
Citigroup reported signs of
progress at writing down its bad
assets even as it announced a
$2.5 billion quarterly loss. Citi’s
shares rose 7.7% as investors fig-
ured large write-downs now
meant fewer surprises from U.S.
financial institutions later. Page 4

n Roche is bringing forward
its earnings release to Monday
from Thursday, an atypical
move for which it didn’t pro-
vide a reason. Page 8

n U.S. business economists
were somewhat more optimis-
tic in a new poll but didn’t see
a lasting upturn soon. Page 2

n The U.K. is considering
changing its fiscal rules to
make borrowing easier as pub-
lic finances sour. Page 10

n Market gyrations are shak-
ing up some trading relation-
ships between different types
of financial assets. Page 19

n South Africa’s MTN ended
talks to merge with India’s Reli-
ance Communications amid a
bitter rivalry between Indian
billionaire brothers. Page 3

n Teva will buy Barr Pharma-
ceuticals for $7.46 billion in a
deal that will lift the Israeli ge-
neric-drug maker’s position in
emerging markets. Page 7

n A major Yahoo shareholder
endorsed the current board, in-
creasing pressure on Icahn to
consider a compromise. Page 6

n Sony Ericsson barely broke
even in the second quarter amid
heightened competition. Page 7

n BP will pay $1.75 billion for
natural-gas assets in Oklahoma,
as Big Oil shifts strategy. Page 7

n U.S. borrowers are having a
tougher time getting credit,
and that likely will get worse
with Fannie and Freddie roiling
the credit markets. Page 19
n Freddie Mac is considering
raising capital to avoid the
strings that might be attached
to a government bailout of the
mortgage giant. Page 16

Europe grabs
growing share
of space sector

U.S. and European officials said
they will intensify efforts to im-
pose financial penalties on Iran
should their diplomatic drive fail
to induce Tehran to freeze its nu-
clear program, as the prospect of
sanctions grew after talks made
no progress. Solana said negotia-
tors gave Iran two weeks to re-
spond more concretely. Pages 1, 9

n Obama called for shifting U.S.
military forces from Iraq to Af-
ghanistan, on the first stop of
his weeklong foreign tour. Page 2
n NATO said its forces acciden-
tally killed at least four civilians
in eastern Afghanistan, while an
official in the country’s west
said foreign air strikes killed
nine Afghan police officers.

n Three Germans seized by
Kurdish rebels during a climb-
ing expedition in Turkey over a
week ago were released in good
condition, authorities said.

n European space programs
are enjoying a resurgence as offi-
cials stress the importance of
pursuing efforts independent of
the U.S., Russia and China. Page 1

n Pakistan’s prime minister
tried to shift blame for the econo-
my’s woes to Musharraf’s eight-
year military-backed rule. Page 11
n Pakistan’s army said security
forces killed 15 militants and de-
tained 60, in the first major ac-
tion under the new government.

n Iraq said its prime minister
hasn’t endorsed any specific time
frame, after Bush agreed to set a
“general time horizon” for fur-
ther troop withdrawals. Page 11

n Britain’s Brown, on a visit,
urged Israel to stop settlement
construction and offered more fi-
nancial support and police train-
ing to the Palestinian government.

n Zimbabwe may transfer owner-
ship of foreign firms that support
sanctions against Mugabe to lo-
cals and investors from “friendly”
nations, a state newspaper said.

n The U.S. appears increas-
ingly unlikely to proceed with
a planned $11 billion sale of
weapons to Taiwan. Page 9

n Pope Benedict XVI said a
“spiritual desert” was spread-
ing throughout the world, as
he ended a visit to Australia.

n Padraig Harrington won the
British Open for the second year
in a row, winning by four strokes.

As U.S. influence wanes,
Mideast nations step in

By Andy Pasztor

LONDON—European space pro-
grams are enjoying a striking resur-
gence, with politicians and industry
officials stressing the importance of
pursuing their own scientific and

military efforts
independent of
the U.S., Russia
and China.

The Euro-
pean Union has
made the first
moves to sup-
port this ambi-
tious undertak-
ing, for the first
time explicitly
linking space en-
deavors to

broader diplomatic and foreign-pol-
icy goals. But coming months will in-
dicate how much support there is
for taking the next big step: funding
technology aimed at possible Euro-
pean manned missions.

After watching the U.S., Russia,
China, and even India and Brazil
stake out new space goals, there is a
widespread feeling in Europe that it
is necessary to react, according to
Louis Gallois, chief executive of Eu-
ropean Aeronautic Defence &
Space Co. “I think it’s very impor-
tant we reaffirm the ambition” for a
strong European space vision, Mr.

Please turn to page 31

Editorial&Opinion

Stepping into a vacuum left by
Washington’s waning influence, a
handful of Middle East nations and
groups are pursuing talks that are
dramatically shifting the region’s
balance of power further away from
U.S. interests.

The various discussions come as
the Bush administration moderates
its policy of isolating the govern-

ments of Iran, Syria and their re-
gional allies.

The talks may even be pushing
Washington to reengage with Tehran
and Damascus, or risk being left be-
hind.

The U.S. State Department’s
point man on the Middle East is
scheduled to meet Friday with a del-
egation of Syrian academics and law-
yers. The group includes the top le-

gal adviser to the Syrian govern-
ment team involved in indirect talks
recently announced with Israel, ac-
cording to Syrian officials.

And over the weekend, the U.S.
State Department’s third-ranking of-
ficial met with European diplomats
and Iranian officials as part of talks to
restartnegotiationsoverTehran’snu-
clearprogram.Theweekendcontact—
the highest-level exchange between
the two sides in years—ended incon-
clusively Saturday. (Please see re-
lated article on page 9.)

Tehran refused to commit to halt-
ing its uranium-enrichment pro-
gram in exchange for a set of eco-
nomic incentives it was offered. Eu-
ropean Union foreign-policy chief
Javier Solana said negotiators gave
Tehran another two weeks to re-
spond more concretely.

Still, the presence in Geneva of
William Burns, the U.S. under-secre-
tary of state for political affairs,

Please turn to page 31

Focus!
Doha Round negotiators ought
not be sidetracked by more
short-term problems. Page 13

Louis Gallois

U.S. government agency
made bad subprime loans
Predatory lending
persisted after FDIC
took over failed bank
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Business & Finance World-Wide
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The percentage of U.S. subprime mortgages entering
the foreclosure process has been rising:

Loan troubles

Source: Mortgage Bankers AssociationNote: quarterly data

GDF Suez shows how
France shapes industries
CORPORATE NEWS | PAGE 6

Rescue would come at a
price for Freddie Mac
NEWS IN DEPTH | PAGES 16-17

By Jay Solomon in Washington,
Cam Simpson in Jerusalem and
Farnaz Fassihi in Beirut

Money & Investing > Page 19

Mark Maremont

U.S. officials have heaped much
of the blame for the subprime-mort-
gage mess on lenders, claiming they
recklessly made too many high-cost
home loans to borrowers who
couldn’t afford them.

It turns out that the U.S. govern-
ment itself was one of the lenders
giving out high-interest, subprime
mortgages, some of them predatory,
according to government docu-
ments filed in recent weeks in fed-
eral court.

The unusual situation, which is
still bedeviling bank regulators,
stems from the 2001 seizure by fed-
eral officials of Superior Bank FSB,
then a national subprime lender
based in Hinsdale, Ill. Rather than
immediately shuttering or selling
Superior, as it normally does with
failed banks, the Federal Deposit In-
surance Corp. continued to run the
bank’s subprime-mortgage busi-
ness for months as it looked for a

Please turn to page 12

Markets
NET PCT

MARKET CLOSE CHG CHG

DJIA 11496.57 +49.91 +0.44
Nasdaq 2282.78 -29.52 -1.28
DJ Stoxx 600 280.69 +4.42 +1.60
FTSE 100 5376.4 +90.1 +1.70
DAX 6382.65+111.38 +1.78
CAC 40 4299.36 +73.37 +1.74

Euro $1.5851 -0.0028 -0.18
Nymex crude $128.88 -0.41 -0.32

if you like hybrids,
you’ll love our
new separator film.
Another ExxonMobil innovation is a new separator
film that enables high-powered lithium-ion batteries
to be used in hybrid and electric vehicles. If 10% of
Europeans driving a petrol vehicle switched to a
hybrid, the CO2 emissions saved would be the
equivalent of removing more than three million petrol
vehicles from the road. And what’s not to love about
that? The story continues at exxonmobil.com
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In a world where the destiny of mankind and the future of energy were never as closely linked;
where our choice not only has to do with the type of energy we want, but with society as a
whole – a new international leader in energy is born: GDF SUEZ.

Its mission is to take up the great challenges: the safety of Europe’s energy supply, the
development of major infrastructures, particularly in natural gas; the development of
renewable energy sources; the construction of new power-generation capacity; energy
efficiency; and the fight against global warming.

Our goal is to make the world we live in one in which progress benefits all; a world where
mankind lives in harmony with the environment and where energy is available to the greater
number; a world in which energy is more reliable, more respectful and better consumed.

Today, by rediscovering energy, we have the opportunity to make our world one we aspire
to live in.

www.gdfsuez.com

SA
A

T
C

H
I

&
SA

A
T

C
H

I

REDISCOVERING ENERGY

32 MONDAY, JULY 21, 2008 T H E WA L L ST R E ET JOU R NA L .



Agon, Jean-Paul ............. 20
Ali, Shahnaz Wazir ........ 11
Ambani, Anil ................... 3
Ambani, Mukesh .............. 3
Azarchs, Tanya ................. 4
Babbio, Lawrence .......... 30
Bair, Sheila .................... 12
Beckers, Pierre-Olivier ... 8
Bennett, Robert ............ 24
Birkenfeld, Bradley ........ 24
Blake, Frank ................... 30
Bostock, Roy ................... 6
Chandra, Subash ............. 7
Chappell, Paul ................ 19
Chiang, Tim ..................... 7
Coleman, Lewis ............. 30
Costas, Stephen ............ 12
Crittenden, Gary ............. 4
Davis, Charles ............... 10
Dimon, James ............... 22
Donnelly, Brent ............. 20
Downey, Bruce ................ 7
Dreman, David .............. 17
Drew, Marisa ................. 23
Dudok, Evert .................. 31

Eads, Ralph ..................... 7
Falcon Jr., Armando ..... 16
Fang Fenglei ................... 25
Fellman, Dan ................. 29
Feng, Wilson ................. 25
Fenger, Mike ................... 4
Freudenheim, Ronald L. . 12
Gallois, Louis .................. 1
Gao, Victor .................... 25
Gawdat, Mohammad ....... 8
Ghosn, Carlos ................... 8
Glassman, Mitchell L. .. 12
Graham, John ................. 20
Grant, Peter A. ............. 22
Hatzius, Jan .................. 20
Heinz, Kenneth J. .......... 24
Hightower, Brister ........ 12
Hill, Bonnie G. ............... 30
Hufnagel, Charles .......... 11
Icahn, Carl ....................... 6
Indonie, Ornella .............. 4
Jacobs, Paul .................... 8
Kieber, Heinrich ............ 24
Komiyama, Dick .............. 7

Kraemer, Harry M. Jansen
..................................... 30

Lane, Rita ......................... 4
Langone, Kenneth ......... 30
Lowy, Frank .................... 24
Lowy, Peter .................... 24
McClendon, Aubrey ......... 7
Melek, Bart ................... 22
Mestrallet, Gérard ........... 6
Meyers, Dave ................. 19
Miller, Alexei .................. 4
Miller, Bill ........................ 6
Morphy, John ................. 19
Murphy, Dan ................. 31
Nedoss, Charles ............. 22
Newland, Peter .............. 10
Nilsson, Ludvig .............. 25
Nolan, Christopher ........ 29
Ong, Richard ................. 25
Orssten, Kristian ........... 23
Pandit, Vikram ................. 4
Patelunas, Gail ............. 12
Paulson, John ............... 10
Petrou, Karen ................. 17
Phipps, Ron .................... 20

Pietersz, Sriyan ............. 25
Piller, Daniel ................... 8
Piszel, Buddy ................. 17
Potanin, Vladimir ............. 8
Rajan, Raghuram ........... 10
Rappaport, Linda E. ...... 30
Reinhart, Carmen .......... 10
Rinehimer, Dave ............ 22
Robertson, Stephen ....... 21
Rogoff, Kenneth ............ 10
Rothman, Matthew ...... 20
Salhany, Lucille S. ........ 30
Sandler, Andrew ............ 12
Schwan, Severin ............. 8
Serebriakov, Vassili ...... 22
Shah, Salman ................ 11
Smith, Art ........................ 7
Somers, Deirdre ............ 23
Stevens, David .............. 20
Syron, Richard ............... 16
Tang, Frank ................... 25
van Kan, Julian ............. 23
Weiss, Antonio .............. 23
Winterkorn, Martin ........ 8
Yanai, Shlomo ................. 7
Yang, Jerry ....................... 6

Obama pushes Afghan troop shift
On key foreign trip,
Democrat promotes
moving Iraq forces

This index lists the names of businesspeople and government regulators
who receive significant mention in today's Journal.

1 For more people in the news, visit
CareerJournal.com/WhosNews

By Amy Chozick

And Mary Jacoby

On the first stop of his weeklong
foreign tour, Sen. Barack Obama
called Sunday for shifting U.S. mili-
tary forces from Iraq to Afghanistan,
which he called “the central front on
our battle against terrorism.”

“The situation is precarious and
urgent here in Afghanistan,” the
Democratic presidential candidate
said in an interview with CBS News,
on the second day of a two-day visit
to Afghanistan.

He is also planning to travel to
Iraq as part of a congressional dele-
gation that includes Sens. Jack Reed,
a Rhode Island Democrat; and Chuck
Hagel, a Nebraska Republican. In
Iraq the group is to meet with Prime
Minister Nouri al-Maliki, President
Jalal Talabani and other key leaders
in the government and parliament,
said Iraqi government spokesman
Ali al-Dabbagh.

The world tour is the latest of a se-
ries of efforts to burnish the junior Il-
linois senator’s foreign-policy cre-
dentials. He met with Afghan Presi-
dent Hamid Karzai Sunday. He is
scheduled to arrive in Jordan Mon-
day, where he will meet with King Ab-
dullah II. On Tuesday he plans to
hold discussions with Israeli and Pal-
estinian leaders.

While Republican presidential
candidate John McCain has been gen-
erally supportive of his rival’s foreign
trip, he has come down hard on Sen.
Obama for his calls to shift resources
out of Iraq and into Afghanistan.

“Sen. Obama will tell you we can’t
win in Afghanistan without losing in
Iraq. In fact, he has it exactly back-
wards,” Sen. McCain said last week
in response to a far-reaching foreign-
policy speech Sen. Obama delivered
in Washington.

Both candidates have called for

boosting troop levels in Afghanistan.
Sen. Obama has said he would add at
least two additional combat bri-
gades and $1 billion in annual nonmil-
itary assistance. Sen. McCain said he
would send at least three additional
brigades to Afghanistan and
strengthen local tribes in border ar-
eas in Pakistan that are willing to
fight foreign terrorists.

“I think that we are going to
have to be vigilant in dismantling
these terrorist networks” that are
centered in Afghanistan and the
semiautonomous tribal areas of
neighboring Pakistan, Sen. Obama
said Sunday.

The two presidential candidates
have also sparred on Iraq. Sen.
Obama, who has campaigned on his
early opposition to the war, has sug-
gested a 16-month timetable for
withdrawing U.S. combat troops.

McCain foreign policy adviser
Randy Scheunemann called Sen.
Obama’s commitment to a
16-month withdrawal plan “a strat-
egy for defeat.”

Sen. McCain has rejected a spe-
cific timetable but has said Presi-
dent George W. Bush’s U.S. troop
buildup that he supported 18
months ago has improved security
on the ground enough to make a
gradual withdrawal possible.

President Bush and Prime Minis-
ter al-Maliki agreed Friday to an un-
specified “general time horizon”
for withdrawing combat troops
from Iraq.

“When a further conditions-
based withdrawal of U.S. forces is
possible, it will be because we and
our Iraqi partners built on the suc-
cesses of the surge strategy, which
Sen. Obama opposed, predicted
would fail, voted against and cam-
paigned against in the primary,” Sen.
McCain said Friday.

Also Friday, the McCain cam-
paign launched a new television ad
that blasts Sen. Obama for his lack of
foreign-policy experience. “He
hasn’t been to Iraq in years,” the ad’s
narrator says. “Now Obama is chang-
ing himself to become president.”

Senior Obama adviser Robert
Gibbs rejected Republican criticism
that the overseas trip—Sen.
Obama’s first as a presidential candi-
date—is a campaign ploy. “This is
not a campaign trip.” Mr. Gibbs said.
“We’ll have a series of substantive
meetings to talk about the common
challenges we face.”

In Israel, Sen. Obama is to meet
with meet Prime Minister Ehud Olm-
ert, President Shimon Peres, Defense
Minister Ehud Barak and opposition
Likud Party leader Benjamin Netan-
yahu. He is also to meet Palestinian Au-
thority President Mahmoud Abbas.
For security reasons, his campaign de-
clined to say whether the meeting
would occur in the West Bank.

In Europe, Sen. Obama will meet
with French President Nicolas
Sarkozy, German Chancellor Angela
Merkel and British Prime Minister
Gordon Brown.
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By Brian Blackstone

U.S. business economists are some-
what more optimistic about the econ-
omy than they were three months
ago, but are wary of predicting a sus-
tained upturn anytime this year, ac-
cording to a newly released survey.

Members of the National Associa-
tion for Business Economics polled
between June 19 and July 10—be-
fore mortgage giants Fannie Mae
and Freddie Mac roiled the credit
markets—“were more varied than
in the decidedly downbeat April sur-
vey about recent results and the
next few quarters, but they were far
from ebullient,” said Ken Simonson,
chief economist of Associated Gen-
eral Contractors of America, who an-
alyzed the survey results for NABE.

The survey covered members’
views on prospects in their own
firms or industries in addition to
the economy as a whole.

NABE members were roughly
split on the outlook for U.S. gross do-
mestic product in the second half of
the year. Forty-four percent of re-
spondents expect GDP growth of 1%
or higher at an annual rate, while
45% forecast growth of less than 1%
and 10% see a contraction.

Survey respondents see “cau-
tious but still positive hiring plans”
over the next six months, as well as
some stabilization in housing,
NABE said.

Sen. Barack Obama, right, walks with
Afghan President Hamid Karzai.
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Less gloom cited
on U.S. economy
in latest survey
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Gallois said in an interview last
week at the Farnborough Interna-
tional Airshow.

The U.S. is clearly the dominant
space power, with the largest over-
all budget and nearly half of all the
military satellites in orbit. How-
ever, Europe’s newfound enthusi-
asm for space comes amid strong
performances in recent years by
its satellite manufacturers and Ari-
anespace, its commercial-launch
provider.

As Boeing Co. and Lockheed Mar-
tin Corp. continue to retreat from
the commercial-satellite segment,
units of rivals Thales SA and EADS
are snaring a growing share of the
global market for large commercial-
communications satellites. In light
of Europe’s stepped-up marketing
drive and continued strict Ameri-
can export-control restrictions on
space technology, “U.S. companies
are very limited in our competitive-
ness,” according to Dan Murphy,
chairman and chief executive of Al-
liant Techsystems Inc., Minneapo-
lis, which makes rocket motors and
satellite components.

But increasingly, EADS and
other big European aerospace play-
ers no longer seem content to re-
main junior partners to Washington
and Moscow when it comes to scien-

tific exploration or manned space
flights. Evert Dudok, chief executive
of the Astrium satellite unit of
EADS, said Europe hopes to lever-
age its commercial success to gradu-
ally ramp up manned and un-
manned exploration programs. The
next big decision is expected in No-
vember, when an EU ministerial con-
ference is slated to take up the issue.

“It’s not about competition”
with the U.S. or Russia, Mr. Dudok
said in an interview. “It’s all about
having backups” and “alternative
roads” to ensure safe and reliable
transportation to the space station,
the moon and beyond. At this point,
he said, “I cannot imagine that Eu-
rope decides to step back from
manned space.”

The logical way to kick-start
those ambitions, according to Euro-
pean industry officials, is to en-
hance the European Space Agency’s
so-called Automated Transfer Vehi-
cle, a $2 billion project currently
only capable of taking cargo up to
the International Space Station. The
first phase of any upgrade would be
to transform the unmanned ATV
capsule into an unmanned vehicle
also able to return cargo to Earth.
But “it will be designed” so “that the
second step, making it manned, will
be possible,” Mr. Dudok said. “It will
allow…all that you need for having
astronauts on board.” European

space officials also have talked
about developing a new rocket capa-
ble of launching manned missions.

U.S. government and aerospace
officials, who are struggling with
their own budget problems to de-
velop a replacement for the space
shuttle by 2015, are closely monitor-
ing European developments. But
many remain skeptical that the EU
has the will—or can sustain the nec-
essary political consensus—to com-

mit the billions of dollars required
to develop rockets and space vehi-
cles designed to carry humans into
orbit and beyond.

Germany and Italy, for instance,
appear ready to support the initial
step toward ATV enhancements.
But so far, France generally has fa-
vored spending on unmanned mis-
sions and has been cool to embark-
ing on a top-priority campaign to
get into the manned space arena.

Continued from first page
Growing space ambitions
Major initiatives under way by region

n Europe: Considering development 
of enhanced cargo capsule that 
eventually could form basis for 
manned vehicle. First steps could 
come in the fall

n China: Planning its third manned 
space mission for later this year, and
is actively working on program to send 
humans to the moon by around 2025;
Has launched antisatellite weapon

n India: Already has developed a 
rocket capable of lofting a crew into 
orbit, and is working on plans for a 
manned spacecraft

n Japan: Lawmakers have
authorized defense programs in 
space, and nation has preliminary 
plans for manned missions by 2020

n Russia: Considerably increased
space spending in recent years and 
has consolidated aerospace suppliers.
Seeking to expand commercial-
satellite launches

Source: International industry officials

Russian cosmonauts work to install
docking equipment on the 
International Space Station during a 
spacewalk last week

A
ss

oc
ia

te
d 

Pr
es

s/
N

A
SA

TV
H

O

Europe casts eye toward expanding space efforts

marked a significant course change
in Washington’s dealings with Iran.

It comes as regional players—
both friends and foes of Washington—
launch initiatives aimed at solving
their own problems and those of
their neighbors. The talks have sup-
planted what was once a key role for
Washington: regional power broker.

As Mr. Bush’s term in office ap-
proaches its end, the administra-
tion’s diplomatic heft has predict-
ably diminished. Washington’s mis-
steps in Iraq and Afghanistan have
also sapped confidence in the admin-
istration’s vision for the region.

“In many ways, the countries in
the region are looking past the Bush
administration and seeking their
own answers to the region’s prob-
lems” said Imad Moustapha, Dam-
ascus’s ambassador to the U.S., in an
interview. “U.S. influence in the re-
gion has rarely been so low.”

Acollectionofpeacemakers,some
of them unlikely, has stepped into the
breach. In May, Qatar successfully
pushed a peace deal in Lebanon that
sawIranian-backedHezbollahgainex-
tensivenewpoliticalpowersattheex-
penseofBeirut’sWestern-backedgov-
ernment.Lastmonth,Egyptbrokered
a military truce between Israel and
the Palestinian faction Hamas, an Ira-
nian ally that last year violently over-
ran the Gaza Strip.

Turkey is mediating indirect
peace talks between Israel and
Syria. Even impoverished Yemen is
getting in on the act, pushing for rec-
onciliation between Hamas and ri-
val faction Fatah.

Through the negotiations, say
diplomats and analysts, Israel and
Arab governments are positioning
themselves for a drastic shift in
American foreign policy, no matter
who wins November elections.

Hammering that home, Sen. Barak
Obama, the Democratic presidential
nominee,istouringtheMiddleEastthis
week.Hehasadvocatedstepped-upen-
gagement with Iran and Syria.

“The U.S. administration is a

lame duck, and regional players are
working to serve their own inter-
ests,” says Diaa Rashwan, a Cairo-
based political analyst.

Israel, in particular, has seized the
initiative from Washington. In recent
weeks, Prime Minister Ehud Olmert
has moved to cut deals aimed at eas-
ing every national-security threat
along Israel’s borders, though Mr.
Olmert may be too politically weak at
home to see any of the deals through.

But his efforts come after Israel’s
once-unquestionable regional mili-
tary superiority has been severely
tested. In 2006, Hezbollah fighters
bogged down a larger and more ad-
vanced Israeli army during a month-
long battle in Lebanon. And Israeli
military incursions into the Hamas-
held Gaza Strip failed to dislodge
rocket-firing militants.

In May, Israel said it was indi-
rectly negotiating a peace deal with

Syria, which, along with Iran, is a
key supporter of both Hezbollah
and Hamas. Last month, Israel
agreed to a cease-fire with Hamas.

At the same time, Israel has sent
much stronger signals than the U.S.
about possible military interven-
tion against Tehran. Last month,
U.S. officials said Israel had con-
ducted military exercises that ap-
peared to be training for a possible
attack against Iran.

Israeliofficialshavealsoexpressed
cautious optimism over the Bush ad-
ministration’s recent outreach to Teh-
ran. “If diplomacy is to work, you have
to have carrots and sticks,” said a se-
nior official in Jerusalem. “If this suc-
ceeds in getting the diplomatic solu-
tion we want, that’s a good thing.”

U.S. officials are preparing a
package of tough new economic
sanctions they hope they can push
through the United Nations if Teh-

ran fails to take up new talks on halt-
ing its nuclear program.

“Then we will have a greater in-
ternational consensus that diplo-
macy was tried and failed, and not
because of any lack of effort from
the West,” the Jerusalem official
said. “That will create greater con-
sensus and legitimacy if other mea-
sures are needed.”

Perhaps no Middle East country
has been the beneficiary of the re-
gion’s diplomatic moves more than
Syria. As recent as March, U.S. allies
Saudi Arabia and Egypt snubbed the
countryby refusing to sendhigh-level
representation to an Arab League
summit in Damascus. The U.S. Trea-
sury in February initiated a string of
unilateral sanctions against some of
Syrian President Bashar Assad’s clos-
est political and business allies. The
U.S. and France, meanwhile, were
closely working to limit Syria’s politi-
cal influence inside Lebanon.

Today, Syria has largely emerged
from its diplomatic isolation. Mr. As-
sad was welcomed in Paris this
month by President Nicolas Sarkozy.
The two leaders talked about en-
hancing economic and strategic ties.

Damascus and Jerusalem are set
to enter a second-round of Turkey-
brokered talks to resolve their dis-
pute over the Golan Heights this
month. And many world leaders
praised Syria’s role in promoting a
political pact for Lebanon in May.

Amid that backdrop, the State De-
partment’s point man on the Middle
East, Assistant Secretary of State
David Welch, is set to meet top Syr-
ian academics and attorneys this
week, according to Syrian officials.
Mr. Welch’s planned session is rais-
ing hopes Washington may more ag-
gressively support the Damascus-
Jerusalem peace track.

Mr. Moustapha, Syria’s ambassa-
dor, said the Bush administration’s
willingness to meet the Syrian dele-
gation is a step in the right direc-
tion. He says he’s still frozen out of
any high-level meetings, but “we’re
becoming more optimistic.”

If Syria has gained the most from
Washington’s diplomatic absence,
the West-backed government of Leba-
nese President Fuad Siniora appears
to have lost out more than others.

Mr. Siniora came to power in
2005, swept in by popular protests
over the assassination of then-
Prime Minister Rafik Hariri. The kill-
ing was blamed on Syria, a charge
Damascus denies. But demonstra-
tors forced Syria to withdraw its
long-time occupation force.

Mr. Siniora’s honeymoon was
short-lived. In the summer of 2006,
Israel launched a war in Lebanon,
largely in response to the capture by
Hezbollah of two Israeli army re-
servists in a cross-border raid.

The fighting ended inconclu-
sively after 34 days, but Hezbollah’s
reputation for resistance against Is-
rael soared. The Shiite political
group—designated a terrorist orga-
nization by the U.S.—led an opposi-
tion boycott of Mr. Siniora’s coali-
tion government.

For nearly 16 months, Mr. Sinio-
ra’s supporters refused to cave into
demands by Hezbollah for major
concessions in a new government.
The Bush administration supplied
modest military aid to the Lebanese
government as it battled Sunni ex-
tremists. But some in Mr. Siniora’s
government complained the U.S.
was too slow to provide more mili-
tary aid, amid what they said was a
buildup in arms from Iran and Syria.

When Mr. Siniora tried to crack
down on the group in May, ordering
a private Hezbollah telecommunica-
tions system dismantled, the group
took to the streets. Hezbollah fight-
ers swarmed large swaths of Beirut,
surrounding the homes and offices
of Mr. Siniora and his political allies.

Qatar’s emir stepped in. He
pushed both sides to accept a deal
that reinstalled Mr. Siniora as prime
minister. But it also gave the Hezbol-
lah-led opposition veto power.

“Where was America when
Hezbollah took over in May?” com-
plained Walid Jumblatt, the leader
of the powerful Lebanese Druze sect
and an ally of the U.S., in an inter-
view at his Beirut home.

In a sign of how the balance of
power is shifting, Mr. Jumblatt last
week threw a homecoming party at
the village of Aabey for Samir Kantar,
oneof the Arabworld’s best-known Is-
raeli prisoners.

 —Mariam Fam in San’a, Yemen,
and Margaret Coker in Abu Dhabi

contributed to this article.
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Mideast nations pursue talks in regional power shift
FROM PAGE ONE

Iran-U.S.: The No. 3 U.S. diplomat 
attended this weekend's inconclusive 
European-led talks 

Syria-U.S.: Washington invited Syria
to Israel-Palestinian talks last year,
and a senior U.S. diplomat is to meet 
with a Syrian delegation Friday

Israel-Palestinians: President Bush
relaunched efforts to broker peace 
between the two sides in November

Israel-Syria: In indirect talks,
mediated by Turkey, that could see 
the Golan Heights returned to Syria

Israel-Hamas: Prime Minister Olmert 
agreed in June to a cease-fire with
Hamas; Egypt mediated the deal

Israel-Hezbollah: Completed deal last 
week to exchange Israeli-held 
prisoners and remains of Hezbollah 
fighters for the remains of two Israeli
reservists captured in 2006
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Lebanon: Qatar hosted May talks
that broke a deadlock between U.S.- 
backed ruling coalition and the 
Hezbollah-led opposition,
establishing a new government 

Fatah-Hamas: Representatives of the 
two Palestinian factions have 
endorsed a Yemeni initiative aimed at 
reconciliation. Yemen’s president 
suggested Qatar host future talks.

Talking points
Even as the U.S. reaches out to Syria and Iran, other players are taking lead 
roles in regional problem-solving

By Dana Cimilluca

If HBOS PLC’s rights issue of £4
billion ($8 billion) is any guide, Mor-
gan Stanley and Dresdner Klein-
wort may want to fail more often.

Demand for the issue—an offer of
discounted stock to existing HBOS
shareholdersthatclosedFridaymorn-
ing—was likely tepid. That means the
underwriters will be stuck holding
hundreds of millions of pounds of the
U.K. mortgage lender’s stock.

But with HBOS stock surging af-
ter the close of the offer Friday, un-
loading that stock may not be so dif-
ficult, and underwriters Morgan
Stanley and Dresdner Kleinwort
could even make a bit of a profit on
it, defying recent expectations that
the rights issue would be a costly
failure for them.

HBOS rally could
ease rights issue
for underwriters
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Sibling rivalry ends talks
Bad blood between
two brothers derails
MTN-Reliance deal

Anil Ambani, left, and his brother, Mukesh Ambani, have feuded since their father’s
death. Mukesh scuttled Anil’s deal to form an emerging-markets telecom giant.

A bitter rivalry between two In-
dian billionaire brothers has scut-
tled negotiations to combine two of
the developing world’s largest mo-
bile-phone carriers.

South Africa’s MTN Group Ltd.
and India’s Reliance Communica-
tions Ltd. called off talks Friday
over a potential multibillion-dollar

deal that would have created an
emerging-markets wireless giant.

Behind the collapse of the talks
is the long-running feud between
Mukesh and Anil Ambani, heirs to
the Reliance empire of companies
founded by their father. Since the fa-
ther’s death six years ago, the two
have been trying to best each other
in the highest echelons of Indian

business. That rivalry catapulted
the brothers into the ranks of the
world’s richest men.

But it also turned nasty, and ulti-
mately doomed the merger talks be-
tween Reliance Communications,
one of India’s largest wireless com-
panies, and MTN, Africa’s biggest
telecom company. The development
is a blow to the global ambitions of
Anil Ambani, the younger brother,
who runs Reliance Communica-
tions.

Anil Ambani, 49 years old, was
unavailable for comment, according
to a spokesman. A Reliance Indus-
tries spokesman declined comment,
and Mukesh Ambani, 51, couldn’t be
reached.

A deal between MTN and Reli-
ance Communications would have
created a company with a stock-mar-
ket value of about $50 billion and
110 million customers from South Af-
rica to India. It would have been In-
dia’s largest-ever overseas deal, and
established Anil as the standard
bearer for India’s international ex-
pansion, at a time when many In-
dian companies are seeking to par-
lay strong economic growth at

home into deals abroad.
But in June, elder brother

Mukesh threw in a major glitch, al-
leging that his Reliance Industries
has the right of first refusal over
any change of control in Reliance
Communications. Under structures
that were being discussed, Reliance
Communications could have been
majority acquired by MTN.

People familiar with the matter
say that Mukesh’s claim—and the le-
gal uncertainty it caused—became
an insurmountable stumbling block
to doing a deal. Reliance Communi-
cations and MTN said Friday they
had called it quits before a deadline
Monday, when their exclusive talks
were scheduled to expire.

Reliance Communications said
in a statement: “Owing to certain le-
gal and regulatory issues, the par-
ties are presently unable to con-
clude a transaction.” MTN con-
firmed that the talks had ended.

The collapse of the talks is likely
to create uncertainty about future
deals that either brother may seek to
consummate abroad, if potential
partners become skittish about the
prospect of legal wrangling, which

has been frequent between the two
men. Reliance Communications’ in-
ternational options now appear to
be much narrower, since Mukesh
could attempt to wield the “right-of-
first-refusalissue” over any negotia-
tion involving a change of control in
the company. Mukesh’s empire in-
cludes petroleum, retail and textiles.

Thursday,Reliance Industries ini-
tiated an arbitration process against
Reliance Communications relating

to its right-of-first refusal claim, an
event that appears to have contrib-
uted to the fate of the MTN deal.

“The personal nature of
Mukesh’s intervention has clearly
been a great embarrassment for
Anil, and has clearly triggered a po-
litical storm in India as well,” said a
person familiar with the matter.

— Krishna Pokharel
in New Delhi

contributed to this article.

LEADING THE NEWS

By Jackie Range in New Delhi
Eric Bellman in Mumbai
Dana Cimilluca in London
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A
COLLEGE degree,
seen for genera-
tions of Americans

as a ticket to a better
life, is no longer enough
to guarantee a steadily
rising paycheck.

Globalization and tech-
nology have altered the
types of skills that earn
workers a premium wage;

in many cases, those skills aren’t learned in college
classrooms. And compared with previous generations,
today’s U.S. college graduates are far more likely to
be competing against educated immigrants and edu-
cated workers employed overseas. Economists say glo-
balization and technology have prompted employers
to put the highest value on abstract skills possessed
by a relatively small group.  —Greg Ip

F
OR MANY workers,
escaping a bad boss
is tough in a tight

job market, a new study
shows. More than one-
third of 1,000 workers sur-
veyed said they feel pres-
sure to continue working
for a bad manager be-
cause of the down econ-
omy.

Thirteen percent of respondents said their super-
visors are lazy, while 21% said their managers take
credit for their work, reports Working America, an
organization that supports nonunion workers.

N
EGOTIATORS who
complimented their
adversaries and

who were instructed to be
“playful” were actually los-
ers at the bargaining ta-
ble compared with those
who played it straight, ac-
cording to a study.

Two University of Cali-
fornia, Berkeley, business

professors put together three experiments compar-
ing flirtatious sellers to neutral sellers. The buyers
weren’t given instructions on how to act. Those
who were told to flirt with their bargaining partner
in the role-playing games were perceived as more
likable. But they consistently got worse offers, and
the flirty sellers’ own moods suffered as a result of
straining to play a role.  —Associated Press
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Sympathetic listener, corporate apologist
Emerging breed
of directors needs
to tread a fine line

Flirting as sales tool fares
poorly at bargaining table

7
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By Joann S. Lublin

B ONNIE G. HILL, the longest-
serving director at Home De-
pot Inc., has a new role: “heat

shield” against dissatisfied inves-
tors.

She and other outside directors
were criticized for skipping the re-
tailer’s 2006 annual meeting amid
shareholder complaints about the
pay and performance of then-Chief
Executive Robert Nardelli. Mr.
Nardelli’s January 2007 departure
didn’t quell the unrest.

Enter Ms. Hill, then chairman of
the board’s compensation commit-
tee. She met with dozens of inves-
tors, easing their anger by persuad-
ing fellow directors to tie the pay of
Frank Blake, Mr. Nardelli’s succes-
sor, more closely to Home Depot’s
performance. But she has also
fought activists who want an annual
vote on executives’ pay.

In May, fellow board members
named Ms. Hill their lead director, a
powerful post she says she’ll use to
widen her involvement with share-
holders.

Ms. Hill epitomizes an emerging
breed of directors who reach out to
shareholders. Independent board
members at Pfizer Inc., Hewlett-
Packard Co. and UnitedHealth
Group Inc., among others, perform
similar roles; each of those compa-
nies also endured recent share-
holder unrest. These directors must
tread a fine line between sympa-
thetic listener and management
apologist, while taking care not to vi-
olate U.S. rules against selective dis-
closure.

They “offer investors an impor-
tant channel for airing their griev-
ances about corporate governance
and executive pay,” deterring con-
frontations, says Linda E. Rappa-
port, a partner at New York law firm
Shearman & Sterling and
corporate board adviser.

Until recently, outside
directors rarely met with
shareholders, and bans on
such meetings persist at
some small and midsize
companies.

Many executives still
think increased dialogue is
a bad idea. Board members
“run the risk of having dis-
cussions that undermine
the CEO,” cautions Harry
M. Jansen Kraemer Jr., a former
CEO of Baxter International Inc.
who is a director at two other com-
panies.

That view, however, is fading
amid intensified shareholder activ-
ism and a shifting governance land-
scape. Most big businesses now re-
quire directors to be elected by a ma-
jority of shareholders, giving board
members incentive to court inves-
tor goodwill.

H-P directors Lawrence Babbio
and Lucille S. Salhany have met
three times with investors to dis-
cuss board nominees and executive
pay since H-P shareholders rejected
a 2007 resolution that would have
offered certain investors more clout
in choosing directors. Investors
didn’t resubmit the measure this
year.

At Northrop Grumman Corp.,
compensation committee chairman
Lewis Coleman called investors who
wanted the company to disclose
fees paid to the board’s compensa-
tion consultant and limit that advis-

er’s possible conflicts of interest.
Mr. Coleman agreed to insert a sen-
tence in Northrop’s latest proxy stat-
ing that the outside consultant
won’t also work for management.
The investors dropped plans for a
shareholder resolution.

Ms. Hill, a 66-year-old marketing
consultant, previously worked for
the Los Angeles Times and a Kaiser
Aluminum Corp. unit as well as the
California and U.S. governments.
She also holds board seats at Yum
Brands Inc., AK Steel Holding Corp.
and California Water Service Group,
but says she hasn’t reached out to
their investors.

Home Depot board colleagues
and investor activists describe her
as a deft diplomat during tense nego-

tiations. Patting her plenti-
ful gray hair during an in-
terview, she says, “I earned
every one of them.”

Ms. Hill adopted her
new role following Home
Depot’s much-criticized
2006 shareholder meeting,
when she received a blister-
ing letter from union
leader Richard Trumka ask-
ing her to tie executive pay
more closely to company
performance, among other

things.
She won permission from execu-

tives and directors to confer with
dissatisfied investors. At the AFL-
CIO’s Washington headquarters,
she promised that the board “would
take a hard look” at Mr. Nardelli’s
contract, recalls Dan Pedrotty, head
of its Office of Investment.

She convinced the board to dis-
band its executive committee,
which can crimp board involvement
in decision-making when that panel
wields too much power.

In March 2007, union pension-
fund activists organized a confer-
ence call with Ms. Hill to voice com-
plaints about lead director Kenneth
Langone, a co-founder who helped
craft Mr. Nardelli’s generous pay
package. That May, Mr. Langone and
three other directors met with
those activists and proposed a
larger “town hall” to air investor
concerns.

During the town hall, held last
September, Ms. Hill, Mr. Langone
and two board colleagues fielded

questions from roughly 40 share-
holders about everything from their
lack of a separate board chairman to
their housing-downturn strategy.

Mr. Blake, who didn’t attend the
meeting, says he sees “real value” in
Ms. Hill holding regular town halls.
She says the full board must decide
their frequency.

Ms. Hill occasionally rebuffs in-
vestor demands, such as an annual
advisory vote on top officers’ com-
pensation. Activists submitted
“say-on-pay” resolutions at more
than 90 U.S. companies this year, in-
cluding Home Depot, up from 73 in
2007.

Ms. Hill criticized “say-on-pay”
at three conferences before Home
Depot’s annual meeting in May. “I
don’t believe that a straight up or
down vote on compensation with-
out any details makes good sense,”
particularly when investors can
talk with directors, she says.

Support for the resolution at
Home Depot slipped this year, to
about 42% of votes cast, from
about 43% last year. Ms. Hill thinks
that’s partly because shareholders
now have more say in electing direc-
tors. “If you don’t like the job I’m
doing,” she notes, “you vote me
out.”
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Bonnie G. Hill

Working for a bad boss
in tough economic times

Are you unsatisfied with your supervisor? Find
career-development advice and job-hunting tips, at
WSJ.com/Careers.

MANAGING
WSJ.com

Change of heart
Shareholder proposals submitted, 
and later withdrawn, for annual
meetings

Note: Data are for meetings through July 3 
of each year

Source: RiskMetrics Group
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College degree is no longer
certain path to rising pay
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O
AO GAZPROM said it
will slash some of the
nearly 6,000 jobs at its

Moscow headquarters as part
of a cost-cutting plan. Energy-
industry analysts welcomed
the decision of the Russian
state-controlled gas-export
monopoly. Gazprom, which
employs 436,000 people, saw
its payroll costs rise 25% last
year when it added nearly
4,000 new jobs. Kommersant,

a Russian business daily, reported Friday that Gaz-
prom planned to cut 10% of its staff at its Moscow
headquarters, where 5,770 people work. The article
said Gazprom Chief Executive Alexei Miller, above,
signed off on the plan last week. Gazprom confirmed
there would be job cuts.  —Associated Press

T
HE QATAR Investment
Authority and other
Asian investors will pro-

vide the bulk of Barclays
PLC’s £4.5 billion ($8.99 bil-
lion) in fund raising after the
British bank said Friday that
19% of its existing sharehold-
ers signed up to buy shares.
The offer, which closed Thurs-
day, was launched last month
in an effort to shore up Bar-
clays’ balance sheet. After

raising funds from major overseas investors, Barclays
said existing shareholders would have the chance to
buy on the same terms. That allowed them to buy
shares at 282 pence each, a 9.3% discount at the time
of the offer’s start. Barclays said shareholders signed
up to buy 267 million new shares. —WSJ Roundup
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Qatar and Asian investors
to close Barclays offer gap

N
ORWEGIAN ship-
builder Aker
Yards ASA said

Friday that it will re-
view a mandatory offer
made by South Korea’s
STX Shipbuilding Co.
and will make a recom-
mendation to its share-
holders by Aug. 8.

STX offered 63 Norwegian kroner ($12.39) a share,
valuing Aker at just below seven billion kroner, or
about $1.4 billion. Last month, STX raised its stake in
Aker to more than 40%, triggering a mandatory offer
for the remainder of the big shipbuilder.

Analyst Terje Mauer of Glitnir said the offer is
low, but the move may signal that STX is prepared to
take some time to accumulate Aker shares.
 —Elizabeth Cowley

Citi shows signs of bottoming out
Banks’ write-downs
reduce the chances
of future surprises
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Gazprom plans to cut jobs
at Moscow headquarters
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Citigroup
Net income/loss, in billions

Source: the company
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By David Enrich

A ROLLER-COASTER WEEK for
the American financial sys-
tem ended on a relatively opti-

mistic note Friday, as Citigroup Inc.
reported signs of progress at writ-
ing down its pile of bad assets even
as it announced a big quarterly loss.

Citigroup posted a $2.5 billion
loss, which, while large, was better
than analysts had been expecting.
That news capped a week that be-
gan with investors being rattled by
the federal seizure of IndyMac Bank
and by the woes of mortgage titans
Fannie Mae and Freddie Mac—but
then saw bank stocks soar 31% from
Tuesday to Friday.

Investors were soothed by the Se-
curities and Exchange Commis-
sion’s move last Tuesday to place
curbs on short selling of financial
stocks. Banks such as J.P. Morgan
Chase & Co. and PNC Financial Ser-
vices Group Inc. also reported sec-
ond-quarter earnings that were bet-
ter than expected.

Still, Friday’s results from Citi-
group also signaled that credit prob-
lems are spreading to a wider array
of loans around the world. As a re-
sult, loan losses are likely to swell
for at least another year, even if fi-
nancial institutions continue see-
ing write-downs on bad invest-
ments decline.

Since rising mortgage defaults
sparked the credit crisis last year, in-
vestment banks have racked up hun-
dreds of billions of dollars in write-
downs. Citigroup alone has suffered
more than $40 billion in hits, includ-
ing $7.2 billion in the second quar-
ter, resulting from its overexposure
to complex mortgage-linked securi-
ties, huge loans to finance buyout
deals and other problem areas.

While Citigroup racked up its
third quarterly loss in a row, some
analysts and investors were encour-
aged that the New York financial
conglomerate’s write-down wasn’t
any steeper. One big reason: Invest-
ment banks are unloading moun-

tains of toxic assets. While that
means selling at cut-rate prices and
slashing the values assigned to
soured securities that no one wants,
the moves reduce the odds of gigan-
tic future write-downs.

Any new write-downs will “have
to be much smaller in the future,”
said Tanya Azarchs, a credit analyst
at ratings agency Standard & Poor’s.
Gary Crittenden, Citigroup’s chief fi-
nancial officer, said Friday that the
“risk associated with the mega-
markdowns is less than it was.”

Citigroup shares rose 7.7%, or
$1.38, to $19.35 in New York Stock
Exchange composite trading at 4
p.m. Despite the rally, Citigroup
stock still is down 34% so far this
year.

After plunging earlier, the Dow
Jones Industrial Average re-
bounded for a 3.6% gain for the
week. On Friday, the index inched
up 49.91 points, or 0.4%, to 11496.57,
as investors weighed Citigroup’s re-
sults against disappointing earn-
ings from Google Inc. and Microsoft
Corp.

It remains to be seen how long
the sudden burst of optimism in U.S.
financial institutions will last. Even
if the credit crisis is starting to
loosen its stranglehold on Wall
Street, the outlook remains dim for
commercial banks. The latest re-
sults from Citigroup and other big
and small banks show that loan
problems are cascading from mort-
gages to credit cards to commercial
loans.

Citigroup recorded about $4.4
billion in loan defaults in the second
quarter, while also setting aside
$2.5 billion to beef up its reserves
for future losses. Ominously, bank-
ers are shifting more of their con-
cern from subprime borrowers with
blemished credit to solid custom-
ers, who as a group are increasingly
falling behind or defaulting on their
loan payments.

The trend is a sign of the grow-
ing strain facing many consumers
as the U.S. economy suffers from the
brutal combination of falling home
prices and sky-high fuel costs.

While subprime-mortgage de-
faults have been crippling and even
fatal for some lenders, the pool of
credit-card loans and prime mort-
gages is actually much deeper. Ris-
ing defaults in those areas will fur-
ther drain bank profits and capital
at a time when many banks already
are restraining lending.

At Citigroup, about 8.5% of its
subprime mortgage borrowers,
which make up about 16% of the
bank’s total mortgage portfolio,
have fallen at least 90 days behind
on their loan payments, and there-
fore are considered at high risk of de-
faulting. The so-called delinquency
rate is much lower for prime mort-
gages, but still rising. “There contin-
ues to be deterioration,” Mr. Crit-
tenden said.

A similar trend is evident in Citi-
group’s giant credit-card business.
Defaults in North America rose in
the second quarter to 6.53% of total
loans from 5.81% three months ear-

lier. That’s the highest loss rate
since mid-2005, when a wave of bor-
rowers rushed to file for bankruptcy
protection before a new law took ef-
fect that made it harder for them to
wipe away their debts.

Mr. Crittenden warned that
credit-card losses could rise “be-
yond their historic peaks” of about
7%, a level last seen in early 2004.

Loan defaults are spreading out-
side the U.S. Citigroup reported a
rise in defaults on credit card loans
in Brazil, Mexico and India, as well
as in Japan, where huge losses have
prompted Citigroup to shut down
its consumer-finance business.

J.P. Morgan executives sounded
a similar alarm about coming trou-
ble in prime mortgages and credit
cards when they reported results
Thursday.

Despite posting net losses of
more than $17 billion in the past
nine months, slashing its dividend
and bolstering its balance sheet
with about $40 billion in outside
capital, Citigroup insisted it can
withstand future loan losses, assum-
ing its current default projections
prove to be accurate.

Citigroup executives touted the
second-quarter performance as an
early validation of new Chief Execu-
tive Vikram Pandit’s strategy of
slashing costs, drumming up fresh
capital, shedding peripheral busi-
nesses and managing risk more
wisely. Some critics have pushed un-
successfully for a fundamental reor-
ganization, including a breakup of
the financial conglomerate created
a decade ago.

Mr. Pandit, who took over in De-
cember, will have his hands full for a
long time. In addition to spiraling
losses in its consumer businesses,
revenue is depressed in much of Citi-
group’s investment bank. Along
with others on Wall Street, it is
struggling to overcome the evapora-
tion of some businesses since the
credit crisis started. Citigroup’s
wealth-management division also
has posted two lackluster quarters
in a row.

More indications of how long it
could be before the worst loan prob-
lems pass will come when Bank of
America Corp., Wachovia Corp.,
Washington Mutual Inc. and other
banks report second-quarter re-
sults this week.

CORPORATE NEWS

Norway’s Aker Yards says
it is reviewing bid by STX

By Sara Silver

And Nick Wingfield

Motorola Inc. sued a former exec-
utive on allegations he violated a
noncompete agreement by taking a
job as head of global iPhone sales
for Apple Inc. and helping Apple
hire two other former Motorola em-
ployees.

The suit, which alleges breach of
contract and threatened misappro-
priation of trade secrets, follows a
deterioration in Motorola’s cell-
phone business in the past 18
months. That has led to an exodus of
employees to rivals including Ap-
ple, BlackBerry maker Research In
Motion Ltd. and Cisco Systems Inc.

The suit was filed Thursday in an
Illinois circuit court against Mike
Fenger, who quit Motorola in March
as senior vice president of mobile de-
vices for Europe, Middle East and Af-
rica to join Apple.

The suit alleges that Mr. Fenger
agreed when he received stock op-
tions to refrain from working for a
competitor for two years after leav-
ing Motorola. It doesn’t claim Mr.
Fenger stole documents, but simply
that Mr. Fenger learned about the
communications industry through
his work at Motorola. The suit
didn’t name the two employees he is
alleged to have helped Apple re-
cruit.

Last week, Motorola’s senior
vice president for supply chain, Rita
Lane, became the latest executive to
move to Apple. Ms. Lane, a former
U.S. Air Force officer, was hired by
Motorola in 2006 as chief procure-
ment officer, after spending 14
years at International Business Ma-
chines Corp. Apple also has hired a
Latin American sales executive, Or-
nella Indonie. Neither Ms. Lane nor
Ms. Indonie returned voice mails
left at their Apple phone numbers.

The lawsuit seeks to enjoin Mr.
Fenger from his job until March
2010, and seeks reimbursement of
millions of dollars in stock options.

Apple and Mr. Fenger declined to
comment on the lawsuit. In a state-
ment, Motorola said it “is seeking
all available remedies to protect its
trade secrets, confidential informa-
tion, and customer relationships.”

Motorola sues
former executive
who joined Apple
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By Lauren A.E. Schuker

A record-shattering opening for
Warner Bros.’s macabre Batman
movie “The Dark Knight” ushered
in the biggest weekend in North
American box-office history, show-
casing the film industry’s ability to
rally during times of economic tur-
bulence.

Director Christopher Nolan’s se-
quel to his 2005 “Batman Begins”
sold an estimated $155.3 million in
tickets since opening late Thurs-
day, according to studio figures re-
leased Sunday. That is the biggest
opening for a film in motion-pic-
ture history, beating out the previ-
ous record held by “Spider-Man
3,” which grossed $151.1 million
during its opening weekend in
May 2007.

The movie, which the studio
said had a $180 million budget,
also opened in parts of Asia—in-
cluding Hong Kong, where some
scenes were filmed—as well as in
countries including Aus-
tralia, Mexico and Brazil.
As of Sunday afternoon,
sales weren’t available
for these markets.

The record opening
shows that Mr. Nolan's
“Batman” franchise has
gained momentum in recent years,
perhaps in part owing to the death
of actor Heath Ledger in January
from an accidental prescription-
drug overdose. His performance as
the red-lipped Joker, Batman’s
nemesis, is garnering Oscar buzz.

Batman’s latest bout with the
Joker also helped spur what has be-

come the biggest weekend ever at
the box office, with total weekend
ticket sales estimated well over
$250 million. That figure handily
beats the previous record of

$218.4 million, set in
July 2006, when Walt
Disney Co.’s “Pirates of
the Caribbean: Dead
Man’s Chest” opened.
This weekend’s perform-
ance was also boosted by
the strong opening of

“Mamma Mia!” from General Elec-
tric Co.’s Universal Pictures, which
sold an estimated $27.6 million in
tickets.

The upturn at the box office
comes in a summer plagued by eco-
nomic woes, from skyrocketing
gasoline prices to falling housing
values. Even with the big weekend,

ticket sales for the year so far of
$5.51 billion are off by about 1.3%,
according to Exhibitor Relations
Co. Actual attendance is down by
more than 4% from last year, re-
flecting higher ticket prices.

Dan Fellman, president of do-
mestic distribution at Time
Warner Inc.’s Warner Bros., says
that the poor economy can actu-
ally help ticket sales.

“The movie business still offers
the cheapest form of entertain-
ment. If a family wants to go, they
might pass on dinner and take the
kids but leave the baby sitter at
home.” Mr. Fellman said “The Dark
Knight” is a sort of superhero for
Americans downtrodden by recent
economic woes. “Really, you
couldn’t ask for a better hero at a
better time.”

Virgin Mobile pulls back racy campaign
Strip-video requests
for charity changed
after complaints

By Andrew LaVallee

V
IRGIN Mobile USA Inc.
likes to run risque mar-
keting campaigns to gen-
erate attention for its
cellphones, including

poking fun at religion in its holiday
advertising and plopping its parent
company’s founder—in a nude
suit—in the middle of New York
City’s Times Square.

But the company is now in full
damage-control mode after running

an online ad cam-
paign that encour-
aged people to dis-

robe for charity.
A few weeks ago, Virgin Mobile

launched “Strip2Clothe,” a cam-
paign inviting people to send videos
of themselves undressing. For each
video posted, it agreed to donate a
new piece of clothing to nonprofit
groups that help homeless youth.
For every five views that a video
gets, another article is donated. Its
tagline: “Someone out there needs
clothes more than you.”

While the Warren, N.J., company
had tried to limit submissions to
strippers 18 and older and said it
was screening the clips to police
their content before posting them,
the campaign quickly drew criti-
cism from people worried that it
would attract teenagers eager to
shed their clothes. Further, some
nonprofits that work with homeless
teens said they weren’t comfortable
with the stunt.

Catholic Charities of St. Paul and
Minneapolis called the project “dis-
tasteful, inappropriate and exploit-
ative.” Last week, the National Net-
work for Youth, a nonprofit in-

volved in the campaign, said it
would no longer be an official part-
ner, though it would continue to dis-
tribute donated clothes to member
groups.

In response to the outcry, Virgin
Mobile is giving the campaign a
facelift, renaming it
“Blank2Clothe.” Instead of taking
their clothes off, viewers will in-
stead be asked to do anything they

want—juggling, singing or standing
on their heads, for example—to trig-
ger views and therefore, more cloth-
ing donations.

Virgin Mobile faces a conun-
drum familiar to smaller players in
just about every industry: It is
vastly outspent on advertising by
its bigger rivals, forcing it to find a
way to make its ad dollars work over-

time. The easiest way to get people
talking about a commercial well af-
ter it has run is to create contro-
versy, and so that is what Virgin Mo-
bile does. By and large, the provoca-
tive ad campaigns appear to have
been a net positive for the company,
allowing it to gain buzz without cre-
ating any huge public-rela-
tions problems or wide-
spread customer outrage.

With the latest campaign,
though, Virgin Mobile was doing
more than simply having fun with its
own brand image; the reputations of
the homeless organizations that
lent their names to the cause were
also on the line. Jonathan Asher, a se-
nior vice president at Perception Re-
search Services, doubts that Virgin
Mobile’s name will be damaged from

this, but for the partner organiza-
tions, “there’s that negative associa-
tion that’s not their choice and that’s
been foisted upon them,” he said.

Bob Stohrer, Virgin Mobile’s mar-
keting chief, said the revamping of
Strip2Clothe, which the company de-
cided on late last week and was

busily preparing over

the weekend, is a response to
some of the criticism, particu-
larly from the partner agencies.
“A lot of people think there are
two solutions to a challenge like
this: To fold or to press on,” he
said. “We actually think that lis-
tening to the feedback and react-
ing is probably a third and better

solution in this particular case.”
Visitors to Strip2Clothe.com are

scheduled be directed to the new
site starting Monday. Virgin Mobile
will take down the stripping videos,
Mr. Stohrer said, and ask those par-
ticipants to send in new, fully
clothed videos.

It is a new look for a company
that rarely blinks in the face of con-

troversy. Its 2004 holiday commer-
cial, “Christmahanukwanzakah,”
tweaked Christians, Muslims, Hin-
dus, Jews and even agnostics. The
nude-suit stunt, involving Richard
Branson, founder of Virgin Group
Inc. of the U.K. that controls Virgin
Mobile, was part of Virgin Mobile’s
“Nothing to Hide” campaign, which
promoted straightforward cell-
phone-pricing plans.

“It’s a brand of shock and awe,”
said Tina Wells, CEO of youth-mar-
keting agency Buzz Marketing
Group. Of Strip2Clothe, she added,
“it sort of fits their brand state-
ment.”

While edgy marketing tactics
have helped Virgin Mobile appeal to
its target demographic of young cell-
phone users, the company has strug-
gled in a competitive market with
far bigger rivals. As of the first quar-
ter, AT&T Inc. had 71.4 million sub-
scribers, while Verizon Wireless
counted 67.2 million prior to its ac-
quisition of Alltel Corp., which has
another 13.2 million. Virgin Mobile,
in contrast, had just 5.1 million. And
in the economic downturn, Virgin
Mobile customers, who mostly use
prepaid cards to obtain service,
have been buying fewer minutes.

The controversy has benefited
the campaign in one respect: The
torrent of traffic to Strip2Clothe vid-
eos has resulted in 15,000 clothing
donations over the past week, a Vir-
gin Mobile spokeswoman said.
“We’re conscious of the fact that the
controversy might help us over-
come the problem of getting atten-
tion for the issue,” she added.

And not every nonprofit took of-
fense at the campaign. “Maybe this
wasn’t the way to go about it, but to
me it isn’t hurting anyone,” said
Rick Koca, founder of StandUp For
Kids, a San Diego nonprofit that
works with homeless youth.

“We certainly wanted to raise
awareness,” he said. “It certainly
has, and not in the way that we
dreamed it would.”
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Virgin Mobile is in damage-
control mode following outcry
over its ‘Strip2Clothe’ ad
campaign, which encouraged
people to disrobe for charity.
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“Dark Knight,” at
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How do we meet growing global demand? What new

kinds of fuels and power sources should we develop?

And how do we safeguard the environment at the same

time?These are the questions facing us all. And together,

we can find the answers.

To help encourage greater understanding and discussion

toward solutions, Chevron brings you Energyville, an

online, interactive game that puts you in charge of

meeting the energy demands of your city. It’s a chance

to put your theories into practice. Choose from a

portfolio of energy sources to power your city today,

and through 2030. Every decision you make will affect

the environment, the economy, and your city’s security.

After you play, share your results and challenge others.

Because only when we come to understand and discuss

the energy problems our planet faces, can we find the

inspiration and know-how needed to solve them together.

Play it. Power it. Discuss it.

willyoujoinus.com

This is your city.
How will you power it?

CHEVRON is a registered trademark of Chevron Corporation.
The CHEVRON HALLMARK is a trademark of Chevron Corporation.
©2007 Chevron Corporation. All rights reserved.
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Dow Jones and Dow Jones Stoxx Indexes
Price-to- Price-to-

Dividend earnings PERFORMANCE (euros) PERFORMANCE (U.S. dollars) Dividend earnings PERFORMANCE (euros) PERFORMANCE (U.S. dollars)
yield* ratio* Dows Jones Index Last Daily 52-wk. Last Daily 52-wk. yield* ratio* Dows Jones Index Last Daily 52-wk. Last Daily 52-wk.

2.69% 13 World -a % % 258.27 0.06% –17.2% 9.14% 6 Stoxx Select Dividend 30 1688.10 4.77% –49.4% 2290.07 4.56% –42.1%

2.70% 13 Stoxx Global 1800 212.70 0.37% –27.4% 251.82 0.18% –16.9% 5.11% 7 Euro Stoxx Select Div 30 2180.60 3.12% –36.8% 2969.64 2.92% –27.6%

3.41% 11 Stoxx 600 280.70 1.60% –28.5% 332.31 1.41% –18.1% 5.29% 13 U.S. Select Dividend -b % % 678.56 0.26% –27.0%

3.52% 11 Stoxx Large 200 302.30 1.57% –27.6% 356.00 1.38% –17.0% 10.16% 10 Australia LPT -b, c 1430.20 1.14% –41.2% % %

2.83% 12 Stoxx Mid 200 251.90 1.66% –32.0% 296.56 1.46% –22.0% 3.17% 11 Sustainability 880.80 1.02% –27.4% 1178.82 0.83% –16.8%

3.04% 11 Stoxx Small 200 158.00 1.90% –32.8% 185.97 1.70% –23.1% 2.08% 14 Islamic Market -a % % 2173.88 –0.41% –9.9%

2.27% 14 Stoxx Growth 1350.00 1.04% –23.8% 1882.39 0.84% –12.7% 2.43% 13 Islamic Market 100 1696.00 –0.04% –22.2% 2300.84 –0.24% –10.9%

4.59% 9 Stoxx Value 1260.20 2.10% –30.7% 1757.96 1.91% –20.6% 5.14% 8 Islamic Turkey -c 2738.70 0.92% –7.9% % %

3.28% 11 Euro Stoxx 314.10 1.78% –27.2% 371.87 1.59% –16.6% 5.81% 19 Bahrain -c 240.60 –0.20% 13.6% % %

3.39% 11 Euro Stoxx Large 200 336.40 1.79% –27.0% 395.78 1.59% –16.3% 2.12% 15 Wilshire 5000 % % 12843.51 –0.05% –17.2%

2.76% 12 Euro Stoxx Mid 200 289.00 1.72% –27.1% 339.95 1.53% –16.4% % DJ-AIG Commodity 185.40 –1.05% 7.4% 213.45 –1.24% 23.0%

2.83% 11 Euro Stoxx Small 200 173.20 1.82% –30.4% 203.64 1.62% –20.3% % Euro Currency 126.00 0.09% 10.6% % %

*Fundamentals are based on data in U.S. dollar. Footnotes: a-in US dollar. b-dividends reinvested. c-in local currency. Note: All data as of 5 p.m. ET. Source: Dow Jones Indexes

Cross rates U.S.-dollar and euro foreign-exchange rates in global trading

USD GBP CHF SEK RUB NOK JPY ILS EUR DKK CDN AUD

Australia 1.0290 2.0544 1.0077 0.1726 0.0443 0.2026 0.0096 0.3016 1.6311 0.2186 1.0229 ...

 Canada 1.0060 2.0085 0.9851 0.1687 0.0433 0.1981 0.0094 0.2949 1.5946 0.2138 ... 0.9776

 Denmark 4.7060 9.3960 4.6085 0.7893 0.2027 0.9266 0.0441 1.3796 7.4597 ... 4.6782 4.5735

 Euro 0.6309 1.2596 0.6178 0.1058 0.0272 0.1242 0.0059 0.1849 ... 0.1341 0.6271 0.6131

 Israel 3.4113 6.8109 3.3406 0.5721 0.1469 0.6716 0.0320 ... 5.4073 0.7249 3.3911 3.3152

 Japan 106.6900 213.0173 104.4802 17.8935 4.5955 21.0061 ... 31.2759 169.1197 22.6711 106.0589 103.6867

 Norway 5.0790 10.1407 4.9738 0.8518 0.2188 ... 0.0476 1.4889 8.0510 1.0793 5.0490 4.9360

 Russia 23.2164 46.3539 22.7355 3.8937 ... 4.5711 0.2176 6.8058 36.8015 4.9334 23.0791 22.5629

 Sweden 5.9625 11.9047 5.8390 ... 0.2568 1.1740 0.0559 1.7479 9.4515 1.2670 5.9272 5.7947

 Switzerland 1.0212 2.0388 ... 0.1713 0.0440 0.2011 0.0096 0.2993 1.6187 0.2170 1.0151 0.9924

 U.K. 0.5009 ... 0.4905 0.0840 0.0216 0.0986 0.0047 0.1468 0.7939 0.1064 0.4979 0.4868

 U.S. ... 1.9966 0.9793 0.1677 0.0431 0.1969 0.0094 0.2931 1.5851 0.2125 0.9941 0.9718

Source: Reuters via WSJ Market Data Group

Reuters Group PLC is the primary data provider for several statistical tables in The Wall Street Journal, including foreign stock quotations, futures and futures
options prices, and foreign exchange tables. Reuters real-time data feeds are used to calculate various Dow Jones Indexes.
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Commodities Prices of futures contracts with the most open interest
EXCHANGE LEGEND: CBOT: Chicago Board of Trade; CME: Chicago Mercantile Exchange; ICE-US: ICE Futures U.S.MDEX: Bursa Malaysia
Derivatives Berhad; LIFFE: London International Financial Futures Exchange; COMEX: Commodity Exchange; LME: London Metals Exchange;
NYMEX: New York Mercantile Exchange;ICE-EU: ICE Futures Europe

ONE-DAY CHANGE Contract Contract
Commodity Exchange Last price Net Percentage high low

Corn (cents/bu.) CBOT 628.50 –21.50 –3.31% 799.25 258.50
Soybeans (cents/bu.) CBOT 1448.00 –50.00 –3.34 1,636.75 622.00
Wheat (cents/bu.) CBOT 804.00 –5.50 –0.68 1,278.00 499.00
Live cattle (cents/lb.) CME 105.100 0.050 0.05% 113.200 96.200
Cocoa ($/ton) ICE-US 2,799 –127 –4.34 3,290 1,818
Coffee (cents/lb.) ICE-US 137.75 0.10 0.07 176.05 120.75
Sugar (cents/lb.) ICE-US 12.49 –0.22 –1.73 15.43 9.72
Cotton (cents/lb.) ICE-US 73.24 0.13 0.18 98.45 59.20
Crude palm oil (ringgit/ton) MDEX 3,392.00 –43 –1.25 3,741 3,280
Cocoa (pounds/ton) LIFFE 1,443 –69 –4.56 1,748 931
Robusta coffee ($/ton) LIFFE 2,376 28 1.19 2,840 1,488

Copper (cents/lb.) COMEX 366.90 –4.60 –1.24 422.00 276.00
Gold ($/troy oz.) COMEX 958.00 –12.70 –1.31 1,039.80 687.40
Silver (cents/troy oz.) COMEX 1820.00 –53.50 –2.86 2,132.00 1,241.50
Aluminum ($/ton) LME 3,077.00 –28.00 –0.90 3,340.00 2,375.00
Tin ($/ton) LME 23,325.00 –75.00 –0.32 25,450 13,525
Copper ($/ton) LME 8,095.00 10.00 0.12 8,811.00 6,335.00
Lead ($/ton) LME 1,945.00 7.00 0.36 3,875.00 1,564.00
Zinc ($/ton) LME 1,813.50 8.50 0.47 3,750.00 1,761.00
Nickel ($/ton) LME 20,550 –40 –0.19 34,480 20,550

Crude oil ($/bbl.) NYMEX 129.47 –0.71 –0.55 147.90 66.86
Heating oil ($/gal.) NYMEX 3.7225 –0.0538 –1.42 4.1919 1.8600
RBOB gasoline ($/gal.) NYMEX 3.1904 0.0046 0.14 3.6503 1.9600
Natural gas ($/mmBtu) NYMEX 10.639 0.034 0.32 13.752 4.600
Brent crude ($/bbl.) ICE-EU 131.11 –0.97 –0.73 148.99 74.80
Gas oil ($/ton) ICE-EU 1,216.50 –40.00 –3.18 1,347.25 595.00

Source: Reuters; WSJ Market Data Group

Currencies London close on July 18
Per In

AMERICAS Per euro In euros U.S. dollar U.S. dollars

Argentina peso-a 4.7935 0.2086 3.0240 0.3307

Brazil real 2.5240 0.3962 1.5923 0.6280
Canada dollar 1.5946 0.6271 1.0060 0.9941

1-mo. forward 1.5952 0.6269 1.0064 0.9937
3-mos. forward 1.5959 0.6266 1.0068 0.9932
6-mos. forward 1.5970 0.6262 1.0075 0.9926

Chile peso 782.19 0.001278 493.45 0.002027
Colombia peso 2819.19 0.0003547 1778.50 0.0005623
Ecuador US dollar-f 1.5851 0.6309 1 1
Mexico peso-a 16.1775 0.0618 10.2057 0.0980
Peru sol 4.5232 0.2211 2.8535 0.3504
Uruguay peso-e 30.356 0.0329 19.150 0.0522
U.S. dollar 1.5851 0.6309 1 1
Venezuela bolivar 3403.79 0.000294 2147.30 0.000466

ASIA-PACIFIC
Australia dollar 1.6311 0.6131 1.0290 0.9719
China yuan 10.8059 0.0925 6.8170 0.1467
Hong Kong dollar 12.3601 0.0809 7.7975 0.1282
India rupee 67.726 0.0148 42.725 0.0234
Indonesia rupiah 14501 0.0000690 9148 0.0001093
Japan yen 169.12 0.005913 106.69 0.009373

1-mo. forward 168.80 0.005924 106.49 0.009390
3-mos. forward 168.23 0.005944 106.13 0.009423
6-mos. forward 167.22 0.005980 105.49 0.009480

Malaysia ringgit-c 5.1430 0.1944 3.2445 0.3082
New Zealand dollar 2.0800 0.4808 1.3122 0.7621
Pakistan rupee 112.070 0.0089 70.700 0.0141
Philippines peso 70.143 0.0143 44.250 0.0226
Singapore dollar 2.1460 0.4660 1.3538 0.7387
South Korea won 1607.74 0.0006220 1014.25 0.0009860
Taiwan dollar 48.119 0.02078 30.356 0.03294
Thailand baht 52.825 0.01893 33.325 0.03001

Per In
EUROPE Per euro In euros U.S. dollar U.S. dollars

Euro zone euro 1 1 0.6309 1.5851
1-mo. forward 1.0016 0.9984 0.6319 1.5826
3-mos. forward 1.0048 0.9952 0.6339 1.5775
6-mos. forward 1.0095 0.9905 0.6369 1.5702

Czech Rep. koruna-b 23.035 0.0434 14.532 0.0688
Denmark krone 7.4597 0.1341 4.7060 0.2125
Hungary forint 228.60 0.004374 144.22 0.006934
Malta lira 0.4643 2.1536 0.2929 3.4137
Norway krone 8.0510 0.1242 5.0790 0.1969
Poland zloty 3.2151 0.3110 2.0283 0.4930
Russia ruble-d 36.801 0.02717 23.216 0.04307
Slovak Rep. koruna 30.3445 0.03295 19.1430 0.05224
Sweden krona 9.4515 0.1058 5.9625 0.1677
Switzerland franc 1.6187 0.6178 1.0212 0.9793

1-mo. forward 1.6181 0.6180 1.0208 0.9796
3-mos. forward 1.6173 0.6183 1.0203 0.9801
6-mos. forward 1.6159 0.6188 1.0194 0.9809

Turkey lira 1.8809 0.5317 1.1866 0.8428
U.K. pound 0.7939 1.2596 0.5009 1.9966

1-mo. forward 0.7957 1.2567 0.5020 1.9921
3-mos. forward 0.7994 1.2509 0.5043 1.9829
6-mos. forward 0.8047 1.2427 0.5077 1.9698

MIDDLE EAST/AFRICA
Bahrain dinar 0.5976 1.6733 0.3770 2.6524
Egypt pound-a 8.3961 0.1191 5.2968 0.1888
Israel shekel 5.4073 0.1849 3.4113 0.2931
Jordan dinar 1.1211 0.8920 0.7073 1.4139
Kuwait dinar 0.4210 2.3751 0.2656 3.7649
Lebanon pound 2382.48 0.0004197 1503.00 0.0006653
Saudi Arabia riyal 5.9435 0.1683 3.7495 0.2667
South Africa rand 11.9704 0.0835 7.5516 0.1324
United Arab dirham 5.8222 0.1718 3.6730 0.2723
SDR -f 0.9697 1.0312 0.6118 1.6346

a-floating rate b-commercial rate c-government rate c-commercial rate d-Russian Central Bank rate f-Special Drawing Rights from the Inter-
national Monetary Fund ; based on exchange rates for U.S., British and Japanese currencies.
Note: Based on trading among banks in amounts of $1 million and more, as quoted by Reuters.

Major stock market indexes Stock indexes from around the world, grouped by region. Shown in local-currency terms.

Price-to- PREVIOUS SESSION PERFORMANCE

earnings ratio* Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.

Price-to- PREVIOUS SESSION PERFORMANCE

earnings ratio* Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.

 11 EUROPE DJ Stoxx 600 280.69 4.42 1.60% –23.0% –28.5%

 11 DJ Stoxx 50 2836.17 48.68 1.75 –23.0% –27.5%

 11 Euro Zone DJ Euro Stoxx 314.10 5.50 1.78 –24.3% –27.2%

 10 DJ Euro Stoxx 50 3321.53 65.44 2.01 –24.5% –25.3%

 11 Austria ATX 3602.12 74.87 2.12 –20.2% –25.5%

 9 Belgium Bel-20 3075.21 75.36 2.51 –25.5% –32.8%

 13 Czech Republic PX 1424.2 –16.8 –1.17% –21.5% –23.2%

 13 Denmark OMX Copenhagen 371.37 –0.79 –0.21 –17.2% –24.2%

 12 Finland OMX Helsinki 8575.60 97.37 1.15 –26.1% –25.8%

 10 France CAC-40 4299.36 73.37 1.74 –23.4% –27.8%

 11 Germany DAX 6382.65 111.38 1.78 –20.9% –18.9%

 … Hungary BUX 20931.70 108.81 0.52 –20.2% –29.7%

 5 Ireland ISEQ 4894.47 220.68 4.72 –29.4% –45.8%

 8 Italy S&P/MIB 28100 432 1.56 –27.1% –32.2%

 6 Netherlands AEX 395.94 3.28 0.84 –23.2% –28.7%

 9 Norway All-Shares 478.45 –1.59 –0.33 –16.1% –20.4%

 17 Poland WIG 38847.26 164.53 0.43 –30.2% –40.5%

 11 Portugal PSI 20 8674.27 265.39 3.16 –33.4% –36.6%

 … Russia RTSI 2135.38 –88.10 –3.96% –6.8% 3.2%

 10 Spain IBEX 35 11895.3 253.2 2.17% –21.7% –20.3%

 15 Sweden OMX Stockholm 280.37 6.35 2.32 –20.3% –33.1%

 12 Switzerland SMI 6827.31 88.15 1.31 –19.5% –25.0%

 … Turkey ISE National 100 37946.57 251.31 0.67 –31.7% –28.3%

 9 U.K. FTSE 100 5376.4 90.1 1.70 –16.7% –18.4%

 13 ASIA-PACIFIC DJ Asia-Pacific 132.87 –2.21 –1.64 –16.0% –20.3%

 … Australia SPX/ASX 200 4840.4 –60.6 –1.24 –23.7% –24.6%

 … China CBN 600 22705.56 801.12 3.66 –45.2% –26.8%

 13 Hong Kong Hang Seng 21874.19 139.47 0.64 –21.4% –6.1%

 11 India Sensex 13635.40 523.55 3.99 –32.8% –12.4%

 … Japan Nikkei Stock Average 12803.70 –84.25 –0.65 –16.4% –29.5%

 … Singapore Straits Times 2847.73 –16.37 –0.57 –17.8% –20.5%

 11 South Korea Kospi 1509.99 –15.57 –1.02 –20.4% –23.9%

 14 AMERICAS DJ Americas 332.23 –0.08 –0.02 –11.9% –15.0%

 … Brazil Bovespa 59988.10 –120.62 –0.20 –6.1% 4.4%

 21 Mexico IPC 28169.77 –46.09 –0.16 –4.6% –11.8%

*P/E ratios use trailing 12-months, as-reported earnings
Note: Americas index data are as of 5:00 p.m. ET. Sources: Reuters; WSJ Market Data Group

MSCI indexes
Developed and emerging-market regional and country indexes
from MSCI Barra as of July 17, 2008

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE

yield ratio Morgan Stanley Index Last Daily YTD 52-wk.

2.80% 14 ALL COUNTRY (AC) WORLD* 343.84 1.66%–14.7% –14.0%

2.90% 14 World (Developed Markets) 1,359.96 1.68%–14.4% –15.1%

2.60% 15 World ex-EMU 156.86 1.38%–13.3% –14.9%

2.70% 15 World ex-UK 1,347.97 1.49%–14.0% –14.4%

3.60% 12 EAFE 1,889.85 2.38%–16.1% –16.5%

2.30% 14 Emerging Markets (EM) 1,031.39 1.53%–17.2% –2.7%

4.10% 11 EUROPE 96.52 2.83%–24.3% –29.7%

4.20% 10 EMU 225.52 3.19%–19.4% –16.3%

4.00% 11 Europe ex-UK 105.63 2.79%–24.2% –28.2%

5.60% 8 Europe Value 108.89 3.36%–28.2% –36.1%

2.70% 14 Europe Growth 83.20 2.33%–20.3% –23.0%

3.20% 12 Europe Small Cap 164.03 3.06%–23.8% –36.7%

2.00% 11 EM Europe 397.20 2.13%–17.4% –6.6%

4.30% 10 UK 1,567.15 2.77%–18.4% –20.8%

3.50% 12 Nordic Countries 159.95 4.22%–22.4% –26.7%

1.20% 12 Russia 1,370.85 1.81% –8.8% 15.4%

2.90% 15 South Africa 694.29 4.63% –2.6% –0.2%

3.10% 13 AC ASIA PACIFIC EX-JAPAN 410.24 1.81%–22.6% –11.5%

1.80% 16 Japan 797.83 1.08%–15.1% –29.0%

2.10% 16 China 61.98 2.36%–27.4% –1.7%

1.10% 16 India 523.94 3.81%–38.7% –12.5%

1.90% 11 Korea 417.64 1.45%–19.2% –11.1%

4.40% 13 Taiwan 269.03 4.50%–19.4% –23.6%

2.10% 18 US BROAD MARKET 1,385.27 1.16%–13.2% –15.5%

1.50% 32 US Small Cap 1,797.53 1.33% –9.4% –16.6%

2.00% 15 EM LATIN AMERICA 4,335.63 –1.64% –1.5% 15.5%

*Twenty-three developed and 26 emerging markets Source: MSCI Barra

GLOBAL MARKETS LINEUP

Follow the markets throughout the day, with updated stock quotes, news and commentary at
WSJ.com/Europe. Also, receive email alerts that summarize the day’s trading in Europe and Asia.
To sign up, go to WSJ.com/Online Today
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GDF Suez’s chief confident of gas supply
Energy, environment
pose big challenges
for new French utility
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Gérard Mestrallet, who heads GDF Suez, faces the challenge of stitching together
a company with annual revenue of $117 billion and almost 200,000 employees.

By Jessica E. Vascellaro

And Joann S. Lublin

Yahoo Inc.’s board received a
major shareholder endorsement
Friday, increasing pressure on ac-
tivist investor Carl Icahn to con-
sider a compromise in his proxy bat-
tle against the Internet company.

Legg Mason Capital Manage-
ment—which owns a 4.4% stake in
Yahoo—said it would support Ya-
hoo’s slate of directors at the Aug.
1 shareholder meeting.

Mr. Icahn, whose funds
have a roughly 5% stake in
Yahoo, is trying to replace
the board in a disagree-
ment about Yahoo’s rejec-
tion of a number of offers
from Microsoft Corp.

“We believe the cur-
rent board acted with care
and diligence when evalu-
ating Microsoft’s offers,”
Legg Mason Chairman Bill
Miller said, calling the
board “independent and
focused on value creation for long-
term shareholders.”

Mr. Miller also said he would
prefer that the company and Mr.
Icahn reach an agreement on the
board’s composition to end what
he called a “disruptive” proxy con-
test.

Mr. Miller was one of a few
large shareholders who expressed

his frustration with Yahoo pub-
licly after acquisition talks with
Microsoft fell apart in May. At the
time, Mr. Miller suggested he
would have been happy with a sale
price lower than what Yahoo had
demanded.

Several other large sharehold-
ers have yet to declare how they
plan to vote in the election, al-
though few seem likely to support
Mr. Icahn’s entire nine-person
slate. Several institutional inves-

tors intend to support
some but not all of his
nominees, according to
someone familiar with
those investors. “That
bodes well for a settle-
ment—and not for Icahn
getting control,” this per-
son said.

Many institutional in-
vestors will decide
whether to support Mr.
Icahn’s slate based on a
recommendation from

ISS Governance Services, the big-
gest U.S. proxy-advisory service.
The RiskMetrics Group Inc. unit
wields tremendous clout in coun-
seling investors about proxy
fights, director elections and
shareholder resolutions.

Yahoo Chief Executive Jerry
Yang, three other executives and
three outside directors pitched
their case Thursday during a meet-

ing at ISS headquarters in Rock-
ville, Md., according to people fa-
miliar with the situation.

Despite persistent rumors of
settlement talks, Mr. Yang and his
colleagues gave no hint that they
might give Mr. Icahn four board
seats as a compromise, one person
said. The Yahoo officials
reviewed both their board
and the Icahn lineup with-
out saying whether they
would find Mr. Icahn’s
nominees “acceptable,”
that person added.

For now, a compromise
appears unlikely because
Yahoo directors feel they
“are in a pretty strong po-
sition here,” a second per-
son with knowledge of the
situation said.

ISS officials asked independent
Yahoo directors whether they
might replace Mr. Yang and other
top executives, but they insisted
that they still support current
management’s strategic plan be-
cause it “would increase value
over time,” recalled the first per-
son familiar with the situation.

ISS staffers then questioned
why the board would sell the com-
pany for $33 a share if the strate-
gic plan makes sense.

Yahoo directors said they men-
tioned the $33 figure in order to
demonstrate they were willing to

sell the company at a price share-
holders would support, people fa-
miliar with the matter said.

Earlier, Yahoo Chairman Roy
Bostock and Mr. Yang blasted Mr.
Icahn as a “corporate agitator”
who wants to “get his money back
quickly” as they shed slightly

more detail on their plans
for improving share-
holder returns.

In the second letter Ya-
hoo sent to shareholders
last week, the Yahoo lead-
ers reiterated the board’s
willingness to sell the In-
ternet company for $33 a
share or higher to Mi-
crosoft Corp. in a deal
that delivers “certainty of
value and closing.” The
board also continues to ac-

tively examine other “value-creat-
ing steps,” including a potential
spinoff of the company’s Asian as-
sets and a return of cash to share-
holders, they wrote.

The letter struck a more conver-
sational tone than previous mis-
sives, as it traced the history of Ya-
hoo’s proxy war with the billion-
aire activist. Mr. Icahn, whose
funds own roughly 5% of Yahoo, is
leading a campaign to take over
the Yahoo board at its shareholder
meeting Aug 1.

Messrs. Bostock and Yang had
barbs for Microsoft, whose pro-

posal to acquire Yahoo’s search
business was rejected by Yahoo.
They accused the software giant
of cozying up to Mr. Icahn in an
“odd-couple alliance” and being in-
terested mainly in buying Yahoo
“at a bargain-basement price.”

“Microsoft’s flip-flops and in-
consistencies over the past five
months are so stupefying that one
can only conclude that Microsoft
was never fully committed to ac-
quiring Yahoo,” they wrote.

“They say I’m a short-term agi-
tator, but the most money I’ve
made are those investments that I
held six, seven, eight years,” said
Mr. Icahn, citing various energy,
railcar and casino investments.
“They say I can’t manage, but my
modus operandi is to put good
CEOs in to run my various compa-
nies and they’ve prospered.

“The letter they sent is like
something out of ‘Alice in Wonder-
land.’ Their search business is los-
ing share and is risky. Someone
comes along, offers a guarantee of
$2.3 billion a year, and they refuse
to negotiate—you need the Mad
Hatter to explain why.”

Mr. Icahn was unavailable for
comment. A Microsoft spokesman
declined to comment.
 —Benjamin Pimentel

and Gregory Zuckerman
contributed to this article.

Big shareholder backs Yahoo in proxy fight, pressing Icahn

By David Gauthier-Villars

And Leila Abboud

New French energy company
GDF Suez is the world’s largest util-
ity by revenue, Europe’s biggest
buyer of natural gas, and an impor-
tant operator in nuclear power. Cre-
ated through the merger of state-
controlled utility Gaz de France
with electricity and natural-gas ri-
val Suez SA, GDF Suez is also a testa-
ment to the French government’s ac-
tivist stance in shaping domestic in-
dustries.

Veteran Suez executive Gérard
Mestrallet heads the new group. He
must stitch together a company
with annual revenue of Œ74 billion
($117 billion) and almost 200,000
employees. GDF Suez is caught up in
some of the world’s most pressing
energy and environmental chal-
lenges: rising energy prices, global
warming, and Russia’s use of its en-
ergy exports to Europe as a tool of
political influence.

The 59-year-old Mr. Mestrallet is
an engineer by training and an avid
horseman with a soft spot for Bel-
gian beer. He’s also a survivor: He
steered Suez out of debt problems
five years ago, and last year, when
the proposed merger was on the
rocks, he orchestrated compro-
mises among bickering unions, poli-
ticians, and shareholders to ensure
the deal would go ahead.

Excerpts from an interview with
Mr. Mestrallet:

WSJ: The French government or-
chestrated the GDF Suez merger to
ensure the country can secure natu-
ral-gas supplies to heat homes and

power industries. But your com-
pany has few natural-gas fields of
its own, and instead buys gas from
producers. How can you make sure
gas keeps flowing to Europe?
Mr. Mestrallet: The security of sup-
ply does not depend on the gas you
own. It comes from having diverse
set of long-term contracts with gas
suppliers. GDF Suez will have the
largest diversified portfolio of
sources of natural gas in the indus-
try. Our gas comes from Norway, the
Netherlands, Algeria, Qatar, Russia,
Egypt, Libya, Yemen, Nigeria and
Trinidad & Tobago. Take Yemen: We
have signed a contract to buy one-
third of the liquefied natural gas pro-
duction of one field for 20 years. We
don’t need to own the gas well itself.

WSJ: Yet GDF Suez relies heavily on
gas from Russia. In 2006, Russia’s
state-owned giant Gazprom briefly
cut off deliveries to Ukraine in winter,
sending a panic through European
markets. How will you manage this

delicate relationship with Russia?
Mr. Mestrallet: We consider Gaz-
prom a very reliable partner; it’s not
a delicate relationship. It’s worth not-
ing that during the crisis in 2006,
France and Belgium were the only
two countries in Europe that did not
suffer shortages. That’s because in
France we have very large under-
ground gas-storage capacity. The
storage was full at the beginning of
the crisis and quite empty at the end.

WSJ: Consumers are anxious about
their rising energy bills. In Europe,
we’ve seen protests against oil com-
panies by fishermen and truckers.
Do you fear a wider backlash against
energy companies?
Mr. Mestrallet: All over the world,
natural-gas prices are linked to oil
prices. Of course, when natural-gas
prices are high, consumers are
never satisfied. But it would be
worse and more difficult to explain
to consumers if we could not deliver
adequate gas supply in winter. Our

most important responsibility is to
avoid shortages.

WSJ: Do you fear that energy compa-
nies are seen as the corporate “bad
guys” of today—like tobacco compa-
nies were a decade ago?
Mr. Mestrallet: I think we have to
give people a more positive feeling
about energy companies. If energy
is seen only through the lens of in-
creasing prices, that will create
problems. We’ve created in GDF
Suez a division dedicated to energy
efficiency. We recently re-engi-
neered the internal manufacturing
processes at a Volvo truck plant in
Belgium to help save energy.

WSJ: Europe has been a leader in
the fight against global warming,
yet the Continent’s emissions are
still growing 1% a year. What has
gone wrong?
Mr. Mestrallet: It has been quite
courageous and risky for Europe to
make unilateral commitments to re-
duce emissions. But now others
must follow. The United States has a
special responsibility. How can you
ask China and India and others to
dramatically reduce their carbon di-
oxide emissions, which in the short
term would mean reducing their

growth and slowing the pace at
which they eliminate poverty, while
the richest country is doing noth-
ing? I hope the U.S. authorities will
decide to take action soon.

WSJ: Do you think European compa-
nies have been hurt by the region’s
effort to curb its greenhouse-gas
emissions?
Mr. Mestrallet: There is a risk that
they will be. There have to be global
rules of the game. If only one region
makes all the effort while the rest of
the world keeps emitting carbon, it
represents a big penalty for Euro-
pean industry.

WSJ: GDF-Suez has proposed build-
ing and operating two nuclear
power plants in the United Arab
Emirates. How do you manage the
risk of nuclear power in volatile re-
gions?
Mr. Mestrallet: The UAE has a very
stable political environment, and
the necessary legal and regulatory
frameworks.

WSJ: But how will you help the
United Arab Emirates and other nu-
clear newcomers develop a nuclear
safety culture?
Mr. Mestrallet: The French state
has promised to help these coun-
tries create the control and safety
agencies that they’ll need. The
French are willing to transfer regula-
tory and legal know-how by signing
bilateral agreements for the develop-
ment of civilian nuclear programs.

WSJ: The French state has a 36% in-
terest in your company. Who is in
the driver’s seat at GDF Suez, you or
President Nicolas Sarkozy?
Mr. Mestrallet: More than 99% of
shareholders voted in favor of the
merger. So I think we have con-
vinced them that the presence of
the state will not prevent GDF Suez
from growing and making money.

Carl Icahn

Bill Miller

CORPORATE NEWS

Note: Œ1 billion = $1.58 billion at current rate

Source: GDF Suez prospectus

Powerhouse
If GDF Suez had existed in 2007,
it would have had:

Revenue: Œ74.3 billion

Operating profit: Œ8.53 billion

Net profit: Œ5.57 billion

Employees: 196,560

Largest shareholders:
French state: 35.7%
Groupe Bruxelles Lambert: 5.3%

Revenue: Œ74.3 billion

Operating profit: Œ8.53 billion

Net profit: Œ5.57 billion

Employees: 196,560

Largest shareholders:
French state: 35.7%
Groupe Bruxelles Lambert: 5.3%
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 25.60 $32.12 0.37 1.17%
Alcoa AA 14.70 33.81 0.07 0.21%
AmExpress AXP 15.50 42.19 0.40 0.96%
AmIntlGp AIG 35.60 25.07 0.15 0.60%
BankAm BAC 146.30 27.49 0.99 3.74%
Boeing BA 7.90 68.14 1.22 1.82%
Caterpillar CAT 7.20 70.89 –0.94 –1.31%
Chevron CVX 14.70 86.05 0.38 0.44%
Citigroup C 198.40 19.35 1.38 7.68%
CocaCola KO 16.90 50.03 –0.31 –0.62%
Disney DIS 13.00 30.90 –0.30 –0.96%
DuPont DD 9.50 44.20 0.27 0.61%
ExxonMobil XOM 33.10 81.54 1.21 1.51%
GenElec GE 49.70 28.00 0.00 0.00%
GenMotor GM 26.50 13.18 0.33 2.57%
HewlettPk HPQ 13.20 43.42 0.19 0.44%
HomeDpt HD 15.20 23.44 0.06 0.26%
Intel INTC 52.10 22.09 0.10 0.45%
IBM IBM 17.50 129.89 3.37 2.66%
JPMorgChas JPM 52.30 40.02 –0.78 –1.91%
JohnsJohns JNJ 12.00 67.82 –0.01 –0.01%
McDonalds MCD 6.80 60.44 0.07 0.12%
Merck MRK 17.20 37.68 0.72 1.95%
Microsoft MSFT 140.80 25.86 –1.66 –6.03%
Pfizer PFE 38.80 18.32 –0.07 –0.38%
ProctGamb PG 14.10 63.67 –0.22 –0.34%
3M MMM 4.10 68.94 –0.51 –0.73%
UnitedTech UTX 7.40 64.09 –0.61 –0.94%
Verizon VZ 12.10 35.45 0.02 0.06%
WalMart WMT 19.00 57.92 0.24 0.42%

Dow Jones Industrial Average P/E: 87
LAST: 11496.57 s 49.91, or 0.44%

YEAR TO DATE: t 1,768.25, or 13.3%

OVER 52 WEEKS t 2,354.51, or 17.0%

 Note: Price-to-earnings ratios are for trailing 12 months
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Credit-default swaps: European companies
At its most basic, the pricing of credit-default swaps measures how much a buyer has to pay to purchase-and
how much a seller demands to sell-protection from default on an issuer's debt. The snapshot below gives a
sense which way the market was moving yesterday.

Showing the biggest improvement... And the most deterioration
CHANGE, in basis points CHANGE, in basis points

Yesterday Yesterday Five-day 28-day Yesterday Yesterday Five-day 28-day

Norske Skogindustrier 1,117 –18 2 123 FCE Bk 914 1 –17 135

Kabel Deutschland 558 –17 –7 11 C de Aho Vlncia Castlln Alicnte Bcaja 383 2 33 93

Alliance Boots 661 –17 –5 49 Hanson 154 2 24 90

Seat Pagine Gialle 854 –17 –1 154 Six Continents 40 2 3 2

Fresenius 208 –16 –33 81 PPR 264 3 8 40

Rank Gp 572 –16 –6 53 Holcim 193 4 13 64

Grohe Hldg  884 –16 –13 145 Rentokil Initial 1927 68 6 11 40

Stora Enso 360 –16 –24 34 Kaupthing banki 956 7 72 319

Stena Aktiebolag 393 –16 –16 6 Glitnir banki 966 10 80 343

Wendel 527 –15 12 215 ProSiebenSat 1 Media 634 15 52 158

Source: Markit Group

Dow Jones Stoxx 50: Friday’s best and worst…
Market value, Previous

in billions close, in STOCK PERFORMANCE
Company Country Industry of US$ local currency Previous session 52-week Three-year

Barclays U.K. Banks $51.0 3.20 10.24% –53.9% –41.8%

Lloyds TSB Grp U.K. Banks 37.3 3.31 10.15 –41.3 –31.8

Royal Bk of Scot U.K. Banks 63.7 1.98 10.08 –62.3 –59.9

UBS Switzerland Banks 63.1 21.98 7.64 –64.8 –52.4

BNP Paribas S.A. France Banks 89.7 62.50 6.57 –25.8 3.8

Tesco U.K. Food Retailers & Whlslrs $58.9 3.76 –3.34% –9.9 18.2

E.ON Germany Multiutilities 123.0 116.33 –3.25 –4.1 58.4

ArcelorMittal Luxembourg Iron & Steel 116.0 50.50 –2.83 6.2 ...

Nestle S.A. Switzerland Food Products 167.2 43.44 –1.94 –7.3 29.4

BHP Billiton U.K. General Mining 72.1 16.00 –1.84 7.7 101.9

...And the rest of Europe’s blue chips
Latest, Latest,

Market value, in local STOCK PERFORMANCE Market value, in local STOCK PERFORMANCE
Company/Country (Industry) in billions (U.S) currency Latest 52-week Three-year Company/Country (Industry) in billions (U.S) currency Latest 52-week Three-year

Soc. Generale 52.5 56.75 6.07% –55.2% –32.4%
France (Banks)
HBOS 29.6 2.82 5.13 –71.7 –67.8
U.K. (Banks)
ING Groep 73.1 20.70 5.05 –36.5 –16.7
Netherlands (Life Insurance)
Allianz SE 79.7 111.17 4.91 –33.3 8.7
Germany (Full Line Insurance)
UniCredit 81.5 3.86 4.54 –39.7 –11.2
Italy (Banks)
AXA S.A. 62.2 19.03 4.50 –39.3 –12.1
France (Full Line Insurance)
Banco Bilbao Viz 72.2 12.16 4.47 –32.5 –10.7
Spain (Banks)
Credit Suisse Grp 52.3 45.46 4.41 –46.2 –14.3
Switzerland (Banks)
SUEZ 91.3 44.00 4.31 7.8 97.7
France (Multiutilities)
Deutsche Bk 47.6 56.61 3.91 –45.5 –20.3
Germany (Banks)
HSBC Hldgs 190.3 7.94 3.86 –11.3 –14.8
U.K. (Banks)
Daimler 62.8 41.09 3.76 –36.9 14.9
Germany (Automobiles)
BT Grp 34.1 2.04 3.72 –38.0 –10.7
U.K. (Fixed Line Telecom)
L.M. Ericsson Tel B 35.9 72.30 3.58 –45.2 –45.6
Sweden (Telecom Equipment)
Siemens 107.1 73.93 3.25 –30.2 12.4
Germany (Electronic Equipment)
Banco Santander 116.5 11.75 3.16 –16.0 17.3
Spain (Banks)
Fortis 34.2 9.80 3.05 –61.0 –50.9
Netherlands (Banks)
Deutsche Telekom 76.1 11.01 2.99 –16.5 –30.9
Germany (Mobile Telecom)
Nokia 105.4 17.50 2.94 –17.3 35.7
Finland (Telecom Equipment)
Sanofi-Aventis S.A. 95.2 45.69 2.44 –26.9 –34.7
France (Pharmaceuticals)

Koninklijke Philips Elec 37.8 22.00 2.25% –30.3% –1.7%
Netherlands (Consumer Electronics)
GlaxoSmithKline 140.0 12.00 2.21 –6.1 –9.4
U.K. (Pharmaceuticals)
France Telecom 82.5 19.90 2.16 –1.3 –16.2
France (Fixed Line Telecom)
Astrazeneca 66.0 22.72 1.75 –16.2 –3.0
U.K. (Pharmaceuticals)
Roche Hldg Part. Cert. 123.6 179.60 1.58 –17.9 5.0
Switzerland (Pharmaceuticals)
Assicurazioni Gen 51.0 22.80 1.56 –23.4 –8.0
Italy (Full Line Insurance)
Vodafone Grp 176.8 1.52 1.37 –5.5 6.0
U.K. (Mobile Telecom)
SAP 69.2 35.00 1.27 –12.5 –3.7
Germany (Software)
BASF 61.9 41.25 0.78 –15.4 43.1
Germany (Commodity Chemicals)
Telefonica S.A. 131.7 17.41 0.69 1.3 30.9
Spain (Fixed Line Telecom)
Novartis 151.0 58.35 0.69 –11.5 –7.4
Switzerland (Pharmaceuticals)
Banca Intesa 65.3 3.48 0.51 –35.5 –14.2
Italy (Banks)
BP 215.7 5.21 0.24 –13.1 –16.8
U.K. (Integrated Oil & Gas)
ENI 138.5 21.81 0.05 –19.8 –4.7
Italy (Integrated Oil & Gas)
Total S.A. 181.2 47.63 –0.01 –19.9 –5.5
France (Integrated Oil & Gas)
Royal Dutch Shell 129.2 22.97 –0.24 –22.8 –8.7
U.K. (Integrated Oil & Gas)
Diageo 51.6 9.13 –0.33 –12.2 15.6
U.K. (Distillers & Vintners)
Unilever 49.1 18.08 –0.74 –23.2 –1.8
Netherlands (Food Products)
Anglo Amer 75.0 27.99 –1.10 –11.9 98.0
U.K. (General Mining)
Rio Tinto 108.5 50.70 –1.27 33.3 169.4
U.K. (General Mining)

Sources: Dow Jones Indexes; WSJ Market Data Group

WSJ.com

Hedge funds
Dow Jones TOTAL RETURN for rolling periods, net of fees*
Hedge Benchmark One week One month One quarter Year to date One year

Convertible Arbitrage -1.02% -1.67% -1.9% -7.3% -7.5%
Merger Arbitrage 0.10% -0.85% 0.8% 0.5% 2.1%
Event Driven -0.28% -4.31% -2.1% -2.0% -4.6%
Distressed Securities -0.63% -3.96% -2.8% -7.5% -13.2%
Equity Market Neutral -0.68% 0.36% 1.1% 0.6% -0.1%
Equity Long/Short -1.20% -3.67% 3.0% -0.7% 3.4%

*Estimates as of 07/17/08, after fees; Source: www.djhedgefundindexes.com

Credit derivatives
Spreads on credit derivatives are one way the market rates
creditworthiness. Regions that are treading in rough waters can
see spreads swing toward the maximum—and vice versa. Indexes
below are for five-year swaps.

Markit iTraxx Indexes SPREAD RANGE, in pct. pts.
Mid-spread, since most recent roll

Index: series/version in pct. pts. Mid-price Coupon Maximum Minimum Average
Europe: 9/1 0.99 102.80% 0.02% 1.32 0.64 0.91

Eur. High Volatility: 9/1 1.95 102.64 0.03 2.10 1.23 1.66

Europe Crossover: 9/1 5.35 104.12 0.07 5.96 4.00 4.89

Asia ex-Japan IG: 9/1 1.49 104.33 0.03 2.10 0.85 1.33

Japan: 9/1 1.33 103.99 0.02 1.61 0.65 1.07

 Note: Data as of July 17

Spreads
Spreads on five-
year swaps for 
corporate debt; 
based on Markit 
iTraxx indexes.   

In percentage points
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BLUE CHIPS & BONDS

Major players & benchmarks
Below, a look at the Dow Jones Stoxx 50, the
biggest and best known companies in Europe,
including the U.K.

Europe: Bank revenues from equity capital markets

Behind every IPO, 
follow-on or 
convertible equity 
offering is one or 
more investment 
banks. At right, 
investment banks 
historical and year-
to-date revenues 
from global equity-
capital-market 
(ECM) deals

Source: Dealogic
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By Adam Ewing

STOCKHOLM—Sony Ericsson
barely broke even in the second quar-
ter amid continued weak sales of
midlevel to high-end phones and
heightened competition, and it said it
would cut costs to boost profitability.

The mobile-phone maker, a joint
venture of Sony Corp. of Japan and
Telefon AB L.M. Ericsson of Sweden,
said Friday that second-quarter net
profit fell 97% to Œ6 million ($9.5 mil-
lion) from Œ220 million a year earlier
on slowing growth in mature mar-
kets, including Europe and the U.S.

Net sales fell 9.4% to Œ2.82 bil-
lion from Œ3.11 billion.

Sony Ericsson flagged the lack-
luster results with a profit warning
in June—its second this year—
when it said slower growth in West-
ern Europe would hurt results.

Unlike Finland-based rival Nokia
Corp., which dominates sales in fast-
growing emerging markets, Sony
Ericsson has only recently at-
tempted to broaden its emerging-
market portfolio, making it more sus-
ceptible to slipping demand for high-
end devices in developed regions.

The company said conditions are
expected to remain challenging
through the second half of the year,
particularly in the third quarter.

As a result, Sony Ericsson said it
will cut costs by Œ300 million annu-
ally, with the full effect expected in
a year. Restructuring charges will
be at the same level as the reduc-
tion in operating expenses, the com-
pany said.

President Dick Komiyama said
the company would cut about 2,000
jobs across the business, without
giving further details.

“It’s tough to see how the econ-
omy is going to change,” Mr. Ko-
miyama said in an interview. “To-

day, what we see is more competi-
tion in Europe and slowing con-
sumer demand, even in India.”

Total unit-volume growth in In-
dia was 25% to 30% last year but is
now at about 17% to 18%, he said.

The company is rolling out sev-
eral new products in the second half,
including the XPERIA X1, a high-end
device that runs on Microsoft Corp.’s
Windows Mobile operating system.

Sony Ericsson shipped 24.4 mil-
lion phones in the quarter, down 2%
from a year earlier. However, its
market share rose to 8% from 7.5%
in the first quarter. The company
said it still expects the global hand-
set market to expand by about 10%
in 2008, largely in fast-growing ar-
eas such as India and China.

The company slipped to the
No. 5 spot globally in terms of units
shipped in the first quarter—the lat-
est available from research firm
Gartner, which compiled the list—
ranking behind Nokia, Motorola
Inc., Samsung Electronics Co. and
LG Electronics Inc.

The average selling price for its
handsets fell to Œ116 from Œ121 in the
first quarter and Œ125 a year earlier.

BP buys into Oklahoma
U.S. energy reserves
regain their allure;
Big Oil’s big shift

Israel’s Teva to acquire
Barr for $7.46 billion

Source: Energy Information
Administration, Annual 
Energy Outlook 2008

Conventional 
natural-gas
production in the 
U.S. is declining, 
but unconventional 
sources have
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the slack
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Sony Ericsson profit plunges
on competition, weaker sales

By Sean Carney

And Monica Mark

LONDON—Czech generic-drug
maker Zentiva NV turned down a
Œ1.24 billion ($1.96 billion) buyout
offer from French pharmaceutical
company Sanofi-Aventis SA, saying
the bid didn’t reflect its underlying
value.

Sanofi, which already holds a
24.9% stake in Zentiva, offered
1,050 Czech koruna ($72.35) a
share, for the rest, valuing the
whole company at Œ1.66 billion.

The offer, which trumped a rival
bid of 950 koruna a share from
Czech financial company PPF
Group NV, is subject to Sanofi ac-
quiring more than half of Zentiva’s
capital and voting rights.

Zentiva has recommended that
shareholders not act on either bid.
Analysts predict a waiting game to
see which company, if any, will make
the next move.

Zentiva shares closed at 1,125 ko-
runa each, up five koruna.

“It now depends on the commit-
ment of the parties to finalize the
transactions and go ahead and try
to gain control,” said Vladimira Ur-
bankova, analyst at Erste Bank in Vi-
enna. “The market expects some-
thing, or else the price wouldn’t be
above the highest bid. People are
not convinced the bidders are at the
top,” she said.

In rejecting Sanofi’s offer Fri-
day, Zentiva said it is “well placed
to participate in further expected
industry consolidation and share-

holders could miss out on partici-
pating in the benefits of a synergis-
tic transaction or from receiving a
premium in a change-of-control
transaction.”

A Sanofi spokesman said Sanofi
still considers the bid to represent
the fair value of the company and to
be in the best interest of Zentiva’s
shareholders.

Milan Vanicek, head analyst at
Atlantik Financial Markets in
Prague, said the ball is now in PPF’s
court to make a counteroffer, but he
added that if no new offer is made,
some shareholders may take up
Sanofi’s offer before it expires Sept.
19 and sell to make at least some
profit from the takeover attempts.

PPF wasn’t available to comment
Friday.

Zentiva snubs Sanofi buyout offer

By Shirley S. Wang

Teva Pharmaceutical Indus-
tries Ltd. will acquire U.S. rival Barr
Pharmaceuticals Inc. for roughly
$7.46 billion, the companies an-
nounced Friday, a move that will lift
the Israeli generic-drug maker’s po-
sition in emerging markets and ex-
pand its product portfolio as the sec-
tor consolidates.

Teva will assume $1.5 billion of
debt as part of the deal, which is val-
ued at $66.50 per share of Barr
stock and is expected to close in late
2008. “The combination of our two
companies provides an outstanding
opportunity strategically and eco-
nomically,” said Shlomo Yanai, Te-
va’s president and chief executive.

In making the purchase, Teva
will take over the world’s fourth-
largest generic-drug company by
sales and strengthen its position in
fast-growing Central and Eastern
European markets. The deal also
will expand its generics business—
Barr, of Woodcliff Lake, N.J., has the
right to come to market with several
drugs that go off-patent in coming
years—and its smaller, branded
pharmaceutical business, particu-
larly with Barr’s robust women’s
health franchise.

The price represents a hefty pre-
mium over Barr’s share price, which
was trading in the mid-40s before
news that a deal was in the works;
Barr CEO Bruce Downey called it a
“very fair and generous price for the
shares.” His company had a sluggish
first quarter, in which it failed to
meet Wall Street’s expectations.

As reports of the talks surfaced
Thursday, Barr’s stock shot up more
than 20%. On Friday, it climbed 11%,
or $6.26 a share, to $63.43 in 4 p.m.
New York Stock Exchange composite
trading, while Teva American deposi-
tary receipts rose 4.4%, or $1.82, to
$42.87, as of 4 p.m. in Nasdaq Stock
Market composite trading.

In 2007, Teva had profit of $1.95
billion on revenue of $9.41 billion,
while Barr’s profit was $128.4 mil-
lion on revenue of $2.5 billion.

“I think the market views it as a
favorable transaction from both Te-
va’s perspective and Barr’s perspec-
tive,” said Tim Chiang, a specialty-
pharmaceutical analyst at equity-re-
search firm FTN Midwest Securi-
ties. “Teva…was looking for another
vehicle for growth with minimal
overlap, geographically and in the
therapeutic categories that Barr cur-
rently sells in; [Barr’s portfolio] com-
plements Teva’s overall business.”

Sony Ericsson
Net profit, in millions
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CORPORATE NEWS

By Ben Casselman

And Russell Gold

Oil giant BP PLC will pay $1.75 bil-
lion for natural-gas assets in Okla-
homa, placing a big bet on North
America’s booming unconventional
gas fields.

The deal with Oklahoma City-
based Chesapeake Energy Corp. is
the latest sign of a major shift in Big
Oil’s strategy. For years, the largest
oil companies have all but ignored
the continental U.S. in favor of huge
oilfields overseas and offshore.
Now, facing declining production,
shrinking reserves and increasing
political challenges, the companies
are coming back.

They are returning to a rapidly
changing North American energy
scene. In recent years, smaller inde-
pendent companies including Chesa-
peake have learned how to produce
gasfromunconventionalreservoirs—
tightly packed sands, coal beds or
dense rocks called shales—that were
longconsideredtoodifficultortooex-
pensive to produce. That has led to a
drilling boom in Texas, Colorado,
Pennsylvania and elsewhere,spurred
in part by soaring energy prices.

Global companies such as BP
have largely remained on the side-
lines, shunning the fields because
they require hundreds of small
wells managed by large numbers of
employees. In years past, they sold
most of their U.S. assets, arguing it
was a mature region that didn’t of-
fer adequate returns.

Now that is changing as they
face harsh political treatment in en-
ergy-rich nations and are losing ac-
cess to the world’s best remaining
reserves.

BP’s dive into unconventional
U.S. gas is “a seminal event,” said
Ralph Eads, chairman of Jefferies
Randall & Dewey, the energy-invest-
ment-banking arm of Jefferies & Co.

Like most big oil companies, BP
has struggled recently to replace ag-
ing fields and grow production. Its
oil and gas production was down
2.8% in 2007 from a year earlier.

In Thursday’s deal, the company
is buying natural-gas leases be-
lieved to contain two trillion cubic
feet of gas, the equivalent of more
than 350 million barrels of oil. Ches-
apeake produces about 50 million

cubic feet per day production on the
Oklahoma property.

BP’s announcement comes three
daysafterrivalRoyalDutchShellPLC
announced a 5.9 billion Canadian dol-
lars (US$5.87 billion) takeover bid for
Canadian natural-gas producer Duv-
ernay Oil Corp. Shell also has part-
nered with EnCana Corp. to enter
what has become the hottest new un-
conventional play, the Haynesville
Shale in east Texas and Louisiana.

In April, Exxon Mobil Corp.
bought an interest in an unconven-
tional gas field in Hungary and has
plans for gas wells in Germany also.
ConocoPhillips jumped ahead of the
trend in 2005 when it purchased
Texas-based gas-producer Burling-
ton Resources Inc. for $35 billion.

Unconventional oil and gas fields
offer significant advantages. Not
only are they in politically stable ar-
eas, they offer relatively little risk.
Because each well is much like an-
other, costs can actually go down
overtime,asharpcontrastto therap-
idly rising costs of wells overseas.

“I think they’re blown away with
what the end results are,” said Jef-
feries & Co. analyst Subash Chan-
dra. “The resource grows over time
and the costs go down.”

The numbers are huge. The first
major shale field to be produced—
the Barnett Shale near Fort Worth,
Texas—is estimated to contain 1.5
trillioncubicmetersofgas,theequiv-
alent of nearly nine billion barrels of
oil,about asmuch astherecentlydis-
covered giant Tupi field off the coast
of Brazil. Chesapeake estimates the
Haynesville field could hold five
times that, and other major shale
fields have been found in Arkansas,
Pennsylvania and British Columbia.

Chesapeake Chief Executive
Aubrey McClendon said the deal
with BP should highlight the impor-
tance of such fields.

“What the market should pay at-
tention to is that a company like us
has assets that have appeal to the
biggest companies in the world,”
Mr. McClendon said.

Thursday’s deal likely won’t be
the last of its kind. Big Oil is sud-
denly realizing “this wild shale ma-
nia is for real,” says Art Smith, presi-
dent of Triple Double Advisors LLC,
a Houston-based energy investment
manager.

He predicts there will be more
deals as the global companies seek
to build production in the stability
of North America. “I absolutely see
more deals coming,” he said. “We’ve
long thought they were going to re-
gret their decision to ignore North
America.”

The deals highlight how attrac-
tive operating in the U.S. and other
politically stable countries has be-
come as Western oil companies find
themselves increasingly boxed in by
foreign governments emboldened
by high oil prices.

These companies have full or par-
tial access to only 13% of the world’s
oil and gas reserves, according to
consultant PFC Energy, down from
19% of global reserves a decade ago
and 85% in 1970.

BP made a large bet several years
ago in Russia, setting up a joint ven-
ture called TNK-BP Ltd. But it is now
in a dogfight with its Russian part-
ners, whom it accuses of engineering
a wave of police, labor and tax investi-
gations and immigration problems
for TNK-BP’s foreign staff in a bid to
seize control of the company. The
Russian shareholders deny the claim.

Last year, Venezuela required oil
companies to cede control of their
interests there, forcing Exxon and
ConocoPhillips to exit the country.

“The world has been getting
much smaller to them for some
time,” said Jefferies’ Mr. Chandra.
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Parex Eastern Europ Bd EU BD LVA 07/17 USD 14.18 3.7 4.6 6.9
Parex Russian Eq EE EQ LVA 07/17 USD 29.90 –5.9 12.1 30.9
Parex Ukrainian Eq EU EQ LVA 07/17 EUR 7.32 –28.7 NS NS

n PICTET & CIE, ROUTE DES ACACIAS 60, CH-1211 GENEVA 73
Tel: + 41 (58) 323 3000 Web: www.pictetfunds.com
PF (LUX)-Asian Eq-Ica AS EQ LUX 07/18 USD 178.13 –24.5 –18.9 14.7
PF (LUX)-Asian Eq-Pca AS EQ LUX 07/18 USD 171.63 –25.0 –19.6 13.8
PF (LUX)-Biotech-Pca OT EQ LUX 07/16 USD 357.88 7.6 17.3 24.1
PF (LUX)-CHF Liq-Pca CH MM LUX 07/16 CHF 123.41 1.2 2.1 1.9
PF (LUX)-CHF Liq-Pdi CH MM LUX 07/16 CHF 95.26 1.2 2.1 1.9
PF (LUX)-Cnt Eu Eq-I EU EQ LUX 07/17 EUR 168.57 –24.2 –31.5 –2.0
PF (LUX)-Digital Comm-Pca OT EQ LUX 07/16 USD 107.99 –21.0 –15.2 10.5
PF (LUX)-East Eu-Pca EU EQ LUX 07/17 EUR 392.72 –23.6 –19.7 7.6
PF (LUX)-Emg Mkts LC-Pca GL EQ LUX 07/18 USD 181.61 –21.4 –12.2 19.4
PF (LUX)-Emg Mkts-Pca GL EQ LUX 07/18 USD 600.52 –18.2 –11.1 19.8
PF (LUX)-Eu Indx-Pca EU EQ LUX 07/17 EUR 105.95 –22.4 –28.3 –3.3
PF (LUX)-EUR Bds-Pca EU BD LUX 07/17 EUR 356.10 –1.5 –0.3 –0.8
PF (LUX)-EUR Bds-Pdi EU BD LUX 07/16 EUR 280.09 –1.3 –0.2 –0.8
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 07/16 EUR 128.76 –1.8 –1.8 –0.7
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 07/16 EUR 93.86 –1.8 –1.8 –0.7
PF (LUX)-EUR HiYld-Pca EU BD LUX 07/17 EUR 130.44 –8.9 –12.5 –3.7
PF (LUX)-EUR HiYld-Pdi EU BD LUX 07/17 EUR 84.36 –8.9 –12.5 –3.7
PF (LUX)-EUR Liq-Pca EU MM LUX 07/16 EUR 132.65 2.1 3.5 3.4
PF (LUX)-EUR Liq-Pdi EU MM LUX 07/16 EUR 99.09 2.1 3.5 3.4
PF (LUX)-Europ Eq-Pca EU EQ LUX 07/17 EUR 448.44 –26.5 –34.5 –5.0
PF (LUX)-EuSust Eq-Pca EU EQ LUX 07/17 EUR 139.02 –24.5 –33.5 –7.8
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 07/16 USD 198.76 –0.9 3.2 7.3
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 07/16 USD 141.71 –1.0 3.2 7.3
PF (LUX)-Gl Eq Sel-Pca GL EQ LUX 07/16 USD 20.21 –16.9 –21.5 0.9
PF (LUX)-Gr China-Pca AS EQ LUX 07/18 USD 326.77 –23.6 –12.6 24.6
PF (LUX)-Indian Eq-Pca EA EQ LUX 07/17 USD 298.60 –43.7 –22.7 16.1
PF (LUX)-Jap Index-Pca JP EQ LUX 07/18 JPY 12055.10 –15.1 –28.2 –5.9
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 07/18 JPY 11267.66 –15.9 –32.9 –11.2
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 07/18 JPY 11029.95 –16.2 –33.3 –11.8
PF (LUX)-JpEq130/30-Pca JP EQ LUX 07/17 JPY 5905.50 –14.3 –30.1 –12.7
PF (LUX)-MidEast&NorAfr-Pca US BA LUX 07/17 USD 94.05 NS NS NS
PF (LUX)-Pacif Idx-Pca AS EQ LUX 07/18 USD 266.98 –16.3 –10.4 16.7
PF (LUX)-Piclife-Pca CH BA LUX 07/17 CHF 768.95 –9.5 –12.8 –1.5
PF (LUX)-PremBrnds-Pca OT EQ LUX 07/17 EUR 57.45 –25.3 –34.3 –6.2
PF (LUX)-Rus Eq-Pca EE EQ LUX 07/17 USD 92.71 NS NS NS
PF (LUX)-Security-Pca GL EQ LUX 07/17 USD 92.49 –17.1 –21.8 NS
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 07/17 EUR 492.65 –20.2 –33.2 –1.5
PF (LUX)-US Eq-Ica US EQ LUX 07/17 USD 117.68 –8.6 –10.7 7.6
PF (LUX)-USA Index-Pca US EQ LUX 07/16 USD 99.07 –14.6 –18.6 1.6
PF (LUX)-USD Bds-Pca US BD LUX 07/17 USD 477.85 1.2 7.8 5.6
PF (LUX)-USD Bds-Pdi US BD LUX 07/16 USD 362.92 1.8 8.2 5.8
PF (LUX)-USD Liq-Pca US MM LUX 07/17 USD 129.13 1.6 3.4 4.3
PF (LUX)-USD Liq-Pdi US MM LUX 07/17 USD 87.04 1.6 3.4 4.3
PF (LUX)-Water-Pca GL EQ LUX 07/16 EUR 125.38 –19.7 –23.4 –0.7
PF (LUX)-WldGovBds-Pca GL BD LUX 07/17 USD 155.27 5.5 15.0 8.8
PF (LUX)-WldGovBds-Pdi GL BD LUX 07/17 USD 131.40 5.5 15.0 8.8

n POLAR CAPITAL PARTNERS LIMITED
International Fund Managers (Ireland) Limited PH - 353 1 670 660 Fax - 353 1 670 1185
Asia Ex-Japan Fund USD AS EQ IRL 05/20 USD 1.12 –93.7 –93.8 –72.2
Global Technology OT EQ IRL 07/17 USD 12.28 –15.1 –21.4 1.6
Japan Fund USD JP EQ IRL 07/18 USD 15.07 –10.5 –19.6 –4.7

n Hemisphere Management (Ireland) Limited
Columbus USD A GL EQ CYM 06/30 USD 100.16 –0.7 –1.5 NS
Discovery USD A OT OT CYM 06/30 USD 112.56 0.9 11.9 7.2
Elbrus USD A GL EQ CYM 06/30 USD 15.52 –5.2 19.2 28.7
Europn Conviction USD B EU EQ CYM 06/30 USD 112.80 –1.2 4.9 6.2
Europn Forager USD B OT OT CYM 06/30 USD 199.16 –2.9 –5.6 10.9
Gl Utilities Abs Rtn USD A OT OT CYM 06/30 USD 109.74 –8.6 –2.2 4.2
Japan Abs Ret USD A AS EQ CYM 06/30 USD 144.42 –7.7 –18.7 –6.4
Latin America USD A GL EQ CYM 06/30 USD 14.24 4.5 10.1 20.4
Paragon Limited USD A EU EQ CYM 06/30 USD 350.13 27.4 38.4 32.6
UK Fund USD A OT OT CYM 06/30 USD 162.53 2.2 –2.3 4.1

n PT CIPTADANA ASSET MANAGEMENT
Tel: 521-3479 Fax: 521-3478 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 07/16 USD 114.23 NS –2.9 21.7

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 07/17 EUR 760.26 –22.8 NS NS
Core Eurozone Eq B EU EQ IRL 07/17 EUR 882.38 NS NS NS
Euro Fixed Income A EU BD IRL 07/17 EUR 1200.53 –3.9 –4.2 –2.6
Euro Fixed Income B EU BD IRL 07/17 EUR 1270.53 –3.6 –3.7 –2.0
Euro Small Cap A EU EQ IRL 07/17 EUR 1341.38 –23.8 –39.2 –10.1
Euro Small Cap B EU EQ IRL 07/17 EUR 1424.25 –23.6 –38.9 –9.6
Eurozone Agg Eq A EU EQ IRL 07/17 EUR 712.48 –25.6 –33.1 NS
Eurozone Agg Eq B EU EQ IRL 07/17 EUR 1015.14 –25.4 –32.6 –4.1
Glbl Bd (EuroHdg) A GL BD IRL 07/17 EUR 1260.22 –2.6 –0.8 –0.1
Glbl Bd (EuroHdg) B GL BD IRL 07/17 EUR 1324.71 –2.3 –0.2 0.5
Glbl Bd A EU BD IRL 07/17 EUR 940.61 –6.7 –7.6 –6.3
Glbl Bd B EU BD IRL 07/17 EUR 992.80 –6.4 –7.0 –5.7
Glbl Real Estate A OT EQ IRL 07/17 USD 1091.35 –14.1 –21.5 –0.5
Glbl Real Estate B OT EQ IRL 07/17 USD 1115.42 –13.9 –21.0 0.1
Glbl Real Estate EH-A OT EQ IRL 07/17 EUR 978.00 –16.6 –25.5 –5.4
Glbl Real Estate SH-B OT EQ IRL 07/17 GBP 92.64 –15.6 –23.9 –3.3
Glbl Strategic Yield A EU BD IRL 07/17 EUR 1446.42 –3.2 –3.5 1.9
Glbl Strategic Yield B EU BD IRL 07/17 EUR 1534.34 –2.9 –2.9 2.5
Japan Equity A JP EQ IRL 07/17 JPY 15707.00 –15.5 –30.9 –9.6
Japan Equity B JP EQ IRL 07/17 JPY 16595.00 –15.2 –30.5 –9.1
Multi St Cash Plus EH-A GL EQ IRL 07/17 EUR 1023.38 1.1 NS NS
PacBasn (Ex-Jap) Eq A AS EQ IRL 07/17 USD 2078.55 –21.4 –18.8 12.2
PacBasn (Ex-Jap) Eq B AS EQ IRL 07/17 USD 2198.58 –21.2 –18.4 12.9
Pan European Eq A EU EQ IRL 07/17 EUR 1037.23 –23.7 –31.1 –5.8
Pan European Eq B EU EQ IRL 07/17 EUR 1097.27 –23.4 –30.6 –5.2
US Equity A US EQ IRL 07/17 USD 992.83 –14.4 –15.5 3.2
US Equity B US EQ IRL 07/17 USD 1053.84 –14.1 –15.0 3.8
US Small Cap A US EQ IRL 07/17 USD 1494.06 –13.0 –19.0 2.0
US Small Cap B US EQ IRL 07/17 USD 1586.74 –12.7 –18.5 2.6

n SEB ASSET MANAGEMENT S.A.
www.seb.se
SEB Fund 1
Choice Global Value -C- GL EQ LUX 07/18 SEK 88.87 –23.8 –34.5 –7.1
Choice Japan Fd JP EQ LUX 07/18 JPY 66.16 –16.3 –31.8 –11.0
Choice Jpn Chance/Risk JP EQ LUX 07/17 JPY 75.07 –16.1 –29.6 –7.0
Choice NthAmChance/Risk US EQ LUX 07/18 USD 4.75 –9.2 –9.8 6.4
Europe 2 Fd EU EQ LUX 07/17 EUR 1.06 –26.5 –34.3 –5.5
Europe 3 Fd EU EQ LUX 07/18 GBP 3.73 –20.7 –21.7 1.8
Global Chance/Risk Fd GL EQ LUX 07/16 EUR 0.63 –20.3 –30.8 –8.0
Global Fd GL EQ LUX 07/18 USD 2.58 –12.7 –16.9 5.2
Intl Mixed Fd -C- NO BA LUX 07/18 USD 30.71 –7.8 –8.7 6.9
Intl Mixed Fd -D- NO BA LUX 07/18 USD 21.67 –7.8 –8.7 8.3
Wireless Fd OT EQ LUX 07/17 EUR 0.14 –25.5 –29.7 –0.7

n SEB Fund 2
Choice Asia ex. Japan Fd AS EQ LUX 07/18 USD 6.95 –23.6 –20.4 11.3
Currency Alpha EUR -IC- OT OT LUX 07/18 EUR 10.60 3.7 3.4 NS
Currency Alpha EUR -RC- OT OT LUX 07/18 EUR 10.56 3.4 2.8 NS
Currency Alpha SEK -ID- OT OT LUX 07/18 SEK 102.70 NS NS NS
Currency Alpha SEK -RC- OT OT LUX 07/17 SEK 99.93 NS NS NS
Generation Fd 80 OT OT LUX 07/18 SEK 7.88 –16.6 NS NS
Nordic Focus EUR NO EQ LUX 07/18 EUR 81.21 –17.9 NS NS
Nordic Focus NOK NO EQ LUX 07/17 NOK 80.84 NS NS NS
Nordic Focus SEK NO EQ LUX 07/17 SEK 81.47 –18.1 NS NS

n SEB Fund 3
Choice Asia Eq. ex Japan Fd AS EQ LUX 07/17 USD 1.25 –23.0 –20.6 13.2
Choice North America Eq. Fd US EQ LUX 07/17 USD 2.03 –16.3 –19.9 0.7
Ethical Global Fd GL EQ LUX 07/17 USD 0.93 –15.1 –21.2 2.5
Ethical Sweden Fd NO EQ LUX 07/17 SEK 37.20 –16.5 –28.5 2.9
Europe Fd EU EQ LUX 07/17 USD 2.82 –20.5 –24.0 15.9
Global Equity Fd GL EQ LUX 07/18 USD 1.64 –13.2 –17.5 6.0
Index Linked Bd Fd SEK OT BD LUX 07/17 SEK 12.88 3.1 8.4 4.4
Medical Fd OT EQ LUX 07/17 USD 3.49 –9.4 –7.2 2.7
Short Medium Bd Fd SEK NO MM LUX 07/17 SEK 9.06 2.1 3.5 3.0
Technology Fd OT EQ LUX 07/17 USD 2.41 –15.3 –13.5 8.4
World Fd GL EQ LUX 07/18 USD 2.48 –7.4 –11.7 15.2

n SEB Fund 4
Short Bond Fd EUR EU MM LUX 07/17 EUR 1.27 1.5 2.3 2.6
Short Bond Fd SEK NO MM LUX 07/17 SEK 21.43 2.1 3.6 3.0
Short Bond Fd USD US MM LUX 07/17 USD 2.48 1.0 3.0 3.8

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 07/18 SEK 10.17 –0.4 1.5 1.3
Alpha Bond Fd SEK -B- NO BD LUX 07/18 SEK 9.13 –0.4 1.5 1.3
Alpha Bond Fd SEK -C- NO BD LUX 07/18 SEK 25.51 –0.5 1.3 1.2
Alpha Bond Fd SEK -D- NO BD LUX 07/17 SEK 8.52 –0.2 1.7 1.3
Alpha Short Bd SEK -A- NO MM LUX 07/18 SEK 10.74 2.2 3.7 3.1
Alpha Short Bd SEK -B- NO MM LUX 07/18 SEK 10.07 2.2 3.7 3.1
Alpha Short Bd SEK -C- NO MM LUX 07/18 SEK 21.02 2.1 3.6 3.0
Alpha Short Bd SEK -D- NO MM LUX 07/18 SEK 8.74 2.1 3.6 3.0
Bond Fd EUR -C- EU BD LUX 07/17 EUR 1.21 0.1 2.7 1.0
Bond Fd EUR -D- EU BD LUX 07/18 EUR 0.48 –0.3 2.2 0.8
Bond Fd SEK -C- NO BD LUX 07/17 SEK 37.93 0.4 2.4 1.4
Bond Fd SEK -D- NO BD LUX 07/17 SEK 11.38 –0.8 1.2 0.8
Corp. Bond Fd EUR -C- EU BD LUX 07/17 EUR 1.16 –1.4 –1.3 –0.6
Corp. Bond Fd EUR -D- EU BD LUX 07/16 EUR 0.91 –0.8 –0.8 –0.4
Corp. Bond Fd SEK -C- NO BD LUX 07/17 SEK 11.93 –1.1 0.0 0.5
Corp. Bond Fd SEK -D- NO BD LUX 07/17 SEK 9.37 –1.0 0.1 0.6
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 07/18 EUR 97.17 NS NS NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 07/18 EUR 97.14 NS NS NS
Danish Mortgage Bond Fd SEK -ID- NO BD LUX 07/18 SEK 99.58 NS NS NS
Danish Mortgage Bond Fd SEK -RC- NO BD LUX 07/17 SEK 924.17 NS NS NS
Flexible Bond Fd -C- NO BD LUX 07/17 SEK 20.02 1.5 2.7 2.5
Flexible Bond Fd -D- NO BD LUX 07/18 SEK 11.33 1.4 2.7 2.5

n SEB Global Hedge
Global Hedge I SEK -C- OT OT LUX 07/18 SEK 103.21 –2.8 –6.7 –0.1
Global Hedge I SEK -D- OT OT LUX 07/18 SEK 94.32 –5.6 –9.3 –1.5

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 07/17 USD 2.75 –17.4 –6.9 22.8

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 07/17 SEK 24.25 –27.4 –37.2 0.1
Europe Chance/Risk Fd EU EQ LUX 07/17 EUR 1226.93 –27.8 –35.5 –6.1

n SG ASSET MANAGEMENT HTTP://WWW.SGAM.COM
Eq. China A AS EQ LUX 07/17 USD 21.86 –33.9 –20.0 24.6
Eq. Pacific A AS EQ LUX 07/17 USD 10.27 –25.9 –17.4 17.1

n SGAM Fund
Bonds CHF A CH BD LUX 07/17 CHF 26.22 0.5 2.3 0.2
Bonds ConvEurope A EU BD LUX 07/17 EUR 30.71 5.7 8.5 10.6
Bonds Eur Corp A EU BD LUX 07/16 EUR 21.27 –3.1 –3.3 –1.1
Bonds Eur Hi Yld A EU BD LUX 07/16 EUR 18.94 –10.7 –14.0 –4.0
Bonds EURO A EU BD LUX 07/17 EUR 36.71 –0.6 1.7 0.6
Bonds Europe A EU BD LUX 07/17 EUR 35.40 –1.0 0.4 0.2
Bonds US MtgBkSec A US BD LUX 07/16 USD 22.16 –12.1 –7.1 –1.8
Bonds US OppsCoreplus A US BD LUX 07/16 USD 31.54 0.2 6.2 4.8
Bonds World A GL BD LUX 07/16 USD 39.47 6.2 14.9 10.2
Eq. ConcentratedEuropeA EU EQ LUX 07/17 EUR 30.79 –23.7 –30.7 –6.2
Eq. Eastern Europe A EU EQ LUX 07/17 EUR 35.30 –19.9 –18.5 9.4
Eq. Equities Global Energy OT EQ LUX 07/16 USD 25.84 2.5 8.0 19.4
Eq. Euroland A EU EQ LUX 07/16 EUR 12.42 –28.2 –33.7 –6.8
Eq. Euroland MidCapA EU EQ LUX 07/16 EUR 22.03 –24.0 –35.7 –6.6
Eq. EurolandCyclclsA EU EQ LUX 07/17 EUR 20.04 –20.9 –23.6 3.1
Eq. EurolandFinancialA OT EQ LUX 07/16 EUR 12.75 –31.5 –39.6 –14.7
Eq. Glbl Emg Cty A GL EQ LUX 07/17 USD 11.12 –17.7 –9.2 18.0
Eq. Global A GL EQ LUX 07/17 USD 30.92 –19.2 –23.8 –1.2
Eq. Global Technol A OT EQ LUX 07/16 USD 5.89 –16.9 –26.0 0.3
Eq. Gold Mines A OT EQ LUX 07/17 USD 30.00 0.1 14.0 12.3
Eq. Japan A JP EQ LUX 07/18 JPY 1092.15 –17.5 –31.4 –9.3
Eq. Japan Sm Cap A JP EQ LUX 07/17 JPY 1254.28 –26.4 –41.9 –28.2
Eq. Japan Target A JP EQ LUX 07/17 JPY 1890.64 –6.6 –23.9 –9.4
Eq. Switzerland A CH EQ LUX 04/17 CHF 36.35 –16.6 –21.3 –4.3
Eq. UK A UK EQ LUX 07/16 GBP 11.76 –31.0 –37.7 –13.4
Eq. US ConcenCore A US EQ LUX 07/17 USD 23.20 –13.6 –13.2 1.7
Eq. US Lg Cap Gr A US EQ LUX 07/16 USD 18.70 –7.1 –7.5 5.5
Eq. US Mid Cap A US EQ LUX 07/17 USD 33.48 –14.4 –8.6 9.4
Eq. US Multi Strg A US EQ LUX 07/17 USD 25.70 –10.8 –16.5 1.4
Eq. US Rel Val A US EQ LUX 07/17 USD 24.25 –15.3 –26.6 –3.9
Eq. US Sm Cap Val A US EQ LUX 07/17 USD 21.41 –14.2 –27.4 –4.9
Eq. US Value Opp A US EQ LUX 07/17 USD 22.21 –12.9 –25.4 –5.4
Money Market EURO A EU MM LUX 07/16 EUR 26.60 2.3 4.2 3.7
Money Market USD A US MM LUX 07/16 USD 15.57 1.7 4.0 4.5

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
Email: am@tni.ae Tel:+971 2 619 2300
MENA Real Estate Acc Fund OT EQ ARE 06/30 USD 14.49 –2.0 39.3 27.8
UAE Blue Chip Fund Acc AS EQ ARE 07/03 AED 12.55 7.7 42.4 23.9

n TRIGON CAPITAL
Phone +372 667 9208 Fax +372 667 9221 E-mail invest@trigon.ee Website www.trigoncapital.com

Central and Eastern European EUR EE EQ EST 07/18 EEK 175.98 –34.4 –43.7 –12.9
New Europe Small Cap EUR EE EQ EST 07/18 EEK 97.02 –30.4 –42.0 –8.8
Second Wave EUR EE EQ EST 07/18 EEK 209.78 –23.6 –27.9 6.5

n YUKI MANAGEMENT & RESEARCH CO., LTD.
Tel: +81-3-5299-3277 www.yukijapan.co.jp
YMR-N Growth Fund JP EQ IRL 07/18 JPY 12683.00 –24.3 –41.3 –17.8
YMR-N Japan Fund JP EQ IRL 07/18 JPY 14014.00 –19.4 –36.2 –11.4
YMR-N Low Price Fund JP EQ IRL 07/18 JPY 18694.00 –18.1 –36.0 –13.4
YMR-N Small Cap Fund JP EQ IRL 07/18 JPY 8870.00 –28.4 –46.1 –22.8
Yuki Mizuho Gen Jpn III JP EQ IRL 07/18 JPY 7108.00 –23.5 –37.2 NS
Yuki Mizuho Jpn Dyn Gro AS EQ IRL 07/18 JPY 7578.00 –22.0 –38.9 –14.3
Yuki Mizuho Jpn Exc 100 JP EQ IRL 07/18 JPY 9766.00 –22.0 –36.3 –11.8
Yuki Mizuho Jpn Gen JP EQ IRL 07/18 JPY 11904.00 –22.5 –39.3 –11.3
Yuki Mizuho Jpn Gro JP EQ IRL 07/18 JPY 8983.00 –27.2 –42.6 –15.5
Yuki Mizuho Jpn Inc JP EQ IRL 07/18 JPY 11299.00 –13.8 –33.0 –6.4
Yuki Mizuho Jpn Lg Cap AS EQ IRL 07/18 JPY 7388.00 –21.7 –35.0 NS
Yuki Mizuho Jpn LowP JP EQ IRL 07/18 JPY 14753.00 –18.6 –35.0 –8.9
Yuki Mizuho Jpn PGth JP EQ IRL 07/18 JPY 11858.00 –27.8 –38.3 –14.4
Yuki Mizuho Jpn SmCp JP EQ IRL 07/18 JPY 8906.00 –29.7 –45.1 –18.7
Yuki Mizuho Jpn Val Sel AS EQ IRL 07/18 JPY 7701.00 –18.1 –33.9 –10.0
Yuki Mizuho Jpn YoungCo AS EQ IRL 07/18 JPY 4000.00 –30.0 –51.9 –33.8

n Yuki 77 Series
Yuki 77 Excellent JP EQ IRL 07/18 JPY 6830.00 –22.8 –35.8 –11.8
Yuki 77 General JP EQ IRL 07/18 JPY 9071.00 –21.1 –35.7 –9.0
Yuki 77 Growth JP EQ IRL 07/18 JPY 9006.00 –26.6 –41.6 –16.5

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 07/18 JPY 9340.00 –19.8 –39.0 –12.8
Yuki Chugoku Jpn Gro JP EQ IRL 07/18 JPY 7642.00 –24.2 –34.3 –11.5
Yuki Chugoku Jpn Inc JP EQ IRL 07/18 JPY 7632.00 –12.1 –26.8 –6.3
Yuki Chugoku JpnLowP JP EQ IRL 07/18 JPY 10791.00 –23.9 –40.1 –9.9
Yuki Chugoku JpnPurGth JP EQ IRL 07/18 JPY 7015.00 –19.9 –38.1 –13.7

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 07/18 JPY 10354.00 –19.5 –37.2 –10.3

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 07/18 JPY 7167.00 –18.7 –34.5 –9.7
Yuki Hokuyo Jpn Gro JP EQ IRL 07/18 JPY 6059.00 –24.6 –40.6 –17.4
Yuki Hokuyo Jpn Inc JP EQ IRL 07/18 JPY 7328.00 –13.1 –32.0 –10.2

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 07/18 JPY 7602.00 –21.6 –36.7 –11.9
Yuki Nishi-Nippon Cty PurGthJp JP EQ IRL 07/18 JPY 6853.00 –23.2 –38.6 NS

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 07/18 JPY 7691.00 –19.7 –40.6 –12.7
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n 788 ASSET MANAGEMENT LTD.
info@788am.com www.788am.com
788 China Fund Ltd OT OT CYM 06/30 USD 105.87 –64.9 –49.4 –8.3
788 China Smaller Cap OT OT CYM 06/30 USD 75.93 NS NS NS
788 Gl Asset Alloc. Fd OT OT CYM 06/30 USD 84.53 –41.1 –25.3 –7.1
788 Japan Fund Ltd OT OT CYM 06/30 USD 81.29 –34.3 –24.6 –11.1

n ALEXANDRA INVESTMENT MANAGEMENT
Alexandra Global Inv I OT OT VGB 06/30 USD 51.88 –21.3 –16.5 –2.5

n ATLANTIC INVESTMENT MANAGEMENT - NEW YORK, NEW YORK
info@atlanticinvestment.net Tel: +1 212 484 5050
AJR International A US EQ VGB 07/09 USD 1032.98 –2.5 –3.3 11.3
AJR International B US EQ VGB 07/18 USD 175.84 –1.0 –3.2 NS
Cambrian Asia Ltd. AS EQ VGB 07/09 JPY 8231.00 –15.7 NS NS
Cambrian Europe Ltd. EU EQ VGB 07/09 EUR 82.50 –21.2 NS NS
Cambrian Fund Ltd. A US EQ VGB 07/09 USD 699.45 –18.9 NS 4.8
Cambrian Fund Ltd. B US EQ VGB 07/09 USD 170.64 –18.9 NS 3.9
Rodinia Fund Ltd US EQ VGB 07/09 USD 131.79 –8.6 –11.6 3.2

n CAPITAL MANAGEMENT ADVISORS
Phone Number: +1 441 295 59 29
CMA Dynamic OT OT BHS 06/30 USD 1630.93 0.0 –1.0 5.7
CMA MultHdge Arbtrge OT OT CYM 06/30 USD 1916.76 –0.7 –0.3 5.3
CMA MultHdge Balncd OT OT CYM 06/30 USD 1396.11 –0.3 0.3 4.9
CMA MultHdge Growth OT OT CYM 06/30 USD 2055.05 4.1 3.7 7.3
CMA MultiHdge Lvrgd OT OT CYM 06/30 USD 1417.77 –0.8 –5.7 7.0

n CARLO SCEVOLA & PARTNERS
Tel +44 (0) 20 7419 5671
www.rescgf.com
Resolute Capital Gth Fd OT OT VGB 06/30 USD 1197.69 6.6 16.1 9.4

n D'AURIOL FUNDS WWW.DAURIOL.BIZ
2 FUNDS OF FUNDS OF HEDGE FUNDS
D'Auriol Alt Non-Lev A EU OT CYM 05/31 EUR 127.65 –1.5 1.4 5.3
D'Auriol Opp F3 EUR EU MM CYM 05/30 EUR 1318.75 –3.8 NS NS

n HARMONY CAPITAL
email: Julie@harmonycapital.co.uk Tel: + 44 207 290 6630
Harmony Cap Ltd A USD OT OT BMU 06/30 USD 2208.21 –5.5 –9.7 3.1

Harmony Cap Ltd B EUR OT OT BMU 06/30 EUR 2131.84 –5.0 –9.8 2.2
Harmony Cap Ltd D USD OT OT BMU 06/30 USD 1268.14 –5.7 –10.1 2.7
Harmony Cap Ltd E EUR OT OT BMU 06/30 USD 1228.64 –5.1 –10.1 1.7
Harmony Cap Ltd F GBP OT OT BMU 06/30 GBP 1070.00 –4.7 –8.8 NS

n HERMITAGE CAPITAL MANAGEMENT LTD.
Tel: +7501 258 3160 www.hermitagefund.com
The Hermitage Fund GL EQ JEY 07/11 USD 1645.97 –7.6 5.6 4.5

n HORSEMAN CAPITAL MANAGEMENT LTD.
T: +44(0)20 7838 7580, F: +44(0) 20 7838 7590, www.horsemancapital.com
Horseman EmMkt Opp EUR GL EQ GBR 06/30 EUR 192.16 3.7 29.5 NS
Horseman EmMkt Opp USD GL EQ USA 06/30 USD 198.40 3.6 31.0 NS
Horseman EurSelLtd EUR EU EQ GBR 06/30 EUR 215.94 20.2 28.9 29.0
Horseman EurSelLtd USD EU EQ GBR 06/30 USD 225.46 20.0 29.2 30.5
Horseman Glbl Ltd EUR GL EQ CYM 06/30 USD 425.26 13.3 22.1 29.8
Horseman Glbl Ltd USD GL EQ CYM 06/30 USD 425.26 13.3 22.1 29.8

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Absolute Companies
HSBC Absolute Companies
Euro Absolute OT OT GGY 06/30 GBP 1.61 –1.3 –2.1 5.6
Euro Absolute EUR OT OT GGY 06/30 EUR 2.25 –1.8 –3.4 4.0
Global Absolute OT OT GGY 06/30 GBP 1.15 2.4 6.3 9.3
Global Absolute USD OT OT GGY 06/30 USD 2.12 1.2 4.9 9.1

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 06/30 EUR 117.33 4.8 9.2 NS
Special Opp Inst EUR OT OT CYM 06/30 EUR 110.05 5.2 10.1 NS
Special Opp Inst USD OT OT CYM 06/30 USD 119.70 4.8 10.7 NS
Special Opp USD OT OT CYM 06/30 USD 118.52 4.4 9.8 NS

n HSBC Portfolio Selection Fund
GH Fund AP OT OT CYM 06/30 EUR 145.26 2.6 6.9 12.2
GH Fund CHF Hdg OT OT JEY 06/30 CHF 124.53 1.5 3.6 7.6
GH Fund EUR Hdg OT OT JEY 06/30 EUR 135.03 2.3 5.4 9.5
GH Fund EUR Hdg (Non-V II) OT OT JEY 06/30 EUR 119.89 2.4 5.5 9.5
GH Fund EUR Hdg (Non-V) OT OT JEY 06/30 EUR 135.03 2.3 5.4 9.5
GH Fund GBP Hdg OT OT JEY 06/30 GBP 147.71 3.2 7.4 11.4
GH Fund Inst EUR OT OT JEY 06/30 EUR 103.44 NS NS NS
GH Fund Inst JPY OT OT JEY 06/30 JPY 10230.11 0.8 2.3 NS
GH Fund Inst USD OT OT JEY 06/30 USD 120.29 2.4 6.7 11.7
GH FUND S EUR OT OT CYM 06/30 EUR 140.92 3.1 6.8 10.8
GH FUND S GBP OT OT CYM 06/30 GBP 146.03 3.7 8.4 12.5
GH Fund S USD OT OT CYM 06/30 USD 160.44 2.7 7.3 12.3
GH Fund USD OT OT GGY 06/30 USD 298.33 2.1 6.0 10.9
Hedge Investments OT OT JEY 05/30 USD 149.12 1.6 6.3 10.3
Leverage GH USD OT OT GGY 06/30 USD 155.03 1.6 5.5 15.1
MultiAdv Arb CHF Hdg OT OT JEY 06/30 CHF 112.36 –1.5 –3.6 2.9
MultiAdv Arb EUR Hdg OT OT JEY 06/30 EUR 120.89 –0.6 –1.9 4.7
MultiAdv Arb GBP Hdg OT OT JEY 06/30 GBP 131.45 0.0 –0.7 6.0
MultiAdv Arb Inst USD OT OT CYM 06/30 USD 98.01 –0.8 NS NS
MultiAdv Arb S EUR OT OT CYM 06/30 EUR 127.47 0.1 –0.6 6.2
MultiAdv Arb S GBP OT OT CYM 06/30 GBP 133.72 0.6 0.8 7.6
MultiAdv Arb S USD OT OT CYM 06/30 USD 140.78 –0.5 –0.4 7.3
MultiAdv Arb USD OT OT GGY 06/30 USD 220.78 –1.1 –1.8 6.0

n HSBC Uni-folio
Alpha AdvantEdge OT OT JEY 06/30 USD 131.04 –1.7 1.4 6.6
Asian AdbantEdge EUR OT OT JEY 06/30 EUR 108.78 –8.3 –0.2 NS
Asian AdvantEdge OT OT JEY 06/30 USD 194.89 –8.8 0.3 10.8
Emerg AdvantEdge OT OT JEY 06/30 USD 188.43 –8.9 0.8 11.0
Emerg AdvantEdge EUR OT OT JEY 06/30 EUR 109.06 –8.5 –0.3 NS
Europ AdvantEdge EUR OT OT JEY 06/30 EUR 141.30 –0.9 –2.5 5.5
Europ AdvantEdge USD OT OT JEY 06/30 USD 147.25 –1.5 –2.4 6.6
Japan AdvantEdge JPY OT OT JEY 06/30 JPY 8871.97 –5.5 –6.4 –8.5
Japan AdvantEdge USD OT OT JEY 06/30 USD 102.33 –4.7 –3.3 –3.8

Lvgd Alpha AdvantEdge OT OT JEY 06/30 USD 137.32 –5.4 –2.4 6.9
Trading AdvantEdge OT OT GGY 06/30 USD 149.10 10.8 21.6 18.7
Trading AdvantEdge EUR OT OT GGY 06/30 EUR 135.18 10.7 20.0 16.9
Trading AdvantEdge GBP OT OT GGY 06/30 GBP 141.15 12.2 22.7 19.2
US AdvantEdge OT OT JEY 06/30 USD 130.50 3.2 6.1 8.6

n INTEGRATED ALTERNATIVE INVESTMENTS, TEL: +44 (0)20 75149200
Email: contact@integratedai.com - Website: www.integratedai.com
Altipro OT OT FRA 07/10 EUR 260.32 2.4 4.3 NS
Integrated Cash Dyn EUR OT OT CYM 05/30 EUR 101.53 0.7 1.8 3.6
Integrated Dir Trading EUR OT OT CYM 05/30 EUR 108.74 6.1 16.0 10.5
Integrated Emg Markets EUR OT OT CYM 05/30 EUR 99.27 –5.5 1.1 4.4
Integrated European EUR OT OT CYM 05/30 EUR 152.35 2.5 –0.8 3.2
Integrated Event Driven EUR OT OT CYM 05/30 EUR 107.37 0.1 2.2 8.7
Integrated Lg/Sh Sel F EUR OT OT CYM 05/30 EUR 99.73 –0.2 2.2 7.6
Integrated Lg/ShEqA EUR OT OT IRL 05/30 EUR 115.14 –2.2 –0.3 4.9
Integrated MultSt B EUR OT OT VGB 05/30 EUR 140.25 0.5 3.7 5.9
Integrated Relative Value EUR OT OT CYM 05/30 EUR 99.13 –1.3 –0.6 4.6

n KEY ASSET MANAGEMENT (UK) LIMITED
Tel: +44 207 0166200 rmurray@keyhedge.com
Key Asia Hldgs, Inc. OT OT VGB 06/30 USD 234.34 –7.0 –6.0 2.6
Key Europe, Inc. EU EQ VGB 07/04 EUR 200.10 –3.0 –5.9 3.2
Key Global, Inc. GL EQ VGB 07/04 USD 685.09 –2.0 1.8 8.3
Key Hedge Fund, Inc. OT OT VGB 07/04 USD 435.84 –2.1 –2.6 4.3
Key Recovery Fd Ltd. OT OT CYM 07/04 USD 175.73 –3.7 –3.2 5.0
KeyGblEmgMkts, Inc. GL EQ VGB 07/04 USD 559.71 –13.8 –0.6 16.1

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
KBL SPOP Investing OT OT LUX 06/30 EUR 2191.46 –0.6 2.2 8.4
KBL SPOP Investing OT OT LUX 06/30 USD 2115.13 –0.9 2.6 9.6
KBL SPOP Long/Short Eq OT OT LUX 06/30 USD 598.29 –9.7 1.5 NS
KBL SPOP Long/Short Eq OT OT LUX 06/30 EUR 592.24 –9.0 1.6 NS

n MERIDEN GROUP
Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 07/11 USD 727.13 –12.6 –10.5 –7.0
Antanta MidCap Fund EE EQ AND 07/11 USD 1612.76 –11.0 9.8 20.9
Meriden Opps Fund GL OT AND 07/16 EUR 103.67 –7.5 NS NS
Meriden Protective Div GL EQ AND 07/14 EUR 74.42 –8.3 NS NS

n OTHER FUNDS
For information about these funds, please contact us on Tel: +44 (0) 207 842 9694/9633
Medinvest Plc Dublin OT OT IRL 05/30 USD 1482.79 0.0 4.0 8.9

n PRIMASIA PACIFIC ASSET MANAGEMENT LTD. TEL: +852 2523 8221
www.primasia.com www.primasiahedgefund.com
Primasia Hedge Fund GL OT BMU 07/17 USD 16.76 –3.3 NS NS

n RAINBOW ADVISORY SERVICES LTD. TEL: +242 322 5444
info@rainbowadvisors.com
Rainbow Glb Hi Yld GL BD BHS 06/16 USD 4121.59 1.2 NS NS
Star Fund Ltd Inv GL BD BHS 06/16 USD 2841.88 7.1 NS NS

n SUPERFUND ASSET MANAGEMENT GMBH
For information about open funds, please contact us on Tel: +43 1 24700
www.superfund.com *Closed for New Investments
Superfund Cayman* OT OT CYM 07/15 USD 82.11 72.5 48.2 37.3
Superfund GCT USD* GL EQ LUX 07/15 USD 3727.00 53.6 29.5 26.6
Superfund Gold A (SPC) GL OT CYM 07/15 USD 1363.06 55.1 NS NS
Superfund Gold B (SPC) GL OT CYM 07/15 USD 1607.46 71.7 NS NS
Superfund Q-AG* OT OT AUT 07/15 EUR 8811.00 36.3 25.4 21.8

n WEAVERING CAPITAL
www.weaveringcapital.com chas.dabhia@weaveringcapital.com T:+44(0)2073554720
Weavering Macro F.I. Fd GL OT CYM 06/30 USD 169.43 2.8 10.2 11.6

n WINTON CAPITAL MANAGEMENT LTD
Tel: +44 (0)20 7610 5350 Fax: +44 (0)20 7610 5301
Winton Evolution EUR GL OT VGB 06/30 EUR 1378.74 10.2 19.1 15.7
Winton Evolution GBP GL OT VGB 06/30 GBP 1352.95 10.9 21.0 17.2
Winton Evolution JPY GL OT VGB 06/30 JPY 123472.95 7.5 14.9 11.8
Winton Evolution USD GL OT CYM 06/30 USD 1348.98 10.0 19.7 16.8
Winton Futures EUR GL OT VGB 06/30 EUR 200.50 18.2 29.3 22.5
Winton Futures GBP GL OT VGB 06/30 GBP 214.70 19.1 31.6 24.3
Winton Futures JPY Lead Series 2 GL OT VGB 06/30 JPY 14653.53 16.4 25.8 19.8
Winton Futures USD GL OT VGB 06/30 USD 716.03 18.1 30.3 23.9

n ZULAUF EUROPE FUNDS
Phone: +353 1436 7200 Fax: +353 1672 5361 www.zulaufeurope.ky
Zulauf Europe Fd EUR OT OT CYM 07/11 EUR 148.14 4.6 9.4 4.9
Zulauf Europe Fd LP OT OT CYM 03/31 USD 173.04 1.2 12.5 6.3
Zulauf Europe Fd USD OT OT CYM 07/11 USD 315.87 5.3 11.4 7.2

NAV % RETURN
FUND NAME GF DATE CR NAV 1-WK 1-MO 1-Q 1-YR 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

For information about listing your funds, please contact: Peter Jennings, tel: +44-20-7842-9674; email: peter.jennings@dowjones.com or Carson Wong tel: +852 2831-6481; email: carson.wong@dowjones.com

Advertisement [ ALTERNATIVE INVESTMENT FUNDS www.WSJ.com ] Advertisement

n ARIX ABSOLUTE RETURN INVESTABLE INDEX
Feri Institutional Advisors, www.feri.de
ARIX Composite Gross USD OT 06/30 USD 1602.00 NS 0.5 4.1 5.0 8.0

Advertisement [ INTERNATIONAL INVESTMENT FUNDS www.WSJ.com ] Advertisement

INDICES
12-month and 2-year returns may be calculated over 11- and 23-month
periods pending receipt and publication of the last month end price.
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VW’s chief still hopeful
as auto market toughens
Winterkorn touts
new lines, confirms
full-year targets

By Christoph Rauwald

WOLFSBURG, Germany—Volks-
wagen AG Chief Executive Martin
Winterkorn said he expects his com-
pany to cope better with the
difficult market environ-
ment than other auto mak-
ers and confirmed VW’s full-
year targets of higher reve-
nue, operating profit and ve-
hicle sales.

“We stand by what we’ve
said,” Mr. Winterkorn said.
Last year, Volkswagen sold
6.2 million vehicles, raising
its revenue 3.8% to Œ108.89
billion (US$172.49 billion)
from Œ104.88 billion a year
earlier.

Mr. Winterkorn said he is more
worried about the years beyond
2008, when higher raw-material
prices might translate into price in-
creases. “We’ll have to think about
price hikes at some point,” he said.
“We can’t compensate everything.”

Some of the world’s top auto exec-

utives have similar worries. Carlos
Ghosn, who is chief executive of both
Renault SA of France and Japan’s
Nissan Motor Co., has warned that
his companies are unlikely to meet
previously set sales targets because
of slumping demand in markets such
as Western Europe and the U.S.

On Wednesday, Toyota Motor
Corp. said it is reviewing its global
sales plan for 2008 and may down-
grade targets in light of falling de-

mand for large vehicles in
the U.S. amid the jump in
gasoline prices.

Mr. Winterkorn said
VW’s advantage is its new
products, particularly the
smaller, more fuel-effi-
cient models. Those mod-
els could prove important
in the U.S., where Volks-
wagen wants to triple an-
nual car sales by 2018.

The CEO also said he
would support a combina-
tion of Volkswagen’s two

suppliers, Continental AG and
Schaeffler Group, but warned that a
hostile takeover could have negative
effects on business.

Mr. Winterkorn was reacting to
Continental’s rejection of an Œ11.2
billion takeover bid by the private
German engineering company.

Martin
Winterkorn

GLOBAL BUSINESS BRIEFSCORPORATE NEWS

AMR Corp.

AMR Corp.’s American Airlines
will cut 1,500 jobs in its mainte-
nance division as it reduces its fleet
of aircraft. The job reductions are
part of the carrier’s previously an-
nounced plans to shed 8% of its
work force, or about 6,800 jobs, to
cope with financial distress brought
on by record fuel costs and a weaken-
ing economy. The airline told em-
ployees of the cuts in memos this
week. American didn’t break down
the cuts by location. Besides main-
taining American’s jets, workers at
the hubs also work on jets brought
in by other carriers. American has
about 14,000 employees in its main-
tenance division, including manage-
ment and support staff. The com-
panyhas said it will eliminate 900
flight attendant jobs and 200 pilot
positions.

Atlas Copco AB

Atlas Copco AB, the world’s larg-
est maker of air compressors, said
second-quarter net profit increased
3.7% thanks to strong order growth,
which more than offset restructuring
and currency costs. Net profit rose to
2.45 billion kronor ($410.6 million)
from 2.37 billion kronor a year ear-
lier. Sales were up 18% to 18.88 billion
kronor from 15.99 billion kronor. The
company said it expects demand for
its products and services from most
customer segments and regions to re-
main at a high level, primarily due to
strong demand in emerging markets
and the mining industry. However, it
expects weakening demand related
to consumer goods and residential
construction in North America and
Europe. Atlas Copco manufactures
products in about 20 countries and
had 34,458 employees at the end of
June.

—Compiled from staff
and wire service reports.

Delhaize Group

Rising cost of oil and food
cuts into supermarket sales

Belgian supermarket operator
Delhaize Group Friday cut its full-
year forecast, saying that higher oil
and food prices are taking their toll
on customer spending. The compa-
ny’s shares fell 18% following the an-
nouncement, but rebounded to
close down 8.2%. Delhaize said net
profit in 2008 is now expected to
grow 15% to 20% from 2007, down
from the 25% to 30% range previ-
ously expected. Sales are expected
to grow 3% to 4.5%, down from a
range of 4% to 5.5%. Chief Executive
Pierre-Olivier Beckers said the com-
pany is taking a range of steps to
ride out the slowdown. These in-
clude building up private-label prod-
ucts, increasing price competitive-
ness and adding sales promotions.

By Anita Greil

ZURICH—Swiss pharmaceutical
company Roche Holding AG said
Sunday it will publish its first-half
earnings on Monday, bringing the re-
lease forward from the originally
scheduled Thursday.

Roche spokesman Daniel Piller
declined to give a reason for the
change.

The move was unusual for
Roche, which doesn’t typically
change reporting dates on short no-
tice. Even when it surprised mar-

kets a year ago by announcing that
its young head of diagnostics would
take over as CEO of the group, it did
so along with its regular half-year
earnings release.

The Basel-based company’s new
chief executive, Severin Schwan,
has said he would continue the strat-
egy of his predecessor, Franz Hu-
mer, of avoiding big mergers or en-
tering the market for generic medi-
cines. Mr. Schwan, who assumed the
job in March, will be presenting the
company’s earnings for the first
time.

Roche moves up earnings report

By Don Clark

Are Qualcomm Inc.’s patent roy-
alties an unfair tax on cellphone
makers? Or have they helped the in-
dustry?

Those questions are at the heart
of a high-stakes trial that begins in a
U.S. courtroom in Delaware Wednes-
day. Cellphone giant Nokia Corp.,
which says it has paid more than $1
billion in royalties to Qualcomm
since the 1990s, believes it is paying
too much.

Qualcomm sells chips for cell-
phones, but gets more than half of
its profits from patent fees. The San
Diego-based company, which also re-
ports its third-quarter results
Wednesday, is battling Nokia and
others in cases that cost $200 mil-
lion in legal fees in its last fiscal
year.

“We are winning in the market-
place, so our competitors are trying
to beat us in the courtroom,” said
Paul Jacobs, Qualcomm’s chief exec-
utive, during its annual meeting in
March. “We have to continue to de-
fend our business model.”

That model has its roots in Qual-
comm technology called CDMA—
code division multiple access—that
took a minority share in the 1990s
but plays a role in all current third-
generation networks. It typically
charges cellphone makers close to
5% of the price of each handset to li-
cense its patents.

Nokia signed a licensing agree-
ment with Qualcomm in 1992. They
signed a revised pact in 2001 that ex-
pired in April 2007, touching off a
flurry of lawsuits.

The Delaware case isn’t likely to
end them, but the winner could get
significant leverage in negotiations
over a new deal. Nokia argues that
Qualcomm forfeited the right to
seek injunctions in suits to enforce
many patents, because it pledged a
European standard-setting group to
license them under fair and nondis-
criminatory terms. A victory on that
point would take a big legal weapon
away from Qualcomm.

Nokia also contends it has a
paid-up license to Qualcomm’s most
important patents, and that the rest
are worth much less when balanced
against Nokia’s own patents. “Qual-
comm’s expectation that we would
continue on those old terms rele-
vant 15 years ago is unreasonable,”
a Nokia spokeswoman says.

Qualcomm says Nokia is wrong
about the worth of its newer pat-
ents and its obligations to the stan-
dard-setting group. It contends that
Nokia extended the 2001 pact by de-
fault—under the same licensing
terms—by using Qualcomm inven-
tions after it expired.

What opponents really don’t
like, Qualcomm executives say, is
how it helps competing handset
makers enter the market. It criti-
cizes Nokia and five other electron-
ics companies for simultaneously fil-
ing complaints against the company
in 2005 with European antitrust au-
thorities, under an effort code-
named Project 17. “It was clearly a
coordinated effort,” a Qualcomm
spokeswoman says.

The Nokia spokeswoman says
such code names and cooperation
are nothing unusual. “There is no
conspiracy here,” she says.

Nokia to face off
with Qualcomm
in patents trial

Nomura Holdings

Nomura Holdings said it re-
ceived licenses last month from the
Indian government to trade stocks,
as well as stock futures and options,
as it aims to tap investor demand in
one of the world’s fastest-growing
economies. Nomura’s full-scale op-
erations will be the first in India for
a Japanese firm spanning stock-
trading, investment-banking and as-
set-management services. Due to
weak demand at home, Japanese fi-
nancial institutions have started in-
creasing their overseas operations,
particularly in emerging markets.
Nomura’s smaller rival, Daiwa Secu-
rities Group Inc. announced an
agreement on a business alliance
with Brazil’s Banco Itau Holding
Financiera SA in investment-trust
products.

Rambler Media Ltd.

Russian Internet company Ram-
bler Media Ltd. said it would sell
100% of online advertising-services
company ZAO Begun to Google Inc.
for $140 million. “This agreement
means more Russian users, advertis-
ers and partners will get better
search results and more relevant ad-
vertising,” said Mohammad Gawdat,
Google’s managing director for
emergingmarkets.AccordingtoRam-
bler, Begun has more than 40,000 ad-
vertisers and its partner network in-
cludes more than 143,000 Russian-
language sites. Revenue from search-
related, text-based advertising on
Russian-language Internet sites
more than doubled last year to $225
million, Rambler said. Rambler, con-
trolled by tycoon Vladimir Potanin’s
Prof-Media group, currently owns
50.1% of Begun but will buy the re-
mainder ahead of the sale to Google.

Saab AB

Saab AB posted a 21% drop in sec-
ond-quarter net profit, hurt mainly
by a weak dollar as well as market-
ing costs promoting its Gripen
fighter jets. The Stockholm-based
aerospace and defense company
said it was pressured by high oil
prices as well as delays in two air-
craft projects. Net came to 341 mil-
lion Swedish kronor ($57 million),
down from 434 million kronor a
year earlier, while sales rose
slightly to six billion kronor from
5.9 billion kronor. Saab said it still
expects 5% organic sales growth
and an operating margin of 10% for
2008, in line with its long-term fi-
nancial objectives. Chief Executive
Ake Svensson said interest in its
Gripen fighter jets “is greater than
ever.”

Schaeffler Group

Schaeffler Group said it welcomes
Continental AG’s willingness to enter
into talks, but it still wants a stake of
more than 30% in the German auto
supplier and tire maker. A stake of
20% as suggested by Continental
Chief Executive Manfred Wennemer
“is not a strategic one and thus as a
purely financial investment from
Schaeffler Group not to be justified,”
the closely held German engineering
firm said in a statement. On Wednes-
day,ContinentalrejectedtheŒ11.2bil-
lion ($17.7 billion) takeover offer. In
an interview with Frankfurter Allge-
meine Sonntagszeitung, Mr. Wenne-
mer is cited as saying the company
has “good chances” of fighting off
Schaeffler’s bid. Schaeffler has said it
holds a 2.97% stake in Continental, is
entitled to own a further 4.95%, and
has entered into swap transactions
forabout28%ofContinental’sshares.

China Petroleum & Chemical

China Petroleum & Chemical
Corp., Asia’s largest refinerby capac-
ity, said it expects its first-half net
profit to fall more than 50% from a
year earlier because of surging oil
costs. The profit warning from the
company known as Sinopec didn’t
come as a surprise, because oil
prices surged nearly 50% in the first
six months of the year. Beijing didn’t
implement a long-awaited fuel-
price increase of up to 18% until mid-
June. Before that, the government
provided subsidies and refunds on
its value-added tax on oil imports,
which wasn’t enough to offset Si-
nopec’s losses. Domestic gas and die-
sel prices remain a third below inter-
national levels. Sinopec posted a net
profit of 34.93 billionyuan ($5.12 bil-
lion) in the first six months of 2007.

CAPETOWN
DIAMOND CORPORATION
“Value Without Compromise For Over 38 Year s”

Profit From The
Declining U.S. Dollar!
Capetown is the World’s Foremost Discounter of Certified
Diamonds, Precious Jewelry, and Fine Swiss Watches. The
devalued dollar makes our already low prices even better!

Capetown Special:
$14,690

Certified Pre-Owned (Latest Model #118238) Gent’s 18K Y/G Rolex
President with Day & Date Indicators, 18K Y/G Rolex President Bracelet,

Presentation Box, Booklet, Tags, and Capetown’s Lifetime Warranty.

For complete details,
see website item #: CT22862

Take Advantage of our Discounted Multi-Million Dollar Inventory of
Precious Jewelry & Watches such as Rolex, Cartier, & Patek on the Web:

www.capetowndiamond.com
EMAIL TO RESERVE YOUR SELECTIONS: SALES@CAPETOWNDIAMOND.COM
BUY SELL TRADE REPAIR
All merchandise is sold under our website’s printed “Conditions of Sale”. Capetown is NOT an Official Rolex Jeweler.

CAPETOWN
DIAMOND CORPORATION

“Value Without Compromise For 40 Years”
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Andfs. Borsa Global GL EQ AND 07/17 EUR 7.87 –17.8 –23.0 –1.8
Andfs. Emergents GL EQ AND 07/17 USD 18.33 –13.7 –8.2 20.4

Andfs. Espanya EU EQ AND 07/17 EUR 13.82 –21.7 –21.7 2.4

Andfs. Estats Units US EQ AND 07/17 USD 17.04 –16.1 –16.8 2.0

Andfs. Europa EU EQ AND 07/16 EUR 8.36 –24.6 –29.0 –4.7

Andfs. Franca EU EQ AND 07/17 EUR 10.64 –24.3 –30.8 –6.7
Andfs. Japo JP EQ AND 07/17 JPY 644.95 –16.5 –30.7 –9.0

Andfs. Plus Dollars US BA AND 07/17 USD 10.08 –5.9 –7.0 1.9

Andfs. RF Dolars US BD AND 07/17 USD 11.32 –0.1 1.2 2.7

Andfs. RF Euros EU BD AND 07/17 EUR 10.49 –5.0 –6.5 –2.7

Andorfons EU BD AND 07/17 EUR 14.12 –7.7 –10.9 –4.7
Andorfons Alternative Premium OT OT AND 05/31 EUR 114.88 –1.0 –0.2 3.1

Andorfons Mix 30 EU BA AND 07/17 EUR 10.44 –10.0 –13.2 –2.4

Andorfons Mix 60 EU BA AND 07/17 EUR 11.14 –15.4 –18.6 –2.3

n CHARTERED ASSET MANAGEMENT PTE LTD - TEL NO: 65-6835-8866
Fax No: 65-6835 8865, Website: www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited AS EQ MUS 07/11 USD 231822.98 –11.2 –15.8 6.1

n DJE INVESTMENT S.A.
internet: www.dje.lu email: info@dje.lu phone:+00 352 269 2522 0 fax:+00 352 269 25252
DJE Real Estate P EU BA LUX 07/18 EUR 10.46 0.9 0.2 3.6
DJE-Absolut P GL EQ LUX 07/18 EUR 220.76 –12.5 –14.3 5.9

DJE-Alpha Glbl P EU BA LUX 07/18 EUR 185.88 –9.1 –10.3 6.8

DJE-Div& Substanz P GL EQ LUX 07/18 EUR 214.46 –10.0 –14.2 6.9

DJE-Gold&Resourc P OT EQ LUX 07/18 EUR 183.85 –1.9 1.7 4.3

DJE-Renten Glbl P EU BD LUX 07/18 EUR 120.02 –1.7 –2.0 0.9
LuxPro-Dragon I AS EQ LUX 07/18 EUR 124.93 –31.0 –18.8 NS

LuxPro-Dragon P AS EQ LUX 07/18 EUR 122.49 –32.3 –20.2 NS
LuxTopic-Aktien Europa EU EQ LUX 07/17 EUR 15.60 –19.1 –16.2 3.3
LuxTopic-Pacific AS EQ LUX 07/18 EUR 16.89 –21.4 –19.4 6.5

n EAST CAPITAL

n WEBSITE: www.eastcapital.com
Ph: +46 (0) 8 505 88 505, Fax: +46 (0)8 505 88 508
(Lux) E Eur ConvgnceEUR EE EQ LUX 07/16 EUR 74.57 –32.0 –38.8 NS
(Lux) E Eur ConvgnceUSD EE EQ LUX 07/17 USD 93.77 –24.1 –27.0 NS
(Lux) Russian EUR EE EQ LUX 07/17 EUR 95.62 –16.0 –14.3 NS
(Lux) Russian USD EE EQ LUX 07/17 USD 116.23 –9.3 –1.4 NS
Balkan Fund EE EQ SWE 07/18 SEK 21.58 –35.3 –36.3 8.2
Baltic Fund EE EQ SWE 07/17 SEK 62.68 –14.9 –21.9 5.2
Eastern European Fund EU EQ SWE 07/18 SEK 43.25 –21.0 –19.7 11.2
Russian Fund EE EQ SWE 07/17 SEK 1484.27 –15.0 –10.7 15.1
Turkish Fund EE EQ SWE 07/18 SEK 6.74 –41.2 –35.8 3.4

n HERITAGE FUND MANAGEMENT
info@heritagefunds.ch www.heritagefunds.ch
HF-China Abs Ret OT OT CHE 07/10 CHF 94.09 –37.7 –35.5 NS
HF-World Bds Abs Ret OT OT CHE 07/10 USD 85.70 –6.1 6.3 4.0

n HERMES FINANCIAL MANAGEMENT (EGYPT) LIMITED, AMSALES@EFG-HERMES.COM
Tel: 9714 363 4041 *Middle East & Developing Africa Fund
EFG-Hermes Egypt GL EQ BMU 06/30 USD 61.85 –3.8 29.5 46.9
EFG-Hermes MEDA* GL EQ BMU 06/30 USD 39.42 8.9 38.8 35.5
EFG-Hermes Telecom OT EQ BMU 06/30 USD 34.42 –10.1 1.3 24.3

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 07/17 USD 305.10 –2.1 1.0 6.6
Sel Emerg Mkt Equity GL EQ GGY 07/17 USD 231.28 –14.5 –9.5 18.9
Sel Euro Equity EUR US EQ GGY 07/16 EUR 108.10 –26.0 –34.4 –7.0
Sel European Equity EU EQ GGY 07/17 USD 233.80 –17.6 –22.1 6.3
Sel Glob Equity GL EQ GGY 07/17 USD 226.76 –17.0 –23.9 1.4
Sel Glob Fxd Inc GL BD GGY 07/17 USD 147.81 0.7 5.4 4.2
Sel Pacific Equity AS EQ GGY 07/17 USD 152.01 –13.8 –9.7 16.6
Sel US Equity US EQ GGY 07/17 USD 145.60 –14.7 –18.7 0.6
Sel US Sm Cap Eq US EQ GGY 07/17 USD 204.38 –11.6 –24.0 –0.9

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
DSF 25/75 EU BA LUX 07/17 EUR 326.69 –9.5 –9.4 –2.8
DSF 50/50 EU BA LUX 07/17 EUR 255.95 –13.8 –15.7 –4.1
DSF 75/25 EU BA LUX 07/17 EUR 206.02 –18.0 –21.3 –6.1
KBC Eq (L) Europe EU EQ LUX 07/17 EUR 581.30 –23.5 –30.8 –6.6
KBC Eq (L) Japan JP EQ LUX 07/17 JPY 24590.00 –16.8 –31.2 –10.4
KBC Eq (L) NthAmer EUR US EQ LUX 07/17 EUR 673.35 –12.6 –16.6 0.6

KBC Eq (L) NthAmer USD US EQ LUX 07/17 USD 953.20 –12.6 –15.5 2.8
KBL Key America EUR US EQ LUX 07/16 EUR 493.25 –15.6 –17.7 NS
KBL Key America USD US EQ LUX 07/16 USD 508.25 –15.8 –16.8 NS
KBL Key East Europe EU EQ LUX 07/16 EUR 2793.02 –17.7 –15.9 8.2
KBL Key Eur Sm Cie EU EQ LUX 07/16 EUR 1023.70 –25.3 –37.8 –7.5
KBL Key Europe EU EQ LUX 07/16 EUR 678.02 –23.2 –31.5 –6.5
KBL Key Far East AS EQ LUX 07/16 USD 1381.79 –27.7 –25.9 7.0
KBL Key Major Em Mkts GL EQ LUX 07/16 USD 742.10 –20.1 –7.8 24.0
KBL Key NaturalRes EUR OT EQ LUX 07/16 EUR 541.01 –13.0 –12.8 NS
KBL Key NaturalRes USD OT EQ LUX 07/16 USD 651.21 –5.7 0.2 NS

n LLOYD GEORGE MANAGEMENT (HK) LTD
Suite 3808, One Exchange Square, HK: Tel. 852 2845 4433 Fax. 852 2845 3911
LG Antenna GL EQ BMU 07/11 USD 61.16 –18.3 –9.1 12.1
LG Asian Plus AS EQ CYM 07/11 USD 61.82 –27.6 –13.5 9.2
LG Asian SmallerCo's AS EQ BMU 07/17 USD 100.17 –37.0 –41.8 –1.7
LG India EA EQ MUS 07/10 USD 53.01 –43.3 –20.2 9.5
Siberian Investment Co EE EQ IRL 07/07 USD 71.13 –19.3 –9.1 12.8

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 07/17 EUR 49.01 –32.9 –43.2 6.7
MP-TURKEY.SI OT OT SVN 07/17 EUR 33.53 –34.3 –36.2 1.7

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810
Parex Caspian Sea Eq GL EQ LVA 07/17 EUR 8.04 –10.5 –22.8 NS
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Deal makers head to Asia
Defections from likes
of Goldman, Merrill
may spur competition

For information about listing your funds, please contact: Peter Jennings, tel: +44-20-7842-9674; email: peter.jennings@dowjones.com or Carson Wong tel: +852 2831-6481; email: carson.wong@dowjones.com

By James Hookway

BANGKOK—The worsening politi-
cal problems in Thailand could be a
buy signal for its battered stock mar-
ket. That is, if you’re an investor who
can stomach the country’s alarming
risk profile.

Stocks in Thailand are among the
cheapest in Asia on a price-to-earn-

ings basis, and the
country’s economy
is shaping up to be
the only one in the
region to grow

faster this year than it did in 2007.
J.P. Morgan said in a research re-

port this month that while stock
prices hadn’t necessarily fallen to
distressed levels—the main Stock
Exchange of Thailand Index is down
23% this year—they have slipped
into “value territory.” The report
went on to say that brave investors
might want to target stocks that
could maintain strong earnings de-
spite whatever political upheavals
may be over the horizon.

Some analysts point to upstream
energy companies such as PTT Ex-
ploration & Production as possible
investments, while others favor the
telecommunications sector, where
cellular network provider Ad-
vanced Info Service is popular.

Citigroup said AIS has histori-
cally maintained much of its earn-
ings growth during troubled times
and its cash flows are robust. And
while there is increasing competi-
tion in the sector, customer demand
hasn’t been hit by inflation. Citi-
group forecast AIS shares will hit
110 baht ($3.30) in the next 12
months—up 25% from Friday’s
close of 88 baht. AIS shares have de-
clined 9.3% since Jan. 1.

But with Thailand’s political
feuds still bubbling, jumping into
the country’s stock market remains
a case of buyer beware.

The political problems in Thai-
land are of an entirely different or-
der. In the eyes of many Thais, they
represent nothing less than a con-
test between two philosophies of
how to run this Buddhist kingdom:
Should it be a popular democracy or
a country steered by the strong arm
of conservative establishment insti-
tutions, such as the military, its
courts and its influential monarchy?

Supporters and opponents of bil-

lionaire populist Thaksin Shina-
watra have been fighting over this
question ever since he was over-
thrown as prime minister in a mili-
tary coup in September 2006 for al-
leged corruption and disrespect to
the monarchy.

The seemingly intractable situa-
tion worries many investors and in-
vestment banks. HSBC Global Re-
search this month said the political
risks were so great it had reversed
its view on Thailand, now recom-
mending investors be “under-
weight” in that market instead of
“overweight.”

Still, there are potential opportu-
nities for hardy investors.

The trick to making the most of
the promising economic situation,
J.P. Morgan equity analyst Sriyan Pi-
etersz wrote in a research report
this month, is to figure out the
stocks whose earnings are going to
be most resilient to rising inflation
and political troubles.

Discount retailers such as Siam
Makro, which closed down 2.50 baht
at 84 baht Friday, could see in-
creased sales as urban buyers switch
from glitzy malls to more basic fare
while rural shoppers increase their
purchases in the wake of rising agri-
cultural prices, he said. J.P. Morgan
didn’t provide target prices for the
stock. Siam Makro shares have fallen
15% so far this year.

PTT Exploration & Production—a
unit of Thai oil and gas unit PTT—
may also prove to have resilient earn-
ings, J.P. Morgan predicted. PTTEP
shares closed seven baht lower at
143 baht Friday. For the year PTTEP
stock is down 9%.

Thai stocks could offer
deals, but risks are high

Buyers lift China shares as Tokyo slips

By Rick Carew

HONGKONG—SomeofAsia’sbest-
connected deal makers are leaving
their Wall Street perches for what
theyhopeisthenextbigthing:China’s
homegrown private-equity scene.

The defections from Goldman
Sachs Group Inc., Merrill Lynch &
Co. and others will likely intensify
competition between Western inves-
tors and a new generation of main-
land-run buyout funds. Overseas
firms already are struggling to
strike deals in China as Beijing be-
comes increasingly wary of foreign
capital and looks for ways to keep lo-
cal enterprises in Chinese hands.

At the same time, some foreign
firms are financially backing their
former deal makers’ new efforts. By
maintaining close ties, they hope to
take secondary roles in Chinese pri-
vate-equity deals—a less lucrative
proposition, but one that guaran-
tees they won’t miss out on the ris-
ing action in China.

“Theforeignbrandsandtheirinter-
national networks have at least thus
far proven to be of secondary impor-
tanceintheChinesemarket,”saidLud-
vig Nilsson, managing partner of Jade

Invest, a consulting firm specializing
in China private-equity investments
with offices in Beijing and Shanghai.

The recent defections include
Wilson Feng, a former Merrill Lynch
banker who left in February. Mr.
Feng gets respectful treatment
from the region’s deal makers be-
cause they believe he is linked by
marriage to a senior official in Chi-
na’s Communist Party. Mr. Feng
couldn’t be reached for comment.
Merrill Lynch declined to comment.
Mr. Feng, former chairman of Mer-
rill’s China-investment banking, has
moved to set up two new buyout
funds in recent months, according
to people familiar with the matter.

Singapore’s Temasek Holdings
Pte. Ltd. is putting $50 million into a
new fund run by Frank Tang, the
former head of Temasek’s own China
investment team. The Shanghai-
born Mr. Tang left Temasek last year
withhisteam ofthreetostartFounta-
inVest, which is raising about $750
million for its maiden fund.

Late last year, Fang Fenglei, Gold-
man’s China partner and a former as-
sociate of Chinese Vice Premier
Wang Qishan, stepped back from his
day-to-day duties at Goldman’s
mainland securities joint venture to
set up a $2.5 billion fund with $1 bil-
lion from Temasek. Goldman is com-
mitting $300 million. Richard Ong,
a former Goldman partner, will be
chief executive of the fund.

Mr.FanghelpedGoldmanearn un-
derwriting assignments on some of
China’s biggest initial public offer-
ings this decade and helped Gold-
man secure unprecedented access to
China’s domestic securities market.
“Moving to private equity lets you
put a stronger fingerprint on deals,”
said Victor Gao, a former Morgan
Stanley investment banker who is
setting up a 10 billion yuan ($1.47 bil-
lion) domestic fund with Mr. Fang.

The mainland funds represent
both competition and opportunity
for Western firms. Western invest-
ment banks hope to serve as advis-
ers to these funds, while private-eq-
uity firms seek co-investment op-
portunities with former colleagues.

Advertisement [ INTERNATIONAL INVESTMENT FUNDS www.WSJ.com ] Advertisement
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Advanced
Info Service
down 9.3%

Amata
down 41%

S.E.T. Index
down 23%

A WSJ NEWS ROUNDUP

Asian markets ended mixed Fri-
day, with bargain-buyers snapping
up Chinese stocks in Shanghai and
Hong Kong.

However, Japanese stocks
erased early gains as investors

turned cautious be-
fore a long week-
end and in the after-
math of disappoint-
ing U.S. financial re-

sults reported late Thursday by Mer-
rill Lynch & Co., Microsoft Corp. and
Google Inc.

Energy-related stocks were hit
across the region.

In Tokyo, the Nikkei Stock Aver-
age of 225 companies finished the
session 0.7% lower at 12803.70 after
having risen as high as 12999.64.

The broader Topix index lost 0.9% to
1252.43.

In Shanghai, the Composite In-
dex jumped 3.5% to 2778.37, with
strong buying toward the close.

The performance helped lift
China-related shares in Hong Kong.
The benchmark Hang Seng Index
added 0.6% to 21874.19, while the
Hang Seng China Enterprises Index,
also known as the H-share index,
gained 0.6% to 12123.88.

But the higher close didn’t in-
spire much confidence, with some
analysts saying market direction re-
mains unclear.

In Mumbai, the benchmark Sensi-
tive Index, or Sensex, jumped 4% to
13635.40 as investors covered short
positions in banking stocks ahead of
the weekend. Australia’s S&P/ASX

200 fell 1.2% to 4840.40, dragged
down by energy producers. Tai-
wan’s Weighted Index gave up 2.3%
to 6815.32, and South Korea’s Kospi
lost 1% to 1509.99.

In Pakistan, stocks rose slightly,
breaking a sequence of 15 consecu-
tive declines, after the Karachi
Stock Exchange held a special ses-
sion Thursday evening to help inves-
tors desperate to get out of a bat-
tered market. The Karachi Stock Ex-
change benchmark 100-share index
ended up 0.2% at 10234.78.

Energy producers took an end-of-
week hit, with shares of BHP Billi-
ton dropping 2.4% for their fifth
straight decline, while Woodside Pe-
troleum gave back 5.1%, both in Syd-
ney. In Tokyo, shares of Inpex Hold-
ings fell 3.4%.
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T
HE EUROPEAN UNION
on Friday proposed a
Œ1 billion ($1.58 bil-

lion) two-year emergency
fund to help poor countries
cope with the global food cri-
sis. European Commission
President José Manuel Bar-
roso said the fund will aim
to help mostly African na-
tions, using cash that has
gone unspent in this year’s
EU agricultural budget.

An EU spokesman said the fund, if approved by
EU governments and the European Parliament,
would provide urgent funding to aid agencies to
boost supplies of fertilizer and seeds to increase the
planting of crops over the next two years.
 —Associated Press

G
ERMAN producer
prices surged 6.7% in
June from a year earlier,

their fastest annual increase
since March 1982, the Federal
Statistics Office said.

The bigger-than-expected
increase will pose a further
challenge to the European Cen-
tral Bank as it struggles to con-
tain inflation in the euro zone,
which is already double the
central bank’s preferred target

just below 2%.
Heating-oil prices jumped almost 65%, while gaso-

line prices leapt 11%. Electricity prices jumped 15.6%.
Excluding the energy-price increases, the index

rose 3% from a year earlier.
 —Nina Koeppen
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Producer prices rise 6.7%,
boosting pressure on ECB
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Emergency fund proposed
to aid in global food crisis

T
HE EURO zone’s
foreign-trade
balance swung

to a deficit in May in a
sign the euro’s
strength and weaken-
ing global demand are
weighing on exports,
Eurostat said Friday.
The 15 countries that
share the euro re-

corded a trade deficit of Œ4.6 billion ($7.29 billion) with
the rest of the world in May, shifting from a revised Œ2.5
billion surplus in April. “The double whammy of a strong
euro, which makes euro-zone exports less competitive,
and the sharp slowdown in the U.K. and the U.S., two of
the region’s key export markets, is making life increas-
ingly difficult for euro-zone exporters,” said Martin van
Vliet, a European economist at ING. —Nicholas Winning

Heat rises under Iran
U.S., Europe vow
additional penalties
if nuclear talks fail
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By Ting-I Tsai

TAIPEI—The White House ap-
pears increasingly unlikely to pro-
ceed with a planned $11 billion weap-
ons sale to Taiwan, a decision that
critics say could alter the strategic
balance between the island and
China and that could leave a thorny
issue for the next U.S. president.

The weapons package—which in-
cludes antimissile systems sold by
Raytheon Co. and helicopters from
United Technologies Corp. and Boe-
ing Co.—originated with an offer by
U.S. President George W. Bush just
months after he took office in 2001.
The arms offer was the biggest for
Taiwan in at least a decade, but polit-
ical infighting on the island blocked
allocation of funds until last Decem-
ber, when its legislature finally ap-
proved funding.

Since then, however, the Bush ad-
ministration has yet to send formal
requests to Congress that are
needed for such sales, raising ques-
tions about the deal’s prospects.

Then, in remarks Wednesday,
the top U.S. military official in the
Pacific effectively acknowledged
that the Bush administration has fro-
zen arms sales to Taiwan, at least
temporarily. Adm. Timothy Keating
said U.S. analysis “indicates there is
no pressing, compelling need for, at
this moment, arms sales to Taiwan
of the systems that we’re talking
about.”

Some proponents of the sale are
now worried it won’t happen before
Mr. Bush finishes his term in Janu-
ary. “It seems reasonably clear that
the [Bush] administration has de-
cided not to sell arms to Taiwan,”
says Harvey Feldman, a distin-
guished fellow at the Heritage Foun-
dation, a conservative think tank in
Washington.

The U.S. is obligated to provide
Taiwan with “arms of a defensive
character” under the Taiwan Rela-
tions Act, passed in 1979 to govern
relations with the island after the
U.S. severed formal ties with it and
recognized Beijing. China’s govern-
ment, which claims Taiwan as part
of its rightful territory, has long de-
manded that the U.S. cease all weap-
ons sales to the island.

The delay comes as relations are
improving between Taiwan and
China under new Taiwanese Presi-
dent Ma Ying-jeou, after years of
tension. Officials from the Ma ad-
ministration and his Nationalist
Party, or Kuomintang, say the presi-
dent remains determined to acquire
the weapons that Taiwan needs.

Critics say Mr. Ma isn’t doing
enough to push for the arms pack-
age. They point out that the Kuom-
intang fought budgetary allocation
for the weapons for years when it
was the opposition party.

Observers suggest there may be
less urgency in Taiwan to push for
such a sale as relations with China
evolve and that a deal would strain
any tentative overtures. Two weeks
ago the two countries began the
first regularly scheduled nonstop
flights between them in nearly 60
years. The two sides also agreed to a
sharp rise in the number of Chinese
tourists allowed to go to Taiwan.

Lawrence Walker, a spokesman
for the American Institute in Tai-
wan, the de facto U.S. embassy in
Taipei, said the U.S.’s position on
arms sales to Taiwan remains un-
changed.

Some analysts say Mr. Bush may
only be delaying the sale until after
he travels to China next month for
the opening ceremony of the Beijing
Olympics. “The best chance [for the
sales] is right after the Olympics,”
said Randall Schriver, a former se-
nior Asia official at the State Depart-
ment under Mr. Bush.

The $11 billion package includes
Boeing Apache Longbow attack heli-
copters, Sikorsky Black Hawk heli-
copters, Raytheon Patriot PAC-3 air-
defense batteries, and designs for
diesel electric submarines. For
those sales to go through, the State
Department must first issue formal
“notifications” to Congress, but it
hasn’t done so.

Unless the U.S. completes legisla-
tive approval of the sales by the end
of September, the package might
have to be reviewed again next sum-
mer by the next administration. In
addition, Taiwan’s allocation for the
weapons expires at the end of this
year, meaning the legislature would
have to approve it again.

U.S. weapons package
for Taiwan is postponed

By Jay Solomon

T HE U.S. is fine-tuning new fi-
nancial penalties against
Iran that would target every-

thing from gasoline imports to the
insurance sector, and the prospect
of such sanctions grew after talks
over its nuclear-fuel program this
weekend made no progress.

U.S. and European officials said
they will intensify efforts to im-
pose these penalties should their
diplomatic drive fail to induce Iran
to freeze its nuclear program. The
sanctions effort could include mea-
sures to impede Iran’s shipping op-
erations in the Persian Gulf and its
banking activities in Asia and the
Middle East, the officials said.

On Saturday, talks with Iran in
Geneva failed to produce any
progress, despite U.S. participa-
tion at the highest level since the
1979 Iranian revolution. Repre-
sented by European Union foreign-
policy coordinator Javier Solana,
the U.S., Russia, China, Britain,
France and Germany gave Iran two
weeks to respond to Mr. Solana’s
proposals to launch real negotia-
tions or face further sanctions.

The five permanent members of
the United Nations Security Coun-
cil, plus Germany, are offering Iran
economic and energy assistance,
security assurances and enhanced
diplomatic ties in exchange for con-
cessions on its nuclear program.

“We have not gotten all the an-
swers to the questions,” Mr. Solana
told reporters after Saturday’s meet-
ing. He said the two-week time-
frame was meant to give Iran the
space to come up with “the answers
that will allow us to continue.”

In Washington, a U.S. official
was more blunt. “We hope the Ira-
nian people understand that their
leaders need to make a choice be-
tween cooperation, which would
bring benefits to all, and confronta-
tion, which can only led to further
isolation,” said State Department

spokesman Sean McCormack.
The Security Council has de-

manded that Iran suspend its ura-
nium enrichment program, which
can produce civilian- or weapons-
grade nuclear fuel. Iran has said re-
peatedly it won’t do that, but there
had been hopes Saturday’s meeting
could launch a period of preliminary
talks that could start if Iran agreed
temporarily to freeze its enrich-
ment at current levels in exchange
for a freeze on further sanctions.

In a sign of these hopes for
progress, the U.S. sent Undersecre-
tary of State for Political Affairs
William Burns, Washington’s No. 3
diplomat, an unprecedented move
in the nuclear talks with
Iran, which have been go-
ing since 2003. American
officials said Mr. Burns’s
attendance would also
make it easier for the U.S.
to compel its negotiating
partners to impose
tougher measures should
this “freeze-for-freeze” ap-
proach fail.

A number of Western
diplomats and strategists
acknowledge there is sig-
nificant risk in President George
W. Bush’s decision to directly en-
gage Iran on the nuclear issue. For
one, they say, the Iranians could
use the negotiating process as a
means to divide the Europeans and
Americans over sanctions while
continuing to enrich uranium.

These officials also said the ne-
gotiating track could allow Tehran
simply to wait out the Bush admin-
istration, while seeing if a new U.S.
president takes a more concilia-
tory line towards Iran. Some ana-
lysts estimate that Iran could have
produced enough fuel for a nuclear
bomb by late next year.

“They might accept a 60-day
suspension to examine the serious-
ness of the proposal,” said David
Wurmser, a former Middle East ad-
viser to Vice President Dick
Cheney. “They’ll do that for 60
days and move ahead with their
program.”

The talks are part of a complex
diplomatic game being played out
in the region, the outcome of which
is impossible to predict. In addi-

tion to the talks on nuclear prolifer-
ation, the Israelis are talking indi-
rectly to the Syrians about a possi-
ble peace deal and have entered
into agreements with Islamic mili-
tant groups Hamas and Hezbollah.
Some senior U.S. analysts worry
these overtures could be a prelude
to an Israeli attack on Iran’s nu-
clear facilities.

Still, the Bush administration
has signaled it is prepared to accel-
erate the diplomatic embrace of
Tehran if the current talks prove
successful. In addition to the eco-
nomic incentives outlined in Mr.
Solana’s proposal, U.S. officials
have said they are considering

opening a small diplo-
matic mission in Tehran in
the coming months if the
Iranians are receptive.
And Washington has been
seeking to accelerate
other interpersonal ex-
changes between groups
such as Olympic athletes,
doctors and students.

If Iran balks, a principal
focus of any new penalties
would be the country’s im-
ports of refined petroleum

products, particular gasoline, said
U.S. and European officials.

The Treasury Department’s
point man on Iran, Undersecretary
for Terrorism and Financial Intelli-
gence Stuart Levey, has been meet-
ing government and private-sector
officials in Italy, Spain and France
to lobby American allies about the
risks of doing business with Teh-
ran.

Because of a lack of refining ca-
pabilities, Iran is forced to import
roughly 40% of its gasoline from Eu-
ropean, Indian and Venezuelan
companies. In 2006, Iran paid
roughly $5 billion for gasoline,
making it the second-largest im-
porter, after the U.S. The Iranian
government was forced to ration
gasoline last year due to financial
and supply pressures, setting off
unrest in some areas of the coun-
try.

U.K. Prime Minister Gordon
Brown publicly pushed EU minis-
ters last month to consider target-
ing Iran’s oil and natural-gas indus-
try, should talks stall.
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Foreign-trade balance
swung to a deficit in May
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n ALLIANCE BERNSTEIN
www.alliancebernstein.com/investments Tel. +800 2263 8637
Am Blend Portfolio A US EQ LUX 07/17 USD 11.87 –18.0 –22.3 –1.1
Am Blend Portfolio I US EQ LUX 07/17 USD 13.82 –17.5 –21.7 –0.3
Am Growth A US EQ LUX 07/17 USD 30.48 –14.6 –12.9 4.3
Am Growth B US EQ LUX 07/17 USD 26.01 –15.1 –13.7 3.3
Am Growth I US EQ LUX 07/17 USD 33.39 –14.3 –12.2 5.2
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Am Income I US BD LUX 07/17 USD 8.18 –1.9 2.4 5.2
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Emg Mkts Debt A GL BD LUX 07/17 USD 14.77 –2.0 1.8 7.6
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Eur Income B2 EU BD LUX 07/17 EUR 10.66 –5.3 –6.5 –2.9
Eur Income I EU BD LUX 07/17 EUR 6.44 –4.9 –5.2 –1.6
Eur Strat Value A EU EQ LUX 07/17 EUR 10.46 –25.1 –35.4 NS
Eur Strat Value I EU EQ LUX 07/17 EUR 10.58 –24.7 –34.7 NS
Eur Value A EU EQ LUX 07/17 EUR 10.45 –24.8 –34.5 –6.5
Eur Value B EU EQ LUX 07/17 EUR 9.75 –25.3 –35.2 –7.4
Eur Value I EU EQ LUX 07/17 EUR 11.92 –24.6 –34.0 –5.8
Gl Balanced (Euro) A EU BA LUX 07/17 USD 20.00 –6.0 –4.2 NS
Gl Balanced (Euro) B EU BA LUX 07/17 USD 19.76 –6.5 –5.2 NS
Gl Balanced (Euro) C EU BA LUX 07/17 USD 19.92 –6.2 –4.6 NS
Gl Balanced (Euro) I EU BA LUX 07/17 USD 20.16 –5.6 –3.5 NS
Gl Balanced A US BA LUX 07/17 USD 18.19 –12.2 –13.5 2.2
Gl Balanced B US BA LUX 07/17 USD 17.55 –12.6 –14.4 1.2
Gl Balanced I US BA LUX 07/17 USD 18.67 –11.9 –13.0 2.9
Gl Bond A US BD LUX 07/17 USD 8.93 –1.4 2.7 4.1
Gl Bond A2 US BD LUX 07/17 USD 14.52 –1.2 2.7 4.1

Gl Bond B US BD LUX 07/17 USD 8.93 –1.9 1.7 3.0
Gl Bond B2 US BD LUX 07/17 USD 12.90 –1.8 1.7 3.1
Gl Bond I US BD LUX 07/17 USD 8.93 –1.1 3.3 4.7
Gl Conservative A US BA LUX 07/17 USD 15.70 –7.0 –6.4 2.5
Gl Conservative A2 US BA LUX 07/17 USD 17.14 –7.0 –6.3 2.5
Gl Conservative B US BA LUX 07/17 USD 15.68 –7.5 –7.3 1.5
Gl Conservative B2 US BA LUX 07/17 USD 16.53 –7.4 –7.3 1.5
Gl Conservative I US BA LUX 07/17 USD 15.70 –6.7 –5.8 3.1
Gl Eq Blend A GL EQ LUX 07/17 USD 15.18 –19.2 –23.5 0.9
Gl Eq Blend B GL EQ LUX 07/17 USD 14.46 –19.6 –24.2 –0.1
Gl Eq Blend I GL EQ LUX 07/17 USD 15.83 –18.8 –22.8 1.7
Gl Growth A GL EQ LUX 07/17 USD 55.18 –20.2 –20.0 1.9
Gl Growth B GL EQ LUX 07/17 USD 46.74 –20.6 –20.8 0.8
Gl Growth I GL EQ LUX 07/17 USD 60.56 –19.8 –19.4 2.7
Gl High Yield A US BD LUX 07/17 USD 4.40 –4.6 –3.8 5.6
Gl High Yield A2 US BD LUX 07/17 USD 8.16 –4.2 –3.9 5.6
Gl High Yield B US BD LUX 07/17 USD 4.40 –5.1 –4.8 4.6
Gl High Yield B2 US BD LUX 07/17 USD 13.32 –4.7 –4.8 4.6
Gl High Yield I US BD LUX 07/17 USD 4.40 –4.3 –3.3 6.2
Gl Plus F.Inc.S1 GL BD LUX 07/17 NOK 986.07 NS NS NS
Gl Strat Income A GL BD LUX 07/17 USD 14.02 –3.5 –4.0 0.7
Gl Strat Income A2 GL BD LUX 07/17 USD 15.26 –3.4 –4.0 0.7
Gl Strat Income B GL BD LUX 07/17 USD 14.02 –4.0 –5.0 –0.3
Gl Strat Income B2 GL BD LUX 07/17 USD 14.91 –3.9 –5.0 –0.3
Gl Strat Income C2 GL BD LUX 07/17 EUR 9.53 –11.3 –16.9 –10.9
Gl Strat Income I GL BD LUX 07/17 USD 14.02 –3.2 –3.5 1.3
Gl Strat Income I2 GL BD LUX 07/17 EUR 9.75 –10.9 –16.0 –10.0
Gl Strat Income I2 GL BD LUX 07/17 USD 15.45 –3.1 –3.5 1.3
Gl Value A GL EQ LUX 07/17 USD 14.33 –18.2 –27.0 –0.2
Gl Value B GL EQ LUX 07/17 USD 13.36 –18.7 –27.7 –1.2
Gl Value I GL EQ LUX 07/17 USD 15.07 –17.9 –26.4 0.6
India Growth A EA EQ LUX 07/11 USD 86.92 –37.0 –11.2 22.3
India Growth B EA EQ LUX 07/11 USD 75.37 –37.4 –12.1 21.0

India Growth I EA EQ LUX 07/11 USD 89.57 –36.9 –10.9 22.7
Int'l Health Care A OT EQ LUX 07/17 USD 144.45 –12.0 –12.4 0.0
Int'l Health Care B OT EQ LUX 07/17 USD 123.63 –12.4 –13.3 –1.0
Int'l Health Care I OT EQ LUX 07/17 USD 155.99 –11.6 –11.8 0.8
Int'l Technology A OT EQ LUX 07/17 USD 119.63 –15.6 –11.8 11.1
Int'l Technology B OT EQ LUX 07/17 USD 105.18 –16.1 –12.7 10.0
Int'l Technology I OT EQ LUX 07/17 USD 132.58 –15.3 –11.1 12.0
Japan Blend A JP EQ LUX 07/17 JPY 8704.00 –12.8 –28.2 –7.2
Japan Blend I JP EQ LUX 07/17 JPY 8852.00 –12.4 –27.6 –6.5
Japan Growth A JP EQ LUX 07/17 JPY 8584.00 –13.2 –28.5 –7.7
Japan Growth I JP EQ LUX 07/17 JPY 8730.00 –12.8 –27.9 –7.0
Japan Strat Value A JP EQ LUX 07/17 JPY 8831.00 –12.6 –28.1 –5.3
Japan Strat Value I JP EQ LUX 07/17 JPY 8959.00 –12.2 –27.5 NS
Real Estate Sec. A OT EQ LUX 07/17 USD 16.82 –15.7 –23.6 –8.1
Real Estate Sec. B OT EQ LUX 07/17 USD 15.60 –16.2 –24.4 –9.0
Real Estate Sec. I OT EQ LUX 07/17 USD 17.86 –15.4 –23.1 –7.4
Short Mat Dollar A US BD LUX 07/17 USD 7.82 –10.2 –11.5 –3.9
Short Mat Dollar A2 US BD LUX 07/17 USD 9.94 –10.1 –11.6 –4.0
Short Mat Dollar B US BD LUX 07/17 USD 7.82 –10.5 –11.9 –4.4
Short Mat Dollar B2 US BD LUX 07/17 USD 9.96 –10.4 –11.9 –4.4
Short Mat Dollar I US BD LUX 07/17 USD 7.82 –10.0 –11.0 –3.4
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Eurozone Small-Cap Equity
Funds that invest primarily in the equities of small-cap companies from the 12 Eurozone
countries. At least 75% of total assets are invested in equities. Ranked on % total return (divi-
dends reinvested) in U.S. dollars for one year ending July 18, 2008

Leading 11 Performers
FUND FUND LEGAL % Return in $US **
RATING NAME FUND MGM'T CO. CURR. BASE YTD 1-YR 2-YR 5-YR

NS RR Analysis Universal-Investment EURiGermany –4.05 0.63 13.89 NS
TopSelect Universal Acc GmbH

3 Prevoir SOCIETE DE GESTION EURiFrance –7.59 –10.78 8.32 21.04
Perspectives C PREVOIR

1 Natexis NEM Partners EURiFrance –12.22 –16.73 0.06 5.47
Actions Capital Structurant

2 Afer-Flore Aviva Gestion EURiFrance –11.74 –20.67 –0.89 14.94
A/I d'Actifs

4 Lupus Alpha Lupus alpha Asset EURiLuxembrg –12.63 –21.04 12.94 24.43
Smaller Euro Champs A Acc Management

NS Primera Fund Fortis Investments EURiLuxembrg –13.53 –22.17 NS NS
Equity Microcaps Acc (BE)

5 AXA L Fd AXA Investment EURiLuxembrg –13.18 –22.87 7.80 26.93
Small Caps Benelux Acc Managers S.A.

NS HiQ HiQ Invest EURiNethrlnds –14.38 –23.16 NS NS
Fundamental Value Acc

4 HSBC GIF HSBC Investment EURiLuxembrg –9.93 –23.62 12.57 23.42
Euroland Eq Sm Comp AC EUR Funds (Luxembourg) S.A.

3 Robeco Small Robeco Gestions EURiFrance –12.82 –23.73 2.95 16.44
Cap Euro A/I

NS WestLB Me Co WestLB Mellon EURiLuxembrg –13.24 –24.96 NS NS
Fd-Euro Small Cap Eq A Acc Asset Mgmt (Lux) S.A.

Hedge-fund inflows fall 79%
to lowest level since late ’05

Targeting tax shelters
U.S., Australia probe
Westfield’s Lowys;
$68 million account
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By Evan Perez

And Kris Hudson

WASHINGTON—The Lowy fam-
ily, which controls Sydney-based
Westfield Group, the world’s larg-
est shopping-mall owner by market
value, is facing probes by U.S. and
Australian tax authorities regard-
ing the family’s alleged use of tax
shelters in Liechtenstein.

The use of such shelters offered
by elite offshore banks is the focus
of investigations by authorities on
five continents. That is causing ner-
vousness among private bankers
and dozens of the world’s wealthi-
est families. Authorities are trying
to determine whether wealthy indi-
viduals used the accounts to avoid
paying taxes on dividends, interest
and capital gains generated by the
funds in the accounts.

In the U.S., a Senate report un-
veiled at a hearing Thursday fo-
cused on the activities of Liech-
tenstein’s LGT Group and Swiss
banking giant UBS AG, which law-
makers say marketed tax-evasion
methods to U.S. clients. The hearing
highlighted seven families, includ-
ing the Lowys, who held assets in off-
shore accounts.

The IRS probe of the Lowys is at an
early stage and there is no imminent
threat of criminal charges, according
to people familiar with the matter.

The Lowys had “one of the larg-
est relationships” at LGT, according
to the report.

Senators are looking into why
the Lowys used a Liechtenstein foun-
dation to hold $54 million in assets,
beginning in 1997. The foundation’s
assets grew to $68 million in
2001 when it was dissolved.

LGT memos cited in the re-
port said the Lowys were con-
cerned about preventing Aus-
tralia from learning of the as-
sets.

U.S. authorities are inves-
tigating whether U.S. tax law
may have been violated. The
Senate report alleges the
Lowys used a U.S. corpora-
tion to hide the beneficiaries
of the LGT account.

Peter Lowy, 49 years old, is the
head of Westfield’s U.S. operations
and has been living in the U.S. for
about 17 years. In 2003, he became a
U.S. citizen. It is against the law for
foreign residents of the U.S. who file
taxes here to hide investment income
earned in foreign accounts, tax ex-
perts say. The Senate findings don’t
contain evidence that the Lowys
dodged taxes. Robert Bennett, the at-
torney representing Peter Lowy, said
his client denies any wrongdoing.
“Families and businesses all over the
world use a variety of tax structures

to legitimately protect their assets,”
Mr. Bennett said.

Peter Lowy is one of the three
sons of Frank Lowy, 77, who co-
founded the company. The family is
the largest shareholder with a 9.3%
stake valued at about $2.6 billion.

The foundation, called Luperla,
was set up with scant evidence of a
connection to the Lowys. An Israeli
attorney for the family was the sole

name with any role in its
management, according
to internal LGT docu-
ments uncovered in the
probe.

Senate investigators
said a Delaware company
headed by Peter Lowy
was designated to assign
beneficiaries of the as-
sets. Senate investiga-
tors relied in part on in-
formation from a former
UBS private banker, Brad-

ley Birkenfeld, who pleaded guilty
June 19 to helping his U.S. clients
evade taxes. Investigators also have
been aided by information from
Heinrich Kieber, a former employee
of LGT, who has turned over account
data to tax authorities in Germany,
Australia, the U.S. and other na-
tions.

LGT says Mr. Kieber stole the doc-
uments and it can’t say whether the
documents investigators have are
authentic. UBS says it is working
with authorities to correct past com-
pliance failures.

Parmalat, UniCredit near a deal
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Peter Lowy

By Giada Zampano

And Luca Di Leo

MILAN—Parmalat SpA is close
to securing a Œ300 million ($475 mil-
lion) payment from UniCredit SpA,
people familiar with the matter said,
in what would be the latest in a
string of legal settlements related to
the Italian dairy company’s collapse
in 2003.

Parmalat and UniCredit said in
separate statements Friday that they
were in talks, but that no deal had
been reached. If the deal goes
through, as expected, Parmalat will
have received Œ1.84 billion in legal set-
tlements related to its bankruptcy.

The company, once considered a
jewel of the Italian food industry,

crumbled under Œ14 billion of debt,
the victim of massive fraud allegedly
perpetrated by its former managers.
The new Parmalat—a revamped com-
pany that relisted on the Milan ex-
change in 2005—is seeking damages
in dozens of cases against its former
bankers and auditors in Italy and the
U.S. Banks and former auditors have
denied any wrongdoing.

Parmalat’s new shareholders
hope the recovered cash will be dis-
tributed through dividends. Ana-
lysts said Friday that the expected
settlement with UniCredit could
bring some relief to the company,
which was recently forced to issue a
profit warning on its 2008 earnings
because of tough economic condi-
tions in some of its core markets.

Parmalat’s largest out-of-court
settlements with banks include one
with Credit Suisse Group and UBS
AG in June for a total of Œ356.5 mil-
lion and another with Italy’s Intesa
Sanpaolo SpA for Œ396 million in De-
cember.

Meanwhile, Deutsche Bank AG,
Morgan Stanley and UBS said they
were in talks over a potential settle-
ment with Parmalat bondholders—
investors who suffered heavy losses
when the dairy firm went bankrupt
and have been seeking compensa-
tion through the courts.

News of the possible UniCredit
settlement boosted Parmalat shares,
which on Friday closed up 5.8% at
Œ1.65 in Milan, strongly outperform-
ing an overall positive market.

Data as shown is for information purposes only. No offer is being made by
Morningstar, Ltd. or this publication. Funds shown aren’t registered with the U.S.
Securities and Exchange Commission and aren’t available for sale to United
States citizens and/or residents except as noted. Prices are in local currencies.
All performance figures are calculated using the most recent prices available.

By Kevin Kingsbury

Hedge-fund inflows tumbled
79% in the second quarter from a
year earlier, hitting a 2µ-year low
while stocks swooned in the period.

The figures from industry data
provider Hedge Fund Research
show $12.5 billion in new capital
was added to hedge funds last quar-
ter, the lowest figure since the final
quarter of 2005 and putting the first-
half total at about $29 billion—a
five-year low. First-half inflows last
year were nearly $118 billion.

Suggesting continued concern
with regard to credit exposure, in-
vestors withdrew more than $3.6 bil-
lion from relative-value funds,
while adding nearly $7 billion to
ones with macro strategies.

The latter type of fund bets on
global financial and economic

trends and has performed well this
year amid persistent trends in com-
modities and currencies, as well as a
lack of direct exposure to credit
weakness. The HFRX Macro Index is
up more than 14% this year.

“There were some interesting al-
location preferences in response to
performance volatility in the sec-
ond quarter,” said Kenneth J. Heinz,
president of Hedge Fund Research.
“In some cases, investors allocated
opportunistically to areas of weak
performance” such as emerging
markets and equity-growth sectors.

He added: “The marketplace ap-
pears to be expecting a volatile envi-
ronment, and portfolios are being
positioned to benefit from this.”

Total industry capital, or the
sum of all assets held by hedge
funds, rose $56 billion last quarter
to $1.931 trillion.
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T
HE EVENTS of the past few
weeks leave U.S. policy mak-

ers at a crossroads in a long-run-
ning debate about how to police
financial markets.

For much of the past quarter-
century, policy has tilted away
from strict regulation and to-
ward relying on market disci-
pline to keep the financial sys-
tem on an even keel. Market
players, the thinking went, had
an incentive not to push them-
selves or their counterparties
too far, because they had too
much to lose if they did.

This approach has failed, but
finding a workable alternative
won’t be easy.

Carmen Reinhart, a Univer-
sity of Maryland economist who
has studied centuries of financial
crises, concludes that blowups
happen almost inevitably after
financial markets are liberalized
or some innovation allows capi-
tal to flow more freely.

She and fellow researcher Ken-
neth Rogoff found that during the
loosely regulated 1980s and ’90s
there were 137 banking crises
around the globe, compared with
a total of nine during the more
tightly regulated ’50s, ’60s and
’70s. Deregulation of interest
rates on deposits at U.S. thrifts in
the early 1990s, for example, led
to a wave of risk-taking and the
savings-and-loan crisis.

“Market discipline exists in
theory, but in practice, ahead of
each crisis, what we see is quite
the opposite,” Ms. Reinhart says.

Such discipline clearly broke
down at places like Citigroup
and Merrill Lynch, which in the
past nine months have written
down more than $80 billion com-
bined on bad investments. They
took too many risks on complex
mortgage investments that they
created but didn’t adequately un-
derstand. More broadly, Wall
Street’s version of market disci-
pline produced the worst hous-
ing crisis since the Great Depres-
sion—just a few years after a
burst bubble in Internet stocks.

Yet in recent days, the alterna-
tive to market discipline—regula-
tion—hasn’t stood up very well to
scrutiny either. IndyMac Bank,
the mortgage specialist that col-
lapsed earlier this month, was a
federally regulated bank. The fail-
ure of the IndyMac Bancorp unit
could cost American taxpayers as
much as $8 billion.

Ms. Reinhart likens the hodge-
podge of state and federal bank
supervisors to a “banana repub-
lic” of regulation.

F
ANNIE MAE and Freddie
Mac, the troubled U.S. mort-

gage giants, are another example
of regulation gone awry. They
have their own regulator, the Of-
fice of Federal Housing Enter-
prise Oversight, whose main mis-
sion is to ensure they have
enough capital. Despite the over-
sight, they might need capital in-
jections from the U.S. Treasury
amid mounting mortgage losses.

Unlike other areas of the econ-
omy, the Bush administration has
been trying for years to sharpen
oversight of the two companies.
Congress is finally near comple-
tion of legislation that would cre-

ate a stronger regulator to watch
over Fannie and Freddie. But that
comes too late for the current
foreclosure crisis, which has
shown that their capital require-
ments were too low.

Ironically, hedge funds—
which are largely unregulated,
and where market discipline re-
mains the government’s main
policy tool—haven’t produced a
major blowup this cycle. The Fed-
eral Reserve has pushed invest-
ment banks to ensure that their
hedge-fund clients don’t borrow
too much and get overextended.

So far, it seems to be working.
With the exception of two funds
run by Bear Stearns, no major
hedge-fund players have col-
lapsed during the current credit
crunch. However, the hedge
funds did play an important role
in fueling the credit boom that
preceded the current crunch—by
funding and trading many of the
complex debt instruments that
have quickly unwound.

C
OLLATERALIZED debt obli-
gations and credit-default

swaps, two kinds of debt instru-
ments that played a starring role
in Bear Stearns’ troubles, were
the playground of many hedge
funds. John Paulson, the billion-
aire hedge-fund manager, made
his fortune by using these mar-
kets to bet against housing.

“The enormous losses and
write-downs taken at financial
institutions around the world
since August, as well as the run
on Bear Stearns, show that, in
this episode, neither market dis-
cipline nor regulatory oversight
succeeded,” Fed Chairman Ben
Bernanke said in a major ad-
dress on regulation earlier this
month.

The conclusion is humbling.
Policy makers need to fix a bro-
ken financial system with policy
levers they know are damaged,
too. The pendulum between mar-
ket forces and regulation has no
reassuring place to swing,
though in the short-run, it is
surely swinging toward regula-
tion.

Unlike his predecessor, Alan
Greenspan, a strong advocate of
letting the market discipline it-
self, Mr. Bernanke has been
pushed into the role of Mr. Fixit,
forced to strike some new bal-
ance with more regulation.

That will mean tinkering with
everything from the way that
credit-derivatives trades are set-
tled to the way investment
banks manage their short-term
funding in “repo” markets,
where they use securities as col-
lateral for short-term loans. It
will also mean broadening the
Fed’s powers to oversee invest-
ment banks and possibly others.

Some economists look upon
this shift with trepidation.

“What we have is obviously
very dynamic markets that have
the ability to run circles around
regulators and they have an in-
centive to exploit every possible
opening there is for regulatory
arbitrage,” says Raghuram Rajan,
a University of Chicago econo-
mist who sounded alarms about
the excesses building up in the
financial system back in 2005.

By John W. Miller

BRUSSELS—A team appointed
by Belgium’s King Albert II started
work Friday to resolve a stalemate
between the nation’s French and
Dutch speakers. At stake is not
whether Belgium falls apart, but
whether it becomes more like Swit-
zerland.

Ever since elections in June
2007, Belgium has been in trouble. It
took nine months to form a govern-
ment. Belgian newspapers ran
alarming headlines warn-
ing of the nation’s possible
breakup. Last Monday, the
prime minister, Yves Le-
terme, offered to resign.

But while the glue that
holds together this fragile
nation of 10.5 million is
slowly coming unstuck, it’s
likely to endure at least an-
other generation, say politi-
cal leaders and analysts.

None of the mainstream
Flemish parties favor inde-
pendence for Flanders—a reflection
of Belgium’s battered but tenacious
national identity, along with the
costs and complications of divorce,
and the gnarly question of who gets
Brussels, the wealthy capital city
and seat of the European Union.

Now, it looks increasingly like
Belgium will have a constitutional
convention to work out changes
that would give more autonomy to
Belgium’s regions, making the coun-
try’s political structure look more
like confederal Switzerland.

Late Thursday night, King Albert
said he was rejecting Mr. Leterme’s
resignation, and he gave three re-
spected figures from outside the po-
litical fray until the end of the

month to find a compromise that
the country’s French speakers, who
think Belgium is too loose a federa-
tion already, are willing to accept.

Previous Belgium’s Flemish ma-
jority has been restless ever since
the country was formed in 1830,
when French-speaking aristocrats,
merchants and bankers set up Bel-
gium as a unified, monolingual state.
Even today, Brussels is a predomi-
nantly French-speaking island in the
Dutch-speaking North.

constitutional shifts in 1970,
1980, 1988 and 1993 have
since transformed Belgium
into a Balkanized federal
state with seven parlia-
ments and some 60 cabinet-
level ministers. The major
political parties have split
into separate French- and
Dutch-speaking versions.

Now, Belgium’s Flemish
majority, numbering six mil-
lion, is pushing for further
constitutional change,
driven not least by resent-

ment at the large annual transfers of
their tax money to French-speaking
Wallonia, in the south. The transfers
amount to between $3 billion and $6
billion a year, according to a 2006
study commissioned jointly by the
regional governments of Flanders
and Wallonia.

Flemish political parties also
want each language-based region to
run its own health care, unemploy-
ment insurance (unemployment is
15% in Wallonia, 7% in Flanders),
courts and other functions. And they
want the multilingual suburbs
around Brussels to vote for candi-
dates in Flanders. They vote in the
capital now—a boost for French-
speaking parties.

When Mr. Leterme threw in the
towel last week, he told reporters:
“The federal consensus model has
reached its limits.”

Even if King Albert’s task force
fails to reach an accord between the
two sides, analysts say a decision to
split up and create separate nations of
FlandersandWallonia—astheCzechs
and Slovaks did in dissolving Czecho-
slovakiain1992—is unlikely,barringa
calamitysuchasasevereeconomicde-
pression, or assassination.

Dependent on Belgium for iden-
tity and in recent years solvency,
Wallonia is fiercely attached to the
state. “An independent Wallonia
would not make historical or eco-
nomic sense,” says Pascal Delwit of
the Free University of Brussels.
“And there is a Belgian identity,” he
adds. “It’s by default: We’re not
French, and we’re not Dutch.”

Flanders prides itself on a rich
history as an economic and military
power during the Middle Ages. Flem-
ings still celebrate the Battle of the
Golden Spurs in 1302, when a Flem-
ish militia from Bruges defeated the
army of a French king. Around half
of Belgium’s Dutch speakers would
like to see a Republic of Flanders, ac-
cording to some opinion polls.

Yet, “no political party except the
extremists supports a split,” says Vin-
cent Van Quickenborne, Belgium’s
economy minister and a Flemish con-
servative. Vlaams Belang (Flemish In-
terest), a far-right party that does ad-
vocateindependence,generallypollsa
quarter of the vote in Flanders.

That is partly a bottom-line is-
sue. Belgium’s national debt is more
than$400 billion, or 85% ofgross do-
mestic product. French-speaking
leaders say they would require
Flanders to pay it all off.

Belgium works to clear stalemate

U.K. eyes borrowing law
Possible policy shift
would ease limits
as finances weaken

King Albert II

ECONOMY & POLITICS

By Laurence Norman

LONDON—The U.K.’s public fi-
nances took a sharp turn for the
worse in June, in one of the clearest
signs yet of the deteriorating Brit-
ish economy and its political fallout
for Prime Minister Gordon Brown.

As a result, the government is
considering changing its fiscal rules
to make it easier to borrow—modify-
ing a policy that was the hallmark of
Mr. Brown’s decade as treasury
chief before he became prime minis-
ter last year.

Some economists welcomed the
potential changes, saying they
could help the government adapt to
new economic circumstances. Other
economists and some political ri-
vals said such a move would look po-
litically expedient, giving the econ-
omy added juice before Mr. Brown
must hold an election by mid-2010.

U.K. net borrowing in June rose
to £9.2 billion (US$18.4 billion) from
£6.3 billion a year earlier, as govern-
ment spending outstripped revenue
growth, the Office for National Sta-
tistics said Friday. A closely
watched measure of the health of
the government’s finances, net debt
to gross domestic product, rose to
38.3%, the highest since July 1999
and close to the government’s 40%
ceiling.

The rival Conservative Party,
which has a 22-point lead over Mr.
Brown’s Labour Party in recent opin-
ion polls, attacked Mr. Brown.
George Osborne, the Conservative
Party’s leading voice on economic
policy, said that during periods of
economic growth the government
had failed to put aside money for an
eventual economic downturn, when
revenue falls as spending rises.

“Now we’ve reached those bad
years, the public finances are in a
mess and the rules are being
ditched,” Mr. Osborne said.

Finance Minister Alistair Dar-
ling said in an interview on BBC ra-
dio that the U.K.’s 40% debt-to-GDP
ratio actually compares quite well
with that of many other developed

economies.
The fiscal framework, which the

government could change in the
fall, was established in 1998, early
into Mr. Brown’s decade-longtenure
as finance minister. It was a center-
piece of the Labour government’s ef-
forts to show it could be trusted
with the economy, and placed Mr.
Brown’s stamp on fiscal policy. Un-
der the policy, the government must
balance the budget, excluding in-
vestment, over the economic cycle,
and its debt must not exceed 40% of
gross domestic product.

Charles Davis, an economist at
the Center for Economics and Busi-
ness Research, said a problem with
the current system is that the Trea-
sury decides when the economic cy-
cle starts and ends. In the past sev-
eral years, by allowing the cycle to
stretch on, the government has
been able to offset its extra recent
borrowing against the strict fiscal
discipline it applied in its early
years. Mr. Davis advocates setting
up a committee with the power to
make this decision, decide when the
economic cycle starts and ends,an
idea with broad support.

“The government has too much
discretion in deciding the timing of
the cycle,” said Peter Newland, U.K.
economist at Lehman Brothers. “If
it’s done by a third party or [a
group] that is independent of gov-
ernment, that would add credibility
to the fiscal framework.”

Other economists suggest remov-
ing the 40% net debt ceiling and al-
lowing the government to borrow
more in harsher conditions.

Markets police themselves poorly,
but regulation also has its flaws

THE OUTLOOK n BY JON HILSENRATH

Prudence index
U.K. Prime Minister Gordon Brown 
aims to keep net debt below 40% 
of Gross Domestic Product

Sources: U.K. Office of National Statistics; 
U.K. Treasury for projections
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Banks put mergers on the installment plan
Move aims to cut risk
while costs escalate;
taking the short view

Still deals to be had
The credit crunch hasn't prevented some large mergers or acquisitions from taking place this year

Note: Data as of July 17 Source: Dealogic

DEAL STATUS TARGET (Nationality) ACQUIRER (Nationality) DEAL VALUE, in billions

Completed Philip Morris Intl. (U.S.) Existing shareholders (U.S.)

Pending Anheuser-Busch (U.S.) InBev (Belgium)

Withdrawn Yahoo (U.S.) Microsoft (U.S.)

Withdrawn TeliaSonera (Sweden) France Télécom (France)

Pending Time Warner, 85.25% (U.S) Existing Shareholders (U.S.)

Pending Continental AG, 97.03% (Germany) Schaeffler (Germany)

Pending China Netcom, Hong Kong (China) China Unicom (China)

Pending Alltel (U.S.) Verizon (U.S.)

Pending Wm. Wrigley (U.S.) Mars (U.S.)

Pending Calpine (U.S.) NRG Energy (U.S.)

Pending Rohm & Haas (U.S.) Dow Chemical (U.S.)

Pending St. George Bank (Australia) Westpac Banking (Australia)

$111.3

59.6

47.5

47.4

40.3

35.5

32.0

28.1

22.6

19.3

18.5

18.0

— NOTICE TO READERS —
The articles on this page on the
securities and investment-banking
industry are provided by Financial
News, a Dow Jones company in
London that publishes the
Financial News Web site (www.efi-
nancialnews.com) and Financial
News weekly newspaper.

By Tom Fairless

The executive responsible for
market-abuse policy at the U.K.’s fi-
nancial watchdog has jumped ship
to the Irish Stock Exchange, even as
authorities in the U.S. and Europe
step up their scrutiny of volatile glo-
bal markets.

Mike Duignan, who currently
runs market-abuse policy at the Fi-
nancial Services Authority, agreed
to head up market supervision at Ire-
land’s stock exchange. The Irish
bourse recently separated its super-
visory unit from its exchange busi-
ness in an effort to improve market
monitoring and “strengthen the rep-
utation of the ISE and its markets,”
according to Deirdre Somers, the
ISE’s chief executive.

A spokesman for the FSA said
that it has yet to appoint a successor
for Mr. Duignan, but will do so even-
tually. Mr. Duignan’s departure
comes as lawmakers on both sides
of the Atlantic put regulators under

pressure to calm jumpy markets.
The U.K.’s Treasury Select Com-

mittee last week held a hearing into
the regulation of oil markets at
which witnesses from the FSA, oil
market ICE Futures Europe and An-
glo-Dutch oil giant Shell were
grilled over the key factors behind
the rise in oil prices, including the
role of speculation. Alexander Just-
ham, a director in the FSA’s markets
division, played down fears over the
existence of a “London loophole”
that U.S. lawmakers have claimed
might allow institutional investors
to manipulate oil prices.

U.K.’s market-abuse chief resigns

By Harry Wilson

And Duncan Kerr

T OUGH CONDITIONS in the
credit market aren’t enough
to stop large mergers entirely.

But they have pushed banks to
stiffen their financing terms, some
of them insisting that companies
pay for their mergers in install-
ments, as if they were buying a televi-
sion set or car rather than a multibil-
lion-dollar company.

Belgian brewer InBev NV is es-
sentially doing that in its $52 billion
acquisition of U.S. rival Anheuser-
Busch Cos., supported by a $45 bil-
lion loan from 10 banks providing
$4.5 billion each. InBev will have to
refinance the first $7 billion of the
loan within the next 12 months and
has committed to a payment sched-
ule that guarantees the banks can re-
duce their exposure to the loan over
the next few years. The structure of
the InBev loan is the highest-profile
example of banks pushing acquiring
companies to give the banks a sure
path to cut large exposures, a partic-
ular concern to many firms given
the multibillion-dollar writedowns
they have been forced to take over
the past year. In recent years, ro-
bust capital ratios allowed banks to
be lenient when lending to the cor-
porate sector.

Lenders have always preferred
short-term paper to longer-term
lending. But until this year they
didn’t seem particularly worried
about a company taking out longer-
term facilities, so long as the com-
pany was judged to have solid
credit. Banks are now reluctant to
lend for several reasons, including
higher costs, tighter credit limits
and difficulty assessing the risks of
a deal. But by reducing their expo-
sure to these risks to as short a pe-
riod as possible, banks are allowing
companies to complete bigger deals
than many had felt the credit crisis
would allow.

“In this environment, loan expo-

sure has to be short term and a credi-
ble refinancing plan has to be in
place either through asset disposals
or through the equity and bond mar-
kets,” said Kristian Orssten, head of
loan and high-yield capital markets,
sales and trading for Europe, the
Middle East and Africa at J.P. Mor-
gan & Chase Co. in London. “Gener-
ally what we’re seeing is a third to a
half of exposure has to disappear in
the first year.”

Global mergers-and-acquisition
deal volumes fell dramatically in the
first half compared with last year’s
record, according to data provider
Dealogic. However, advisory busi-
nesses generated nearly $10 billion
in revenues in the first six months of
the year, with fees from deals of
more than $1 billion responsible for
$5.7 billion of the total, a 21% de-
crease from the same period last
year. Bankers say they don’t expect
a substantial revival in deal vol-
umes this year, although business
has remained relatively steady. In
the meantime, they have been able
to command a premium for provid-
ing financing.

They are basically reviving loan
structures prevalent eight years
ago, said Julian van Kan, head of Eu-
ropean loan syndications and trad-
ing at BNP Paribas SA. “The focus
has turned to…providing lenders
with a clear refinancing route map ei-

ther through asset disposals or via
the debt and equity capital mar-
kets,” he said.

“Banks don’t want to be holding
big positions over time in a falling
market and want deals with incen-
tives that push borrowers to return
to the capital markets to refinance,”
said Marisa Drew, co-head of Euro-
pean global market solutions group
at Credit Suisse in London. A vivid ex-
ample of how a company can be
pushed into the capital markets by a
multibillion-dollar loan for an acqui-
sition is Russian energy company

OAO Rosneft.
Last week, Rosneft borrowed

nearly $3 billion as part of a five-
year loan organized by nine banks
and said it would repay early all of
the $22 billion facility it took out
last year to fund its acquisitions of
assets from defunct Russian oil com-
pany Yukos. In March, Rosneft had
to refinance $5.7 billion of the loan
and by September it has to repay a
$2.3 billion bridging loan. Fixed-in-
come analysts at Moscow-based in-
vestment bank Renaissance Capital
said they expect the company to re-

main a major source of new debt is-
sues for some time.

Smaller acquisitions are also in-
volving similar terms. Last week,
U.K. retailer the Co-operative Group
bought rival Somerfield for £1.57 bil-
lion ($3.14 billion) and borrowed
about £1 billion from its three banks,
which required it to submit to a simi-
lar multiyear repayment schedule,
according to a person familiar with
the terms. France Télécom, in its
aborted pursuit of Swedish telecoms
company TeliaSonera, agreed to
similar terms to secure the Œ10 bil-
lion ($15.8 billion) of financing it had
arranged in the event the deal had
been successful, according to people
familiar with the deal. Bankers say
the restructuring of the terms of
loans is allowing companies to com-
plete bigger financings than many
had felt were possible given the mar-
ket conditions. InBev was able to get
its financing together in a short
space of time; from the company
sending out requests to potential
lenders to getting agreement for the
facility took less than three weeks,
despite the banks each being asked
to put up $4.5 billion.

Antonio Weiss, who led the Laz-
ard team that advised InBev on the
transaction, said, “credit markets
are obviously constrained, but the
company’s strong cash flows and the
industry logic of the combination al-
lowed us to assemble a diverse, high-
quality set of banks very quickly.”

The sell-side community focuses more on technology than
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