement parts. 

                The exchange of a non-working component for a remanufactured one can

                save a customer up to 50 percent -- and includes a full warranty. 

                Remanufacturing is an important element in the competition between

                Komatsu and Caterpillar. Customers are happy when they can save money.

                Komatsu is happy that remanufacturing makes money for the company. 

                Which helps explain why Komatsu America is working to expand its

                remanufacturing operations. 

                As a symbolic gesture of the growing importance of remanufacturing, the

                Lexington operations are being elevated to a division of Komatsu America

                International Co. It will be called Komatsu Reman North America, led by

                Dave Hardin, general manager. 

                "It's just a matter of getting it done," said Pat Savage, human resources

                manager. 

                The decision was announced at a worldwide Komatsu conference being held

                at the Marriott Griffin Gate this week. 

                Raising the status of the Lexington operations makes sense given the growth

                the plant has seen this decade. 

                Since 1992, when Komatsu bought the Lexington remanufacturing business

                at Eastland Drive from Brandeis, annual revenues have grown from $3

                million to $45 million. 

                The goal is to reach $80 million by 2000. 

                The 64,000-square-foot plant was built in 1960. When Komatsu bought it,

                there were 40 employees. It now has 95. 

                When the plant gets up to two fully staffed shifts, it will employ 175, said

                Steve Marks, the production manager. 

                (Another site at Kennedy Road employs three and is used mainly for

                storage.) 

                Technician or mechanic jobs pay from $8 to $16.75 an hour, depending on

                experience. 

                Mark Green, 45, said the job of assembling engines has gotten better over the

                years he has worked there -- dating back to the Brandeis era. 

                "Better working conditions. Better equipment, that's the main thing," he said. 

                Komatsu is working to streamline part of the job, making it more like an

                assembly line, Kauffman said. 

                "Instead of having 100 experts on (each) thing, we want to have two or three

                experts on that one thing," he said. "That way they can get better."
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                 Bike Maker Faces Tactical Shift

                 As Profit Margin Fades Away
                 By ROSS KERBER 

                 Staff Reporter of THE WALL STREET JOURNAL

                 At bicycle maker Cannondale Corp., founder and Chief Executive Joseph

                 Montgomery is staring at a predicament akin to the plight of the

                 personal-computer industry: He is watching with alarm as a hot components

                 maker takes away a lot of his industry's profit margin.

                 In the PC world, the profits are moving to Intel Corp. and Microsoft Corp.

                 In bicycles, their role is being played by Shimano Inc. of Japan. Innovations

                 in gears, pedals and other components have made Shimano the dominant

                 parts supplier in the U.S. market for two-wheelers selling for $300 and up.

                 Its customers include Schwinn Holdings Corp., GT Bicycles Inc., KHS Inc.

                 and Giant Bicycle Inc.

                 Shimano parts are coveted by many serious cyclists. In the past five years,

                 the company has forced aside European and Japanese competitors with

                 innovations like "index shifting," which uses tight cables to make gear

                 changes more precise, and step-in pedals, which clip onto a rider's shoe like

                 a ski binding. It has also marketed its brand aggressively in bicycle

                 magazines and stores.

                 Bike makers that rely on Shimano's parts, Mr. Montgomery says, "merely

                 become distributors," making gross profit margins of around 25%.

                 Cannondale's gross margins on its bikes hover around 36%, with margins on

                 some of the parts it sells approaching 50%.

                 So now Mr. Montgomery is bent on differentiating Cannondale bicycles

                 from all the other bikes with Shimano parts. "We've taken the approach that

                 we manufacture the whole bicycle, not just taking a frame and putting

                 somebody's parts on it," he says.

                 Stepping Up Production

                 With overall bicycle sales slumping, Cannondale is stepping up production of

                 its own Coda line of gears, brakes, wheel hubs and forks -- the parts of a

                 bike that make cyclists more effective at climbing hills and more

                 comfortable bombing down them. While the parts are being sold in bike

                 shops and incorporated in the bicycles of some smaller bike makers,

                 Cannondale's main goal is to use more of its own parts in the bicycles that it

                 manufactures itself.

                 In 1997, Cannondale, with a 23% market share, was the second-largest

                 maker of bicycles costing more than $700, according to Hambrecht & Quist

                 sporting-goods analyst Shawn Milne. The company, founded in 1971 and

                 based in Georgetown, Conn., has grown steadily since its initial public

                 offering in 1994.

                 Replacing Shimano parts with Cannondale ones often boosts a bike's price.

                 And high-end bike sales have declined recently. Shipments to specialty

                 retailers -- which generate the majority of the category's profits -- fell 2.4%

                 to $626.1 million in 1997 from $641.8 million in 1996, according to the

                 Bicycle Product Suppliers Association.

                 Cannondale's sales appeared to buck the trend, rising 5% to $171.4 million in

                 the fiscal year ended June 27 from a year earlier. But earnings fell 30% in

                 the period to $9.3 million, partly because Cannondale stepped up research

                 and development of new parts and an off-road motorcycle project.

                 Mr. Milne says he expects consolidation among manufacturers who can't

                 differentiate their bikes from others equipped with Shimano parts and must

                 compete on price. In June declining income at GT Bicycles prompted it to

                 agree to be purchased by Schwinn, a unit of Questor Partners Fund LP, for

                 $79.2 million. Other Cannondale rivals, including Trek Bicycle Corp. and

                 Specialized Bicycle Components Inc., have also begun to market their own

                 parts lines.

                 Jason Suderman, a manager at the Wheelworks, a Somerville, Mass., bike

                 shop, says he thinks Cannondale's high-end Coda parts are roughly equal to

                 Shimano's, but he believes Shimano's parts integrate better with each other.

                 He says Cannondale's lower-end parts are useful mainly to set the bikes

                 apart in the showroom. The 1999 version of Cannondale's F2000 mountain

                 bike includes its Coda "Tarantula" front-gear set, produced in a U.S.

                 machine shop that once made aerospace parts.

                 Made from aluminum and titanium, the lightweight assembly won't flex

                 much under hard pedaling. Cannondale also says the teeth of the gears are

                 specially cut to help the chain shift between gears more quickly. The bike

                 also sports the latest version of Cannondale's disk brakes, whose pads apply

                 stopping pressure to a special ring near the wheel's center rather than its

                 outer rim, where conventional cantilever mountain-bike brakes operate.

                 Cannondale says the disk brakes stop the bike more quickly and are less

                 likely to be clogged with mulch and other off-road debris.

                 'Enthusiast Customers'

                 Both the gears and brakes replace parts that Cannondale once bought from

                 Shimano. But Cannondale suggests a retail price of $2,275 for the F2000, or

                 about $350 above what a similar bike equipped with Shimano components

                 might cost, says Daniel Alloway, vice president of sales. "We're talking

                 about enthusiast customers here," Mr. Alloway says. "They don't mind

                 paying the premium if they need to get the highest performance."

                 Others aren't so sure. Greg Collins, a recreational cyclist and a management

                 consultant at Boston's Treacy & Co. who has worked in the bicycle

                 industry, praises Cannondale's designs. But he says he doubts a large

                 number of consumers will pay the higher prices for some of the parts.

                 Shimano, meanwhile, concedes it has lost some sales to in-house brands, but

                 says that these losses have largely been to lower-quality knockoffs of its

                 designs. Wayne Stetina, sales manager for Shimano American Corp., in

                 Irvine, Calif., says overall bicycle-parts sales to North America are about

                 flat this year compared with last. But he argues that Shimano will win the

                 parts war in the end because of greater innovation.

                 For 1999, for example, Shimano will supply a four-speed hub that changes

                 gears automatically -- much like an automatic car transmission -- when the

                 speed of the bike changes. The component is meant for bikes with upright

                 handlebars that sell for between $450 and $650. Cannondale is "perfectly

                 logical" in attempting to differentiate its bikes from Shimano-based rigs, Mr.

                 Stetina says. But he doubts Cannondale's strategy will do much to set its

                 bikes apart except at the highest end of the market.

                 "The way it works," he says, "is we introduce new technologies and

                 everybody tries to copy them at lower price points."

                 Shimano's frequent redesigns have angered some bicycle dealers by

                 requiring them to spend heavily to keep their inventories up to date, but the

                 company's research and development efforts are formidable. "If you're

                 going to beat them," Mr. Collins argues, "it comes down to whether you can

                 be a more efficient parts maker."

