
KKR will soon be a public com-
pany. The venerable private-eq-
uity firm is preparing a transac-
tion that will list it on the
NYSE and could value it at as
much as $15 billion, but the
deal comes at a hard time for
private fund managers. Page 1

n Rumors about Lehman are
the focus of the SEC’s investiga-
tion into potential market ma-
nipulation in the U.S. Page 19

n U.S. banking stocks staged
an impressive rally last week,
but there are signs the sector’s
worst may not be over. Page 1

n Stocks fell in Russia as con-
cerns mounted over politics
and commodity prices. Page 19

n A U.S. housing bill depends
largely on bankers’ willingness
to take a partial loss. Foreclo-
sures continue to rise. Page 2

n The U.S. economy keeps
growing sluggishly, raising the
question: Could this be the first
recession without a decline in
economic output? Page 8

n Brazil accepted a compromise
proposal on agricultural and in-
dustrial goods, in a break-
through for EU and U.S. negotia-
tors at the WTO summit. Page 2

n Lufthansa union members
voted overwhelmingly to sup-
port a walkout. Page 5

n Motorola is reorganizing its
home and networks mobility
unit into three businesses in a
step that could allow an easier
sale of these businesses. Page 6

n Danone and Wahaha appear
to be headed for a breakup of
their partnership as they look be-
yond a longtime feud. Page 6

n Euro-zone money growth
eased in June amid slowing
credit growth, removing one mo-
tivation for the ECB to raise in-
terest rates. Page 22

n Alcatel-Lucent’s services divi-
sion is expanding while growth
in fixed- and mobile-phone equip-
ment has been sluggish. Page 3

By Dennis K. Berman

Kohlberg Kravis Roberts & Co.
will soon be a publicly traded com-
pany, as the venerable private-equity
firm prepares a transaction that will
list it on the New York Stock Exchange
and could value it at between $12 bil-
lion and $15 billion, people familiar
with the matter say.

KKR, founded by Henry Kravis and
George Roberts, is plunging into the
public markets at a dark time for pri-
vate fund managers, who generally
make the bulk of their income buying
and selling companies. The credit mar-
kets have largely closed on such deals,
making funding hard to get and dry-

ing up the pipeline of fees that they
create. What is more, the vintage of
transactions from 2006 and 2007—a
furiously busy period for the whole
buyout industry—is widely
regarded as overleveraged
and overpriced.

In finally moving to the
public markets—having
filed papers more than a
year ago—KKR is asking in-
vestors to believe in both the
firm’s past and its future.

Indeed, KKR has proved
itself a consistent performer
since its founding 32 years
ago, deliveringan average an-
nual return of 26%. While
some deals, notably its historic take-
over of RJR Nabisco, yielded meager
returns, KKR has showed it could navi-
gate through good times and bad. But
now investors must trust KKR’s acu-
men in other investing arenas, where
it has little or no track record.

Part of KKR’s plans include bigger
investments in infrastructure and real
estate, mezzanine debt investing and
old-fashioned stock picking. The hope

is to transform KKR into a
broad asset manager, an-
chored but not exclusively
controlled by the private-eq-
uity earnings.

This was also the mission
of Blackstone Group LP,
which went public in the
summer of 2007 just as the
credit markets were crest-
ing. So far Blackstone shares
have performed poorly, as in-
vestors fret about the
strength of the firm’s earn-

ings stream. Blackstone shares began
trading on June 22, 2007, and closed
that day at $35.06 on the New York
Stock Exchange. Since then, the
shares have fallen $18.05, or 51%, to
$17.01. Blackstone shares trade at
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Obama sends
mixed signals
on trip abroad

Sen. Obama wooed Europe and
the Middle East last week with
calls for a major transformation
of U.S. foreign policy, but his ex-
tensive courting of Israel and its
political leadership served as a
signal to some in the Arab-Israeli
peace process that the Illinois
senator might not be as neutral
a political broker as they had
originally anticipated. Page 1

n Abbas said Egypt will resume
mediation talks between Fatah
and Hamas, two days after a car
bomb killed six people in Gaza
and prompted tit-for-tat arrests.
n West Bank homes go without
water for hours, and sometimes
days, because of a shortage, the
Palestinian Water Authority says.

n Iraq’s provincial elections are
unlikely to be held this year, a
top lawmaker said, because of
an impasse with Kurdish leaders.

n Greek and Turkish Cypriot
leaders plan to start talks on
Sept. 3, sparking hopes of end-
ing the island’s 34-year division.

n Storms and floods in the Car-
pathian Mountains killed 13 in
Ukraine and five in Romania.
Thousands were evacuated and
more than 300 Ukrainian towns
and villages were without power.

n With the Olympics set to
open in 11 days, organizers said
competition and training venues
were completed, but journalists
questioned Beijing’s compliance
with other promises. Page 9

n An appeal was filed by Rado-
van Karadzic’s defense team to
stop Serbia from extraditing
the ex-Bosnian Serb leader to
the U.N. war-crimes tribunal.

n Spain jailed seven people on
charges of belonging to a mili-
tant cell of the Basque separat-
ist group ETA believed respon-
sible for recent bomb attacks.

n A high alert was declared in
India’s cities after a string of
bombs in Ahmedabad killed doz-
ens and wounded more than 150
Saturday. Page 32

n Two consecutive explosions
in Istanbul killed at least eight
people and injured two dozen.

n The owner of a ferry that
sank in the Red Sea, killing more
than 1,000 Egyptians, was acquit-
ted of criminal charges.

n Carlos Sastre of Spain won
the Tour de France.

Banks’ status still shaky
despite recent stock rally

KKR moves to go public
IPO will value firm
at up to $15 billion;
grim time in market

Henry Kravis

By Jay Solomon

CHICAGO—Barack Obama
wooed Europe and the Middle East
last week with calls for a major
transformation of U.S. foreign pol-
icy, pledging to withdraw American
soldiers from Iraq while building
closer trans-Atlantic ties.

But the Democratic presidential
candidate’s 10-day, eight-nation trip
also hinted at the potential limita-
tions on his campaign to reorient

America’s over-
seas strategy,
should he be
elected in Novem-
ber. A number of
European and
Arab analysts
said such short-
comings could
risk alienating
the very people
the presumptive
Democratic pres-
idential candi-
date has inspired

most in the U.S. and globally during
his presidential campaign. “The
Arab Street definitely prefers the Dem-
ocrat to become the next American
president,” said Radna Habib, a Jor-
dan-based political analyst who
tracked Sen. Obama’s visit to Amman.
“But they’re still pessimistic about the
U.S. perception of Muslims and Ar-
abs.”

Sen. Obama, in an interview Sat-
urday en route to Chicago from Lon-
don, said he had learned on the over-
seas tour that “people were more op-
timistic about our ability to solve
[the Arab-Israeli] problem and how
important it is to addressing
broader problems in the region.”

“If we can solve the Palestinian
question,” he added, “I think it will be
much easier for moderate Arab states
and leadership to ally strongly with
us in our policies towards Iran.”

Still, Sen. Obama’s extensive
Please turn to back page

Editorial&Opinion

By E.S. Browning

Every few months since the
credit crisis began a year ago, bank
stocks have rallied on hopes that the
worst is over. They did it again,
loudly, a few days ago. But there are
signs that it may be too soon to
sound the all-clear.

The rebound this time was im-
pressive. From their July 15 low
through Wednesday, U.S. bank
stocks surged 45% according to the
Dow Jones Wilshire bank index.
Even after giving back some gains
late in the week, the prices of some
financial stocks have doubled from
their July lows.

Still, the hardest-hit, such as
Washington Mutual, National City
and Fannie Mae, remain down 80%
or more from their 2007 highs.

These sudden surges typically
happen when stocks have fallen so
drastically that short-term inves-
tors see the opportunity to cash in
on a bounce. A government move to
clamp down on short-selling, mak-

ing it harder for investors to bet on
stock declines, was a big catalyst for
the recovery this time.

If longer-term investors decide
the worst is over and start buying,
this sudden recovery can mark the
end of a bear market. If the longer-
term investors stay away, the stock

Please turn to back pageBarack Obama

Brown on the ropes
Labour doesn’t have a mandate
for another unelected premier.
Review & Outlook. Page 11
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What’s News—
Business & Finance World-Wide

Source: Dow Jones Indexes

Another bank-stock rally
Will this one hold up better than 
the others?

J F M A M

Dow Jones Wilshire
U.S. Banks index

Year to date: down 25%
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A highway delivers growth
to a poor German state
JOURNAL REPORT | PAGES 16-17

Jihadis train in Pakistan
to fight U.S. across border
NEWS IN DEPTH | PAGES 14-15

Money & Investing > Page 19

Markets
NET PCT

MARKET CLOSE CHG CHG

DJIA 11370.69 +21.41 +0.19
Nasdaq 2310.53 +30.42 +1.33
DJ Stoxx 600 281.76 -0.45 -0.16
FTSE 100 5352.6 -9.7 -0.18
DAX 6436.71 -3.99 -0.06
CAC 40 4377.18 +29.19 +0.67

Euro $1.5675+0.0002 +0.01
Nymex crude $123.26 -2.23 -1.78

cleaner-burning
natural gas goes a long
way. our technology
makes it go even further.
Thanks to ExxonMobil innovations, we can now deliver
cleaner-burning natural gas in 80% larger quantities and over
vastly greater distances than ever before — making one of the
world’s cleanest fuels available to more people the world over.
The story continues at exxonmobil.com
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bounce turns out to be a bear-market
rally, and stocks retrace their steps.

Each of the rebounds up to now
ran out of steam and led to new
lows. Some worry that the latest
rally was running out of steam at
last week’s end. Considering how
powerful the rally was, if some of
the big rebounders, such as Fannie
Mae and Freddie Mac, were to fall
back to their recent lows, they
would lose half their current
value or close to it—a big hit for
anyone who bought last week.

Gordon Fowler, chief invest-
ment officer at Glenmede
Trust in Philadelphia, isn’t
ready to take that risk.
“The fundamentals are
still deteriorating” for
banks, he says.
“Charge-offs are still
increasing.” With fi-
nancial stocks essen-
tial to the economy,
he sees the group’s
weakness as part of a continuing
slowdown in economic growth,
which he fears will pull the stock
market still lower.

A central problem for banks is
that housing prices are still falling

as foreclosures mount, so that no
one knows how many more write-
offs banks will have to take. Banks
have warned that “the problems
that began with some of the
subprime mortgages are spreading
over to the prime side of the busi-
ness,” says Robert Pavlik, portfolio

manager at Oaktree Asset Manage-
ment in New York, who was selling
bank stocks, not buying them, this
month. That is worrisome because
the prime mortgage market dwarfs
the subprime market.

Another worrisome sign: Banks
continue to show a lack of confi-
dence in one another.

For the past several quarters,
banks have gotten nervous about
lending to one another at quarter’s
end, creating a liquidity squeeze.
They are worried about exposure to

troubled comrades as they close
out their quarterly
books.

“There has been a
little funding

stress around
quarter-end,”
and also a few

weeks before
quarter’s end,
when many bro-
kerage firms
close out their fi-

nancial reporting
periods, says

Michael Chang, U.S. inter-
est-rate strategist at Credit

Suisse. The stress showed up
again in June, his data indicate, al-

though the squeeze wasn’t quite as
bad as in March.

The stress can be seen in two ar-
eas—an increase in interest rates for
overnight loans between banks, and
an increase in the price of borrowing

three-month money compared to
the price of overnight money.

Because of actions by the Fed-
eral Reserve and other central
banks to prevent banks from get-
ting squeezed for cash, fears of
bank insolvency appear to be lessen-
ing, but they have been replaced
with fears that banks will need to
raise an unknown amount addi-
tional capital by issuing new
shares, further diluting the value of
their existing shares.

Perhaps the main reason long-
term investors have yet to dive into
bank stocks and turn one of the ral-
lies into a sustainable run is worry
that even after banks get through
the current mess, they will have
trouble earning healthy profits for
some time.

Wall Street analysts forecast
that banks in the Standard & Poor’s
500-stock index will report 2009
per-share profits (not counting
write-offs) double what is expected
for this year and close to the level of
2004, says Jason Trennert of New
York research firm Strategas. He
thinks that is highly unlikely.

It is likely that both the bank
stocks and the broad indexes will
“revisit” their July lows, he says.

Continued from first page

Banks’ status still shaky despite recent stock rally

Sen. Barack Obama, participating in a Unity ’08 forum in Chicago on Sunday, now
aims to win over critics of foreign-policy pledges he made during his 10-day tour
overseas.

Obama’s neutrality in doubt as he woos Israel
FROM PAGE ONE

courting of Israel and its political
leadership during a two-night stop
served as a signal to some in the
Arab-Israel peace process that the Il-
linois senator might not be as neu-
tral a political broker as they had
originally anticipated.

Many Arab leaders have called
on Washington to more aggres-
sively push the Jewish state on the
Palestinian question, such as de-
manding the cessation of new Is-
raeli settlements in disputed areas,
something Sen. Obama didn’t raise
publicly during his stay.

The candidate made heavily pub-
licized trips Wednesday to Jerusa-
lem’s Yad Vashem Holocaust memo-
rial and the southern Israeli village
of Sderot to meet with victims of Pal-
estinian rocket attacks.

But Sen. Obama spent less then
an hour meeting Palestinian leaders
during a short trip to the West Bank
and avoided any visits to Islamic reli-
gious sites or Palestinian refugee
camps or social organizations.

“There was almost a willful dis-
play of indifference to the fact that
there are two narratives here,” said
Daniel Levy, a former Israeli peace
negotiator based now at Washing-
ton’s New America Foundation.
“This could serve him well as a can-
didate, but not as a president.”

In June, Sen. Obama infuriated
many Arab leaders when he told a pro-
Israel lobbying group in Washington
that he supported an “undivided”
Jerusalem, though he has since
stressed that any decision on the
city’s future status was up to the Israe-
lis and Palestinians to negotiate.

Sen. Obama’s campaign said the
candidate had limited time during his
trip to the Middle East and tried to
strike a balance between meeting Is-
raelis and Palestinians. They said that
Palestinian Authority President Mah-
moud Abbas praised Sen. Obama for
making the time to visit Ramallah.

On Iran, Sen. Obama has
preached during the campaign the
need for high-level and direct diplo-
macy to contain Tehran’s nuclear am-
bitions. The White House’s decision
this month to send the State Depart-

ment’s No. 3 diplomat to meet Iran’s
chief nuclear negotiator in Geneva
appeared to underpin the Demo-
cratic candidate’s Iran strategy.

Still, during his trip last week,
Sen. Obama espoused a markedly
hawkish new rhetoric on Tehran,
which didn’t break too far from Pres-
ident George W. Bush’s.

In Sderot, the junior senator said
he would “take no options off the ta-
ble” in dealing with an emerging Ira-
nian nuclear program that he said
threatened Israel’s existence.

Saturday, Sen. Obama said he
hoped the Iranians didn’t think they
could use the political transition in
Washington to buy more time to de-
velop their nuclear program.

“I don’t want them thinking they
can string this along expecting the
negotiations might be easier with
the next administration,” Sen.
Obama said, noting that he sup-
ported more coercive measures
against Tehran, such as the possible
sanctioning of gasoline imports.

French President Nicolas
Sarkozy and conservative Israeli op-
position leader Benjamin Netan-
yahu publicly praised Sen. Obama’s

more muscular stance on Iran. But
some analysts said his tough rheto-
ric could undercut Iran’s willing-
ness to push forward on the negoti-
ating track.

In Germany, some of the esti-
mated 200,000 people who gath-
ered to watch Sen. Obama’s speech
at Berlin’s Tiergarten park spoke of
their desire to see an end to the U.S.
wars in Iraq and Afghanistan.

They viewed Sen. Obama as an
antiwar politician who could moder-
ate Washington’s fixation on the
war against al Qaeda and terrorism.

Sen. Obamaused his address to
push Germany and Europe to send
more troops and money to support
NATO forces fighting the Taliban in
Afghanistan. Sen. Obama’s com-
ments drew a muted response. And
some in attendance suggested
they’d be disappointed if, as presi-
dent, Sen. Obama didn’t do more to
end the wars.

“As soon as people think they’ve
been deceived…they’ll be skeptical”
of Sen. Obama, said Hanna Heine-
mann, a 36-year-old psychiatrist
who waited outside Berlin’s Kempin-
ski Hotel Adlon last Thursday to steal

a glance of the American politician.
Still, Sen. Obama voiced opti-

mism during his interview that
there was momentum to build on
should he be sworn in as president
next year. He said he had received
encouraging words from Israeli and
Palestinian leaders that peace talks
sponsored by the Bush administra-
tion were making significant
progress, though he was skeptical a
deal could be cinched by year end.
Sen. Obama said there were also
hopeful signs that Syrian President
Bashar Assad was serious about pur-
suing peace talks with Israel.

“There’s no doubt that there are
players in the region who see poten-
tial there,” Sen. Obama said. “And I
think we have to monitor that situa-
tion pretty closely.”

Finally, he said stabilizing the Af-
ghanistan-Pakistan border could be
among his most difficult issues to
tackle should he be elected in Novem-
ber. He said U.S. and Afghan military
officials told him during a visit last
week to Afghanistan that the Taliban
and al Qaeda are intensifying their at-
tacks on coalition forces from havens
inside Pakistan’s tribal areas. And he
said that the potential for al Qaeda to
strike Europe or the U.S. from these
bases posed among the biggest
threats to the U.S. and its allies.

“It was interesting to see the una-
nimity with which people expressed
concerns about al Qaeda’s and the
Taliban’s operations in the Tribal Ar-
eas and how that has to be at the cen-
ter of efforts there, of getting Paki-
stan to be more cooperative in root-
ing out those save havens, Sen.
Obama said.

As part of his presidential cam-
paign, Sen. Obama has pledged to
move two new battalions to Afghani-
stan to aid the Pentagon’s fight
against the Taliban. He also said he
hopes to hear from Pakistan’s Prime
Minister Yousuf Raza Gilani when
the new premier visits Washington.

“Obviously, they’re a new govern-
ment. There just getting their sea
legs,” Sen. Obama said. “But I think
it’s very important that we empha-
size to them how serious we take
these base camps.”

Continued from first page
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By Eric Bellman

MUMBAI—India’s cities were
put on high alert Sunday after a
string of explosions in the western
city of Ahmedabad killed more than
45 people and wounded more than
150 Saturday, one day after explo-
sions rocked the high-technology
center of Bangalore.

A little-known group calling it-
self the “Indian Mujahedeen”
claimed responsibility for the
Ahmedabad bombings in emails to
local television stations. No one has
claimed responsibility for the series
of bombs in Bangalore, which killed
at least one person.

The events continued a recent
trend of bombings in India targeting
important economic cities. In May, a
string of bombs, for which the In-
dian Mujahedeen also claimed re-
sponsibility, killed 63 people in the
popular tourist city of Jaipur.

The Indian Mujahedeen was un-
known prior to the Jaipur bomb-
ings, though police say they believe
it may be an older Islamist group, un-
der a new name, that is seeking to fo-
ment Hindu-Muslim tension and in-
fluence the fate of the disputed Kash-
mir region.

India’s president, Pratibha Patil,
appealed to the people of Ahmedabad
to “maintain peace and harmony.”

Blasts in India
trigger high alert
in nation’s cities

about 13 times the company’s ex-
pected 2009 earnings.

KKR is expected to tell investors
Monday that its shares should be val-
ued at 10 to 12 times 2009 earnings,
whichareestimatedat$1.2billion,giv-
ing it a total valuation of roughly $12
billion to $15 billion. KKR is nonethe-
less making pains to differentiate it-
self from Blackstone in its offering
plan, which carries a number of
unique features.

The first feature involves KKR’s
publicly traded European affiliate,
called KKR Private Equity Investors
LP. Shares in this vehicle have lan-
guished, as there hasn’t been deep li-
quidity in the market, nor great enthu-
siasm for its investments, which
largely include stakes in KKR’s private-
equity transactions.

As designed, KPE shares will be ex-
changed for new shares of the NYSE-
listed KKR. Those shares will effec-
tively become the only publicly traded
shares available and will represent
21% of the total value of the company.
KKR doesn’t plan to sell any more
shares to the public. In addition, KPE
shareholders will be given what is
known as a “contingent value right”
that will award them extra shares in
the new KKR should the value of the
newly exchanged stock not reach a cer-
tain level over the next three years.

These features are designed to
keep KPE holders happy, who still
must approve the transaction for the
full KKR transaction to occur. Mean-
while, KKR’s top managers will be
“locked up” in the company for six to
eight years, meaning they can’t sell
stock until that period ends. In addi-
tion, the fund is setting aside about
16% of the total value of the firm, to be
distributed to KKR partners and em-
ployees in the future.

Continued from first page

KPE’s shares
to be exchanged
for KKR stock
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Banks feel heat of U.S. housing bill
Lenders must agree
to take partial loss
for program to work
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By Damian Paletta

WASHINGTON—The housing res-
cue bill passed by the U.S. Senate
Saturday hasn’t even been signed
into law, but top Democrats already
are putting pressure on regulators
and bankers to try to make sure a
major program to prevent foreclo-
sures doesn’t fall flat.

For struggling U.S. homeowners,
the success or failure of the pro-
gram—which would let roughly
400,000 owners refinance into af-
fordable, government-backed loans—
depends largely on bankers’ willing-
ness to take a partial loss on the
loans and to reduce the amount of
money borrowers owe.

Bankers say they will do it, but it
isn’t clear how many loans they
might be willing to restructure.

“I absolutely do believe that
there will be more principal reduc-
tions,” Michael Gross, Bank of Amer-
ica Corp.’s managing director for
loss mitigation, mortgage, home-eq-
uity and insurance services, told a
congressional panel Friday.

If successful, the program could
putadentintherisingforeclosurefig-
ures as interest rates on adjustable-
rate loans continue to increase while
house prices in many areas slip. Real-
tyTrac Inc. reported last week that
739,714 homeowners received fore-
closure warnings and other related
notices in the second quarter.

Experts say the program’s even-
tual participation could rise dramati-
callyifhomepricescontinuetodrop—
which could put more pressure on
lenderstoofferborrowersmoreassis-
tance. Lawmakers are already press-
ing regulators and lenders to prepare
nowsotheprogramcanbeginwithout
delay when it goes into effect Oct. 1.

The Senate approved the bill
72-13 after the House of Representa-
tives passed it Wednesday in a
272-152 vote. Minutes after the Sen-
ate vote, Senate Banking Committee
Chairman Christopher Dodd (D.,
Conn.) called for a prompt meeting
with the Federal Reserve, the De-
partment of Housing and Urban De-
velopment, and other regulators to
determine the quickest way to get
the program up and running.

HouseFinancialServicesCommit-
tee Chairman Barney Frank (D.,
Mass.) on Friday asked lenders to
hold off on foreclosures until Oct. 1 if
itispossibletheborrowerwouldqual-
ify for the government program. He

threatened legislation if loan servic-
ers and investors don’t work to-
gether to help avert foreclosures.

Taking a loss on a loan by writing
down the principal owed is one of
the least desirable options for loan
servicers. They typically prefer to ei-
ther lower the interest rate or ex-
tend the life of the loan—from 30
years, for example, to 40 years.

“The real problem is going to be,
just like with every program out
there, are the banks going to take this
seriously?” said Rebecca Case-Gram-
matico, a staff attorney at the Empire
Justice Center in Rochester, N.Y., who
advises clients facing foreclosure.
“And if they don’t, we’re in the same
position we’ve been in all along.”

Whether banks embrace the pro-
gram could mean the difference be-
tween foreclosure and homeowner-
ship for people like Kimberly Cox, 37
years old, who lives with her family
in a house in New Boston, Mich. Ms.
Cox refinanced the $254,000 mort-
gage on her house three years ago
into a mortgage that had a flat inter-
est rate for the first two years and
then switched to an adjustable rate.
When rates reset a year ago, her
monthly payments jumped from
$2,100 to $2,800.

The program will be run by the
Federal Housing Administration and
will insure to $300 billion in refi-

nanced 30-year, fixed-rate loans.
The mortgages can’t be for more
than 90% of the home’s newly ap-
praised value.For mortgages that ex-
ceed the value of the home, the
lender would have to voluntarily
write downthe principal to the quali-
fying level. If the home goes up in
value, the borrower must share
newly created equity with the FHA.

The program will begin Oct. 1 and
sunset on Sept. 30, 2011. Borrowers
won’tbeabletoqualifyiftheyhavein-
tentionally defaulted on their loans
or if they have a debt-to-income ratio
of less than 31% as of March 1.

KarenYule,aretiredschoolteacher
andcounselorinDenver,hopesthepro-
gram could help her save her two-sto-
rytownhouse from foreclosure. She
consolidated two mortgages on the
homeintooneloanthrougharefinanc-
ing several years ago.

Her new adjustable-rate loan
gave her multiple options each
month, and she typically paid the
lowest amount. Recently, her loan
servicer told her she could no longer
pay the lower amount she had been
paying—$1,200—and her payments
doubled to $2,400, well above what
she was able to pay. She has tried to
move into a more affordable loan,
but there is a hefty prepaymentpen-
alty if she moves out of her current
loan before next year.
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By John W. Miller

GENEVA—European Union and
U.S. trade negotiators achieved a mi-
nor breakthrough at the World
Trade Organization summit, per-
suading Brazil to accept a compro-
mise proposal on agricultural and in-
dustrial goods.

The Latin American country Fri-
day accepted some tariff cuts on
goods like cars and chemicals in ex-
change for a $14.5 billion cap on U.S.
farm subsidies, down from $15 bil-
lion three days earlier. Those are
key points of contention in the
seven-year-old Doha Round of
world-trade talks.

A final resolution remains far
from certain. China, India, South Af-
rica, Argentina and many others re-
main opposed to the compromise
proposal, drawn up by WTO chief
Pascal Lamy Friday in a last-ditch at-
tempt to save the talks. And there
are still dozens of unresolved issues
on the table.

The negotiations began last Mon-
day and quickly turned into a mara-
thon session of ill-tempered bargain-
ing. “The biggest concern we have is
that a handful of large emerging
markets threaten this round for the
rest of us,” said U.S. Trade Represen-
tative Susan Schwab.

In particular, India’s industry-
and-commerce minister, Kamal
Nath, has proved inflexible on the
key EU and U.S. demand that he ac-
cept cuts in tariffs on industrial
goods like cars and chemicals.

But Brazil’s acceptance of Mr.
Lamy’s proposal could unlock the
tension in the talks, say analysts.
Brazil and India had previously
forged an iron pact of resistance to
Western demands on industrial tar-
iffs. “The talks had foundered for
days and were on the verge of col-
lapsing, so this is important,” says
Paul Blustein, a trade analyst at the
Brookings Institution.

Brazil agrees
to a compromise
at WTO summit
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I
F YOU’RE seeking a
job and you’re in-
volved in an orga-

nized religion, consider
reaching out to fellow
congregants and spiri-
tual leaders. They’re of-
ten eager to help like-
minded believers. Many
nonsecular institutions

provide free job-search resources to anyone. Some
groups use email and online forums to share job
leads, facilitate networking and channel career ad-
vice. Others host meetings to critique résumés and
organize mock interviews.
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MANAGING

7
WORKPLACE

Make sure you don’t pass
stress to your employees

S
ALES ARE down, cus-
tomers are paying late
and vendors are rais-

ing their prices. That’s a
combination likely to raise
stress levels for most small
business owners—who in
turn can pass on their anxi-
ety and create a stressful
atmosphere for employees.
So how do you know when

you’re stressing everyone out? You might want to
ask family members, friends, and yes, employees,
about how you’re doing. A good way to help manage
everyone’s stress levels is through open communica-
tion, which should include giving staffers updates
on how the company is doing. Relaying this informa-
tion will also help employees understand how they
might help business improve.  —Associated Press
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7
EMPLOYMENT

How to find a new gig
without losing current job

L
OOKING for a job
when you’re al-
ready employed can

be tricky. You have much
less time to devote to
your search. Erin Burt of
Kiplinger.com has some
advice for job search
when you’re employed.

Don’t search while
you’re at work. Working

on your résumé or applying to online ads while on
the company time might not only get you in trouble
with your current employer, it also doesn’t send a
good message to future employers. A lot of your
search can be done at night and on weekends.

Coordinate your interviews well. Take a personal
day and try to fit as many interviews as you can
into your day off.  —Marshall Loeb
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Interested in reading more? Find additional
job-hunting and career-development advice, at
WSJ.com/Careers.

Faith-based networks
could lead to a new job

Hiring CEO from outside is more expensive
U.S. study highlights
cost of failing to plan
for leader succession
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Web-design firm taps the creativity of staff’s downtime

By Cari Tuna

CHIEF EXECUTIVES recruited
from outside a company earn
significantly more in their

first year than those promoted from
within, according to a new study.

Executive-pay tracker Equilar
Inc. found that external hires in
2007 and early 2008 received me-
dian compensation of $6.6 million,
65% more than the median $4 mil-
lion for internally promoted CEOs.
The compensation figure includes
salary, cash bonuses and equity in-
centives.

The study looked at CEOs hired
during fiscal years ended between
April 30, 2007, and March 31, 2008.
Its results generally agree with past
research. Compensation experts say
outside hires tend to be paid more to
offset the risks and costs of leaving
one company for another, including
lost benefits and equity.

The new study examined an un-
usually broad set of companies—
nearly 1,300 across three major Stan-
dard & Poor’s indexes. On average,
outsiders were paid more at all com-

panies, regardless of size.
Among the largest companies, in

the S&P 500-stock index, median
compensation for outside hires to-
taled $12.1 million, about 75% more
than the $6.9 million for internal
hires. The disparity was even
greater for small companies. In the
S&P 600 SmallCap Index, external re-
cruits were paid a median of $3.6 mil-
lion, more than twice the $1.6 mil-
lion paid to internal successors.

When Avid Technology Inc.
tapped outsider Gary Greenfield as
CEO in December 2007, the Tewks-
bury, Mass., digital-media software
maker agreed to pay him a $900,000
annual salary and a target bonus of
$900,000 or more; he also received
a $600,000 signing bonus and re-
stricted stock and stock options val-
ued at $7.5 million. That is several
times more than the $2.4 million
compensation of predecessor David
Krall in 2006, his last full year as
CEO.

Mr. Greenfield had been CEO of
GXS Inc., a closely held software
maker, and an operating partner
with Francisco Partners, a private-
equity firm. Avid declined to com-
ment.

By contrast, Randy Ramlo is be-
ing paid less than predecessor John
Rife as CEO of United Fire & Casu-
alty Co. The Cedar Rapids, Iowa, in-
surance company promoted Mr.

Ramlo to CEO from chief operating
officer in May 2007. This year, it will
pay him a $350,000 salary—70% of
Mr. Rife’s $500,000 salary last year.
Mr. Rife also received a bigger bonus
and more stock options last year.
Mr. Ramlo didn’t receive any new
stock options following his promo-
tion. United Fire declined to com-
ment.

Compensation consultants say
the findings highlighted the impor-
tance of succession planning. “It’s

very expensive not to keep their
leadership pipelines full,” says
James F. Reda, founder and manag-
ing director of New York-based
James F. Reda & Associates LLC.
“Once you run out of talent and you
have to go outside, you’re going to
pay a premium.”

Of the nearly 1,300 companies
surveyed by Equilar, 136 replaced
their CEOs last year, including 38
that hired outsiders. Small compa-
nies turned outward most often,

probably because they lag behind
larger organizations in succession
planning, says Tim Sparks, presi-
dent of Compensia Inc., a San Jose,
Calif., compensation consultancy.

Not surprisingly, companies
whose shares had performed poorly
were most likely to hire outsiders,
Equilar found. Experts say these
companies may have been looking
for fresh leadership. When Mr.
Greenfield took over at Avid, for ex-
ample, its shares had tumbled to
$25.42 from a March 2005 high of
$67.68.

Internally promoted CEOs re-
ceived less compensation than CEOs
who had been in place for at least
two years. “It’s like replacing a Hall
of Famer with a rookie,” Mr. Sparks
says. “You would expect that first
year public company CEO to be paid
less than the person he’s replacing.”

Companies give large upfront eq-
uity grants to externally recruited
executives to align their interests
with those of shareholders, Mr.
Sparks says. Internally promoted
CEOs usually have a well-estab-
lished stake in their organizations,
he notes.

Such grants are also meant to
help retain newcomers and often
come with strings attached, says
Frank Glassner of San Francisco-
based Compensation Design Group
Inc.

By Simona Covel

In its early days, Chris Wallace’s
company didn’t always have enough
work to keep its staff fully occupied
designing interactive Web sites for
clients. But it didn’t want to lose any
talent. So he and his co-founders de-
cided to tell employees they could
pursue their own interests in their
downtime, doing just about what-
ever they wanted, on the clock.

An unexpected side benefit
emerged. Employees spent some of
their spare time writing music and
building photography and video
skills. When the company needed
ideas to pitch to potential clients, it
tapped into employees’ personal

projects. Mr. Wallace says he has
had meetings with potential clients
where 40% of the work he showed
them was done by employees in
their downtime.

His company, SuperGroup Cre-
ative Omnimedia Inc., has grown to
15 employees and expects to post
close to $3 million in revenue this
year. These days, downtime is less
frequent. But management’s philoso-
phy is the same: As long as employ-
ees get their work done, they’re free
to pursue outside projects from their
cubicles. The company continues to
lean on employees’ personal projects
to help win new clients and expand
the work it does with existing clients.

The model works, Mr. Wallace

says, because of the company’s
small size and collegial atmosphere.
Most people in SuperGroup’s At-
lanta headquarters know what their
colleagues are working on in their
personal lives. Twice a week, the
whole staff gathers to discuss both
company business and personal
projects. “A larger organization
wouldn’t have that intimate knowl-
edge,” says Mr. Wallace, who is the
company’s director of technology.

That knowledge proved handy
last year, when the Weather Chan-
nel approached SuperGroup about
putting together an interactive Web
site to promote its winter ski fore-
casts. SuperGroup employees in-
sisted they could write and produce

the music on the site, but Weather
Channel executives “were hesitant,”
Mr. Wallace says, because that
wasn’t an area where SuperGroup
had a lot of experience.

To prove its abilities, Mr. Wal-
lace presented the Weather Channel
team with a CD of employees’ origi-
nal music—and won the business.
SuperGroup wrote all of the music
for the project.

For employees, the cross-pollina-
tion between their work and their
personal lives can be an opportu-
nity to turn a hobby into a line on
their résumé—and an ego boost. “I
jumped at the chance to put my mu-
sic out in front of anybody,” says El-
liott Rothman, a SuperGroup Web

developer. Music he wrote and his
guitar playing were used in the
Weather Channel project.

On average, employees spend
about a half-day each week working
on outside pursuits. Mr. Wallace
says occasionally employees have
to be reminded that clients come
first and they need to drop what
they’re doing if a client has an ur-
gent request.

Mr. Wallace is careful to weed
out potential hires who seem to
thrive on a more regimented struc-
ture. For the most part, he says,
granting employees more freedom
engenders loyalty and hard work.
Employees tend to “come in early
and stay late.”
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Alcatel’s services expand
Company shifts focus
because core business
likely to stay sluggish

By Leila Abboud

Since Alcatel-Lucent was
formed in a trans-Atlantic merger
two years ago, the telecom-equip-
ment maker has struggled with erod-
ing profit and intensifying competi-
tion. It has lost more than half of its
market capitalization.

But one bright spot is likely to be
included when the company reports
second-quarter results Tuesday: Al-
catel-Lucent’s services division,
which nearly doubled in size last
year to provide Œ3.2 billion ($5.02
billion) of the company’s Œ17.8 bil-
lion in annual revenue.

The services division is under
the spotlight because growth in the
company’s core business—fixed-
and mobile-phone equipment—is
likely to remain sluggish. Most of
the revenue from Alcatel-Lucent’s
services unit comes from managing
telecom operators’ networks, in-
cluding operating mobile towers
and introducing digital-TV services.

But Alcatel-Lucent is also branch-
ing out to serve new kinds of clients—
hospitals, police departments and
utility companies, among oth-
ers—to help them build private net-
works in highly specialized environ-
ments. For example, Alcatel-Lucent
is working on a project for the U.K.
Highways Agency that is aimed at
modernizing communications sys-
tems on highways in order to better
manage traffic flow.

Alcatel-Lucent has helped
French electricity-grid operator
RTE to lay a fiber-optic communica-
tions network on top of its high-volt-
age power lines. Far under the Alps,
Alcatel-Lucent is building a commu-
nications network in what will be,
upon completion, the world’s long-
est tunnel, the 36-mile-long Goth-
ard Base tunnel between Switzer-
land and Italy.

Alcatel-Lucent’s push into new
areas is an effort to offset slowing
growth in its core business of sell-
ing equipment to the world’s tele-
com operators. It also wants to dif-
ferentiate itself from low-cost Asian
manufacturers, such as China’s Hua-
wei Technologies Co. and ZTE
Corp., which are increasingly com-
moditizing telecom equipment such
as broadband routers and telephone
switches.

The transformation from equip-
ment maker to service provider is
also happening at Telefon AB L.M.
Ericsson and Nokia Siemens Net-
works. Unlike Alcatel-Lucent, how-
ever, those two rival companies
have decided to stick to the telecom
arena—not only developing but also
managing and maintaining the net-
works of big operators like France
Télécom SA or Telefonica SA.

“We target the telecom opera-
tors because that is where our exper-
tise lies,” said Jan Frykhammar, Eric-
sson’s head of global services. “It
also helps us to gain better leverage
with our customers and create syn-
ergies.”

In becoming service providers,
telecom-equipment makers are tak-
ing a page out of the handbook of
technology companies such as Inter-
national Business Machines Corp.
and Hewlett-Packard Co. IBM, the
iconic computer hardware manufac-
turer, has refocused on consulting
and information-technology ser-

vices, which now account for the ma-
jority of its sales.

“The way the telecom-equip-
ment business is changing is very
similar to the way the information-
technology sector changed,” says
Andy Williams, who heads Alcatel-
Lucent’s service business after
spending many years at IBM. “We’re
just about five to eight years be-
hind” the information tech industry.

The change of direction won’t be
easy for Alcatel-Lucent, which is
suddenly facing new types of cus-
tomers, many of whom know little
about communications. Mr. Will-
iams says it will take between three
and five years to see whether the
strategy will actually help Alcatel-
Lucent ride out the telecom indus-
try’s difficult predicament.

Some are cautious about
whether the services strategy will
pay off for telecom-equipment mak-

ers. Rod Hall, an analyst for J.P. Mor-
gan, questions whether managing
telecom operators’ networks “is re-
ally an attractive business.”

“Margins are low and the tasks
they are given can turn out to be
more complex and costly than ex-
pected,” said Mr. Hall, who has an
“overweight” rating on Alcatel-Lu-
cent. But Mr. Hall said he was in-
trigued by some creative steps Alca-
tel-Lucent had taken to address
these problems, such as a joint ven-
ture it signed with Indian telecom
operator Reliance in which both
sides have an economic stake in the
outcome of outsourcing deal.

Indeed, Michael Fabian, head of
the nontelecom part of Alcatel-Lu-
cent’s service division, said he re-
cently negotiated a five-year con-
tract to help New Zealand’s electric-
ity grid operator modernize its infra-
structure. When it came time to fi-

nalize the deal, the client didn’t hag-
gle over price, recalled Mr. Fabian.

“They were more interesting in
making sure the technology would
be fail-safe even over 50 years,” he

says. Alcatel-Lucent signed a Œ150
million contract with the grid opera-
tor, TransPower Ltd. TransPower
didn’t return phone calls seeking
comment.

The Gotthard Tunnel is being constructed under the Alps between Switzerland
and Italy.
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Despite weak economy, luxury sells in U.S.
High-end strength
shows sector’s reach
beyond upper crust

Global apparel retailers set their sights on U.S. market

Re
ut
er
s

By Christina Passariello,

Rachel Dodes

And Stacy Meichtry

Even as many Americans are pull-
ing in their purse strings, spending
on key categories of high-end lux-
ury goods is proving surprisingly re-
silient, underscoring the industry’s
progress at broadening its reach be-
yond the upper crust and into the
growing ranks of the affluent.

Luxury-goods makers reported
in recent days that U.S. sales of ex-
pensive jewelry, Swiss watches and
French scarves are holding firm,
helped by the fact that many
brands now offer more entry-level
items than in the past, and by for-
eign tourists who have money to
burn because of the weak dollar. In
addition, a growing number of afflu-
ent Americans are still splurging
on what they perceive as invest-
ment-grade luxury goods.

Jordan Shapiro, a 25-year-old
Wall Street recruiter, says he isn’t
sure what his income will be this
year, so he put his plans for an Afri-
can-safari honeymoon on hold. But
he splurged a few weeks ago on a
$3,000 Omega watch, which he con-
siders an investment. “I hope it’s go-
ing to retain or gain value,” he says.

Last week, Hermès Interna-
tional SA reported its sales be-
tween April and June climbed 10%
in the Americas. Cie. Financière
Richemont SA, owner of Cartier
and Montblanc, reported a 6% sales
increase in the Americas for the
same period, and Burberry Group

PLC’s sales in the Americas climbed
27%. Patek Phillippe SA, maker of
wristwatches that start at $17,500,
is on track to sell out of its entire in-
ventory for the year in the U.S.,
says the company’s president,
Lawrence Pettinelli.

Industry behemoth LVMH Moët
Hennessy Louis Vuitton SA will re-
port first-half results Tuesday, and
analysts expect its Louis Vuitton la-
bel—the source of about half of the
group’s profit—to show resilience
to the consumer-spending slump.

Luxury-goods makers report a
similar buoyancy to sales in Eu-
rope, another key market, and
strong growth in developing na-
tions such as China and Russia.

Some industry analysts warn,
however, that spending could turn
down in the second half of this year
as the U.S. and European economic
slowdowns drag on.

The Federal Reserve projects
U.S. gross domestic product to
grow between 1% to 1.6% this year,
and 2% to 2.8% in 2009, but warns
that significant downside risks re-
main for the economy. Europe is
also facing the risk of recession.
The European Central Bank fore-
cast the euro-zone economy to
grow by 1.8% this year and 1.5% in
the next. Economists expect those
projections to be revised down.

Offsetting the weakness in the
West are fast-growing emerging
markets, where the ranks of the
newly rich are crucial sources of rev-
enue for luxury labels. Russia’s GDP
is growing at a 6.8% annual clip this
year, and China’s economy will grow
by 9.3% in 2008, the International
Monetary Fund estimated in April.

“They’ve got the mad money
there, and they’re spending it,”
said Global Insight economist
Brian Bethune.

The world’s largest luxury-
goods firms, in particular industry
leader LVMH, have expanded ag-
gressively in emerging markets
such as China, India, Russia and the
Middle East.

Last year, sales of luxury goods
in North America accounted for
one-third of world-wide luxury
sales of about $233 billion, accord-
ing to consulting firm Bain & Co.
However, growth in North America
slowed to 2% last year, compared
with 18% growth in the Asian-Pa-
cific region and 12% growth in Eu-
rope, which accounted for 38% of
overall sales, Bain says.

To be sure, U.S. luxury sales
have weakened in many categories,
including designer apparel, as con-
sumers have cut overall spending.
The luxury market in big cities like

New York and Los Angeles also has
been partially propped up by tour-
ists from overseas capitalizing on
the weak dollar.

After several airlines trimmed
international flights to the U.S.,
Bank of America Securities analyst
Dana Cohen on Friday downgraded
jeweler Tiffany & Co. to “sell,” say-
ing a falloff in tourism could hurt
sales at Tiffany’s U.S. stores.

The spending spree, of course,
could come to a halt at any time.
Many analysts expect a slowdown in
the second half of the year. HSBC ana-
lyst Antoine Belge points to a fore-
cast rise in unemployment in the com-
ing months as a significant factor.

Investors appear to be betting
that the boom won’t last. Luxury
stocks fell 13% between the end of
May and the beginning of July, ac-

cording to Savigny Partners LLP, a
London-based luxury-goods advi-
sory firm.

For now, sales are holding up for
many makers, in part because lux-
ury brands have broadened their au-
dience.

In the U.S., brands have intro-
duced more entry-level items and ex-
panded to smaller cities such as
Charlotte, N.C., where Hermès, Burb-
erry and other luxury brands have
new stores. In today’s environment,
these strategies are also providing a
safety net that allows affluent peo-
ple around the country to trade
down but still buy a luxury label.

The recent earnings results also
indicate some consumers are con-
tinuing to spend big on items with
perceived long-term value.

Stephanie Wickouski, a 55-year-
old New York attorney, walked out
of an Hermès store last week with a
“heart-stoppingly expensive” $950
cashmere shawl. Despite the price,
she says the shawl is a good value
for the money, because it has
“range and permanence,” meaning
it can be worn over a dress, paired
with a skirt or even worn on an air-
plane when it gets cold.

At Saks Fifth Avenue, where same-
store sales squeaked up 1.9% in June,
sales of certain items, such as trendy
handbags, have been weak, says
Saks Inc. Chief Executive Stephen Sa-
dove. However, sales of branded jew-
elry and high-end brands with hit
items continue to sell well.

“I think that consumers view
jewelry as an investment for the
longer term,” Mr. Sadove says, espe-
cially pieces that are rare or
unique. “There has been gravita-
tion toward these special items
with a twist.”
 —Anton Troianovski

contributed to this article.
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Hermès Cashmere
and silk shawl $950

Hermès Crocodile
Kelly bag
$30,000

Burberry Classic Double
Breasted Trench
£595 ($1,184)

Consumers are still spending on luxury items

Sweden’s Hennes & Mauritz calls the U.S. its “largest expansion market.”

MARKETPLACE

By Jennifer Saranow

And Kris Hudson

America’s shopping venues are
getting an international makeover as
moderately priced apparel retailers
from Europe, Asia and Canada increas-
ingly set up shop in the U.S.

In coming to America, these re-
tailers are following high-end Euro-
pean designers, who planted their
flags in recent decades, expanding
first to big cities and then to smaller
markets. Now, more foreign retail-
ers are taking advantage of the
weak dollar, which reduces the cost
of their initial investment, and favor-
able terms on store leases as land-
lords look for new tenants to attract
shoppers as midpriced U.S. chains
like AnnTaylor Stores Corp. and Tal-
bots Inc. contract.

Sweden’s Hennes & Mauritz AB,
with 156 U.S. stores, calls the U.S. its
“largest expansion market.” Since the
beginning of its fiscal year in Decem-
ber, the “fast-fashion” chain has
opened 11 stores in the U.S., including
its first store in Seattle on Friday. It
plans about 27 more openings this fis-
calyear,includingastoreatWestfarms
MallinFarmington,Conn., inAugust.

Canadian yoga-wear retailer lu-
lulemon athletica Inc. plans to open
32 U.S. stores this fiscal year, almost
doubling its U.S. presence to 66
stores. South Korea’s Who.A.U,
which is taking aim at Abercrombie
& Fitch Co.’s Hollister chain, hopes to
open 450 stores in the U.S. in the next
10 years. And Canadian teen retailer

Garage hopes to have 500 stores in
U.S. malls in seven to 10 years.

Also expanding in the U.S. are
Spain’s Zara (owned by Inditex SA)
and Mango chains, Germany’s lux-
ury sport brand Bogner, Russia’s
Kira Plastinina, Iceland’s Kisan, Ja-
pan’s Muji and Britain’s Topshop
chain and Karen Millen brand.
“There aren’t too many important
global apparel retailers that aren’t
looking at the U.S. market for its po-
tential,” says Ken Nisch, chairman
of JGA, a Southfield, Mich., retail-
strategy and design firm.

Opening shop in the U.S., of
course, isn’t a slam dunk. There’s no
guarantee that the economy—or ap-
parel sales—will recover from the
current slump any time soon. Fur-
thermore, the U.S. is a low-growth
market where retailers have long
had to fight for market share. But
“the U.S. is still the world’s largest
consumer market,” says Christine
Day, lululemon’s chief executive.
“Even if it contracts, it would be a
mistake not to be in it.”

The retailer, which is opening
both urban and suburban locations,
has been able to negotiate lease
terms that are more favorable
across the board than a year ago.
The terms, which vary by lease, in-
clude fewer built-in rent increases,
the option to terminate leases after
three years rather than five years
and higher sales thresholds before
lululemon has to pay a percentage
of sales in addition to base rent.

Many international retailers are

approaching U.S. expansion cau-
tiously. Muji and Topshop, which is
set to open its first U.S. location in
New York in October, plan to wait and
see how their stores in New York per-
form before opening stores else-
where. That’s the lesson of Japanese
clothing chain Uniqlo, part of Fast Re-
tailing Co., which launched its U.S. op-
erations three years ago with stores
at three New Jersey malls. Last sum-
mer, Uniqlo closed the stores in favor
of building brand awareness via the
flagship store it opened in New
York’s SoHo in late 2006. A spokes-
woman says the retailer is looking at
further expansion in the U.S.

Foreign midtier retailers still ac-
count for only a small percentage of
U.S. retail sales overall. Twenty-two
foreign chains queried by The Wall
Street Journal said they will operate
about 475 stores in the U.S. by year’s
end. The U.S. had roughly 150,000
clothingandaccessorystoresin2006,
according to the latest government
data.Butthevalueofforeignretailers’
investmentsinclothingandaccessory
storesintheU.S.continuestogrow.Be-
tween1997and2007,itrosemorethan
60% to $4.1 billion, according to the
U.S. Commerce Department’s Bureau
of Economic Analysis, which released
the most recent data Friday.

Furthermore, foreign retailers
havehadanoutsizeimpactontheU.S.
market. The invasion of fast-fashion
chains like H&M and Zara has
prompted U.S. retailers from Gap Inc.
to J.C. Penney Co. to update their se-
lections faster or more often.

Still, it is unlikely that the influx
of foreign chains will offset Ameri-
can store closures that have pushed
U.S.mallvacanciesto6.3%inthesec-
ond quarter, their highest level
since 2002, according to market-re-
search firm Reis Inc. For example,
over the next few years, AnnTaylor
is closing about twice the number of
stores lululemon plans to open in
the U.S. this year.

International retailers “will pro-
vide some incremental demand for
the better properties,” says Rick
Sokolov, president of Simon Prop-
erty Group Inc., the largest U.S. mall
owner by market value and number
of properties. He says those most
likely to benefit are top-tier malls in
high-traffic urban areas generating
the highest sales per square foot.

At many malls, developers look-
ing for new concepts to excite shop-
pers are giving international retail-
ers the deals traditionally reserved
fortoptenants.“Thesetermshaveal-
ways been there for the hot retailer,
but historically the hot retailer was
an American company,” says Julie
Taylor, senior vice president with
real-estate-brokerage firm Cornish
& Carey Commercial-Oncor Interna-
tional. “Now, more often than not,
those are foreigners.”
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F
RENCH information-
technology services
company Capgemini

said it will pay Œ255 million
($400 million) for a unit of
KPN NV’s Getronics subsid-
iary, bolstering its position
in the Dutch public sector.

The acquisition of the
business-application unit,
which generated revenue of
Œ297 million, will add 5% to

Capgemini’s net profit in 2009, said Chief Financial
Officer Nicolas Dufourcq.

Pending approval by regulators, Capgemini said
it expects to close the deal for Getronics PinkRoc-
cade Business Application Services BV by year end.
 —Jethro Mullen

T
HE ROLLING
Stones con-
firmed their

long-expected defec-
tion from record label
EMI Group Ltd. to Viv-
endi SA’s Universal
Music Group, the lat-
est in a string of de-
partures by major acts

from the music company.
People close to the situation said the deal gives

Universal the right to distribute, for about five
years, Stones albums released since 1971, and to re-
lease two or three new albums. The departure had
been expected since January, when the band and
Universal said that label would release the
soundtrack to Martin Scorsese’s concert film “Shine
a Light.”  —Ethan Smith

Rolling Stones leave EMI
and sign with Universal

Capgemini will acquire
unit of KPN’s Getronics

G
ERMAN auto
maker Daimler
AG said it is in

exclusive talks with
Troika Dialog about ac-
quiring a 42% stake in
truck maker OAO Ka-
maz, as it seeks to ex-
pand in the growing
Russian market. Daim-

ler, the world’s biggest truck maker by sales, said the
deal would combine its technological expertise Ka-
maz’s production facilities, sales structures and Rus-
sian network. Kamaz is Russia’s leading heavy-duty
truck maker, selling more than 53,000 trucks last year,
Daimler said. It has annual revenue of $3.8 billion.

Investment company Troika Dialog holds 54% of
Kamaz and the Russian state has a 38% stake.
 —Hilde Arends
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U.S. buyers snub diesel
Rising gas prices
block campaign from
European car makers

Scania shows profit gain
but demand is uneven

7
MUSIC

7
AUTOMOBILES

By Ola Kinnander

STOCKHOLM—Swedish truck
maker Scania AB reported a 51%
jump in second-quarter net profit,
benefiting from strong demand in
Russia, Latin America and Asia.

Net rose to 3.04 billion Swedish
kronor ($503.7 million) from 2.01 bil-
lion kronor a year earlier. Revenue in-
creased 14% to 23.89 billion kronor.

Shares in Scania on Friday rose
4.75 kronor, or 5.5%, to 91.25 kronor,
outperforming the broader Stock-
holm market, which rose 0.1%.

Order bookings, an indicator of
future sales, fell 25% in the quarter.
Scania said high oil prices, greater
uncertainty about economic devel-
opments and long lead times have
made customers more cautious.

“The long-term outlook remains
good, but recent developments in
various markets in Europe make it
difficult to give an outlook for
2009,” said Chief Executive Leif
Östling, adding that earnings will be
higher in 2008 than in 2007.

Scania’s earnings and sales num-
bers were “fantastic,” but its order
intake continues to decline and its
outlook is uncertain, said Michael
Andersson, an analyst at Evli Bank.

Hampus Engellau at Handelsban-
ken Capital Markets said the 25% de-
cline in order intake was better than
the 34% drop he had expected.
“Overall it was a pretty good re-
port,” he said.

Orders booked from Western Eu-
rope fell 48%, with the slowdown es-
pecially big in the U.K., Spain and
the Netherlands. Scania’s market

share for heavy trucks in the U.K.,
its second-biggest market after Bra-
zil, fell to 16.1% in the first half from
16.5% a year ago, even as truck regis-
trations in the U.K. rose 45%.

In Central and Eastern Europe,
orders fell 35%. Latin American or-
der bookings were up 45%, and in
Asia the bookings rose 36%. Scania
also lost market share for heavy
trucks in Brazil in the first half, see-
ing a decline to 19.1% from 24.2%.

Scania said it is working to boost
its presence in the Middle East. Dur-
ing the second half, it plans to begin
operations at a new plant in Dubai.

“We are continuing to expand
our technical capacity to an annual
rate of 90,000 vehicles towards year-
end 2008 and 100,000 by the end of
2009,” Mr. Östling said.

CORPORATE NEWS

Daimler is in talks to buy
42% of Russia’s Kamaz

Scania AB
On the Stockholm Stock Exchange
Friday’s close:
91.25 Swedish kronor, up 5.5%
Year-to-date change: down 37%

DAILY SHARE PRICE

Source: Thomson Reuters Datastream
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Diesel-fuel-price rises make it
more difficult to sell cars
with diesel engines. 
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By Christoph Rauwald

E UROPEAN auto makers’ ef-
forts to persuade more Ameri-
cans to buy cars with diesel en-

gines are turning into an uphill bat-
tle due to rising prices at the pumps.

German manufacturers Volks-
wagen AG, Daimler AG and BMW
AG have launched initiatives to
make diesel cars more popular in
the U.S. as they bet Americans will
eventually overcome the perception
that diesel engines are loud, smelly
and polluting. But their plans ap-
pear to be stalling on the back of
soaring oil prices.

“The recent price hike is a major
blow for the companies’ initial
plans to offer more cars with diesel
engines in the U.S.,” said Global In-
sight analyst Roman Mathyssek. He
said more-focused marketing ef-
forts along with the diesel engine’s
superior fuel efficiency still might
be able to win over American cus-
tomers, if the price for diesel eases
again.

Less than 5% of the cars on the
road in the U.S. have diesel engines.
That compares with about 55% in
Western Europe.

“As far as diesel is concerned,
I’ve become more skeptical. There’s
not much happening in the U.S.,”
said Karl-Thomas Neumann, an exec-
utive board member of auto-sup-
plier Continental AG.

Crude oil for September delivery
fell $2.23, or 1.8%, to $123.26 a bar-
rel on the New York Mercantile Ex-
change on Friday, up 60% from 52
weeks ago.

According to the U.S. Energy In-
formation Administration, the aver-
age price per gallon for diesel fuel
rose $1.88 over the past 12 months
to $4.73 as of July 7, compared with
a rise of $1.13 to $4.11 for regular gas-
oline. Since September 2004, the
price of diesel fuel in the U.S. has
been higher than the price of regu-
lar gasoline amid rising demand for
diesel fuel in China, Europe and the
U.S., which increased pressure on
the tight global-refining capacity.

Additionally, the transition to
low-sulfur diesel fuel in the U.S. has
pushed up production as well as dis-
tribution costs, and the federal ex-
cise tax on diesel fuel is six cents
higher per gallon, at 24.4 cents,
than the tax on regular gasoline.

Volkswagen, Daimler and BMW,
which invested heavily in the devel-
opment of modern diesel engines,
said the fuel economy of diesel en-
gines, especially on longer journeys,
is superior compared with a hybrid
car. Hybrid cars are powered by an
electric engine combined with a con-
ventional combustion engine,
which leads to lower fuel consump-
tion, particularly in urban traffic.
But for highway travel, hybrids de-
pend on their combustion engines.

Charlie Freese, General Motors
Corp.’s director of diesel engines,
said the business case for diesels in
the U.S. has sagged under the high
cost for that fuel. “As far as the eco-
nomic justification for buying a die-
sel, it's just not there for many peo-
ple.”

He said hybrid-electric vehicles
make sense in many cases in the
U.S., especially for people who drive
mostly in congestion. Heavier vehi-
cles such as trucks, which need a lot
of power, are an ideal fit for diesel.

GM will begin offering lighter
versions of its pickup trucks with
diesel engines in 2010. It already
has several heavier-duty trucks
available with diesel engines. Mr.
Freese declined to say whether the

company will bring diesel-powered
passenger cars to the U.S. market.

Despite the sharp increase in
fuel prices, European auto makers
are determined to persevere with
their diesel plans in the U.S. for now.

Volkswagen Chief Executive Mar-
tin Winterkorn said he still sees sig-
nificant potential for diesel cars in
the U.S. “We’ve received great feed-
back from our dealers on our diesel
models,” Mr. Winterkorn said.

That sentiment was echoed by
BMW. “There are a couple of differ-
ent issues that pushed the price for
diesel up in the U.S., but there’s still
very clearly a logic behind launch-
ing diesel in the U.S.,” BMW execu-
tive board member Ian Robertson
said.

“We’ll stick to our plans.…We
don’t expect the recent trend to con-
tinue. The price gap between diesel
and gasoline will narrow again,” Mr.
Robertson said. BMW later this year
plans to launch cars with diesel en-
gines under the BluePerformance la-
bel.

Daimler shares that assessment.
“We monitor the diesel price in the
U.S. very closely, and the circum-
stances could be better, indeed,”
said Daimler spokesman Christoph
Horn.

“Diesel has been a success for us
in the U.S. as demand is rising, and
there is no sign so far that this trend
would reverse,” he said, adding that
diesel cars already account for
about 25% of the M-Class vehicles
the company sells in the U.S., even
though no major marketing effort
has been made.

Mercedes-Benz sold around
5,500 cars with diesel engines in the
U.S. in the first five months of the
year, compared with roughly 4,500
in the same period last year. Overall,
Mercedes-Benz sold 99,703 cars in
the U.S. in the January-to-May pe-
riod.

Mercedes-Benz sells diesel ver-
sions of its M-, R- and GL-Class mod-
els in 45 states and is rolling out a
new diesel-engine generation,
dubbed BlueTec, for sale in all 50
states in the fall.

Daimler promotes BlueTec as the
world’s cleanest diesel engine, us-
ing filters and traps to reduce soot
and nitrogen-oxide emissions.
 —John Stoll

contributed to this article.

By Lauren Pollock

General Electric Co. realigned
its operations into four segments, in-
cluding two infrastructure groups,
from six, anticipating the sale or
spinoff of its appliances, lighting
and industrial divisions.

The move appears to rule out ad-
ditional major portfolio divestitures
that some observers have been call-
ing for, such as the sale of NBC Uni-

versal or its health-care division.
Chief Executive Jeffrey Immelt

said two weeks ago that the restruc-
turing was likely.

Theconglomeratewillreorganize
its operations into Technology Infra-
structure, Energy Infrastructure, GE
Capital and NBC Universal.

GE, which earlier this month
posted a 5.8% drop in second-quar-
ter net income, said the moves are
intended to simplify the company.

GE realigns with eye toward sale
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Disney rumors spur money grab in China
Shanghai locals see
payoff if park comes;
Mr. Chen’s ‘garden’

7 7

By James T. Areddy

And Peter Sanders

Shanghai

O
UTSIDE a little conve-
nience store, Shen Zaijie
tells a tale of woe. Accord-
ing to a raging local ru-
mor, a section of Shang-

hai will soon become the site of
Walt Disney Co.’s long-anticipated
theme park in mainland China. Mr.
Shen tells passersby that the park
might force him out of a two-year
lease he just signed to operate a
printing business.

Nobody buys the line. “Liar!” in-
terjects a man listening to the story,
as others join in to denounce the
claim. Shifting in his brown flip-
flops, Mr. Shen admits he doesn’t
have any employees or printing or-
ders to go with his business license.

The whole thing is a ruse—
meant to win relocation compensa-
tion if Disney comes to town.

Disney fever is sweeping Shang-
hai, and it has little to do with giddy
anticipation of Mickey Mouse and
company. It’s about cash. Homeown-
ers and businesses in the Shanghai
village of Jinjia, where the rumors
are focused, expect their properties
will be bought up to make way for a
Shanghai Disneyland. Residents ex-
pect that compensation will be pro-
portional to the the size of their
houses, and even the number of
trees on their property.

So, in a country with a well-
known weakness for gambling, peo-
ple are putting up new homes or add-
ing extra rooms—sometimes in defi-
ance of local development laws—for
the shot at a payday.

Kang Liqing had never even
heard of Disney until a few weeks
ago. But upon learning that plans
were afoot to develop an amuse-
ment park, he rented land and built
a small aluminum shed, where he
now lives with his wife and two chil-
dren. He plans to provide temporary
housing for construction workers.

“The rumor goes so fast,” Mr.
Kang says. “We only know it’s a big
foreign park.”

Right now, Disney isn’t talking,
and so no one knows anything for cer-
tain about the plans for a new Magic
Kingdom in the Middle Kingdom.

The rumors do have a basis in
truth: Disney has participated in
talks about a Shanghai park for
nearly a decade. An early effort was
derailed in 1999 by Disney’s move to
build its first Chinese park in Hong
Kong, which opened in 2005. Talks
about two years ago were torpe-
doed when big projects were frozen
amid a Shanghai government cor-
ruption scandal.

In recent months, however, Dis-
ney and Shanghai resumed negotia-
tions in hopes that a deal for a tar-

geted 2012 opening can be agreed
on. Any deal will need the blessing
of senior leaders in Beijing. Neither
China nor Disney has confirmed the
Shanghai site, a section of mostly ru-
ral land that covers Jinjia and other
small villages near the city’s interna-
tional airport.

Disney spokeswoman Leslie Good-
man said there is “no agreement and
no deal” for a Disney park in Shang-
hai, and declined to elaborate.

However, two people involved in
the process say one plan that has
been discussed calls for Disney to
hold a minority share in partnership
with at least three companies
owned by Shanghai’s government.
Among those companies, according
to one person, is Shanghai Media
Group, which had no comment. Un-
resolved questions include Disney’s
right to hold a nightly fireworks
show, dredge a big lake and gain ac-

cess to Shanghai’s 268-mile-per-
hour Maglev train, this person says.

In crowded China, such mega-
projects entail a costly and thorny
process of enticing residents to
leave. Forced eviction remains com-
mon in China. But compensation is
required, and the mere rumor of a
development scheme can spark op-
portunism. When Beijing said in
late 2002 it would pay 5,000 resi-
dents to move out of an area desig-
nated for next month’s Summer
Olympics, new residents moved in
and cheap houses went up almost
overnight.

Disney, meanwhile, has battled
speculators for decades. Walt Dis-
ney himself famously surveyed cen-
tral Florida in a plane rented under
an assumed name, to quietly assem-
ble nearly 30,000 acres of cheap
land that became the Walt Disney
World Resort near Orlando.

In Anaheim, Calif., the company
was long tripped up by a local
farmer who planted his 23-hectare
strawberry patch next to Disney-
land in 1954, the year before the flag-
ship Disney park opened. Disney fi-
nally acquired the land in 1998, at
which time local developers esti-
mated its value at $90 million.

Though Disney has an actual in-
terest in Shanghai, the company is
constantly dogged by rumors of
theme parks in places where it has
no plans at all. Vietnam, Dubai, In-
dia, Korea, Texas and Branson, Mo.,
all have been mentioned by blog-
gers, local developers, passionate
Disney fans and the media as possi-
ble sites.

A densely wooded village of ca-
nals, Jinjia has more frogs than cars,
and is one of the few sections of oth-
erwise booming Shanghai with un-
spoiled countryside. The Shanghai

municipal government banned
most new construction in Jinjia a
few years ago, and newcomers can’t
register as legal residents. Officials
won’t say whether the rules relate
to Disney specifically, but the effect
would minimize relocation and rede-
velopment costs.

“Strictly Obey Land Legislation,”
reads a red banner at a gateway into
town.

But the message isn’t getting
through, and in Jinjia, residents figure
that a bigger house or business will re-
sult in a bigger relocation payment.

Jutting from the back of Jinjia
native Chen Xinglong’s three-
story home is a freshly painted
white room with a bright blue roof.
Mr. Chen recently took delivery of
cement and hundreds of orange
bricks that now block his drive-
way. Yet while he acknowledges
that he has been hearing Disney ru-
mors for years—and “this time, I
believe it”—he claims: “These
bricks aren’t for a new home, they
are for my garden. For a garden I
need bricks.”

Not everyone is building with the
hope of being evicted. In May, an-
other Jinjia resident cleared the
small plot she had farmed since 1975.
The woman, who gives her surname
as Ms. Zhou, says she spent $24,000
erecting a simple 12-room hotel. “I
don’t want Disney to build here. I
want it to build over there,” stresses
the would-be innkeeper, pointing her
finger across a small waterway.
Neighbors have hastily constructed
garages, fish farms and nurseries.

“We’ve counted how many trees
belong to us,” notes one resident. Peo-
ple expect the government will have
to pay extra for every tree on redevel-
oped land, including the hundreds of
thousands of camphor and other
trees planted in recent years, say peo-
ple familiar with the project planning.

A whiff of Disney fever has lifted
the shares of Shanghai Jielong In-
dustry Group Corp. by more than
90% since late June, making it a
standout in an anemic market. The
company got its start in 1973 print-
ing food-ration tickets and now
makes boxes for Disney toys, but in-
vestors are focused on its prime
land in the Jinjia area.

Disney talk also explains the $1.4
million asking price for houses in
Opal Villa, a neighborhood located
adjacent to Jinjia. Sales brochures
feature Mickey Mouse-style ears
floating above what looks like Dis-
ney’s Cinderella Castle. Its slogan:
“Fairyland in My Dream, Castle of
My Wealth.”

“It’s 10 minutes from the airport
and Disney will be right here,” says
sales representative Zhu Zhijun, mo-
tioning to a district map in the sales
office. A Mickey Mouse penholder
sits on his dark wood desk.

Only 12 Opal Villa houses remain
available of the 106 constructed,
and the asking price has nearly dou-
bled since January. Selling them,
says Mr. Zhu, will be “no problem.”
 —Bai Lin

contributed to this article.

European retailers hit
the malls in U.S.
Weak dollar, vacancies lure
apparel chains > Page 30

Ms. Zhou, pictured in top photo, has built rooms to rent to laborers. A guard patrols the quiet streets of the Opal Villa
compound, near the proposed site of a Shanghai Disney theme-park project, which is is adjacent to a Maglev train.
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The importance of succession planning
shows up on companies’ balance sheets
External hires for CEO positions outearn executives
who climb the ladder internally > Page 31
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Making money
on free software
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Chrysler will no longer offer
leases through finance arm

Lufthansa ground workers set to strike

By Neal E. Boudette

And John D. Stoll

DETROIT—In a sign that the
woes afflicting Detroit and Wall
Street are starting to feed on one an-
other, Chrysler LLC said Friday it
will no longer offer auto leases
through its lending arm, a move
that couldfurther crimp the car mak-
er’s sales.

The move by Chrysler Financial,
previously reported on the Web site of
The Wall Street Journal, comes as the
finance unit has been scrambling to
borrow fresh money amid tight credit
markets. It also underscores how
weak sales are starting to undermine
the financing arrangements that un-
derpin American car sales.

For years, auto makers have of-
fered leases as a way of getting cus-
tomers into new vehicles with attrac-
tive monthly payments. Since leasing
customers essentially rent vehicles
for just two or three years, their
monthly payments are typically lower
than they would be if buyers took out
loans to buy their cars outright.

But leases pose a big risk for fi-
nance units such as Chrysler Finan-
cial. These operations need to bor-
row billions of dollars, because they
buy and own the vehicles to be
leased. After the leases expire, they
sell them at used-car auctions—hope-
fully at a profit.

The Big Three auto makers and
their financing units have been pil-
ing up increasing losses in recent
quarters stemming from leases,
mainly as a result of falling resale
values on trucks and sports-utility
vehicles leased a few years ago.
With the rise of gasoline prices to
$4 a gallon, used pickups and SUVs
sell for much less than the auto mak-
ers had expected.

On Thursday, Ford Motor Co.
took a write-down of $2.1 billion re-
lated to unprofitable lease deals
made by Ford Motor Credit.

Spokeswomen for Ford Motor
Credit and for GMAC LLC, the auto-
finance unit jointly owned by Gen-
eral Motors Corp. and Cerberus Cap-
ital Management LP, declined to
comment on whether their compa-
nies would scale back their lease of-
ferings. In 4 p.m. composite trading
on the New York Stock Exchange,
Ford was down 1.17% at $5.05 a
share, and GM fell 8.46% to $11.90.

Detroit’s Big Three and some
other auto makers are suffering
from a downturn in U.S. auto sales
and a consumer shift from trucks to
more fuel-efficient cars. Chrysler’s
U.S. vehicle sales have fallen 22% in
the first half of 2008

In a bid to pump up sales, GM an-
nounced new deals Friday in which
a limited number of customers will
be allowed to buy new vehicles at
the discounted prices it normally re-
serves only for its employees.

Chrysler’s decision stems from
trouble facing its finance unit at both
the borrowing and selling ends of the
lease business.

For the past few weeks, Chrysler
Financial has been trying to per-
suade more than 20 banks to renew
a $30 billion credit facility—backed
by car loans, leases and loans to deal-
ers. The facility was issued by the
auto-finance company last year
when it was carved out of the
former DaimlerChrysler AG.

But so far it has been unable to
do so at attractive interest rates,
both because of the jittery state of
potential lenders and Chrysler’s
own uncertain financial situation.

 —Jeff Bennett and Liz Rappaport
contributed to this article.

Honda’s net accelerates
Demand offsets costs
of commodities, yen;
rough road ahead?

In race for sales in U.S.,
Honda is making gains

UBS suspends executive in U.S.

By John Murphy

TOKYO—Honda Motor Co.
posted a surprise 8.1% increase in
net profit for its fiscal first quarter
as strong demand for its fuel-sipping
vehicles in the U.S. and increased
sales to emerging markets helped off-
set the impact of higher raw-materi-
als costs and a stronger yen.

Though Japan’s No. 2 auto maker
by sales volume behind Toyota Mo-
tor Corp. beat analysts’ expecta-
tions, the company is still bracing
for a tough year amid a global eco-
nomic slowdown. Honda trimmed
its global auto-sales forecast to 4.08
million from 4.14 million because of
projected auto-sales declines in
North America, Asia and Europe.

Honda’s results stand in stark
contrast with the latest earnings
from other global auto makers. Ford
Motor Co. reported an $8.7 billion
loss for the second quarter and out-
lined measures to revamp its North
American operations. Daimler AG
Thursday said its second-quarter
net profit dropped 26%.

Honda posted net profit in the
quarter ended June 30 of 179.61 bil-
lion yen ($1.67 billion), compared
with 166.12 billion yen a year earlier.
Revenue fell 2.2% to 2.867 trillion
yen because of the rising strength of

the yen against the dollar, which di-
minished the value of overseas earn-
ings. The net profit beat analysts’
mean forecast of 131.35 billion yen,
compiled by Thomson Reuters.

During the same period, Honda
sold 962,000 automobiles, up 1.7%
from a year earlier, as sales in-
creased to China and Brazil. Its
North American auto sales slipped
1.1% to 460,000 for the quarter.

Still, analysts say Honda has
clear advantages over its Japanese

rivals in the U.S., the world’s largest
car market, as drivers flock to its
fuel-efficient models like the Civic
amid rising gasoline prices.

Toyota and Nissan Motor Co., as
well as U.S. auto makers, are feeling
the pinch of sluggish demand for
their lineups of gas-guzzling trucks
and sport-utility vehicles. Honda,
with a more modest offering of larger
vehicles, has been less affected by
this market shift. This month, it said
it would cut production of its Odys-
sey minivan and Pilot SUV in the U.S.
while seeking to meet rising demand
for its smaller passenger cars.

For January to June, as the over-
all U.S. auto market shrank by 10%,
Honda’s sales increased 4.1% while
Toyota’s sales slipped 6.8% and Nis-
san’s fell 2.4%, according to Auto-
data Corp. Nissan will release earn-
ings this week, and Toyota will re-
port earnings Aug. 7.

Honda, however, still has a pessi-
mistic outlook for the fiscal year
ending March 31, 2009, and projects
an 18% fall in net profit to 490 bil-
lion yen. The car maker says a stron-
ger yen and rising commodity
prices for materials needed to build
cars will both weigh down earnings.

The company initially expected
higher steel and other material costs
to cut its operating profit by 740 bil-
lion yen this fiscal year. But now it an-
ticipates these costs will reduce oper-
ating profit by an additional 125 bil-
lion yen, Honda Executive Vice Presi-
dent Koichi Kondo said at a press con-
ference. —Yoshio Takahashi

contributed to this article.

CORPORATE NEWS

Note: Fiscal years end March 31 of year shown

Source: the company

Honda Motor
Net profit, in billions of yen

1Q 
2008

1Q 
’09

2Q 3Q 4Q
0

50

100

150

200

¥250

2008 Honda Civic Sedan Wieck

By John D. Stoll

U.S. auto makers on Friday will
report vehicle sales for July, and an-
other substantial decline is ex-
pected. In the battle for top spot,
Toyota Motor Corp. is nipping at
the heels of longtime leader General
Motors Corp. But GM has been prop-
ping up sales with heavy incentives,
which should enable the company
to remain No. 1, at least for now.

The more telling development
this week and in the months ahead,
however, could be the race for No. 3.
Honda Motor Co. is the only major
car company that guessed right on
gasoline prices and geared up in the
past few years to sell small cars. The
Big Three and Toyota all put their
bets on trucks.

Since gasoline prices climbed to
$4 a gallon, U.S. consumers have
turned away from Detroit’s truck
and heavy-vehicle lines in favor of
passenger cars, especially models
with four-cylinder engines, Honda’s
specialty. Toyota, too, has been
forced to temporarily idle truck
plants and overhaul its manufactur-
ing plans.

Honda’s sales, meanwhile, have
surged. In June, it passed Chrysler
LLC to become the fourth-largest
auto maker in the U.S. for that
month. In July, it will likely beat
Chrysler again and edge closer to
the No. 3 player, Ford Motor Co.

In June, Honda’s market share
was 12%, fewer than three percent-
age points behind Ford’s 14.6%, ac-
cording to Autodata Corp. Ford ex-
pects its share to decline in the sec-
ond half, too. A year ago, the two
were separated by nearly seven per-
centage points.

Over the first half of 2008,
Honda sold nearly 100,000 more pas-
senger cars than Ford, and it is
poised to gain more ground. A new
plant that Honda has been building
in Greensburg, Ind., is set to start
production in September, making
the Civic compact. In 2009, the
plant could crank out up to 200,000
Civics, just as Americans are flock-
ing to the vehicle. It was the top-sell-
ing model in the U.S. in May.

For the last several years, Honda
has worked to build a green image
with consumers while turning out
small cars with style and flair—a for-
mula that appeals to Americans on
many levels, from concerns about
global warming to fuel prices to for-
eign-oil imports.

“This is the legacy they have de-
cided to cultivate and it’s turned out
to be the single silver bullet that is
needed,” said Michael Bernacchi, a
marketing professor at the Univer-
sity of Detroit. “Their Web site
speaks to it, their products speak to
it and they use every opportunity to
sell the fact they are the greenest
car around.”

ASSOCIATED PRESS

FRANKFURT—Lufthansa AG,
Germany’s biggest airline, faces a
major strike by ground crews and
others this week after the union
said Friday that its members voted
overwhelmingly to support a mas-
sive walkout.

The ver.di union, which repre-
sents some 52,000 Lufthansa work-
ers, said nearly 91% of its members
voted for the strike in two weeks of
balloting that came after talks with
the airline collapsed July 10.

Ver.di had sought a pay rise of
9.8% this year, and rejected a
Lufthansa offer of 6.7% spread

through February 2010, plus a one-
time bonus payment.

Ver.di said the strike could start
Monday and would affect all areas:
catering, Lufthansa Cargo, and main-
tenance and repair staff at
Lufthansa Technik. A strike could
also affect cabin and check-in per-
sonnel, but to a lesser extent.

“Lufthansa is one of the most
profitable airlines in the world,”
said Erhard Ott, ver.di’s national di-
rector. He added that he expects “a
significantly better” offer from the
company, without specifying how
much higher. He also said he was ex-
pecting open-ended and time-de-

fined strikes from different divi-
sions and locations.

Lufthansa spokeswoman Clau-
dia Lange said she couldn’t com-
ment on the number of flights that
could be affected, but said the com-
pany was preparing for the worst.
Lufthansa will have to see when and
where the walkouts unfold before it
can determine how its domestic and
international flights, including long-
haul destinations to Asia, the Mid-
dle East and the Americas, are af-
fected, she said.

“We’ll try to offer as many flights
as possible, and limit the effects of a
strike as much as possible,” she said.

By Liz Rappaport

UBS AG suspended David Shul-
man, the Swiss bank’s head of fixed
income in the U.S. and global head
of municipal securities, according
to people familiar with the matter.

The suspension comes as state
and federal investigations have
heated up into sales and marketing
of auction-rate securities by UBS
and other Wall Street firms. Mr.
Shulman ran the auction-rate-secu-
rities business at UBS.

The office of New York state Attor-
ney General Andrew Cuomo last week
followed Massachusetts state securi-
ties officials by filing a civil-fraud law-
suit against UBS regarding its sales of
auction-rate securities. Neither has
chargedanyindividual,thoughMassa-
chusetts named Mr. Shulman as a fig-
ure who helped to direct UBS’s efforts.

A UBS spokeswoman confirmed
the firm placed an employee on ad-

ministrative leave. The suspension
occurred in mid-July.

Mr. Shulman is cooperating fully
with UBS as it works through these
matters, a spokesman for Mr. Shul-
man said.

Both New York and Massachu-
setts suits allege that UBS and its ex-
ecutives knew the auction-rate-se-
curities market was collapsing last
year and early this year, and didn’t
disclose the problems to investors.
Instead, the suits allege, the firm
marketed the securities to institu-
tional and retail investors through
its sales forces to clean their own in-
ventories of the investments.

According to the Massachusetts
case, Mr. Shulman helped to direct
those sales. The case names several
other UBS employees and made pub-
lic reams of their emails.

A spokeswoman said UBS is frus-
trated by the cases because the firm
is working to help its clients holding

auction-rate securities. She said the
firm doesn’t believe any of its em-
ployees acted illegally, but some
might have used poor judgment.
She also said UBS will defend itself
against any charges.

After encouraging UBS-affiliated
financial advisers to increase their ef-
forts to sell auction-rate securities to
retailinvestorsstartinginAugust,the
Massachusetts complaint said, Mr.
Shulman,headofFixedIncomeAmeri-
cas at UBS, also sold much of his per-
sonal holdings in the instruments.

The New York lawsuit alleges
that in all, top UBS executives sold
$21 million of their own auction-
rate securities as the market fell
into deeper turmoil.

Auction-rate securities—issued
by municipalities, student-loan com-
panies, charitable organizations
and others—are long-term securi-
ties that Wall Street engineered to
have short-term features.
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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.

2.67% 13 World -a % % 258.44 –0.36% –12.4% 9.14% 6 Stoxx Select Dividend 30 1704.60 –1.20% –45.7% 2286.00 –1.21% –37.7%

2.67% 13 Stoxx Global 1800 215.00 –0.31% –23.6% 251.63 –0.32% –12.3% 5.11% 7 Euro Stoxx Select Div 30 2157.20 –1.49% –33.3% 2904.11 –1.50% –23.5%

3.41% 11 Stoxx 600 281.80 –0.16% –24.4% 329.75 –0.17% –13.2% 5.24% 13 U.S. Select Dividend -b % % 679.09 –0.65% –22.5%

3.52% 11 Stoxx Large 200 304.20 –0.07% –23.4% 354.06 –0.08% –12.1% 9.39% 11 Australia LPT -b, c 1547.20 –7.03% –33.6% % %

2.83% 12 Stoxx Mid 200 250.00 –0.47% –28.4% 290.94 –0.47% –17.8% 3.15% 12 Sustainability 889.90 –0.37% –23.4% 1177.40 –0.38% –12.1%

3.04% 11 Stoxx Small 200 157.20 –0.89% –28.9% 182.86 –0.90% –18.4% 2.07% 14 Islamic Market -a % % 2163.16 0.29% –5.4%

2.27% 14 Stoxx Growth 1360.20 0.45% –19.4% 1874.87 0.44% –7.5% 2.43% 13 Islamic Market 100 1711.40 0.40% –18.4% 2295.16 0.40% –6.4%

4.59% 9 Stoxx Value 1268.20 –0.50% –26.3% 1748.89 –0.50% –15.5% 5.21% 8 Islamic Turkey -c 2702.90 –2.58% –9.3% % %

3.28% 11 Euro Stoxx 315.60 –0.10% –23.2% 369.36 –0.11% –11.8% 5.83% 19 Bahrain -c 239.40 –0.19% 12.4% % %

3.39% 11 Euro Stoxx Large 200 338.90 –0.06% –22.8% 394.20 –0.07% –11.4% 2.12% 15 Wilshire 5000 % % 12837.10 0.52% –12.7%

2.76% 12 Euro Stoxx Mid 200 286.50 –0.01% –23.8% 333.11 –0.02% –12.6% % DJ-AIG Commodity 179.00 –0.30% 4.3% 203.75 –0.31% 19.6%

2.83% 11 Euro Stoxx Small 200 172.00 –0.99% –27.0% 199.89 –0.99% –16.2% % Euro Currency 125.50 0.24% 11.5% % %

*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 1.0467 2.0806 1.0070 0.1732 0.0447 0.2032 0.0097 0.3029 1.6407 0.2199 1.0299 ...

 Canada 1.0163 2.0202 0.9777 0.1682 0.0434 0.1973 0.0094 0.2941 1.5930 0.2135 ... 0.9709

 Denmark 4.7601 9.4624 4.5794 0.7878 0.2035 0.9243 0.0441 1.3774 7.4615 ... 4.6840 4.5478

 Euro 0.6380 1.2682 0.6137 0.1056 0.0273 0.1239 0.0059 0.1846 ... 0.1340 0.6278 0.6095

 Israel 3.4558 6.8695 3.3246 0.5719 0.1477 0.6710 0.0320 ... 5.4169 0.7260 3.4005 3.3016

 Japan 107.8700 214.4294 103.7760 17.8528 4.6116 20.9456 ... 31.2146 169.0862 22.6613 106.1451 103.0590

 Norway 5.1500 10.2374 4.9545 0.8523 0.2202 ... 0.0477 1.4903 8.0726 1.0819 5.0677 4.9203

 Russia 23.3910 46.4978 22.5032 3.8713 ... 4.5419 0.2168 6.7687 36.6654 4.9140 23.0170 22.3478

 Sweden 6.0422 12.0110 5.8129 ... 0.2583 1.1732 0.0560 1.7484 9.4711 1.2693 5.9456 5.7727

 Switzerland 1.0395 2.0663 ... 0.1720 0.0444 0.2018 0.0096 0.3008 1.6293 0.2184 1.0228 0.9931

 U.K. 0.5031 ... 0.4840 0.0833 0.0215 0.0977 0.0047 0.1456 0.7885 0.1057 0.4950 0.4806

 U.S. ... 1.9878 0.9620 0.1655 0.0428 0.1942 0.0093 0.2894 1.5675 0.2101 0.9840 0.9554

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 596.50 4.50 0.76% 799.25 258.50
Soybeans (cents/bu.) CBOT 1386.50 13.50 0.98 1,636.75 622.00
Wheat (cents/bu.) CBOT 811.00 23.25 2.95 1,278.00 499.00
Live cattle (cents/lb.) CME 105.100 –0.850 –0.80% 113.200 96.200
Cocoa ($/ton) ICE-US 2,813 69 2.51 3,290 1,818
Coffee (cents/lb.) ICE-US 137.30 2.10 1.55 176.05 120.75
Sugar (cents/lb.) ICE-US 12.44 0.20 1.63 15.43 9.72
Cotton (cents/lb.) ICE-US 74.50 0.64 0.87 98.45 59.20
Crude palm oil (ringgit/ton) MDEX 3,070.00 –43 –1.38 3,741 3,027
Cocoa (pounds/ton) LIFFE 1,502 41 2.81 1,748 931
Robusta coffee ($/ton) LIFFE 2,351 38 1.64 2,840 1,488

Copper (cents/lb.) COMEX 360.50 2.80 0.78 422.00 276.00
Gold ($/troy oz.) COMEX 936.90 4.60 0.49 1,048.00 437.00
Silver (cents/troy oz.) COMEX 1737.50 7.70 0.45 2,132.00 1,241.50
Aluminum ($/ton) LME 2,956.00 –30.00 –1.00 3,340.00 2,375.00
Tin ($/ton) LME 22,325.00 –500.00 –2.19 25,450 13,525
Copper ($/ton) LME 7,950.00 –81.00 –1.01 8,811.00 6,335.00
Lead ($/ton) LME 2,139.00 –50.00 –2.28 3,875.00 1,564.00
Zinc ($/ton) LME 1,844.50 –55.50 –2.92 3,540.00 1,761.00
Nickel ($/ton) LME 18,400 –850 –4.42 34,050 18,400

Crude oil ($/bbl.) NYMEX 123.26 –2.23 –1.78 147.90 66.86
Heating oil ($/gal.) NYMEX 3.5494 –0.0452 –1.26 4.1919 1.8600
RBOB gasoline ($/gal.) NYMEX 3.0408 –0.0356 –1.16 3.6503 1.9600
Natural gas ($/mmBtu) NYMEX 9.126 –0.251 –2.68 13.752 4.600
Brent crude ($/bbl.) ICE-EU 125.52 –2.00 –1.57 148.99 74.80
Gas oil ($/ton) ICE-EU 1,160.25 –8.50 –0.73 1,347.25 595.00

Source: Reuters; WSJ Market Data Group

Currencies London close on July 25
Per In

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

Argentina peso-a 4.7280 0.2115 3.0163 0.3315

Brazil real 2.4641 0.4058 1.5720 0.6361
Canada dollar 1.5930 0.6278 1.0163 0.9840

1-mo. forward 1.5937 0.6275 1.0167 0.9836
3-mos. forward 1.5946 0.6271 1.0173 0.9830
6-mos. forward 1.5954 0.6268 1.0178 0.9825

Chile peso 769.41 0.001300 490.85 0.002037
Colombia peso 2791.95 0.0003582 1781.15 0.0005614
Ecuador US dollar-f 1.5675 0.6380 1 1
Mexico peso-a 15.6990 0.0637 10.0153 0.0998
Peru sol 4.4196 0.2263 2.8195 0.3547
Uruguay peso-e 30.096 0.0332 19.200 0.0521
U.S. dollar 1.5675 0.6380 1 1
Venezuela bolivar 3365.89 0.000297 2147.30 0.000466

ASIA-PACIFIC
Australia dollar 1.6407 0.6095 1.0467 0.9554
China yuan 10.6884 0.0936 6.8188 0.1467
Hong Kong dollar 12.2267 0.0818 7.8002 0.1282
India rupee 66.086 0.0151 42.160 0.0237
Indonesia rupiah 14299 0.0000699 9122 0.0001096
Japan yen 169.09 0.005914 107.87 0.009270

1-mo. forward 168.80 0.005924 107.69 0.009286
3-mos. forward 168.20 0.005945 107.30 0.009319
6-mos. forward 167.17 0.005982 106.65 0.009377

Malaysia ringgit-c 5.0944 0.1963 3.2500 0.3077
New Zealand dollar 2.1132 0.4732 1.3482 0.7418
Pakistan rupee 110.666 0.0090 70.600 0.0142
Philippines peso 68.931 0.0145 43.975 0.0227
Singapore dollar 2.1341 0.4686 1.3615 0.7345
South Korea won 1578.47 0.0006335 1007.00 0.0009931
Taiwan dollar 47.657 0.02098 30.403 0.03289
Thailand baht 52.437 0.01907 33.453 0.02989

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

Euro zone euro 1 1 0.6380 1.5675
1-mo. forward 1.0016 0.9984 0.6390 1.5650
3-mos. forward 1.0048 0.9952 0.6410 1.5600
6-mos. forward 1.0094 0.9907 0.6440 1.5529

Czech Rep. koruna-b 23.723 0.0422 15.135 0.0661
Denmark krone 7.4615 0.1340 4.7601 0.2101
Hungary forint 231.97 0.004311 147.99 0.006757
Malta lira 0.4592 2.1778 0.2929 3.4137
Norway krone 8.0726 0.1239 5.1500 0.1942
Poland zloty 3.2040 0.3121 2.0440 0.4892
Russia ruble-d 36.665 0.02727 23.391 0.04275
Slovak Rep. koruna 30.3907 0.03290 19.3880 0.05158
Sweden krona 9.4711 0.1056 6.0422 0.1655
Switzerland franc 1.6293 0.6137 1.0395 0.9620

1-mo. forward 1.6288 0.6139 1.0391 0.9623
3-mos. forward 1.6279 0.6143 1.0385 0.9629
6-mos. forward 1.6261 0.6150 1.0374 0.9640

Turkey lira 1.8904 0.5290 1.2060 0.8292
U.K. pound 0.7885 1.2682 0.5031 1.9878

1-mo. forward 0.7903 1.2653 0.5042 1.9833
3-mos. forward 0.7939 1.2596 0.5065 1.9744
6-mos. forward 0.7990 1.2515 0.5097 1.9618

MIDDLE EAST/AFRICA
Bahrain dinar 0.5910 1.6922 0.3770 2.6524
Egypt pound-a 8.3258 0.1201 5.3115 0.1883
Israel shekel 5.4169 0.1846 3.4558 0.2894
Jordan dinar 1.1094 0.9014 0.7078 1.4129
Kuwait dinar 0.4167 2.4001 0.2658 3.7621
Lebanon pound 2363.01 0.0004232 1507.50 0.0006634
Saudi Arabia riyal 5.8773 0.1701 3.7495 0.2667
South Africa rand 11.8773 0.0842 7.5773 0.1320
United Arab dirham 5.7578 0.1737 3.6733 0.2722
SDR -f 0.9619 1.0396 0.6136 1.6296

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 600 281.76 –0.45 –0.16% –22.7% –24.4%

 11 DJ Stoxx 50 2857.21 –2.67 –0.09 –22.4% –23.2%

 11 Euro Zone DJ Euro Stoxx 315.60 –0.32 –0.10 –23.9% –23.2%

 10 DJ Euro Stoxx 50 3351.13 –3.45 –0.10 –23.8% –21.0%

 11 Austria ATX 3598.95 –21.19 –0.59 –20.3% –21.2%

 9 Belgium Bel-20 3059.56 –47.66 –1.53 –25.9% –29.5%

 14 Czech Republic PX 1433.7 –7.9 –0.55 –21.0% –19.1%

 14 Denmark OMX Copenhagen 379.04 –1.84 –0.48 –15.5% –19.6%

 12 Finland OMX Helsinki 8471.66 52.58 0.62% –27.0% –23.3%

 10 France CAC-40 4377.18 29.19 0.67 –22.0% –22.4%

 11 Germany DAX 6436.71 –3.99 –0.06 –20.2% –13.6%

 … Hungary BUX 21627.60 39.22 0.18 –17.6% –25.5%

 5 Ireland ISEQ 4876.15 –80.48 –1.62 –29.7% –41.7%

 9 Italy S&P/MIB 28661 –4 –0.01 –25.7% –27.6%

 6 Netherlands AEX 395.77 –0.88 –0.22 –23.3% –24.9%

 9 Norway All-Shares 468.61 –4.85 –1.02 –17.8% –16.6%

 17 Poland WIG 40640.39 258.61 0.64 –27.0% –35.1%

 11 Portugal PSI 20 8613.12 –31.34 –0.36 –33.8% –35.0%

 … Russia RTSI 1951.29 –115.41 –5.58% –14.8% –0.8%

 10 Spain IBEX 35 11589.9 –85.2 –0.73 –23.7% –20.5%

 15 Sweden OMX Stockholm 273.48 0.34 0.12% –22.3% –30.8%

 13 Switzerland SMI 7015.03 –41.90 –0.59 –17.3% –19.4%

 … Turkey ISE National 100 37556.95 –1387.43 –3.56 –32.4% –27.2%

 9 U.K. FTSE 100 5352.6 –9.7 –0.18 –17.1% –13.9%

 14 ASIA-PACIFIC DJ Asia-Pacific 136.71 –3.58 –2.55 –13.5% –14.7%

 … Australia SPX/ASX 200 4970.5 –173.6 –3.37 –21.6% –18.3%

 … China CBN 600 23676.98 –285.86 –1.19 –42.9% –30.0%

 13 Hong Kong Hang Seng 22740.71 –347.01 –1.50 –18.2% 0.8%

 13 India Sensex 14274.94 –502.07 –3.40 –29.6% –6.3%

 … Japan Nikkei Stock Average 13334.76 –268.55 –1.97 –12.9% –22.8%

 … Singapore Straits Times 2922.91 –55.00 –1.85 –15.7% –14.7%

 11 South Korea Kospi 1597.93 –28.21 –1.73 –15.8% –15.1%

 14 AMERICAS DJ Americas 330.46 1.47 0.45 –12.3% –10.6%

 … Brazil Bovespa 57199.14 –235.23 –0.41 –10.5% 8.1%

 18 Mexico IPC 27084.77 c206.58 0.77 –8.3% –10.4%

*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 24, 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* 345.24 –1.43%–14.4% –13.6%

2.90% 14 World (Developed Markets) 1,364.28 –1.53%–14.1% –14.9%

2.60% 15 World ex-EMU 157.13 –1.51%–13.2% –14.7%

2.70% 15 World ex-UK 1,352.17 –1.44%–13.7% –14.2%

3.60% 12 EAFE 1,921.24 –0.64%–14.7% –15.1%

2.30% 14 Emerging Markets (EM) 1,042.77 –0.68%–16.3% –1.6%

4.10% 11 EUROPE 98.56 –1.56%–22.7% –28.2%

4.20% 10 EMU 227.82 –1.62%–18.6% –15.5%

4.00% 11 Europe ex-UK 108.06 –1.30%–22.5% –26.6%

5.60% 8 Europe Value 112.98 –1.41%–25.5% –33.7%

2.70% 14 Europe Growth 83.67 –1.72%–19.9% –22.6%

3.20% 12 Europe Small Cap 168.08 –2.03%–21.9% –35.1%

2.00% 11 EM Europe 377.92 –2.25%–21.4% –11.1%

4.30% 10 UK 1,592.11 –1.60%–17.1% –19.5%

3.50% 12 Nordic Countries 158.90 –1.80%–22.9% –27.1%

1.20% 12 Russia 1,243.54 –3.59%–17.2% 4.7%

2.90% 15 South Africa 674.82 0.79% –5.4% –3.0%

3.10% 13 AC ASIA PACIFIC EX-JAPAN 432.32 0.58%–18.4% –6.8%

1.80% 16 Japan 842.54 2.21%–10.4% –25.0%

2.10% 16 China 65.06 –0.47%–23.8% 3.2%

1.10% 16 India 591.87 –0.69%–30.8% –1.1%

1.90% 11 Korea 446.69 2.54%–13.6% –4.9%

4.40% 13 Taiwan 283.44 0.75%–15.1% –19.5%

2.10% 18 US BROAD MARKET 1,376.71 –2.38%–13.7% –16.0%

1.50% 32 US Small Cap 1,801.06 –2.56% –9.3% –16.4%

2.00% 15 EM LATIN AMERICA 4,166.31 –2.91% –5.3% 11.0%

*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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Higher prices lift Danone net 34%

Motorola reorganizes mobility unit

By Geraldine Amiel

Groupe Danone SA posted a 34%
rise in first-half net profit as the
company managed to offset a drop
in volume with price increases. The
French dairy, water and baby-food
company also upgraded its full-year
margin forecast.

First-half net profit was Œ879
million ($1.38 billion), compared
with Œ656 million a year earlier. Rev-
enue jumped 18% to Œ7.69 billion.

For the second quarter, revenue
also rose 18%, to Œ3.93 billion, de-
spite a tough consumer environ-
ment. Fresh-dairy sales were up
8.7%, the company said.

Sales at the water division
slipped 0.8% in the second quarter
on an organic basis, which excludes

currency fluctuations and any effect
from integrating Dutch baby food
company Numico. Danone blamed
the drop in volume on what co-Chief
Operating Officer Emmanuel Faber
called a “perfect storm.” In Europe,
he said, most notably in France,
Spain and the U.K., bad weather,
combined with port and transporta-
tion strikes, dented sales.

Better weather so far in the third
quarter could improve the figures,
Danone’s Chief Financial Officer
Pierre-Andre Terisse said.

Danone reiterated that it expects
full-year revenue to grow between
8% and 10%. It also raised the out-
look for its operating margin, say-
ing it now expects growth between
0.4 and 0.5 percentage point, up
from its previous forecast of “at
least” 0.3 percentage point.

Danone Chief Executive Franck
Riboud said the company is boost-
ing margins by reacting quickly in
markets where it sees weakness and
by accelerating innovation to keep
its competitive advantage.

The company’s free-cash flow
this year also is likely to beat its tar-
get, said Mr. Faber. Danone predicts
its full-year free-cash flow to reach
between 7% and 8% of sales.

The integration of Numico,
which Danone bought last year, “is
doing great,” said Mr. Faber, adding
that he is confident it will deliver
planned cost synergies of Œ45 mil-
lion. Of these, Œ20 million were de-
livered in the first half, he said.

The optimistic forecast boosted
Danone shares 7.7% Friday to
Œ48.29 in Paris trading.

Infineon plans job cuts
Chip maker reports
widening of net loss;
Qimonda is a weight

By Sara Silver

Motorola Inc. is reorganizing
its second-largest business unit,
home and networks mobility, into
three distinct businesses, a step
that could make it easier for Motor-
ola to sell some of the businesses in
the future.

The changes, outlined in a memo
to employees last week, come ahead
of Motorola’s quarterly report on
Thursday. The Illinois-based tele-
com-equipment maker is expected
to report on plans to split itself into
two companies, separating its trou-
bled cellphone unit from the rest of
Motorola, the home and networks
mobility unit and its public-safety
radios division.

Home and networks mobility,
with revenue of $2.4 billion in the
first quarter, supplies telecom carri-
ers and cable companies with the
equipment to provide voice, broad-
band and TV services. Until now it
had been organized as an array of

businesses, making cable set-top
boxes, modems, cable infrastruc-
ture and network gear to carry voice
and data signals.

The reorganization aligns these
businesses into three distinct units.
One unit will include the cable set-
top boxes operation as well as other
equipment for digital video, Inter-
net-based video and modems. It will
be led by John Burke, who currently
oversees the cable set-top business,
the world’s largest by sales.

The company’s networks-gear
business will be divided in two. One
unit, cellular networks, will focus
on traditional wireless equipment
sold to telecom carriers and be led
by Fred Wright. The other, broad-
band access solutions, will focus on
next-generation technologies in-
cluding WiMax and LTE, which
have so far produced little revenue.
This unit will be led by Dan Molo-
ney, head of home and networks mo-
bility, until a permanent leader is
announced.

Dan Coombes, who was senior
vice president for wireless broad-
band systems, will become an ad-
viser to Mr. Moloney.

Coming at a time when Motorola
is contemplating various restructur-
ing options for the entire company,
the reorganization could pave the
way for Motorola to keep the cell-
phone business and spin off or sell
other pieces, one analyst said. “This
opens the way for a reverse spinoff,
in which everything but the handset
business is sold,” said Ittai Kidron,
analyst at Oppenheimer & Co.

The memo to employees noted
that “these changes are not a reac-
tion to Motorola’s separation plans
or a cost-cutting measure.” The
memo said “it’s time to position our
business for continued success over
the next five years.”

A Motorola spokeswoman said
the reorganization “will ensure that
Home & Networks Mobility remains
agile, focused and ideally aligned to
realize its growth potential.”

By James T. Areddy

SHANGHAI—An escalating dis-
pute between Groupe Danone SA
and Hangzhou Wahaha Group Co.
over China’s largest soft-drinks em-
pire looks increasingly as though it
could result in a breakup of their
12-year-old partnership, one of the
country’s most prominent foreign
joint ventures.

The disagreement has hurt
both Paris-based Danone and Wa-
haha, which has headquar-
ters in the city of Hang-
zhou just west of Shang-
hai. And each has taken re-
cent steps to look past the
relationship, including hir-
ing separate investment
advisers to estimate a
value for the business.

Wahaha founder Zong
Qinghou, at a meeting with
journalists this month,
called for a speedy “di-
vorce.” Danone executives,
meanwhile, have played down the
importance of Wahaha to their com-
pany’s bottom line, while highlight-
ing new operations in China, such as
a baby-food business.

Since it broke into public view in
early 2007, the Danone-Wahaha
fight for control over one of China’s
most iconic brands and valuable con-
sumer-product franchises has come
to symbolize how bad cross-cultural
business relationships can get.

Twists and turns in the case have
offered executives at other compa-
nies a rare opportunity to study how
a business dispute might play out in
the world’s fastest-growing major
economy. Other executives “are pay-
ing keen attention to the process,
not only the outcome,” says Teng
Bingsheng, a professor of strategic
management at Beijing’s Cheung
Kong Graduate School of Business.

At stake is the business of making
and selling of bottled water, tea and
fruit drinks under the name Wahaha,
a more familiar brand for many Chi-
nese than Coca-Cola. The Chinese
and French parties came together in
1996 when Mr. Zong agreed to make
his Wahaha drinks in joint ventures
with Danone to speed the business’s
expansion. Danone owned 51%, but
involved itself little in Mr. Zong’s op-
erations, an arrangement that for
years seemed to work.

Today, Mr. Zong controls a num-
ber of Wahaha factories outside the
joint venture. Danone says that is a
breach of their original agreement,
while Mr. Zong says Danone initially
condoned the setup. Danone has
contended Mr. Zong’s “parallel” op-
erations cost it $25 million in lost
revenue each month.

Each side says it remains com-
mitted to a successful Wahaha busi-
ness, and the products remain as
popular as ever. Wahaha and
Danone both say they trust a Swed-
ish arbitration process planned for
January. Yet, the two sides also in-
creasingly play down the likelihood
of an amicable settlement.

Legal developments in China,
Los Angeles, Stockholm, Samoa and
the British Virgin Islands have peri-
odically appeared to signal a possi-
ble victor, only to see the dispute
drag on. Even pressure last year
from the French and Chinese presi-
dents produced little more than a
short-lived truce.

Indeed, the tussle has turned in-
creasingly nasty: Each company has
heaped scorn on the other and
leaked information to the news me-

dia—and Danone says it has as-
sisted U.S. tax authorities investigat-
ing Mr. Zong, whose family owns a
house in California. Danone also
sued Mr. Zong’s wife and daughter
last year in the U.S., alleging that
they helped him gain profits from
Wahaha ventures that Danone was
entitled to receive. Danone says a
court backed its request for freezes
on Zong-family controlled offshore
bank accounts. Mr. Zong says his
family denies Danone’s allegations

and is contesting the suit.
At a fancy dinner he

hosted for reporters in
Hangzhou this month, Mr.
Zong stressed that the two
sides are heading for “di-
vorce.” The effusive 62-year-
old said Danone should exit
China “in a decent way” by
selling its share of the busi-
ness ventures to Wahaha or
a third party.

One big hurdle: The two
sides are billions of dollars

apart in valuing the ventures, he said.
Danone says legal efforts in vari-

ous jurisdictions bar it from comment-
ing on key aspects of the relationship.
But the company has taken steps that
suggest it is ready to part ways with
Wahaha—as it has already done with
two other joint ventures in China in
the past year. For instance, Danone
has hired J.P. Morgan Chase & Co. to
help it value the Wahaha operations,
according to a Danone spokesman.

In mid-2007, Danone changed
the way it accounts for its Wahaha
interests in its financial statements,
presenting them as investments
rather than core subsidiaries. That
makes it hard to see whether
Danone is suffering financially be-
cause of the fight, but makes the
businesses look more like salable as-
sets. In 2006, the last year the
French company broke out num-
bers, China accounted for 11% of
Danone’s Œ14 billion ($22 billion) in
global sales, and was its third-big-
gest market after France and Spain.

In April, relying in part on re-
ceipts from Danone detailing Mr.
Zong’s earnings from their busi-
ness, U.S. tax authorities hit Mr.
Zong with a $19.48 million assess-
ment for back taxes and penalties
for 2001, according to documents
seen by The Wall Street Journal
from a lawsuit Mr. Zong filed
against the Internal Revenue Ser-
vice contesting the assessment on
July 14 in U.S. Tax Court in Los Ange-
les. The documents suggest Mr.
Zong earned more than $40 million
outside of China in 2001, even as he
reported income closer to $50,000.

Mr. Zong says he is “astonished”
anyone would think he owes U.S.
taxes, although he concedes to steps
that often make a person subject to
such assessments, including work-
ing in the U.S. occasionally in the
1990s and getting approved for per-
manent residence. When asked
about his tax situation, Mr. Zong
says Danone “cheated” him, but said
his recent payment of back taxes
and penalties to Chinese authorities
would offset U.S. assessments.

Danone says it merely re-
sponded to a U.S. government re-
quest in the case. “They asked us to
provide some assistance,” says Ran-
dall Lewis, associate general coun-
sel for Danone Asia based in Shang-
hai. Mr. Lewis said it is corporate
policy to cooperate with govern-
ment requests, and that most of the
information it provided to tax au-
thorities is publicly available.

Danone, Wahaha appear
likely to part amid feud

By Archibald Preuschat

FRANKFURT—Chip maker Infin-
eon Technologies AG of Germany
posted a wider fiscal third-quarter
net loss Friday, weighed down by un-
profitable memory-chip unit Qi-
monda AG, and said it plans to cut
3,000 jobs as part of a restructuring
program.

“The job cuts can’t be avoided,”
said Chief Executive Peter Bauer, cit-
ing market conditions, the weak-
ness of the U.S. dollar against the
euro and the necessity of reorganiz-
ing the company.

The cuts, scheduled to take place
in Infineon’s next fiscal year, should
result in savings of at least Œ200 mil-
lion ($314 million) annually, the
company said. The savings Infineon
wants to achieve are higher than ex-
pected, said Sal. Oppenheim analyst
Juergen Wagner.

Infineon has roughly 43,000 em-
ployees world-wide, including
about 13,500 Qimonda employees.

Infineon’s fiscal fourth quarter

ending Sept. 30 will be significantly
affected by charges related to the
cost-cutting program, the company
said. Mr. Bauer declined to give de-
tails on the charges.

Infineon posted a net loss in the

quarter ended June 30 of Œ592 mil-
lion, compared with a year-earlier
loss of Œ197 million.

The latest results included a
write-down of Œ411 million related
to Infineon’s 77.5% stake in Qi-
monda. Infineon already wrote
down Œ1 billion on its Qimonda
stake in the second quarter. Mr.
Bauer reiterated that Infineon
wants to cut its Qimonda stake to be-
low 50% by early 2009.

Revenue rose 1.8% to Œ1.03 bil-
lion from Œ1.01 billion.

The company’s two core busi-
nesses showed mixed results. The
automotive, industrial and multima-
rket division reported a profit,
while the communication-solution
unit remained unprofitable.

Infineon said it expects revenue
in the current quarter to increase by
a mid-single-digit percentage from
the fiscal third quarter, while earn-
ings before interest and taxes are ex-
pected to be stable or to decline
slightly from the previous quarter.

Sal. Oppenheim’s Mr. Wagner
said Infineon’s dependency on its au-
tomotive, industrial and multimar-
ket unit was also cause for concern,
given the weak performance of the
automotive sector right now.

Infineon shares rose 5.3% to
Œ5.08.

CORPORATE NEWS

Zong Qinghou

Infineon
Net loss, in millions of euros
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 18.40 $31.40 –0.30 –0.95%
Alcoa AA 9.40 31.81 0.53 1.69%
AmExpress AXP 18.60 36.62 0.21 0.58%
AmIntlGp AIG 30.90 27.24 –0.19 –0.69%
BankAm BAC 82.00 29.58 –1.06 –3.46%
Boeing BA 8.80 63.83 1.30 2.08%
Caterpillar CAT 4.40 70.48 0.70 1.00%
Chevron CVX 12.90 82.56 0.56 0.68%
Citigroup C 86.50 18.85 –0.21 –1.10%
CocaCola KO 7.20 52.06 0.20 0.39%
Disney DIS 12.10 31.10 0.08 0.26%
DuPont DD 5.60 43.81 –0.36 –0.82%
ExxonMobil XOM 24.20 81.70 0.90 1.11%
GenElec GE 44.60 28.71 0.00 0.00%
GenMotor GM 21.80 11.90 –1.10 –8.46%
HewlettPk HPQ 10.80 43.71 0.33 0.76%
HomeDpt HD 13.10 23.80 –0.22 –0.92%
Intel INTC 36.30 22.01 0.34 1.57%
IBM IBM 7.00 128.53 –1.47 –1.13%
JPMorgChas JPM 31.40 39.52 0.38 0.97%
JohnsJohns JNJ 9.20 69.03 0.37 0.54%
McDonalds MCD 7.40 58.65 0.28 0.48%
Merck MRK 12.70 32.68 0.46 1.43%
Microsoft MSFT 52.10 26.16 0.72 2.83%
Pfizer PFE 37.60 18.89 0.08 0.43%
ProctGamb PG 9.50 64.46 –0.05 –0.08%
3M MMM 4.60 70.95 –0.10 –0.14%
UnitedTech UTX 4.70 65.23 1.03 1.60%
Verizon VZ 11.50 34.45 –0.64 –1.82%
WalMart WMT 15.00 56.83 –0.14 –0.25%

Dow Jones Industrial Average P/E: 78
LAST: 11370.69 s 21.41, or 0.19%

YEAR TO DATE: t 1,894.13, or 14.3%

OVER 52 WEEKS t 1,894.78, or 14.3%

 Note: Price-to-earnings ratios are for trailing 12 months
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Behind Asia’s deals: Bank revenue rankings, Australia
Behind every IPO, bond offering, merger deal or syndicated loan is one or more investment banks. Here are
investment banks ranked by year-to-date revenues from recent deals.

PERCENTAGE OF TOTAL REVENUE
Revenue, Market Equity Debt Mergers &
in millions share capital markets capital markets acquisitions Loans

UBS $113 11.1% 38% 7% 48% 7%

Goldman Sachs 86 8.6% 61% 12% 17% 10%

Macquarie Group 64 6.3% 35% 5% 59% …%

Citi 54 5.4% 28% 24% 34% 15%

RBS 49 4.9% 49% 25% 3% 23%

Deutsche Bank 49 4.9% 42% 8% 42% 8%

JPMorgan 46 4.5% 60% 22% 16% 1%

National Australia Bank 40 4.0% 2% 66% …% 32%

Westpac 37 3.6% 14% 36% …% 51%

Source: Dealogic

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

Thomson 582 –70 –101 –48 Eurpn Aero Defence & Space 98 5 –7 12

Evonik Degussa  136 –27 –62 –59 ISS Glob  336 5 –15 –37

Kingfisher 305 –19 –49 –29 Glitnir banki  1000 5 34 241

Brit Awys  413 –16 –54 –28 Centrica  76 7 –1 1

Tomkins  281 –10 –37 59 Smurfit Kappa Fdg  398 14 2 –17

PPR 232 –10 –32 –24 Metso  115 14 6 13

DSG Intl  405 –10 –55 –17 UPM Kymmene  347 19 2 12

Next plc 260 –10 –36 –14 Stora Enso 384 34 24 11

Irish Life & Perm 228 –9 –23 28 Norske Skogindustrier  1156 41 39 161

HeidelbergCement 336 –8 4 72 M real  1466 68 198 377

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

Roche Hldg Part. Cert. Switzerland Pharmaceuticals $127.7 188.90 3.51% –10.1% 7.8%

HBOS U.K. Banks 32.4 3.10 2.90 –67.1 –64.1

Nokia Finland Telecom Equipment 107.2 18.00 2.51 –12.9 36.7

L.M. Ericsson Tel B Sweden Telecom Equipment 32.6 66.50 2.47 –47.4 –50.0

Barclays U.K. Banks 56.5 3.57 2.44 –46.3 –34.3

UBS Switzerland Banks $60.9 21.60 –6.09% –63.3 –53.9

AXA S.A. France Full Line Insurance 61.1 18.90 –4.76 –33.0 –14.5

Allianz SE Germany Full Line Insurance 77.4 109.13 –4.60 –28.6 4.1

Fortis Netherlands Banks 33.1 9.60 –4.29 –60.7 –52.5

ING Groep Netherlands Life Insurance 73.3 21.00 –3.89 –32.0 –15.9

...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

ArcelorMittal 113.0 49.77 2.13% 11.6% ...
Luxembourg (Iron & Steel)
Sanofi-Aventis S.A. 97.2 47.20 1.77 –21.7 –33.9%
France (Pharmaceuticals)
Deutsche Telekom 74.7 10.93 1.58 –13.1 –33.2
Germany (Mobile Telecom)
Total S.A. 182.0 48.38 1.48 –14.6 –5.3
France (Integrated Oil & Gas)
Unilever 50.2 18.70 1.44 –16.7 1.5
Netherlands (Food Products)
Siemens 105.4 73.54 1.43 –22.4 15.5
Germany (Electronic Equipment)
ENI 138.5 22.06 1.33 –13.6 –5.9
Italy (Integrated Oil & Gas)
Nestle S.A. 167.3 44.26 1.14 –3.2 25.2
Switzerland (Food Products)
BASF 62.0 41.81 1.11 –8.8 42.7
Germany (Commodity Chemicals)
Daimler 58.8 38.88 1.07 –40.4 –3.1
Germany (Automobiles)
Rio Tinto 105.5 49.54 1.00 48.4 161.3
U.K. (General Mining)
BP 213.3 5.18 0.98 –9.6 –17.8
U.K. (Integrated Oil & Gas)
BHP Billiton 69.7 15.53 0.84 14.1 92.6
U.K. (General Mining)
E.ON 125.6 120.19 0.83 4.2 62.8
Germany (Multiutilities)
Astrazeneca 68.4 23.65 0.81 –7.7 –7.5
U.K. (Pharmaceuticals)
Royal Dutch Shell 128.9 23.18 0.80 –18.2 –8.6
U.K. (Integrated Oil & Gas)
Tesco 58.9 3.77 0.21 –6.8 15.9
U.K. (Food Retailers & Wholesalers)
France Telecom 79.5 19.40 0.15 ... –23.6
France (Fixed Line Telecom)
BNP Paribas S.A. 92.0 64.80 0.06 –18.6 9.5
France (Banks)
Banco Santander 118.8 12.12 –0.16 –11.5 18.6
Spain (Banks)

Anglo Amer 71.3 26.73 –0.41% –2.4% 83.1%
U.K. (General Mining)
GlaxoSmithKline 138.1 11.89 –0.46 –2.9 –11.3
U.K. (Pharmaceuticals)
Vodafone Grp 153.9 1.33 –0.64 –12.1 –9.2
U.K. (Mobile Telecom)
Banca Intesa 68.5 3.69 –0.87 –32.6 –8.0
Italy (Banks)
Deutsche Bk 49.5 59.57 –1.05 –39.1 –16.7
Germany (Banks)
Novartis 156.0 61.35 –1.05 –5.3 –2.2
Switzerland (Pharmaceuticals)
Telefonica S.A. 120.6 16.12 –1.16 –5.2 18.6
Spain (Fixed Line Telecom)
HSBC Hldgs 197.5 8.28 –1.19 –6.0 –10.3
U.K. (Banks)
BT Grp 33.4 2.00 –1.23 –36.1 –12.1
U.K. (Fixed Line Telecom)
Soc. Generale 55.9 61.20 –1.35 –48.0 –27.0
France (Banks)
UniCredit 82.8 3.96 –1.43 –34.9 –9.4
Italy (Banks)
SAP 66.9 34.24 –1.47 –12.6 –3.4
Germany (Software)
GDF Suez 143.6 41.80 –1.60 22.5 ...
France (Multiutilities)
Diageo 50.0 8.88 –1.61 –11.3 12.9
U.K. (Distillers & Vintners)
Koninklijke Philips Elec 36.8 21.71 –1.81 –26.2 –3.1
Netherlands (Consumer Electronics)
Royal Bk of Scot 69.0 2.15 –1.94 –55.9 –55.6
U.K. (Banks)
Lloyds TSB Grp 37.2 3.31 –2.00 –38.3 –31.3
U.K. (Banks)
Banco Bilbao Viz 70.5 12.00 –2.04 –32.9 –13.7
Spain (Banks)
Assicurazioni Gen 49.9 22.59 –2.63 –20.0 –7.9
Italy (Full Line Insurance)
Credit Suisse Grp 57.2 50.65 –3.62 –35.5 –5.7
Switzerland (Banks)

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 -0.27% -1.93% -1.6% -7.5% -7.9%
Merger Arbitrage -0.19% -0.06% 0.9% 0.3% 3.6%
Event Driven -0.40% -3.64% -3.1% -2.4% -2.6%
Distressed Securities 0.72% -2.33% -2.5% -6.9% -11.3%
Equity Market Neutral -1.16% -1.44% -0.3% -0.5% -1.1%
Equity Long/Short -1.59% -4.42% 1.0% -2.3% 5.0%

*Estimates as of 07/24/08, 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 0.91 103.16% 0.02% 1.32 0.64 0.91

Eur. High Volatility: 9/1 1.80 103.28 0.03 2.10 1.23 1.67

Europe Crossover: 9/1 5.18 104.77 0.07 5.96 4.00 4.90

Asia ex-Japan IG: 9/1 1.34 104.94 0.03 2.10 0.85 1.33

Japan: 9/1 1.10 105.09 0.02 1.61 0.65 1.08

 Note: Data as of July 24

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

In percentage points
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Source: Markit Group

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

BLUE CHIPS & BONDS

T H E WA L L ST R E ET JOU R NA L . MONDAY, JULY 28, 2008 27



Potential Bayer blockbuster
clears a key Europe panel

Sanofi-Aventis sets offer
for U.K. vaccine supplier
Bid of $548.4 million
for Acambis is part
of new industry push

Volkswagen AG

German car maker Audi, the pre-
mium division of Volkswagen AG, re-
ported a 36% rise in first-half net
profit due to lower sales costs, and
said it expects full-year profit to in-
crease as model launches and re-
vamps will boost second-half sales.
Net profit rose to Œ907 million ($1.42
billion) from Œ668 million a year ear-
lier. Revenue was flat at Œ17.4 billion.
Chief Financial Officer Axel Strotbek
said the company booked financial in-
come of Œ510 million, mostly from
currency and raw-material hedging
deals. The auto maker delivered
more than 516,000 cars to customers,
up 1.4% from a year earlier, fueled by
demand in the Asian-Pacific region
and Eastern Europe. In the U.S., Audi
saw a slight drop in first-half sales to
45,024 as the financial crisis and esca-
lating fuel prices hit the market.

Belgacom

Net profit declines 4.1%;
full-year revenue outlook cut

Belgacom, Belgium’s biggest tele-
communications company, posted a
4.1% drop in second-quarter net
profit and lowered its full-year reve-
nue outlook in light of the economic
downturn. In a move designed to sup-
port the share price, the company
also said it will use part of its Œ336
million ($527 million) spare cash to
buy back shares valued at Œ200 mil-
lion. Net profit fell to Œ235 million
from Œ245 million a year earlier,
while revenue was down 2% to Œ1.49
billion from Œ1.52 billion. The Brus-
sels-based company said it now ex-
pects full-year revenue to fall around
2%, compared with its previous fore-
cast of a decline of “up to 1%.” The
lowered outlook, coming after cross-
town rival Mobistar SA Thursday
raised its expectations, sent shares
in Belgacom down 6.9%.

By Richard Breum

And Allison Connolly

FRANKFURT—Bayer AG said it
is a step closer to approval for its
next potential blockbuster drug, af-
ter receiving a positive opinion
from European regulators for
Xarelto, an anticoagulant.

Xarelto is the most important
drug in Bayer’s pipeline, and the com-
pany said it expects the drug to gar-
ner more than Œ2 billion, or about $3
billion, in annual sales. Analysts pre-
dict the drug could eventually bring
in as much as Œ5 billion a year.

The German company is seeking
marketing approval for the drug in
more than 10 countries, including
China. It also plans to submit a regu-
latory filing in the U.S., where the
drug would be marketed by Bayer’s
partner, Johnson & Johnson.

The drug received the green
light Friday from the European Med-
icines Agency’s Committee for Me-
dicinal Products for Human Use.
The recommendation comes just
nine months after the company sub-

mitted its application, which is rela-
tively fast, noted Bayer HealthCare
executive-committee member Ke-
mal Malik, who heads product devel-
opment.

The drug still needs to receive
marketing approval from the Euro-
pean Commission before it can be
sold. The commission, the European
Union’s executive arm, normally fol-
lows the committee’s recommenda-
tion. A decision should come within
a few months, Bayer said.

Xarelto, which was developed
jointly with J&J, initially will be
used to prevent blood clots in pa-
tients undergoing hip- and knee-re-
placement surgery. The company
plans to seek approval for other
uses, including the prevention of
strokes in atrial-fibrillation pa-
tients and for the secondary preven-
tion of acute coronary syndrome.

With the European approval,
Bayer hopes to have the drug on the
market by year’s end. It would com-
pete with Boehringer Ingelheim’s
antithrombosis drug Dabigatran
and Sanofi-Aventis SA’s Lovenox.

CORPORATE NEWS GLOBAL BUSINESS BRIEFS

State Bank of India’s net profit
rose 15% in fiscal first quarter

Cie. de Saint-Gobain SA

French building-materials com-
pany Cie. de Saint-Gobain SA said it
would slash 6,000 jobs, about 3% of
its work force, as part of a Œ435 mil-
lion ($682.9 million) cost-cutting
plan to adapt to worsening global
economic conditions. Saint-Gobain,
a leading supplier of glass to the au-
tomotive and building industries,
said 4,000 of the jobs would be cut
by year end, accounting for most of
this year’s Œ300 million cost sav-
ings. A spokeswoman said that this
year 1,550 jobs would be cut in the
U.S., 1,100 in the U.K. and 270 in
Spain. In the rest of Europe, cuts
will be made by ending temporary
work contracts, implementing a hir-
ing freeze and not replacing depart-
ing employees, she added. Saint-
Gobain employs about 210,000 peo-
ple world-wide.

Inmarsat PLC

SkyTerra Communications Inc.
and its largest shareholder, Harbin-
ger Capital Partners Funds, on Fri-
day said they will make a takeover of-
fer for Inmarsat PLC—just four days
after the U.K. satellite-communica-
tions company said talks had ended.
SkyTerra and Harbinger said they in-
tend to make a bid for Inmarsat, but
that they would try to get regulatory
approval first, since that process is
likely to take 18 months. Any tie-up
would require approval from a raft of
regulators, most notably in the U.S.,
where SkyTerra’s Mobile Satellite
Ventures holds mobile licenses that
are used primarily for public safety,
security, fleet management and asset
tracking. Inmarsat said it remains
confident of its standalone prospects
but will consider any offer that would
maximize value for its shareholders.

Alitalia SpA

The board of Italy’s Alitalia SpA
held an emergency three-hour meet-
ing Saturday to discuss the nearly
bankrupt airline’s options and con-
sider possible future developments
while it waits for adviser Intesa San-
paolo to present its rescue plan, a
person familiar with the matter
said. No decisions were made, the
person said, and the company didn’t
issue a statement after the meeting.
The airline is being kept afloat by a
bridge loan of Œ300 million ($471
million) issued by the Italian govern-
ment May 5, and the company is
burning more than Œ2 million in
cash per day. The carrier gave In-
tesa Sanpaolo a mandate to study a
possible rescue plan in June after
merger talks with French carrier Air
France-KLM collapsed.

—Compiled from staff
and wire service reports.

Edison SpA

Edison SpA, one of Italy’s biggest
power and natural-gas companies
by volume, said first-half net profit
fell 60%, hit by higher taxes follow-
ing a new government levy, and
weaker gas operations. Net profit
dropped to Œ102 million ($160.1 mil-
lion) from Œ256 million a year ear-
lier, even though net revenue was up
27% to Œ5.46 billion. Gross operating
profit fell 11% to Œ809 million from
Œ904 million. Edison blamed the de-
cline on the Italian government’s so-
called Robin Hood tax. Excluding the
resulting Œ101 million in taxes and a
Œ40 million provision for a tax dis-
pute, profit would have been “simi-
lar” to last year, said Chief Executive
Umberto Quadrino.

By David Pearson

Sanofi-Aventis SA of France
launched a friendly takeover offer
for U.K. vaccines maker Acambis
PLC, valued at about £276 million
($548.4 million).

The offer is the latest evidence of
Big Pharma’s growing interest in vac-
cines, which are experiencing stron-
ger sales growth than other kinds of
prescription medicines. Acambis re-
cently won a 10-year contract with
the U.S. government to supply its li-
censed smallpox vaccine.

Sanofi’s vaccines unit, Sanofi
Pasteur Holding, is offering 190
pence ($3.78) a share, a 65% pre-
mium to Acambis’s share price of
115 pence at the close of business
July 24, the last day the shares

traded, as well as on the share price
in the past 50 trading days.

Sanofi Pasteur and Acambis
have collaborated for more than 10
years, and Acambis is partnered
with Sanofi Pasteur in projects to de-
velop and market vaccines against
Japanese encephalitis, dengue and
West Nile virus.

Invesco Asset Management and
Goldman Sachs International,
which together hold about 42% of
Acambis, have confirmed their in-
tent to support the offer, Sanofi
said.

Among its other projects, Acam-
bis also has early stage proprietary
programs targeting potentially sig-
nificant markets in the fields of
clostridium difficile, influenza and
genital herpes.

Sanofi-Aventis “quite liked what
we had in Acambis,” Acambis Chief
Executive Ian Garland said, refer-
ring to the pipeline of experimental
vaccines that the company is devel-
oping outside the partnership with
the French drug maker.

By John Satish Kumar

MUMBAI—State Bank of India
said its unconsolidated net profit
for the fiscal first quarter rose 15%
from a year earlier, aided by a one-
off tax gain that slightly offset
mark-to-market losses of 16.57 bil-
lion rupees ($393 million).

Most Indian banks are reporting
mark-to-market losses on their
bond and equity portfolios because
of rising interest rates and adverse
equity market conditions.

Thestate-ownedbank,India’slarg-
est bank by assets, said unconsoli-
dated net profit for the quarter ended
June 30 rose to 16.41 billion rupees
from14.26billionrupeesayearearlier.

Net profit was helped by a one-

time refund of 2.47 billion rupees,
which went toward tax provisioning
in last fiscal year’s first quarter.

Unconsolidated total income rose
32% to 162.03 billion rupees from
122.29 billion rupees a year earlier.

The mark-to-market loss in-
cluded a loss of 7.84 billion rupees
on securities issued by the federal
government on its rights issue.

Rival ICICI Bank Ltd. said Satur-
day its net profit in the fiscal first
quarter fell 6.1% from a year earlier,
dragged by mark-to-market losses
of 5.94 billion rupees on its trading
and securities portfolio.

The New York-listed bank said
net profit in the quarter ended June
30 fell to 7.28 billion rupees from
7.75 billion rupees.

Fortune Brands Inc.

Fortune Brands Inc. posted a
41% decline in second-quarter
profit as the company announced a
nearly 5% dividend increase, its lat-
est move to return value to share-
holders after failing earlier this year
to buy the parent of Absolut vodka.
The Deerfield, Ill., firm reported net
income of $136 million, or 88 cents a
share, down from $232 million, or
$1.48 a share, a year ago. Net sales
fell 8.3% to $2.1 billion. Fortune
boosted its quarterly dividend to 44
cents from 42 cents. In March, For-
tune Brands lost the auction for
Swedish distiller Vin & Sprit, which
ows Absolut, to French drinks giant
Pernod Ricard SA, which shelled out
$8.3 billion. Following the loss, the
company authorized the repur-
chase of a 10% equity stake in the
Beam Global sprits business held by
Vin & Sprit.

Yahoo Japan Corp.

Yahoo Japan Corp.’s results Fri-
day showed that while profit
growth was sustained in the April-
June quarter, the Internet-service
company began feeling the effects
of slowing economic and corporate
earnings growth in Japan. The com-
pany, affiliated with Softbank Corp.
and Yahoo Inc., said net profit in its
fiscal first quarter ended in June
rose 18% from a year earlier to 19.16
billion yen ($177.6 million), in line
with its forecast. Sales rose 16% to
65.56 billion yen. But the company
also said the economy was more
sluggish than anticipated, and reve-
nue from display advertising, paid
search advertising and recruiting
service was “slow” in the quarter.

Roche Holding AG

Roche Holding AG’s drug
Actemra appears effective at treat-
ing rheumatoid arthritis, a disease
that can destroy joints and causes
chronic pain for patients, the U.S.
Food and Drug Administration said.
The drug appears effective for treat-
ing patients with moderate to se-
verely active rheumatoid arthritis,
but has been linked to serious infec-
tions, malignancies and other prob-
lems, according to documents
posted on the FDA’s Web site. A
panel of outside medical experts
will meet Tuesday to discuss
whether the benefits of Actemra out-
weigh the risks, and whether the
drug should be approved. The FDA
doesn’t have to follow its panels’ ad-
vice, but generally does.

Samsung Electronics Co.

Pressures emerged during the
second quarter for Samsung Elec-
tronics Co.’s cellphone and flat-
panel businesses, the units that
have delivered healthy profit over
the past year as its chip business
slumped. The development, to-
gether with a delay in the expected
recovery of the chip business that
executives announced Friday along
with quarterly results, created more
negative sentiment among inves-
tors. Shares of Samsung, which had
already fallen 20% since mid-May,
dropped another 6.2% on the Korea
Stock Exchange. Though Samsung
remains one of the most profitable
companies in high tech, its results
announcement showed that it is
also falling victim to the global eco-
nomic slowdown. Full-year net
profit is likely to be around $8 bil-
lion, about average since 2002.

Sinosteel Corp.

Sinosteel Corp. extended again
its bid of 1.36 billion Australian dol-
lars for Midwest Corp., this time to
Aug. 25, hoping to build on its stake.
Sinosteel said it had a relevant inter-
est in 54.16% of Midwest shares,
down slightly from 54.81% last week.
It needs 90% of the company’s shares
for compulsory acquisition under
Australian takeover law and to delist
the company from the stock ex-
change. Sinosteel won a controlling
stake in Midwest earlier this month
after a 10-month battle with Murchi-
son Metal Ltd. for the shares, mark-
ing the first successful hostile for-
eign acquisition by a Chinese com-
pany. But Murchison has vowed that
it won’t sell its 10% stake in Midwest.

Vattenfall Europe AG

German utility Vattenfall Europe
AG said it is looking for investors for
its ultrahigh-power-transmission
network. Vattenfall Europe, a unit
of the Swedish Vattenfall Group,
said it will sell the network because
of a political debate in Europe on
ownership of ultrahigh-voltage
grids. The European Commission,
the European Union’s executive
arm, wants a full separation of en-
ergy-production and distribution as-
sets to promote competition. Vatten-
fall Europe is the second of Germa-
ny’s four transmission-grid opera-
tors to put its grid assets up for sale.
In February, E.On AG proposed to
sell its German power-transmission
network and some of its German
power-plant assets to settle two EU
antitrust cases. The operators of the
other two grids, RWE AG and EnBW
Energie Baden Württemberg AG,
said they will keep their grids.
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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 07/25 USD 184.80 –21.7 –18.4 14.9
PF (LUX)-Asian Eq-Pca AS EQ LUX 07/25 USD 178.03 –22.2 –19.2 13.9
PF (LUX)-Biotech-Pca OT EQ LUX 07/24 USD 365.09 9.7 21.0 23.6
PF (LUX)-CHF Liq-Pca CH MM LUX 07/24 CHF 123.50 1.2 2.1 1.9
PF (LUX)-CHF Liq-Pdi CH MM LUX 07/24 CHF 95.33 1.2 2.1 1.9
PF (LUX)-Cnt Eu Eq-I EU EQ LUX 07/24 EUR 171.20 –23.0 –28.5 –2.6
PF (LUX)-Digital Comm-Pca OT EQ LUX 07/24 USD 107.74 –21.2 –13.8 8.8
PF (LUX)-East Eu-Pca EU EQ LUX 07/24 EUR 374.04 –27.2 –23.9 2.9
PF (LUX)-Emg Mkts LC-Pca GL EQ LUX 07/25 USD 179.56 –22.3 –14.4 16.8
PF (LUX)-Emg Mkts-Pca GL EQ LUX 07/25 USD 591.38 –19.4 –13.5 16.8
PF (LUX)-Eu Indx-Pca EU EQ LUX 07/24 EUR 108.20 –20.7 –25.1 –3.8
PF (LUX)-EUR Bds-Pca EU BD LUX 07/24 EUR 354.64 –1.9 –1.7 –1.1
PF (LUX)-EUR Bds-Pdi EU BD LUX 07/24 EUR 278.50 –1.9 –1.7 –1.2
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 07/24 EUR 128.58 –2.0 –2.2 –0.9
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 07/24 EUR 93.73 –2.0 –2.2 –0.9
PF (LUX)-EUR HiYld-Pca EU BD LUX 07/24 EUR 130.65 –8.8 –11.3 –3.8
PF (LUX)-EUR HiYld-Pdi EU BD LUX 07/24 EUR 84.49 –8.8 –11.3 –3.8
PF (LUX)-EUR Liq-Pca EU MM LUX 07/24 EUR 132.80 2.3 3.6 3.4
PF (LUX)-EUR Liq-Pdi EU MM LUX 07/24 EUR 99.20 2.3 3.6 3.4
PF (LUX)-Europ Eq-Pca EU EQ LUX 07/24 EUR 453.22 –25.7 –32.5 –5.9
PF (LUX)-EuSust Eq-Pca EU EQ LUX 07/24 EUR 141.48 –23.2 –30.9 –8.5
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 07/24 USD 199.70 –0.5 4.3 6.8
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 07/24 USD 142.38 –0.5 4.3 6.8
PF (LUX)-Gl Eq Sel-Pca GL EQ LUX 07/24 USD 20.63 –15.1 –18.3 1.3
PF (LUX)-Gr China-Pca AS EQ LUX 07/25 USD 333.58 –22.0 –14.1 24.2
PF (LUX)-Indian Eq-Pca EA EQ LUX 07/25 USD 327.72 –38.2 –16.5 20.9
PF (LUX)-Jap Index-Pca JP EQ LUX 07/25 JPY 12500.03 –12.0 –25.3 –6.2
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 07/25 JPY 11674.52 –12.9 –30.3 –11.2
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 07/25 JPY 11426.82 –13.2 –30.7 –11.7
PF (LUX)-JpEq130/30-Pca JP EQ LUX 07/25 JPY 6049.67 –12.2 –26.8 –11.8
PF (LUX)-MidEast&NorAfr-Pca US BA LUX 07/24 USD 97.64 NS NS NS
PF (LUX)-Pacif Idx-Pca AS EQ LUX 07/25 USD 271.66 –14.9 –10.4 16.5
PF (LUX)-Piclife-Pca CH BA LUX 07/24 CHF 775.16 –8.8 –12.0 –1.7
PF (LUX)-PremBrnds-Pca OT EQ LUX 07/24 EUR 59.06 –23.2 –31.4 –6.1
PF (LUX)-Rus Eq-Pca EE EQ LUX 07/23 USD 88.33 NS NS NS
PF (LUX)-Security-Pca GL EQ LUX 07/24 USD 93.41 –16.3 –20.4 NS
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 07/24 EUR 503.84 –18.4 –30.6 –1.0
PF (LUX)-US Eq-Ica US EQ LUX 07/24 USD 116.33 –9.6 –9.4 5.6
PF (LUX)-USA Index-Pca US EQ LUX 07/24 USD 99.65 –14.1 –16.0 0.9
PF (LUX)-USD Bds-Pca US BD LUX 07/24 USD 478.27 1.3 7.2 5.5
PF (LUX)-USD Bds-Pdi US BD LUX 07/24 USD 361.35 1.3 7.2 5.5
PF (LUX)-USD Liq-Pca US MM LUX 07/24 USD 129.18 1.7 3.4 4.2
PF (LUX)-USD Liq-Pdi US MM LUX 07/24 USD 87.08 1.7 3.4 4.2
PF (LUX)-Water-Pca GL EQ LUX 07/24 EUR 129.82 –16.9 –19.3 –0.3
PF (LUX)-WldGovBds-Pca GL BD LUX 07/24 USD 153.10 4.0 11.9 7.7
PF (LUX)-WldGovBds-Pdi GL BD LUX 07/24 USD 129.56 4.0 11.9 7.7

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 07/24 USD 12.19 –15.8 –21.1 1.7
Japan Fund USD JP EQ IRL 07/25 USD 15.53 –7.8 –17.9 –5.3

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 07/23 USD 112.16 NS –4.2 24.8

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 07/24 EUR 783.90 –20.4 NS NS
Core Eurozone Eq B EU EQ IRL 07/24 EUR 904.69 NS NS NS
Euro Fixed Income A EU BD IRL 07/24 EUR 1197.02 –4.2 –5.1 –2.8
Euro Fixed Income B EU BD IRL 07/24 EUR 1266.96 –3.8 –4.6 –2.3
Euro Small Cap A EU EQ IRL 07/24 EUR 1361.73 –22.7 –37.1 –9.8
Euro Small Cap B EU EQ IRL 07/24 EUR 1446.02 –22.4 –36.7 –9.2
Eurozone Agg Eq A EU EQ IRL 07/24 EUR 727.64 –24.0 –29.8 NS
Eurozone Agg Eq B EU EQ IRL 07/24 EUR 1036.84 –23.8 –29.4 –4.5
Glbl Bd (EuroHdg) A GL BD IRL 07/24 EUR 1257.68 –2.8 –1.4 –0.3
Glbl Bd (EuroHdg) B GL BD IRL 07/24 EUR 1322.20 –2.4 –0.8 0.3
Glbl Bd A EU BD IRL 07/24 EUR 946.63 –6.1 –7.4 –5.9
Glbl Bd B EU BD IRL 07/24 EUR 999.26 –5.8 –6.9 –5.4
Glbl Real Estate A OT EQ IRL 07/24 USD 1137.09 –10.6 –16.4 0.4
Glbl Real Estate B OT EQ IRL 07/24 USD 1162.30 –10.2 –15.8 1.0
Glbl Real Estate EH-A OT EQ IRL 07/24 EUR 1027.28 –12.4 –19.6 –4.0
Glbl Real Estate SH-B OT EQ IRL 07/24 GBP 97.28 –11.4 –17.9 –1.9
Glbl Strategic Yield A EU BD IRL 07/24 EUR 1455.52 –2.6 –1.9 1.9
Glbl Strategic Yield B EU BD IRL 07/24 EUR 1544.18 –2.3 –1.3 2.6
Japan Equity A JP EQ IRL 07/24 JPY 16550.00 –11.0 –26.7 –6.9
Japan Equity B JP EQ IRL 07/24 JPY 17489.00 –10.7 –26.3 –6.4
Multi St Cash Plus EH-A GL EQ IRL 07/24 EUR 1026.41 1.4 NS NS
PacBasn (Ex-Jap) Eq A AS EQ IRL 07/24 USD 2205.99 –16.6 –15.2 15.0
PacBasn (Ex-Jap) Eq B AS EQ IRL 07/24 USD 2333.64 –16.4 –14.7 15.7
Pan European Eq A EU EQ IRL 07/24 EUR 1056.54 –22.3 –28.3 –6.3
Pan European Eq B EU EQ IRL 07/24 EUR 1117.85 –22.0 –27.8 –5.8
US Equity A US EQ IRL 07/24 USD 978.60 –15.7 –14.5 1.6
US Equity B US EQ IRL 07/24 USD 1038.86 –15.4 –14.0 2.2
US Small Cap A US EQ IRL 07/24 USD 1483.51 –13.6 –16.7 1.0
US Small Cap B US EQ IRL 07/24 USD 1575.72 –13.4 –16.2 1.7

n SEB ASSET MANAGEMENT S.A.
www.seb.se
SEB Fund 1
Choice Global Value -C- GL EQ LUX 07/25 SEK 89.82 –23.0 –33.3 –7.7
Choice Japan Fd JP EQ LUX 07/25 JPY 68.28 –13.6 –29.0 –11.7
Choice Jpn Chance/Risk JP EQ LUX 07/25 JPY 76.58 –14.4 –27.6 –7.1
Choice NthAmChance/Risk US EQ LUX 07/25 USD 4.74 –9.4 –8.4 5.1
Europe 2 Fd EU EQ LUX 07/25 EUR 1.07 –26.0 –32.6 –6.7
Europe 3 Fd EU EQ LUX 07/25 GBP 3.72 –21.0 –20.3 0.2
Global Chance/Risk Fd GL EQ LUX 07/24 EUR 0.65 –17.7 –27.0 –6.5
Global Fd GL EQ LUX 07/25 USD 2.57 –12.9 –16.0 3.5
Intl Mixed Fd -C- NO BA LUX 07/25 USD 30.58 –8.2 –8.4 5.3
Intl Mixed Fd -D- NO BA LUX 07/25 USD 21.58 –8.2 –8.4 6.7
Wireless Fd OT EQ LUX 07/25 EUR 0.14 –27.1 –31.2 –3.4

n SEB Fund 2
Choice Asia ex. Japan Fd AS EQ LUX 07/25 USD 7.26 –20.1 –18.1 11.5
Currency Alpha EUR -IC- OT OT LUX 07/25 EUR 10.66 4.4 3.6 NS
Currency Alpha EUR -RC- OT OT LUX 07/25 EUR 10.62 4.0 3.1 NS
Currency Alpha SEK -ID- OT OT LUX 07/25 SEK 103.34 NS NS NS
Currency Alpha SEK -RC- OT OT LUX 07/25 SEK 100.52 NS NS NS
Generation Fd 80 OT OT LUX 07/25 SEK 7.91 –16.3 NS NS
Nordic Focus EUR NO EQ LUX 07/25 EUR 80.26 –18.9 NS NS
Nordic Focus NOK NO EQ LUX 07/25 NOK 80.73 NS NS NS
Nordic Focus SEK NO EQ LUX 07/25 SEK 80.88 –18.7 NS NS

n SEB Fund 3
Choice Asia Eq. ex Japan Fd AS EQ LUX 07/25 USD 1.30 –20.2 –17.6 13.0
Choice North America Eq. Fd US EQ LUX 07/25 USD 2.03 –16.5 –18.1 –0.5
Ethical Global Fd GL EQ LUX 07/25 USD 0.94 –14.3 –18.7 1.6
Ethical Sweden Fd NO EQ LUX 07/25 SEK 37.48 –15.9 –26.4 1.7
Europe Fd EU EQ LUX 07/25 USD 2.81 –21.0 –22.7 13.1
Global Equity Fd GL EQ LUX 07/25 USD 1.64 –13.2 –16.4 4.4
Index Linked Bd Fd SEK OT BD LUX 07/25 SEK 12.76 2.2 6.5 3.8
Medical Fd OT EQ LUX 07/25 USD 3.54 –7.9 –4.2 0.9
Short Medium Bd Fd SEK NO MM LUX 07/25 SEK 9.07 2.2 3.5 3.0
Technology Fd OT EQ LUX 07/25 USD 2.39 –16.1 –13.7 6.7
World Fd GL EQ LUX 07/25 USD 2.45 –8.5 –11.0 12.8

n SEB Fund 4
Short Bond Fd EUR EU MM LUX 07/25 EUR 1.27 1.6 2.3 2.6
Short Bond Fd SEK NO MM LUX 07/25 SEK 21.45 2.3 3.6 3.0
Short Bond Fd USD US MM LUX 07/25 USD 2.48 1.1 3.0 3.8

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 07/25 SEK 10.19 –0.3 1.2 1.2
Alpha Bond Fd SEK -B- NO BD LUX 07/25 SEK 9.14 –0.3 1.2 1.2
Alpha Bond Fd SEK -C- NO BD LUX 07/25 SEK 25.54 –0.3 1.0 1.1

Alpha Bond Fd SEK -D- NO BD LUX 07/25 SEK 8.51 –0.3 1.0 1.1
Alpha Short Bd SEK -A- NO MM LUX 07/25 SEK 10.75 2.3 3.8 3.2
Alpha Short Bd SEK -B- NO MM LUX 07/25 SEK 10.08 2.3 3.8 3.2
Alpha Short Bd SEK -C- NO MM LUX 07/25 SEK 21.04 2.2 3.6 3.0
Alpha Short Bd SEK -D- NO MM LUX 07/25 SEK 8.75 2.2 3.6 3.0
Bond Fd EUR -C- EU BD LUX 07/25 EUR 1.21 –0.2 1.3 0.6
Bond Fd EUR -D- EU BD LUX 07/25 EUR 0.48 –0.2 1.3 0.6
Bond Fd SEK -C- NO BD LUX 07/25 SEK 37.90 0.3 1.8 1.3
Bond Fd SEK -D- NO BD LUX 07/25 SEK 11.37 –0.8 0.6 0.7
Corp. Bond Fd EUR -C- EU BD LUX 07/25 EUR 1.16 –1.6 –1.9 –0.7
Corp. Bond Fd EUR -D- EU BD LUX 07/24 EUR 0.90 –1.9 –2.9 –1.1
Corp. Bond Fd SEK -C- NO BD LUX 07/25 SEK 11.89 –1.4 –0.7 0.3
Corp. Bond Fd SEK -D- NO BD LUX 07/25 SEK 9.34 –1.2 –0.5 0.4
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 07/25 EUR 96.65 NS NS NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 07/25 EUR 96.61 NS NS NS
Danish Mortgage Bond Fd SEK -ID- NO BD LUX 07/25 SEK 99.15 NS NS NS
Danish Mortgage Bond Fd SEK -RC- NO BD LUX 07/25 SEK 914.17 NS NS NS
Flexible Bond Fd -C- NO BD LUX 07/25 SEK 20.05 1.6 2.8 2.5
Flexible Bond Fd -D- NO BD LUX 07/25 SEK 11.35 1.6 2.8 2.5

n SEB Global Hedge
Global Hedge I SEK -C- OT OT LUX 07/25 SEK 100.68 –5.2 –8.8 –1.0
Global Hedge I SEK -D- OT OT LUX 07/25 SEK 92.01 –7.9 –11.4 –2.4

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 07/25 USD 2.70 –18.9 –9.3 19.5

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 07/25 SEK 24.79 –25.8 –37.7 0.9
Europe Chance/Risk Fd EU EQ LUX 07/25 EUR 1237.37 –27.2 –34.1 –7.1

n SG ASSET MANAGEMENT HTTP://WWW.SGAM.COM
Eq. China A AS EQ LUX 07/24 USD 22.74 –31.2 –20.4 25.8
Eq. Pacific A AS EQ LUX 07/24 USD 10.75 –22.4 –15.7 19.3

n SGAM Fund
Bonds CHF A CH BD LUX 07/24 CHF 26.04 –0.2 1.0 –0.3
Bonds ConvEurope A EU BD LUX 07/24 EUR 30.62 5.3 7.6 9.5
Bonds Eur Corp A EU BD LUX 07/24 EUR 21.18 –3.5 –4.0 –1.5
Bonds Eur Hi Yld A EU BD LUX 07/23 EUR 18.96 –10.6 –12.8 –4.1
Bonds EURO A EU BD LUX 07/24 EUR 36.62 –0.9 0.7 0.3
Bonds Europe A EU BD LUX 07/24 EUR 35.31 –1.2 –0.5 0.0
Bonds US MtgBkSec A US BD LUX 07/24 USD 21.92 –13.1 –8.9 –2.4
Bonds US OppsCoreplus A US BD LUX 07/24 USD 31.34 –0.4 4.9 4.4
Bonds World A GL BD LUX 07/24 USD 38.82 4.4 11.5 8.9
Eq. ConcentratedEuropeA EU EQ LUX 07/24 EUR 31.20 –22.7 –28.4 –7.1
Eq. Eastern Europe A EU EQ LUX 07/24 EUR 32.98 –25.2 –23.4 3.4
Eq. Equities Global Energy OT EQ LUX 07/24 USD 24.03 –4.6 1.4 18.4
Eq. Euroland A EU EQ LUX 07/24 EUR 13.02 –24.7 –28.6 –5.7
Eq. Euroland MidCapA EU EQ LUX 07/24 EUR 22.78 –21.4 –32.1 –6.7
Eq. EurolandCyclclsA EU EQ LUX 07/24 EUR 20.09 –20.7 –21.8 2.1
Eq. EurolandFinancialA OT EQ LUX 07/24 EUR 14.17 –23.9 –30.8 –11.4
Eq. Glbl Emg Cty A GL EQ LUX 07/24 USD 11.12 –17.7 –9.8 15.5
Eq. Global A GL EQ LUX 07/24 USD 30.80 –19.5 –22.3 –2.6
Eq. Global Technol A OT EQ LUX 07/24 USD 5.94 –16.1 –24.7 0.3
Eq. Gold Mines A OT EQ LUX 07/24 USD 27.66 –7.7 2.0 9.2
Eq. Japan A JP EQ LUX 07/24 JPY 1162.77 –12.2 –27.3 –7.7
Eq. Japan Sm Cap A JP EQ LUX 07/24 JPY 1311.74 –23.1 –36.8 –25.3
Eq. Japan Target A JP EQ LUX 07/24 JPY 1959.63 –3.2 –20.8 –6.6
Eq. Switzerland A CH EQ LUX 04/17 CHF 36.35 –16.6 –21.3 –4.3
Eq. UK A UK EQ LUX 07/24 GBP 12.60 –26.1 –30.9 –11.1
Eq. US ConcenCore A US EQ LUX 07/24 USD 22.97 –14.5 –12.7 2.1
Eq. US Lg Cap Gr A US EQ LUX 07/24 USD 18.37 –8.7 –7.0 4.0
Eq. US Mid Cap A US EQ LUX 07/24 USD 32.75 –16.3 –9.9 10.2
Eq. US Multi Strg A US EQ LUX 07/24 USD 25.45 –11.6 –15.0 0.2
Eq. US Rel Val A US EQ LUX 07/24 USD 24.31 –15.0 –25.5 –3.8
Eq. US Sm Cap Val A US EQ LUX 07/24 USD 21.59 –13.5 –23.9 –5.1
Eq. US Value Opp A US EQ LUX 07/24 USD 21.96 –13.9 –23.9 –6.0
Money Market EURO A EU MM LUX 07/24 EUR 26.63 2.4 4.3 3.8
Money Market USD A US MM LUX 07/24 USD 15.58 1.8 3.9 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 07/15 USD 13.99 –5.4 26.6 26.3
UAE Blue Chip Fund Acc AS EQ ARE 07/17 AED 11.94 2.4 31.1 20.2

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 07/25 EEK 178.52 –33.4 –41.8 –14.3
New Europe Small Cap EUR EE EQ EST 07/25 EEK 98.23 –29.5 –39.9 –9.7
Second Wave EUR EE EQ EST 07/25 EEK 213.62 –22.2 –27.8 7.1

n YUKI MANAGEMENT & RESEARCH CO., LTD.
Tel: +81-3-5299-3277 www.yukijapan.co.jp
YMR-N Growth Fund JP EQ IRL 07/25 JPY 13090.00 –21.9 –39.1 –13.4
YMR-N Japan Fund JP EQ IRL 07/25 JPY 14455.00 –16.9 –34.2 –7.0
YMR-N Low Price Fund JP EQ IRL 07/25 JPY 19326.00 –15.3 –33.6 –8.3
YMR-N Small Cap Fund JP EQ IRL 07/25 JPY 9203.00 –25.7 –43.4 –18.1
Yuki Mizuho Gen Jpn III JP EQ IRL 07/25 JPY 7348.00 –20.9 –35.1 NS
Yuki Mizuho Jpn Dyn Gro AS EQ IRL 07/25 JPY 7840.00 –19.3 –36.7 –14.6
Yuki Mizuho Jpn Exc 100 JP EQ IRL 07/25 JPY 10112.00 –19.3 –34.0 –12.6
Yuki Mizuho Jpn Gen JP EQ IRL 07/25 JPY 12303.00 –19.9 –37.3 –11.8
Yuki Mizuho Jpn Gro JP EQ IRL 07/25 JPY 9262.00 –24.9 –40.7 –15.6
Yuki Mizuho Jpn Inc JP EQ IRL 07/25 JPY 11680.00 –10.9 –30.0 –6.0
Yuki Mizuho Jpn Lg Cap AS EQ IRL 07/25 JPY 7626.00 –19.2 –33.1 NS
Yuki Mizuho Jpn LowP JP EQ IRL 07/25 JPY 15353.00 –15.3 –31.6 –8.4
Yuki Mizuho Jpn PGth JP EQ IRL 07/25 JPY 12250.00 –25.4 –35.9 –14.1
Yuki Mizuho Jpn SmCp JP EQ IRL 07/25 JPY 9182.00 –27.5 –42.9 –18.2
Yuki Mizuho Jpn Val Sel AS EQ IRL 07/25 JPY 7949.00 –15.4 –31.5 –10.0
Yuki Mizuho Jpn YoungCo AS EQ IRL 07/25 JPY 4017.00 –29.7 –49.9 –33.2

n Yuki 77 Series
Yuki 77 Excellent JP EQ IRL 07/25 JPY 7063.00 –20.2 –33.7 –10.9
Yuki 77 General JP EQ IRL 07/25 JPY 9353.00 –18.6 –34.0 –9.8
Yuki 77 Growth JP EQ IRL 07/25 JPY 9277.00 –24.4 –39.6 –16.5

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 07/25 JPY 9615.00 –17.4 –37.4 –13.2
Yuki Chugoku Jpn Gro JP EQ IRL 07/25 JPY 7909.00 –21.6 –31.6 –10.2
Yuki Chugoku Jpn Inc JP EQ IRL 07/25 JPY 7897.00 –9.1 –23.9 –6.1
Yuki Chugoku JpnLowP JP EQ IRL 07/25 JPY 11189.00 –21.1 –37.9 –9.2
Yuki Chugoku JpnPurGth JP EQ IRL 07/25 JPY 7248.00 –17.2 –35.7 –11.8

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 07/25 JPY 10662.00 –17.1 –35.2 –10.7

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 07/25 JPY 7405.00 –16.0 –32.7 –8.3
Yuki Hokuyo Jpn Gro JP EQ IRL 07/25 JPY 6278.00 –21.9 –38.3 –15.8
Yuki Hokuyo Jpn Inc JP EQ IRL 07/25 JPY 7604.00 –9.8 –29.2 –8.1

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 07/25 JPY 7842.00 –19.2 –34.8 –11.0
Yuki Nishi-Nippon Cty PurGthJp JP EQ IRL 07/25 JPY 7048.00 –21.0 –36.8 NS

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 07/25 JPY 7933.00 –17.1 –39.5 –11.6
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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 106.53 –64.7 –49.1 –8.0

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 86.51 –39.8 –23.6 –6.0

788 Japan Fund Ltd OT OT CYM 06/30 USD 81.80 –33.9 –24.1 –10.8

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 07/23 USD 1065.03 0.6 –1.9 NS

AJR International B US EQ VGB 07/25 USD 178.56 0.5 0.8 NS

Cambrian Asia Ltd. AS EQ VGB 07/23 JPY 8570.00 –12.2 NS NS

Cambrian Europe Ltd. EU EQ VGB 07/23 EUR 89.88 –14.1 NS NS

Cambrian Fund Ltd. A US EQ VGB 07/23 USD 697.16 –19.2 NS NS

Cambrian Fund Ltd. B US EQ VGB 07/23 USD 170.09 –19.2 NS NS

Rodinia Fund Ltd US EQ VGB 07/23 USD 138.00 –4.3 –5.9 NS

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 07/18 USD 1615.15 –9.3 0.0 4.8

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 06/30 USD 150.42 2.4 6.5 11.0
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 07/17 EUR 259.72 2.1 3.9 NS
Integrated Cash Dyn EUR OT OT CYM 06/30 EUR 101.62 0.8 1.6 3.6
Integrated Dir Trading EUR OT OT CYM 06/30 EUR 109.74 7.1 16.3 10.9
Integrated Emg Markets EUR OT OT CYM 06/30 EUR 97.09 –7.6 –2.9 3.8
Integrated European EUR OT OT CYM 06/30 EUR 157.67 6.1 2.3 6.0
Integrated Event Driven EUR OT OT CYM 06/30 EUR 107.19 0.0 2.0 8.5
Integrated Lg/Sh Sel F EUR OT OT CYM 06/30 EUR 99.89 –0.1 1.3 8.4
Integrated Lg/ShEqA EUR OT OT IRL 06/30 EUR 113.31 –3.7 –2.3 4.7
Integrated MultSt B EUR OT OT VGB 06/30 EUR 140.49 0.7 3.4 6.2
Integrated Relative Value EUR OT OT CYM 06/30 EUR 99.29 –1.2 –0.7 4.5

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 07/18 USD 702.32 –15.5 –14.0 –7.8
Antanta MidCap Fund EE EQ AND 07/18 USD 1583.75 –12.6 6.8 19.9
Meriden Opps Fund GL OT AND 07/23 EUR 104.16 –7.1 NS NS
Meriden Protective Div GL EQ AND 07/21 EUR 75.06 –7.5 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 07/24 USD 17.94 3.5 NS NS

n RAINBOW ADVISORY SERVICES LTD. TEL: +242 322 5444
info@rainbowadvisors.com
Rainbow Glb Hi Yld GL BD BHS 06/30 USD 4125.75 1.3 13.6 1.7
Star Fund Ltd Inv GL BD BHS 06/30 USD 2844.54 7.2 34.6 8.2

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 07/22 USD 66.58 39.8 11.4 26.0
Superfund GCT USD* GL EQ LUX 07/22 USD 3251.00 34.0 8.2 19.4
Superfund Gold A (SPC) GL OT CYM 07/22 USD 1178.41 34.1 44.9 34.4
Superfund Gold B (SPC) GL OT CYM 07/22 USD 1318.15 40.8 43.6 40.9
Superfund Q-AG* OT OT AUT 07/22 EUR 7990.00 23.6 10.1 16.9

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 07/18 EUR 152.94 8.0 11.8 6.4
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 07/18 USD 326.07 8.7 13.5 8.9
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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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J
APANESE core in-
flation grew at
its fastest pace

in more than 15 years
in June, due largely
to rising energy and
food prices, making
the nation’s already
uncertain economic-
growth prospects

even murkier.
The Ministry of Internal Affairs and Communica-

tions said the core consumer-price index, which ex-
cludes fresh-food prices, rose 1.9% from a year earlier.

The reading marked the ninth straight month of
gains and was the fastest rise since January 1998.
Discounting the impact of a rise in the consumption
tax in 1997, it was the sharpest year-to-year growth
since December 1992. —Tomoyuki Tachikawa

June core inflation grew
at fastest pace in 15 years

T
HE BRITISH economic
growth slowed to 0.2%
in the second quarter

and fell to 1.6% from a year
earlier, joining a lost by-elec-
tion and rising inflationary
pressures on Prime Minister
Gordon Brown’s list of politi-
cal woes.

Data from the Office of
National Statistics showed
that the U.K.’s quarterly
growth was the weakest in

more than three years. The annual growth rate
hasn’t been weaker than 1.6% since the start of 1993.

Late last week, Mr. Brown’s governing Labour Party
was defeated in a Scottish by-election by the Scottish
National Party. The district was traditionally one of
the safest Labour seats in the country. —Roundup

Is it a recession if output doesn’t shrink?
Times may be tough
in U.S., but GDP
has yet to decline

By Sudeep Reddy

HOUSE PRICES are tumbling in
the U.S., the job market is falter-
ing, gasoline is almost $1 a liter

and financial markets are struggling
through their worst shock in decades.

This must be a recession, right?
Maybe, maybe not. The U.S. econ-

omy is expanding. It is likely to show
a growth rate of more than 2% at an
annual rate when the government
Thursday gives its first estimate of
the second-quarter performance.

The continued growth raises a
key question: Could this be the first
U.S. recession without a decline in
economic output?

The nation’s gross domestic prod-
uct—its total output of goods and ser-
vices—expanded at a 1% pace in the
first quarter, reflecting a rise in ex-
ports because of the declining dollar.
The growth defied predictions from
some economists that a contraction
would begin during the period.

The figures indicate a recession
under the most common definition—
two straight quarters of declining
GDP—didn’t occur in the first half of
this year, though the government
could, of course, revise the data later.

But the nonprofit National Bu-
reau of Economic Research, which de-
cides whether the U.S. has slipped
into a recession, looks for “a signifi-
cant decline in economic activity
spread across the economy, lasting
more than a few months.”

Those gauges include GDP, in-
comes, employment, industrial out-
put and retail and manufacturing
sales, says the NBER’s seven-mem-
ber Business Cycle Dating Commit-
tee, which is composed mostly of
economists from academic institu-
tions. The panel can declare a reces-
sion, even if GDP remains positive,
based on other measures.

Most of those gauges have been
especially weak in recent months
and some are in outright decline. The
job market, for instance, has been
contracting all year and the govern-
ment on Friday is expected to report

that payrolls dropped in July, the sev-
enth consecutive monthly decline.

Boosting the economy are contin-
ued productivity gains. When em-
ployers get more from each worker,
output can rise even as the number
of jobs declines. But the productivity
gains may not last long enough to
keep growth positive.

“At the moment, we’re sort of
skimming along,” with the economy
expanding slowly because of the
boost from economic-stimulus
checks and strong exports, says Jef-
frey Frankel, a Harvard professor
and committee member.

In the past three decades, he says,
the economy several times has
threatened to slip into a recession
but instead has managed to muddle
through. But with the latest episode,
he says, “this seems like a bigger set
of adverse circumstances than that.”

The economic data that have been
reported provide “very strong confir-
mation of a recessionlike shortfall in
employment and flatness in real out-
put,” says Robert Hall, a Stanford Uni-
versity economist who has led the re-
cession-dating discussions for three
decades. Still, the job market is declin-
ing only moderately and “the bottom
hasn’t fallen out of employment yet.”

The committee has several op-
tions: Call the latest period a reces-
sion, even if GDP grew, citing the de-
cline in employment and the other
key gauges. Or it could do nothing—
not declare a recession—and let the
last year go down in history as a slow-
down caused by a bone-chilling finan-
cial crisis.

Or, if GDP declines late this year
or early next year, the committee
could backdate the start of the reces-
sion to January, when employment

started declining. That would make
the downturn the longest since the
1981-82 recession. The panel also
could declare a shorter recession,
even without a negative GDP quarter.

Members say they aren’t sure
whether they will classify the cur-
rent economy as in a recession. “It’s
hard for me to imagine doing so with-
out a single negative quarter,” says
Mr. Frankel.

Committee member Victor Zar-
nowitz says the downturn in the job
market “is not alone enough, but it al-
ready tilts the weight toward a reces-
sion.” Mr. Zarnowitz, an economist
at the Conference Board, a research
group, who has been with the NBER
since 1952, says a decline in GDP
would give him “considerably more
confidence that the whole thing is in
decline.”

Harvard professor Martin Feld-

stein, president of the NBER until
this month, says the nation has been
“sliding into a recession” since Janu-
ary, when many monthly statistics
peaked. But a GDP decline isn’t neces-
sary “if there is enough other evi-
dence that the economy is contract-
ing,” Mr. Feldstein says.

Some economists say GDP will be-
gin to decline before the end of this
year, as the impact of the govern-
ment’s $110 billion in stimulus
checks passes and other problems—
shrinking payrolls, higher inflation,
restrained wages and tighter credit—
reassert themselves.

“We are unwinding a 20-year
credit cycle” that took off in the past
six years, says Merrill Lynch econo-
mist David Rosenberg, who believes
a recession started in January. “We
are unwinding the biggest housing
bubble of all time.…This economy is
straddling the zero line, and it’s pre-
carious.”

Most recessions since World War
II have been preceded by an increase
in oil prices. While the price of oil has
moderated in recent weeks, it is still
far above the level of a year ago, and
exacting deep pain on consumers
and businesses.

The NBER panel committee won’t
be making the decision of whether
the economy is in a recession any-
time soon. The group, which started
conferring by email about the ques-
tion of recession when employment
began declining, stands firm in its de-
cision not to rush ahead with a reces-
sion call despite commentary in the
financial markets and the press.

“We take our time,” says Mr. Hall,
the NBER committee chair. “We like
to get things right.”

Morgan Stanley economists, who
predicted a recession earlier in the
year, are still predicting a downturn—
and now say it will start in the fourth
quarter and continue into early 2009.

Today’s peculiar environment
may be a result of a flattening of the
business cycle, says Morgan Stanley
economist David Greenlaw. He says
companies are better able to navi-
gate the economy’s ups and downs
because of better technology and
forecasting abilities. Also, the de-
cline of manufacturing makes the
economy less subject to sharp adjust-
ments of inventories.

Slowing economic growth
pressures Brown further

M
ORE THAN 50
dissident Cath-
olic groups

have written an open
letter asking Pope
Benedict XVI, left, to
lift the Church’s ban
on birth control.

In an ad in the Ital-
ian daily Corriere

della Sera, the groups said the Church’s ban on arti-
ficial birth control has had “catastrophic effects.”

The Vatican spokesman, the Rev. Federico Lom-
bardi, said the accusation was “clearly unfounded.”

The groups published their appeal on the 40th an-
niversary of “Humanae Vitae,” or “On Human
Life”—the document issued by Pope Paul VI that pro-
hibits Catholics from using artificial contraception.
 —Associated Press

7
JAPAN

7
U.K.

ECONOMY & POLITICS

7
VATICAN

8.1

8.2

8.3

8.4

8.5

$8.6 trillion

135

136

137

138

139

140 million

108

109

110

111

112

113

0.92

2006 ’07 ’08

2006 ’07 ’08

2006 ’07 ’08

2006 ’07 ’08

0.94

0.96

0.98

$1.00 trillion

2006 ’07 ’08

11.0

11.2

11.4

11.6

11.8

$12.0 trillion

Wholesale and retail sales 
Manufacturing and trade industries 
sales, inflation-adjusted

Industrial production
Output in factories, utilities, mines;
seasonally at a monthly rate

Personal income
Inflation-adjusted*

Jobs
Total U.S. nonfarm payrolls

Economic output
U.S. gross domestic product, 
inflation-adjusted; quarterly data 

*Less transfers, or income for which no services are performed, such as net insurance payments and government social payments

Note: Series are adjusted for inflation are in chained 2000 dollars; sales, income and GDP data are at seasonally adjusted annual rates

Sources: U.S. Commerce Department (GDP, sales, income); St. Louis Federal Reserve (industrial production); U.S. Labor Department (payrolls)

If it looks like 
a duck…
Is the U.S. economy in recession?
Economic output is still growing 
but very slowly. Here’s a look at 
some of the indicators that the 
National Bureau of Economic 
Research will examine when it 
makes the call:

Dissident Catholics urge
end to birth-control ban

8 MONDAY, JULY 28, 2008 T H E WA L L ST R E ET JOU R NA L .

Andfs. Emergents GL EQ AND 07/24 USD 18.13 –14.7 –10.4 18.4
Andfs. Espanya EU EQ AND 07/24 EUR 13.78 –21.9 –20.7 0.5

Andfs. Estats Units US EQ AND 07/24 USD 17.36 –14.5 –13.7 1.9

Andfs. Europa EU EQ AND 07/24 EUR 8.74 –21.2 –23.4 –3.8

Andfs. Franca EU EQ AND 07/24 EUR 10.86 –22.7 –27.0 –7.3

Andfs. Japo JP EQ AND 07/24 JPY 673.96 –12.8 –27.0 –6.4
Andfs. Plus Dollars US BA AND 07/24 USD 10.08 –5.8 –6.7 1.4

Andfs. RF Dolars US BD AND 07/24 USD 11.32 0.0 0.9 2.4

Andfs. RF Euros EU BD AND 07/24 EUR 10.45 –5.3 –7.0 –2.9

Andorfons EU BD AND 07/24 EUR 14.11 –7.7 –10.9 –4.8
Andorfons Alternative Premium OT OT AND 05/31 EUR 114.88 –1.0 –0.2 3.1
Andorfons Mix 30 EU BA AND 07/24 EUR 10.45 –9.9 –12.5 –2.7

Andorfons Mix 60 EU BA AND 07/24 EUR 11.19 –15.1 –17.2 –2.6

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 07/18 USD 225081.52 –13.7 –19.9 5.9

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 07/25 EUR 10.47 1.0 0.5 3.5

DJE-Absolut P GL EQ LUX 07/25 EUR 218.51 –13.4 –13.4 4.6
DJE-Alpha Glbl P EU BA LUX 07/25 EUR 183.89 –10.1 –9.3 5.4

DJE-Div& Substanz P GL EQ LUX 07/25 EUR 213.05 –10.6 –13.3 5.7

DJE-Gold&Resourc P OT EQ LUX 07/25 EUR 170.37 –9.1 –6.2 1.6

DJE-Renten Glbl P EU BD LUX 07/25 EUR 120.38 –1.4 –1.5 1.1

LuxPro-Dragon I AS EQ LUX 07/25 EUR 128.27 –29.1 –19.4 NS
LuxPro-Dragon P AS EQ LUX 07/25 EUR 125.73 –30.5 –20.8 NS

LuxTopic-Aktien Europa EU EQ LUX 07/25 EUR 16.46 –14.6 –11.2 3.7

LuxTopic-Pacific AS EQ LUX 07/25 EUR 17.37 –19.1 –19.5 7.3

n EAST CAPITAL
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 07/25 EUR 77.11 –29.7 –37.7 NS

(Lux) E Eur ConvgnceUSD EE EQ LUX 07/25 USD 92.84 –24.9 –28.7 NS

(Lux) Russian EUR EE EQ LUX 07/25 EUR 88.13 –22.5 –21.5 NS

(Lux) Russian USD EE EQ LUX 07/25 USD 106.01 –17.3 –10.3 NS

Balkan Fund EE EQ SWE 07/25 SEK 21.58 –35.3 –38.7 7.2

Baltic Fund EE EQ SWE 07/25 SEK 61.30 –16.8 –24.5 4.1

Eastern European Fund EU EQ SWE 07/25 SEK 41.75 –23.8 –23.7 8.2

Russian Fund EE EQ SWE 07/25 SEK 1371.03 –21.5 –18.3 10.5

Turkish Fund EE EQ SWE 07/25 SEK 6.67 –41.8 –42.5 0.1

n HERITAGE FUND MANAGEMENT
info@heritagefunds.ch www.heritagefunds.ch
HF-China Abs Ret OT OT CHE 07/24 CHF 96.45 –36.1 –34.3 NS

HF-World Bds Abs Ret OT OT CHE 07/24 USD 82.96 –9.1 1.4 1.8

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 07/24 USD 307.29 –1.4 2.4 6.1
Sel Emerg Mkt Equity GL EQ GGY 07/24 USD 232.66 –14.0 –9.8 17.5
Sel Euro Equity EUR US EQ GGY 07/24 EUR 112.91 –22.7 –29.7 –6.0
Sel European Equity EU EQ GGY 07/24 USD 234.96 –17.2 –20.3 4.7
Sel Glob Equity GL EQ GGY 07/24 USD 227.71 –16.6 –22.2 0.6
Sel Glob Fxd Inc GL BD GGY 07/24 USD 146.27 –0.3 3.5 3.4
Sel Pacific Equity AS EQ GGY 07/24 USD 156.04 –11.5 –8.8 17.4
Sel US Equity US EQ GGY 07/24 USD 144.82 –15.2 –16.9 –0.5
Sel US Sm Cap Eq US EQ GGY 07/24 USD 203.02 –12.2 –21.6 –1.9

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
DSF 25/75 EU BA LUX 07/24 EUR 326.19 –9.6 –9.6 –3.2
DSF 50/50 EU BA LUX 07/24 EUR 257.55 –13.2 –14.7 –4.5
DSF 75/25 EU BA LUX 07/24 EUR 208.06 –17.2 –19.8 –6.5
KBC Eq (L) Europe EU EQ LUX 07/24 EUR 592.86 –22.0 –28.0 –7.2
KBC Eq (L) Japan JP EQ LUX 07/24 JPY 25827.00 –12.6 –27.0 –7.9
KBC Eq (L) NthAmer EUR US EQ LUX 07/24 EUR 666.87 –13.4 –15.3 –0.7
KBC Eq (L) NthAmer USD US EQ LUX 07/24 USD 944.44 –13.4 –14.2 1.4
KBL Key America EUR US EQ LUX 07/23 EUR 500.09 –14.4 –15.4 NS
KBL Key America USD US EQ LUX 07/23 USD 515.01 –14.7 –14.6 NS

KBL Key East Europe EU EQ LUX 07/23 EUR 2796.15 –17.6 –16.8 7.7
KBL Key Eur Sm Cie EU EQ LUX 07/23 EUR 1079.06 –21.3 –33.9 –4.4
KBL Key Europe EU EQ LUX 07/23 EUR 704.68 –20.2 –27.9 –4.5
KBL Key Far East AS EQ LUX 07/23 USD 1448.10 –24.2 –23.4 9.3
KBL Key Major Em Mkts GL EQ LUX 07/23 USD 763.19 –17.9 –6.9 25.9
KBL Key NaturalRes EUR OT EQ LUX 07/23 EUR 540.58 –13.0 –12.7 NS
KBL Key NaturalRes USD OT EQ LUX 07/23 USD 645.77 –6.5 –0.8 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 07/18 USD 59.79 –20.1 –12.8 11.8
LG Asian Plus AS EQ CYM 07/18 USD 60.41 –29.2 –18.2 9.5
LG Asian SmallerCo's AS EQ BMU 07/24 USD 101.65 –36.1 –40.6 –2.2
LG India EA EQ MUS 07/17 USD 50.15 –46.3 –26.6 6.4
Siberian Investment Co EE EQ IRL 07/21 USD 67.01 –23.9 –20.5 10.8

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 07/24 EUR 49.67 –32.0 –43.4 5.9
MP-TURKEY.SI OT OT SVN 07/24 EUR 34.67 –32.0 –37.3 0.5

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 07/24 EUR 7.73 –13.9 –25.2 NS
Parex Eastern Europ Bd EU BD LVA 07/24 USD 14.18 3.7 4.6 6.7
Parex Russian Eq EE EQ LVA 07/24 USD 27.92 –12.1 4.4 25.2
Parex Ukrainian Eq EU EQ LVA 07/24 EUR 7.61 –25.8 NS NS
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China’s Xugong gets ready
for attempt to raise capital
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By Evan Ramstad

SEOUL—South Korea’s financial
regulator said Friday that it might
decide in September whether to ap-
prove HSBC Holdings PLC’s plan to
acquire control of Korea Exchange
Bank, a break for the prolonged
transaction that has come to sym-
bolize the difficulties foreign inves-
tors sometimes experience here.

The news leaves London-based
HSBC and Lone Star Funds of the
U.S., the lead shareholder of Korea
Exchange Bank, to decide whether
to extend their self-imposed dead-
line of July 31 for finishing the $6.3
billion deal for KEB, South Korea’s
seventh-largest bank.

They reached terms in Septem-
ber 2007 and aimed to finish the
transaction in April. But they ex-
tended their agreement through
this month when it became clear

South Korea’s Financial Supervi-
sory Commission wouldn’t act on
it.

In bank transactions, the agen-
cy’s role is chiefly to confirm that
the acquirer of a South Korean bank
is also a bank. Under South Korean
law, nonbanking firms can buy a
bank only when it is under extreme
financial distress.

While HSBC fits South Korea’s le-
gal definition of a bank, the commis-
sion has dragged its feet on the deal
because of controversy over
whether KEB should have been sold
to Lone Star, a private-equity fund,
in 2003. A former government offi-
cial and two former KEB employees
are currently on trial, accused of
making KEB’s financial condition
look worse than it was to facilitate
Lone Star’s purchase.

Commission officials have re-
peatedly said they wouldn’t rule on
the HSBC-Lone Star deal while the
trial is proceeding. But with the
trial expected to end late next
month or in September, the agency
said Friday it may act then.
“There’s no action for now, but at
least we can provide an indication

of when we can move concretely,”
said Yoo Jae-hoon, an agency
spokesman.

A statement from the agency
said it is up to the firms whether to
proceed with the deal past their cur-
rent deadline. HSBC declined to
comment.

A spokesman for Lone Star
couldn’t be reached. For HSBC, the
world’s third-largest bank by as-
sets, the acquisition would boost a
nominal presence in South Korea.

If the firms decide to proceed,
the FSC said HSBC would need to
update the documents it previously
submitted with its latest financial
data. “We didn’t want to be an ob-
stacle that stands in their way
when they try to make a decision on
whether to extend the contract,”
the agency’s statement said.

Mr. Yoo acknowledged the FSC
is walking a thin line as agency offi-
cials want to wait for the Korean
court to finish its work but avoid be-
ing blamed if HSBC-Lone Star de-
cide to scuttle the deal. “We are go-
ing to review the application filed
by HSBC and prepare in the hope
that the legal uncertainty goes

away,” he said.
HSBC last week secured support

from KEB’s union for the deal by
forging an agreement to preserve
jobs, keep the KEB name and pro-
vide opportunities for KEB employ-
ees elsewhere in its global opera-
tions.

Lone Star has been trying to sell
its control in KEB since early 2006.
Activists and politicians criticized
its first deal to sell the stake—made
in May 2006 with Kookmin Bank,

South Korea’s largest bank by as-
sets—because Lone Star stood to
make about $4 billion in profit
from its initial $1.2 billion invest-
ment.

Prosecutors investigated the
terms of Lone Star’s 2003 acquisi-
tion of KEB and brought charges
against the former government offi-
cial and two former KEB employees
in November that year.
 —SungHa Park

contributed to this article.
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Housing crisis takes toll on banks

Korea to approve deal?
HSBC may get word
on long-running buy
of bank in September

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

By Rick Carew

And Michelle Ng

Xugong Group, a Chinese maker
of construction machinery, is paving
the way to raise new capital only
days after officially calling off long-
foundering plans for an investment
from Carlyle Group.

Friday, the Jiangsu-based com-
pany announced plans to inject 5.6
billion yuan ($819.8 million) of as-
sets into its listed subsidiary,
Xuzhou Construction Machinery
Science & Technology Co. The news
sent shares of Xuzhou Construction
soaring Friday. They jumped to
15.98 yuan, up by the 10% daily limit,
after the resumption of trading that
was suspended on June 13 pending
the disclosure of the restructuring.

By transferring strong assets into
the subsidiary and making it more at-
tractive to investors, Xugong effec-
tively makes it easier for the unit to

raise additional capital that can
strengthen the business. Xugong had
originally hoped to get funding nearly
threeyearsagobysellingan85%stake
to Washington-based Carlyle for $375
million. But approval for the private-
equity deal from Beijing authorities
was never forthcoming.

“Xuzhou Construction now owns
the best of its parent’s assets,” said
China Merchant Securities analyst
Liu Rong. Ms. Liu expects the injected
assets, which include factories, re-
search and development assets, and
trademark rights, to generate earn-
ings of one billion yuan ($146.4 mil-
lion)thisyear,boostingtheprofitabil-
ity of the listed company.

Xuzhou Construction said it plans
to acquire the assets by issuing 340
million new shares to its parent at
16.47 yuan each, which was Xuzhou
Construction’s average share price
during the 20 trading sessions before
thestatementontheassetacquisition
plan was issued.

THE INTERNATIONAL INVESTOR

n August 2003: Lone Star buys 
control of Korea Exchange Bank, 
or KEB, for $1.2 billion

n May 2006: Kookmin Bank agrees 
to buy portion of KEB owned by
Lone Star and two other major 
shareholders for $7.3 billion

n June: Politicians, regulators 
question whether Lone Star 
should have been allowed to

 buy KEB in 2003

n November: Prosecutors indict two 
former government officials who 
approved Lone Star's acquisition
of KEB; Lone Star ends deal with 
Kookmin, citing legal problems

Exchange track
Some key dates in Lone Star Funds' 
ownership of Korea Exchange Bank

n September 2007: HSBC agrees to 
buy Lone Star's controlling stake
in KEB for $6.3 billion, sets April 
30 deadline to close deal

n April 2008: With no regulatory 
action coming, HSBC and Lone 
Star extend deal terms to July 31

n July 25: Financial regulatory 
agency hints it may act on 
HSBC-Lone Star transaction after
court case of former officials
concludes in September
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By Robin Sidel

And Damian Paletta

A recent round of U.S. bank fail-
ures during the industry’s worst cri-
sis in decades underscores the per-
ils of the frenetic expansion that
took place when times were good.

Thousands of U.S. banks strayed
far from their roots over the past
few years, pushing into unfamiliar
products and cities that were tied to
the unprecedented run-up in hous-
ing prices. As these markets have
collapsed, some of these banks—
particularly the small ones—are
stuck with bad loans, depleted capi-
tal and few options.

“When the credit cycle is at its
peak, banks start looking out of
their market for opportunity,” said
Jaret Seiberg, Washington policy an-
alyst for the Stanford Group. “And
that’s when they typically overex-
tend. That creates a lot of risk and
that’s what we’re seeing.”

The latest evidence of the trend
came Friday when U.S. regulators
shut down First National Bank of Ne-

vada, based in Reno, and First Heri-
tage Bank of Newport Beach, Calif.
The deposits of the closed banks
were acquired by Mutual of Omaha
Bank.

The failed community banks
were units of closely held First Na-
tional Bank Holding Co., based in
Scotsdale, Ariz. Both had been grap-
pling with problem loans and had re-
ported first-quarter losses after bar-
reling into the hot mortgage mar-
ket. They also had unsuccessfully
sought to raise capital this spring
and had approached other banks
about selling themselves, according
to a person familiar with the matter.

They were the sixth and seventh
banks to have been shut by regula-
tors so far this year, though they are
far smaller than the collapse earlier
this month of IndyMac Bank of Pasa-
dena, Calif. First National Bank of
Nevada had $3.4 billion in assets
and First Heritage had just $254 mil-
lion of assets, compared with Indy-
Mac’s $32 billion of assets.

Regulators are anticipating
more closures as banks are increas-

ingly weighed down by unpaid
loans.

First National Bank of Nevada
had recently merged with First Na-
tional Bank of Arizona, which was
another unit of First National Bank
Holding Co. A Web site listing
homes owned by First Bank of Ne-
vada shows more than 100 proper-
ties for sale in places like Alabama,
California, Colorado and Washing-
ton, D.C.

First National Bank of Arizona
had been hobbled by loans to home
builders that filed for bankruptcy. It
also was active in the area of so-
called Alt-A mortgages in 2001 and
became one of the largest origina-
tors of those loans. Alt-A mortgages
are made to borrowers who fall be-
tween the prime and subprime lend-
ing categories.

First National Bank of Arizona
made about $2.3 billion of high-risk
loans in 2006, up from $918 million
in 2004, according to federal data
analyzed by The Wall Street Jour-
nal.
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With the Beijing Olympics start-
ing soon, U.S. Sen. John McCain
brought China to the forefront of
the foreign-policy debate Friday by
meeting with the Dalai Lama.

Despite a recent focus on Europe
and the Middle East because of Sen.

Barack Obama’s overseas trip to
those regions, China is likely to domi-
nate the news coverage in the coming
weeks as the Games get under way.

Sen.McCain,theRepublican pres-
idential contender, sat down with
the exiled Tibetan spiritualand polit-
ical leader in Aspen, Colo., to discuss
“issues of mutual concern,” a
McCain aide said, including talks be-
tween the Dalai Lama and China, as
well as how “the international com-
munity can best support the Dalai
Lama in his efforts.”

After the meeting with the Dalai
Lama, Sen. McCain offered tough
criticisms of China and urged its
leaders to show more progress in ad-
dressing political grievances.

“The U.S. welcomes good rela-
tions with China, but it does no ser-
vice to the Chinese government and
certainly no service to the people of
China for the U.S. and other democ-
racies to pretend that the suppres-
sion of rights in China doesn’t con-
cern us,” Sen. McCain said.

Over the years, activists have
turned the Dalai Lama into a symbol
not just of the struggle for Tibetan
autonomy but, more broadly, of polit-
ical and human rights in China. Espe-
cially given the timing, Sen.
McCain’s meeting is a strong show of
sympathy for critics of the Chinese
regime at a time when the world’s at-
tention is focused on the country.

Most voters see China as more of
an adversary than an ally, according
to The Wall Street Journal/NBC
News poll released this week—the

survey showed 54% think of China
as a foe, while only 23% view it as a
friend—even though a clear major-
ity, 63%, believe President George
W. Bush should attend the Aug. 8
opening ceremonies of the Olym-
pics, while only a quarter said he
shouldn’t. Sen. McCain’s meeting
with the Dalai Lama appears to be
partly an effort to inoculate himself
from the criticism Mr. Bush is likely
to get from human-rights activists.

Sen. Obama, the presumptive
Democratic presidential candidate,
has spoken with the Dalai Lama
twice in recent months, a campaign
aide said. He talked by phone with
the Dalai Lama in April, at the height
of the Chinese government’s crack-
down on Tibet, and met with him in
Sen. Obama’s role on the Senate For-
eign Relations Committee. Sen.
Obama also has expressed a willing-
ness to meet with the spiritual
leader one-on-one.

China’s government strongly ob-
jects to foreign leaders meeting with

the Dalai Lama, who Beijing insists
wants to wrest Tibet from Chinese
control. In the past year, Beijing has
publicly lashed out at Canadian
Prime Minister Stephen Harper and
German Chancellor Angela Merkel
for hosting him. When Mr. Bush met

privately at the White House with
the Dalai Lama in October, a Chinese
government spokesman blasted the
meeting as “gross interference in
China’s internal affairs.”
 —Jay Solomon in Paris

contributed to this article.

McCain meets with Dalai Lama

Set for Games, China is still under scrutiny
Pollution, censorship
are issues as officials
say they are ready
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By Geoffrey A. Fowler,

Mei Fong

And Loretta Chao

BEIJING—Organizers of the
Beijing Olympics said they had met
the commitments they made to host
the Summer Games, even as they
face mounting criticism over media
access, Internet censorship and air
quality.

Thousands of athletes, journal-
ists and spectators have begun to
pour into the city for the Games,
which start in 11 days. When it bid to
host the Olympics, Beijing made a se-
ries of promises to prepare the city
for the international spotlight, in-
cluding improving infrastructure,
cleaning up pollution and opening
up to foreign media coverage.

At a Sunday press conference to
discuss Beijing’s commitments, Tan
Xuxiang, deputy director of the
Beijing Municipal Planning Commis-
sion, said that the 37 competition and
56 training venues for the Games had
been completed and were “ready for
the world.” But journalists pressed
with questions about Beijing’s compli-
ance with other promises.

While roughly 20,000 journal-
ists have been accredited to cover
the Games, some report that they
aren’t able to work with the free-
dom they are accustomed to. Last
week, Chinese police clashed with
reporters from Hong Kong at a cha-
otic, last-minute sale of Olympics
tickets. At least one reporter was de-
tained by police, and video of the in-
cidents showed uniformed police ag-
gressively questioning, and in some
cases shoving or hitting, several re-
porters. The incident was called a
“wanton violation of press free-
dom” by the Hong Kong Journalists
Association.

Sun Weijia, director of the Media
Operations Department of the
Beijing organizing committee, didn’t
address the incidents at the Sunday
news conference, but he said that
Beijing had “created a very good and
very free regulation environment.”

China has also poured enormous

resources into security to protect
against possible terrorist attacks,
as well as political protests, during
the Games. On Friday, a U.S. terror-
ism-monitoring company released a
video it obtained from a group call-
ing itself the Turkistan Islamic
Party threatening to carry out at-
tacks during the Olympics and claim-
ing responsibility for recent deadly
explosions in China.

The exact identity of the group
isn’t clear, but it appears to be linked
to Uighurs, a Muslim ethnic group in
China’s western Xinjiang region that
has long chafed under Chinese rule.
Some independent experts ques-
tioned the group’s claims of respon-
sibility, however, and Chinese secu-
rity officials quickly dismissed
them, telling China’s state-run Xin-
hua news agency that they had no ev-
idence to indicate the explosions
were the act of terrorist groups.

The most visible challenge for
China’s Olympics organizers re-
mains pollution. A thick haze
cloaked the city as organizers
opened the Olympic Village on Sun-
day, and the “Bird’s Nest” national
stadium was barely visible from the
highway nearby. Despite stringent
measures put in place on July 20 to
restrict the number of cars on the
road, pollution levels for Thursday
through Sunday all hit Level 3, or
“slightly polluted,” which is still on
the higher end of the pollution scale
and above China’s national standard.

Du Shaozhong, vice director of
Beijing Municipal Environmental
Protection Bureau, said the moist
and stagnant weather in Beijing in

recent days has been “not very favor-
able for the control of pollutants.”

He also said it wasn’t possible to
judge pollution levels based solely
on visibility, or by comparing one
day to another. “For nine straight
years, the air quality in Beijing has
been improving,” he said.

Mr. Du said he was “confident”
that Beijing also would be able to
meet its commitment to satisfy
World Health Organization stan-
dards for four major pollutants in
August and that Beijing would “take
tougher control measures to guaran-
tee the air quality” in “extreme
weather conditions.”

“It shall be finally tested by the
Games,” he said.

Another media issue for the
Games is access to the Internet,
which the Chinese government of-
ten filters to remove political and
pornographic content. In an April in-
terview, International Olympic Com-
mittee President Jacques Rogge
said that he had been assured by
Beijing that there “will be abso-
lutely no censorship on the Inter-
net” for accredited journalists.

But on Internet connections pro-
vided at Beijing’s newly opened Main
Press Center, a hub of activity for jour-
nalists covering the Games, more
than a dozen Web sites are inaccessi-
ble, including those for accredited
media organizations Apple Daily—
Hong Kong’s second-largest circula-
tion newspaper—and the British
Broadcasting Corp.’s Chinese lan-
guage service. Other inaccessible
sites include aid organization Oxfam
Hong Kong, the Chinese-language ver-

sion of Wikipedia and the personal
Web site of Chinese actor Andy Lau.

Asked about these sites at the
news conference, Mr. Sun said he
hadn’t heard of such issues and em-
phasized that “Internet access is not
a problem.” Confronted later by sev-
eral journalists with similar experi-
ences at the media center, Mr. Sun
said he would look into the issue.

The incidents at last week’s
ticket sales have raised questions
about both media freedom and Chi-
na’s overall readiness for the huge
crowds expected during the games.
At least 400,000 foreigners are ex-
pected to attend, as well as hun-
dreds of thousands of Chinese from
outside Beijing.

The scuffles with reporters
broke out when Beijing sold the last
round of some 820,000 tickets for
Olympics events. The sale had been
long planned, but police were
caught off guard by the large num-
bers of prospective buyers.

A report by Xinhua news agency
said that at its peak, the crowd of
ticket buyers near the main Olympic
venues numbered more than 30,000
people. The report said that a combi-
nation of heat and long wait times
made people “emotional” and that
more police officers had to be de-
ployed to the scene as the crowds be-
came rowdy. It said that some of the
reporters “from China and overseas”
tried to enter a “forbidden area.”

An official of the Beijing Public
Security Bureau said Friday the bu-
reau wasn’t aware of the events.

One journalist, Felix Wong, a pho-
tographer with Hong Kong’s South

China Morning Post, was detained
Friday while covering a scuffle that
broke out when crowds swarmed a
ticketing office, according to Mr.
Wong. Xinhua said Mr. Wong had
broken through a barricade and
kicked a police officer in the groin.

Mr. Wong, in a telephone inter-
view, said he was pushed by a police
officer and may have accidentally
kicked him in response. Mr. Wong
said he was detained for about six
hours.

The South China Morning Post is-
sued a statement saying, “We be-
lieve Felix was just trying to do his
job as a photojournalist. Both jour-
nalists and policemen, as well as the
tens of thousands of Beijingers who
queued up for the tickets, were vic-
tims of the relevant authorities’ fail-
ure to make proper arrangements
for the orderly sale of tickets.”

In a separate incident, footage
from Hong Kong’s Television Broad-
casts Ltd. that was posted on the
YouTube Web site showed a mob
scene at the Olympic area, where
massive crowds were pushed back
by police officers. The video then
showed a police line trying to herd
journalists back from filming the
scene. A police officer then slipped
under the police tape and lunged at
a reporter who wouldn’t budge,
shoving him to the ground.

Another video, posted Thursday
by the Hong Kong-based Network of
the World, appears to show police
moving in to break up a fight and
then asking to see the identification
of journalists covering the action.
“What media are you from?” a po-
lice officer asked repeatedly of the
reporters. One answered, “I’m from
Hong Kong,” to which the officer re-
plied, “Well, you’re from Hong
Kong, but you’re in Beijing, and you
must follow the laws of Beijing.”

Francis Moriarty, a spokesman
for the Foreign Correspondents’
Club in Hong Kong, said the organi-
zation would meet to discuss the in-
cidents.

“We always view cases of inter-
ference with seriousness, especially
now given the promises made to re-
porters that they would have free-
dom of coverage during the Games. I
hope this is a one-off,” he said.
 —Kersten Zhang,

Gao Sen and Jason Leow
contributed to this article.
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Beijing’s pollution index
Readings of under 100 are 
considered safe; daily highs

Source:  Ministry of Environmental Protection
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Beijing National Stadium
was blanketed with thick

smog Sunday.

By Elizabeth Holmes in Denver,
John D. McKinnon in
Washington and Jason Dean
in Beijing

Sen. John McCain met with the Dalai Lama, a move that could spur Chinese ire.
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Japan, Australia shares
decline in regional selloff
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Treasurys may get rockier on data

Dollar looks to Europe
Data likely to give
the U.S. currency
a boost this week
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By V. Phani Kumar

MARKETWATCH.COM

Asian markets suffered steep
losses Friday, with National Aus-
tralia Bank stock plummeting in
Sydney after the lender said it will
provide more for exposure related
to U.S. mortgages, while Mizuho Fi-
nancial Group shares fell mirror-
ing an overnight selloff on Wall
Street.

Most indexes ended with weekly
gains, on advances in the early part
of the week as investors covered

short positions on
signs global mar-
kets were stabiliz-
ing.

Chinese coal
stocks such as Yanzhou Coal Min-
ing were hit hard for the second day
in a row Friday after Beijing im-
posed controls on coal prices.

In Tokyo, the Nikkei Stock Aver-
age of 225 companies fell 2% to
13334.76 and the broader Topix in-
dex lost 2.6% to 1298.28. The Nikkei

gained more than 4% during the
week.

In Sydney, Australia’s S&P/ASX
200 index stumbled 3.4% to
4970.50, with National Australia
Bank tumbling 13% after the lender
jolted investors by saying it will
make a provision of 830 million Aus-
tralian dollars (US$793 million) on
its exposure of A$1.2 billion to secu-
rities linked to U.S. mortgage as-
sets.

The announcement also hurt
other financial shares, with Com-
monwealth Bank of Australia los-
ing 6.8%, Australia & New
Zealand Banking Group skidding
8.7% and Macquarie Group drop-
ping 5.5%.

Financials also dropped else-
where, reacting to an overnight sell-
off on Wall Street, as well as con-
cerns that rising inflation would lift
interest rates and crimp growth in
lending. In Tokyo, Mitsubishi UFJ Fi-
nancial Group shed 5.4% and Mi-
zuho Financial Group skidded 8.2%.

By Min Zeng

Investors in U.S. Treasurys face
more volatile trading in a data-
heavy week as few expect a clear
picture to emerge on the state of
the economy. Continued stress in
the financial sector and the daily
seesaw in stocks and crude oil are
likely to make things only worse.

“It has been a very treacherous
environment,” said Larry Dyer, rate

strategist with
HSBC Securities
USA Inc.

Last week, Trea-
surys were pum-

meled by supply, only to rally on
soft U.S. economic data Thursday,
then give up a big part of those
gains Friday amid favorable data on
durable goods, consumer confi-
dence and new-home sales.

This week, investors get a full
set of U.S. data—from consumer
confidence and the Institute for

Supply Management’s manufactur-
ing survey to the preliminary read-
ing of second-quarter gross domes-
tic product. The week culminates in
Friday’s official nonfarm-payroll re-
port for July, which economists ex-
pect to show the seventh straight
month of job losses.

Mr. Dyer expects the two-year
note’s yield to swing between
2.65% and 2.85% this week, while
the 10-year yield will trade be-
tween 4% and 4.25%. Friday, the
two-year note yielded 2.718%,
while the 10-year note yielded
4.111%.

Volatility in the Treasury mar-
ket has increased over the past year
as the mortgage-market crisis
spread. Uncertainty over the inter-
est-rate outlook from the Federal
Reserve, which is sandwiched be-
tween financial-market stress,
slackening growth and rising infla-
tion, has added to the price swings.

Though bond brokers and deal-

ers have benefited from the mar-
ket’s gyrations, investors looking
to unload their positions had to pay
a bigger premium as liquidity was
reduced.

Mr. Dyer noted that in 2004, it
took more than a year for the two-
year yield to go to 4% from 2.5%.
This year, the two-year yield shot
up to 3% from 1.5% in just three
months, from March to June.

In 2005 and 2006, the two-year
yield might move half a percentage
point in a year, now, it is a matter of
weeks. Last week, the two-year
yield recorded a 0.28-percentage-
point swing; while the 10-year yield
swung in a range of 0.19 point.

Besides the data, the market
also is gearing up for the Treasury
Department’s quarterly refunding
announcement, due Wednesday.
The Treasury will announce the
size of the 10- and 30-year bond auc-
tions scheduled for the first full
week of August.

By Riva Froymovich

Can the dollar maintain its latest
rebound versus the euro and yen?
This week will be critical in deter-
mining the dollar’s staying power,
but U.S. data may not be the ulti-
mate driver.

U.S. nonfarm payrolls, a key indi-
cator for the status of economic

health and the like-
lihood of Federal
Reserve interest-
rate adjustments,
will be released Fri-

day. But currency analysts say the
labor-market report isn’t even at
the top of their list.

“The most important data are
the European data now,” said Jens
Nordvig, a currency strategist at
Goldman Sachs Group in New York.

Weak U.S. data already are ex-
pected, and basically priced in, ana-
lysts say. The U.S. payrolls report is
sure to have an immediate effect on
markets. But the recent breakdown

in euro-zone fundamentals is a new
and long-awaited development
with longer-term implications.

Economists have been suggest-
ing the euro zone would catch the
U.S.’s feverish economic problems
for many months. Now that the
euro zone appears to have coughed,
the dollar may be edging higher.

This week, analysts expect the
euro to decline to a lower range and
trade between $1.53 and $1.59. The
dollar is seen around 108 yen.

On Friday in New York, the euro
was at $1.5699, up from $1.5685 late
Thursday. The dollar was at 107.90
yen, up from 107.25 yen. The U.K.
pound was at $1.9904, up from
$1.9867, and the dollar was at
1.0370 Swiss francs, up from 1.0356
francs.

The strongest evidence that Eu-
rope’s economy may be hitting the
brakes came with two disappoint-
ing reports Thursday: the euro-
zone composite Purchasing Man-
agers’ Index and the German busi-
ness-climate index from the Ifo In-
stitute.

This week, markets will see both
growth and inflation indicators. A
change in the latter could signal to
the currency market that the Euro-
pean Central Bank could soon con-

sider cutting its key lending rate—
which it nudged up by a quarter
point earlier this month. German
and euro-zone consumer-price in-
dexes will be released, as well as the
German and euro-zone unemploy-
ment rates and purchasing man-
agers’ indexes for manufacturing.

A narrowing of the rate differen-
tial between the U.S. and euro zone
will eliminate the common curren-
cy’s interest-rate advantage over
the dollar and increase the dollar’s
relative yield and attraction for in-
vestors.

“As growth in Germany so far
has acted as a counterweight to
weaker conditions in the rest of the
currency zone, a weakening outlook
is of relevance to the ECB’s stance
on monetary policy,” UBS said in a
research note.

To boot, the recent decline in oil
prices affects ECB rhetoric, moder-
ating inflation concerns. “Europe
can be the most important catalyst
for the dollar,” Mr. Nordvig said.

“We’re starting to see weakness
in non-U.S. economies on a fairly
broad basis—Australia, Japan. The
kind of relative growth dynamic has
shifted from being decisively
U.S.-driven weakness,” Mr. Nordvig
added.

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.
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India’s deficit is a danger to its economy
New state spending
may boost inflation,
prevent investment

By Jackie Range

NEWDELHI—India’sslowingecon-
omy is beginning to show another big
crack: A growing government deficit

that could hurt
much-neededinvest-
ment in India’s ram-
shackle infrastruc-
ture, boost inflation

and undermine growth.
A hefty list of expenditures is at

the root of India’s fiscal woes, espe-
ciallyaonce-a-decadesalaryincrease
that Standard & Poor’s estimates
could mean pay increases of as much
as 40% for 2.9 million central govern-

ment employees. Were the govern-
ment to approve the full amount, the
ratings agency figures it could cost as
much as the equivalent of 2.4% of
grossdomesticproduct.Stategovern-
ments are likely to follow suit.

Oil prices also are jacking up gov-
ernment costs. New Delhi is issuing
bonds equivalent to 3.6% of GDP to
oil and fertilizer companies to par-
tially compensate them for selling
their products domestically at
lower-than-global prices. While
some fuel prices were increased in
June, India’s domestic fuel prices
still significantly lag global ones.

Then there is politics. The Con-
gress party, which leads India’s frag-
ile governing coalition, is expected
to loosen the purse strings before a
general election that must happen
by May. It already won approval of a
debt-cancellation package for many
of India’s impoverished farmers.

Overall, Morgan Stanley predicts,
India’s fiscal deficit—including cen-
tral, state and so-called “off-budget”
items—will rise to 11.4% of GDP in the
fiscal year ending March 31, up from

anestimated7.7%inthepreviousyear.
The spending increase is likely to

play out in a number of ways that
will harm the Indian economy,
which has been growing robustly in
spite of sporadic instability such as
last week’s bomb blasts in Banga-
lore and Ahmedabad. It may give an-
other boost to inflation, which is al-
ready running at an annual rate of
more than 11%. And that could
prompt the central bank to continue
to raise interest rates, or take other
measures to try to keep inflation in
check. Along with some other nega-
tive factors, the result is that India’s
growth is likely to ease to between
7% and 7.5% this fiscal year, many
economists estimate, down from
9.1% the previous year.

The higher spending is also bound
to hurt India’s efforts to deal with
some long-term problems, including
modernizing its decrepit ports,

roads, power systems, airports and
telecommunications infrastructure
over the next five years. Among the
projects that could be delayed is an in-
frastructure-development program,
Bharat Nirman, to improve drinking
water, electricity, roads, telephones
and irrigation in rural areas. Many
economists say that India needs to im-
prove its infrastructure to sustain
rapid economic growth.

In the 1990s, India also faced a
growing fiscal deficit. Then, too, a
key factor was the once-every-de-
cade rise in government pay pack-
ages. In the subsequent drive to
bring down the deficit, infrastruc-
ture spending was curtailed, which
especially hurt manufacturers. It
was easier for the government to cut
back on building roads, hospitals
and schools than on government-em-
ployee pay or interest payments.

Infrastructure has been ne-
glected for so long that the Indian
government figures it needs as much
as $500 billion in spending over the
next several years to equip the coun-
try properly. The government hopes
to provide much of the money, with
the rest coming from private fund-
ing. But, “government finances are
not in good shape,which does not au-
gur well for increasing investment
rates dramatically,” according to a
Goldman Sachs report.

“India’s infrastructure is way be-
hind the rest of the world,” said Shik-
sha Bhatia, a 26-year-old human re-
sources executive at Google Inc. in
Gurgaon, near New Delhi. “Roads are
not well-built and full of potholes, es-
pecially the rural areas,” and “power
cuts make people’s lives miserable.”
Fans or air conditioning are essential
in India’s sweltering summer heat.

Businesses also suffer. Pramod
Bhasin, president and chief executive
of Genpact Ltd., in Gurgaon, which
runs call centers around the country,
said his company must provide its
own transportation, power, security
and education for its employees. As
the outsourcing sector expands out-
side the major cities, he said, India
will require “better regional airports
[and] better social infrastructure
that invites middle and senior man-
agement to move and live” there.

The worsening fiscal situation
could affect the nation’s creditwor-
thiness, and the borrowing pros-
pects of some of its most important
companies. Ratings agency Fitch re-
cently changed its view on the out-
look for a key rating of Indian debt
to negative from stable, saying its
move was “based on a considerable
deterioration in the central govern-
ment’s fiscal position.”

Lehman Brothers Asian sover-
eign credit analyst Yang-Myung
Hong said that ratings agencies
aren’t likely to rush to downgrade In-
dia’s sovereign debt. But if the fiscal
situation and inflation worsens ap-
preciably, he said, “we could actu-
ally see the ratings get additional
negative pressure.”

A downgrading of India’s sover-
eign-debt rating could hurt commer-
cial banks, including ICICI Bank
Ltd., the country’s largest private-
sector bank, said Mr. Hong, “be-
cause they are pretty much linked to
the sovereign rating.”

More broadly, Indian companies
could face higher interest rates at
home, because government efforts
to finance its deficit could swamp
the bond market, analysts warn.
That could especially affect indus-
trial enterprises looking to finance
large capital projects.
 —Vibhuti Agarwal

contributed to this article.
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over seven billion per year.
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Credit Suisse, Instinet
link ‘dark pools’ system

Mergers and acquisitions rankings rankle
League tables reflect
mix of methodologies;
$113 billion decision

www.efinancialnews.com
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By Harry Wilson

D ID GREENHILL & Co.’s merg-
ers and acquisitions business
get twice as good last week?

Is Goldman Sachs Inc. or J.P. Mor-
gan Chase & Co, the best bank in Eu-
ropean mergers-and-acquisitions
advisory?

The answers to these questions
have depended on whom you ask
and when you ask them. Ten days
ago Greenhill was ranked 25th in
Thomson Reuters’ global league ta-
ble; however, the announcement
that the boutique investment bank
was sole adviser to pharmaceuticals
company Roche Group AG’s bid for
Genentech Inc. pushed it up to 15th
on the table, ahead of another
U.S.-based boutique bank, Moelis &
Co.

And the different league tables
don’t always match. Thomson Reut-
ers’ European league table for the
first half of the year suggests that
Goldman Sachs has had the best
start to the year. But data provider
Dealogic PLC’s league table ranks
Goldman Sachs fourth, with J.P. Mor-
gan crowned the winner.

These sudden shifts and discrep-

ancies have become particularly
contentious in a tough year, since
the rankings bestow more than brag-
ging rights. A higher ranking can
bring in more clients.

Moving from 30th place into the
top 15 increases Greenhill’s profile
and places it in the ranks of such
long-established M&A houses as
Rothschild and Lazard. The market-
ing brochures of most investment
banks are stuffed with No. 1 rank-
ings from the main data providers.
Bankers’ compensation is often
based on the tables’ data.

As a result, league-table compil-
ers face claims and counter claims
every year from investment banks
that question one another’s role on
a deal: all the main providers have
well-established appeals processes
that allow bankers a chance to air
their grievances in private. A lot of
the complaints revolve around
whether banks really deserve credit
for advising on a deal, or whether
the client gave the bank credit as a
favor related to other services pro-
vided.

To help avoid this, the data pro-
viders hold annual roundtables with
the heads of M&A from all the top
banks to get feedback on the previ-
ous year and to explain changes to
their criteria for the next 12 months.

Dealogic held its meeting in late
January and the company said it
had received feedback from the
meeting that would enable it to im-

prove its methodology.
Over the last few years, rankings

based on advisory fees have become
increasingly well regarded as an al-
ternative to the ones based on vol-
ume. Dealogic estimates a 10% mar-
gin of error on the fees of any one
deal and a 5% margin for an individ-
ual bank. Indeed, the fee estimates
are now considered accurate
enough that 14 out of the top 15
M&A houses use the figures for
their strategy planning. And it is
these rankings that banks often use

to assess compensation—individual
bankers will have the revenues they
generate compared with those gen-
erated by rivals.

Looking at bank rankings based
on M&A revenues figures often pro-
duces some interesting findings.
For example, while Goldman Sachs
and J.P. Morgan were the top two
ranked banks globally by fees, ac-
cording to Dealogic, UBS AG was
placed third despite being ranked
eighth in the volume table, while
Citigroup Inc., which placed third in

that volume table, dropped to sev-
enth in the revenue rankings.

At the end of every quarter, there
is also a lengthy reconciliation pro-
cess in which banks are asked to
sign off on the deals they are known
to be working on and to raise any is-
sues they might have with their
ranking. There is a heavy element of
self-policing and rival banks will
from time to time question another
firm’s claimed role on a deal.

This year, the most contentious
ranking decision is the one to count
Altria Inc.’s $113 billion spinoff of
Philip Morris International Inc. in
the European mergers-and-acquisi-
tions table. That has had an enor-
mous impact on the rankings, even
though the deal is between two
U.S.-listed companies—although
Philip Morris is based in Lausanne,
Switzerland—and the buyers
weren’t outsiders, but the compa-
ny’s shareholders.

All seven banks that worked on
the Philip Morris deal made it into
the top 10 of the European league ta-
bles. U.S. boutique Centerview Part-
ners was ranked ninth in Thomson
Reuters’ European M&A league ta-
ble for the first half of the year
solely on the basis of working on the
transaction. Morgan Stanley SA,
the top-ranked bank for European
M&A at the end of June last year, fell
to eighth in this year’s league table
largely as a result of having not
worked on the deal.

Co
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By Luke Jeffs

And Tom Fairless

Credit Suisse Group and broker
Instinet’s European arm have be-
come the first European institu-
tions to link their anonymous trad-
ing systems, known as “dark
pools,” in a move that increases
pressure on rival brokers and trad-
ing venues, including Europe’s larg-
est stock exchanges.

Credit Suisse and Instinet,
owned by Nomura Holdings Inc.,
started routing equity orders to
each other’s dark pools last Thurs-
day, effectively increasing the liquid-
ity available to their clients and pro-
prietary trading desks.

While a similar deal has already
been struck by brokers in the U.S.,
this is the first example of two large
sell-side companies linking their
European dark pools. The pools are
becoming popular because they al-
low big institutional investors to
trade blocks of stock without trig-
gering ripples in the share price, as
can happen on traditional stock
markets. Instinet’s and Credit
Suisse’s nonexclusive deal throws
the focus onto other banks and bro-
kers with dark pools and the new
dark pools being developed by the
London Stock Exchange Group PLC
and NYSE Euronext.

Naseer Al-Khudairi, co-head of
cash trading at Credit Suisse, said
the partnership makes the pair
“the first brokers in Europe to of-
fer reciprocal access to each oth-
ers’ dark pools through our indus-
try-leading algorithms and smart
order routers”.

Richard Balarkas, a former head
of the Credit Suisse’s algorithmic-
trading service who joined Instinet
Europe as chief executive three
months ago, said the deal was in line
with Instinet’s commitment to “ev-
ery viable source of liquidity.”

The LSE a month ago said it
plans to go live with its dark pool,
called Baikal, in the first quarter of
next year. NYSE Euronext, the
trans-Atlantic exchange, is set to
launch its version, called Smart-
Pool, before the end of this year.
Credit Suisse and Instinet said
they are in separate talks with
other banks about bilateral links to
their dark pools.

A new report from U.S. consul-
tancy Tabb Group said the value of
stocks traded in European dark
pools will more than triple over the
next two years, climbing to Œ1.2 tril-
lion ($1.884 trillion) in 2010 from
Œ309 billion this year.

The Credit Suisse-Instinet Eu-
rope trading link went live two
months after a landmark deal in the
U.S. where Goldman Sachs Group
Inc., Morgan Stanley and UBS AG an-
nounced a series of bilateral agree-
ments that offered the banks access
to the others’ dark pools.
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