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What’s

News

Rising unemployment in the
U.K. among young people
marks the next economic
challenge facing policy mak-
ers ahead of next year’s elec-
tion. The country’s jobless
rate jumped to 7.8% in the
second quarter. Page 3

B The Fed kept interest rates
near zero but suggested the
U.S. economy is on more sta-
ble ground, further sign that
the recession is either already
over or will be soon. Page 10

M U.S. stocks gained after
the Fed said it would com-
plete its planned purchase of
long-term Treasury securi-
ties by October. European
shares also rose. Page 20

M The U.S. trade gap widened
in June to $27.01 billion from
$25.97 billion in May, largely
on higher oil prices. Page 10

M Nestlé reported disappoint-
ing sales growth in the first

half, but its pet-care division

remained resilient. Page 5

B BHP’s annual profit fell
62% amid declining prices
and demand, but the mining
company retained a strong
cash flow. Pages 7, 32

M Industrial production fell
in the euro zone in June, re-
versing May’s gain, indicating
a slow recovery. Page 2

M E.ON profit doubled in the
second quarter thanks in
part to lower costs, but
sales declined 9.8%. Page 7

M Russian lawmakers plan
to implement a “cash for
clunkers” program early next
year to lift car sales. Page 8

M SAS reported a wider sec-
ond-quarter net loss, and the
Scandinavian airline said it
intends to cut as many as
1,500 more jobs. Page 5

M The macro-driven rally in
European airline stocks may
be low on fuel. Pages 19, 32

B ING returned to a profit in
the second quarter after three
quarters of losses, but the
result was still down sharply
from a year earlier. Page 21

M Emerald Energy’s board
recommended shareholders
approve a nearly $900 million
bid from Sinochem. Page 21

M Russia was searching for
a cargo ship with 15 crew
members that disappeared
after sailing through the Eng-
lish Channel. Page 11

M Estonia’s slower decline in
GDP raised hopes that the
Baltic nation’s recession is
close to the end. Page 2

EDITORIALGSOPINION

Show trials in Iran
Europe discovers the evil
nature of the Islamic Re-
public. Page 13

Breaking news at europe WSJ.com

U.S. wins copyright ruling

EUROPE

WTO tells China to ease distribution rules for intellectual-property owners

By JoHN W. MILLER
AND PETER FRITSCH

The World Trade Organiza-
tion handed China its biggest
defeat yet in a long-running
battle over copyright protec-
tion for American books, mu-
sic and movies in the world’s
most populous country.

Wednesday’s 460-page
ruling could be a big boon for
Hollywood filmmakers, video-
game designers and rock
stars from Bruce Springsteen
to Madonna, allowing them
to sell their creations at
cheaper prices and better dis-
tribution.

The WTO ordered Beijing
to stop forcing U.S. intellec-
tual property-rights owners
to deal with only government-
controlled companies, a drain
on logistics and costs. Both
the U.S. and China can appeal
the ruling.

“The U.S. clearly won on
key issues,” says Simon
Lester, founder of
WorldTradeLaw.net LLC, a
Washington-based consul-
tancy.

Chinese distribution rules
are a major obstacle for ex-
porting to the country, say Eu-
ropean Union and U.S. offi-
cials. They openly discuss the
possibility of filing a similar
case for auto parts, for exam-
ple.

The WTO also told China it
must let foreign companies
sell music over the Internet,
in what could help Apple Inc.
and its iTunes music-down-
loading business.

The three-judge panel
ruled in favor of China on

Please turn to page 31

Big money at stake

The WTO's ruling could have big
implications for U.S. movies and
music to China, the third-biggest
market for U.S. exports after
Canada and Mexico. Madonna is
among the artists and companies
that should benefit from the ruling
and help lessen the U.S.’s massive

trade deficit with China.

U.S. trade with China, first-half 2009

Imports

$133.44
billion

Exports

$30.39
billion

Trade deficit $103.05 billion

Source: U.S. Commerce Department

Reuters

Rio arrests rattle companies

Foreign businesses in
China have started to take
steps to protect themselves as
the formal arrest of four em-
ployees of miner Rio Tinto re-
newed questions about the
boundaries of acceptable com-
mercial behavior here, and the
penalties for overstepping the
line.

By James T. Areddy
in Shanghai and Sky
Canaves and Shai Oster
in Beijing

Australian Stern Hu and
three Chinese nationals were
formally arrested on Tuesday
on suspicion of bribery and
stealing commercial secrets,
after more than five weeks in
detention.

The four were part of a
team of minerals salesmen
working for a company that
hasbargained hard with China

over the price of iron ore,
which is needed to make steel
and is one of the costliest
itemsin China’s overseas shop-
ping basket.

China appears to have
backed away from accusa-
tions that the four stole state
secrets, a more grave criminal
offense that can carry the
death penalty.

But nervousness remains
among some foreign compa-
nies about what might land
them in similar trouble, ac-
cording to China-based law-
yers and corporate execu-
tives.

A lawyer with an interna-
tional law firm said she was
asked to prepare a report for a
European company about the
likelihood its executives
might face state security
charges conducting their busi-
ness in China. Some foreign
companies, according to other

lawyers, have begun purging
potentially sensitive data
from their computers.
Companies need to ensure
employees in China are “care-
ful about what types of infor-
mation and data they ask for,
receive, or use in the course of
their work and especially in-
formation from governmental
agencies and quasi-agencies
such as state-owned enter-
prises,” said James Zimmer-
man, a Beijing-based partner
at Squire Sanders & Dempsey.

Hands-on style

President as micromanager:
How much detail is enough?
News in Depth, pages 16-17

Markets

“This case has increased 4 p.m. ET
i - PCT
the l_eve_l of qnce”rta_mty of op CLOSE o
erating in China,” said Mr. Zim- = E i
merman. : :
Rio Tinto has ordered at | Nasdaq 1998.72  +1.47
least one foreign executive to | DJStoxx600  228.65  +1.02
remain out of China, accord- | FTSE 100 4716.76  +0.97
ing to a person familiar with | DAX 5350.09 +1.22
the matter. CAC 40 3507.24 +1.48
) The Anglo-Aus.trallan min- Euro $1.4212  +0.52
ing company continued to de-
Nymex crude  $70.16  +1.02
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UBS

settles
inquiry
on taxes

UBS AG and the Swiss
and U.S. governments have
finalized a settlement in a
tax-evasion investigation
that has pried open the once-
discreet domain of Swiss
banking, a Justice Depart-
ment attorney said Wednes-
day.

By Carrick Mollenkamp,
Laura Saunders and
Stephen Fidler

The parties didn’t detail
the settlement details. It is
likely that the settlement
will be filed, possibly under
seal, with the U.S. federal
court in Miami over the next
week.

At the crux of the case is
the Internal Revenue Ser-
vice’s legal effort to obtain
the identifications behind
some 52,000 secret ac-
counts tied to U.S. citizens,
which the IRS says are being
used to avoid taxes.

The IRS likely will end up
with 8,000 to 10,000 names,
though it isn’t known how
the names will ultimately be
transmitted to the Treasury.
In February, UBS ended a
parallel criminal probe,
agreeing to a $780 million
settlement and to turning
over 250 account names.

One option is that UBS
will give the identities to
the Swiss government,
which will allow the UBS cli-
ents to appeal in Switzer-
land.

Lawyers representing
UBS clients on Wednesday
provided more detail about
the types of account holders
they anticipate will be re-

vealed to government
authorities.
The lawyers said some ac-

count holders appear to be
engaged in criminal activity,
and used the secret ac-
counts to launder gains
from drugs, prostitution or
organized crime.

A second camp consists
of U.S. citizens who sought
to evade taxes. Attorney
Kevin Packman of Holland &
Knight in Miami said about
half his clients didn’t pay
U.S. income tax on income
from offshore assets.

Another group includes
multinational citizens whose
nationalities include the U.S.
Many in this group tradition-
ally banked in Switzerland
because of its political stabil-
ity. Another category in-
cludes so-called “asset pro-
tectors” such as doctors and
spouses seeking to avoid big
legal payouts in malpractice

Please turn to page 31
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Euro zone hits a bump

Industrial output
fell in June; worries
over corporate credit

BY ILONA BILLINGTON
AND MicHAEL WILSON

Industrial production in the 16
countries that use the euro fell in
June, reversing the gain posted in
May amid new warnings on the credit-
worthiness of European companies.

Figures released Wednesday by
European Union statistics agency
Eurostat showed industrial produc-
tion fell 0.6% from May, and slid 17%
from a year earlier, slowing from the
17.6% annual decline in May. It was
the smallest yearly drop since Febru-
ary. Eurostat also revised the May
monthly increase up to 0.6% from
the original 0.5% gain.

The fall shows why the euro
zone’s emergence from its deep re-
cession is expected to be slow and
bumpy. However, the slowdown of
the year-to-year decline indicates
that the recovery—as shown in re-
cent pickups in purchasing man-
agers’ surveys—is continuing.

“Manufacturing activity in the
16-country region is probably at or
very closetoits trough,” said Martin
van Vliet, economist for ING Eco-
nomics. “Unfortunately, we fear
that the climb back up will be much

Stalling engine

Industrial production in the 16
countries that use the euro.
Year-to-year percentage change

Source: Eurostat

slower than in previous industrial re-
coveries.”

Separately, Moody’s Analytics
saidinareport that the overall cred-
itworthiness of Western European
companies fell to a new low in the
second quarter.

Western European companies
suffered a total of 177 downgrades
in the quarter, the report says, con-
siderably higher than the previous
record of 134 set in the first three
months of 2009.

Financial institutions across the
majority of Western European coun-
tries saw most of the rating cuts,

with a record 122 downgrades.

Moody’s said the rapid deteriora-
tion in loan portfolios, accelerating
asset impairments and thinning
cushions of capital to protect
against future losses were mainly to
blame.

Many European businesses are
struggling with a lack of pricing
power as demand remains slack. On
Wednesday, France reported its
third month of falling consumer
prices. The consumer-price index
published by statistics office Insee
fell 0.4% from June and dropped
0.7% from a year earlier. That joined
other recent indications that the
euro zone as a whole could post its
second straight month-to-month
drop in consumer prices for July.

Still, economists minimized the
risk of deflation, defined as a pro-
tracted decline in the prices of
goods and services that causes long-
term damage to the economy.

“We expect inflation to gradually
increase andreturn... to positive ter-
ritory by November,” said Luigi Sper-
anza, an economist at BNP Paribas.

In Spain, home sales fell 26% in
June on the year, amid continued
pressure from the collapse of the
decadelong housing boom, accord-
ing to data from Spain’s National Sta-
tistics Institute.

Nonetheless, the decline in home
sales slowed; they had fallen 32% in
May and 48% in April.

India’s output at factories, mines surged in June

BY NEELABH CHATURVEDI
AND PRASANTA SAHU

NEW DELHI—India’s industrial
output in June grew at its fastest
pace in 16 months with manufactur-
ing rebounding smartly, a sign that
government stimulus measures are
helping the economy.

Analysts said output at factories
and mines should remain resilient in

the coming months helped by ro-
bust local demand, although the ex-
tent of the recovery likely will be lim-
ited by weak monsoon rains.

The index for industrial produc-
tion expanded 7.8% from a year ear-
lier in June, after a 2.2% increase in
May, data from the Central Statistical
Organization showed Wednesday.

Manufacturing activity, which
makes up for nearly 80% of the output

index, expanded 7.3% from a year ear-
lier in June, rising for the third month
in a row. Output at mines surged
15.4%, while power generation
climbed 8%.0Output of capital goods
climbed 11.8% from a year earlier in
June, while the production of con-
sumer durables during the month
jumped 15.5% from a year earlier.

Scant rain could hinder India’s
economic revival.
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Estonia’s GDP decline
seems close to the bottom

By JOEL SHERWOOD

Estonia’s economic decline
deepened in the second quarter,
but its quarter-to-quarter slide
slowed, triggering hope that the
worst of the recession may be over
for the Baltic country.

Estonia’s gross domestic prod-
uct was 16.6% lower in the second
quarter compared with the year-
earlier period, Statistics Estonia
said Wednesday. In the first quar-
ter, economic output fell 15.1%
compared with a year earlier.

The national statistics agency
said slowdowns in manufacturing
and construction weighed on out-
put.

Economists were encouraged,
however, that the seasonally ad-
justed GDP fell only 3.7% in the sec-
ond quarter from the previous
quarter. In the first quarter, GDP
fell 6.1% from a quarter earlier.

“This would indicate that the
pace of decline in the economy is
slowing, and the contraction is
likely to moderate towards the
end of the year,” said Annika Lind-
blad, an economist with Nordea
Bank AB.

The Baltic region needs good
news. Estonia, along with neigh-
bors Latvia and Lithuania, has
seen its economy damaged by the
global financial upheaval.

Credit agency Standard &
Poor’s Ratings Services this week
downgraded its Estonia and Latvia
ratings, citing continued eco-
nomic challenges. It put Lithuania
on review. But of the three coun-
tries, Estonia’s prospects look the
least grim, analysts said.

Lithuania had the worst-per-
forming economy in the region. In
the second quarter its GDP con-
tracted by 22% from a year earlier.

Latvia has been forced to turn
to the International Monetary
Fund for emergency funding and is
struggling to keep its budget defi-
cit at less than 10% of GDP.

Deepening recession

Estonia’s quarterly GDP,
change from a year earlier

0% -

Source: Statistics Estonia

Estonia, however, still has a
chance to keep its budget deficit
under 3% of GDP. If its government
cuts spending further, the country
could qualify to enter the 16-na-
tion bloc that shares the euro cur-
rency this year.

Acceptance into the common
currency zone would raise inves-
tor confidence in Estonia’s small,
fragile economy.

“It looks as if the economic de-
cline has reached the bottom,”
economists at Denmark’s Danske
Bank A/S said in aresearch note af-
ter the country’s GDP figures were
released Wednesday. “Estonia’s
economic situation is in better
shape than the other Baltic
states.”

CORRECTIONS &
AMPLIFICATIONS

Turk Telekom has an 81% hold-
ing in Turkish telecom operator
Avea. A Corporate News article
published Aug. 10 incorrectly said
Telecom Italia SpA owns 49% of
Avea.
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U.K. might recover, but boom won’t return

Central bank chief

warns slow lending
will drag on growth

BY LAURENCE NORMAN
AND NATASHA BRERETON

LONDON—BYritain’s banks discov-
ered they had a powerful ally in
Bank of England Governor Mervyn
King on Wednesday, when he dis-
tanced himself from the govern-
ment and signaled he believed the
banks were doing all they could to in-
crease lending.

At the same time, he said the lack
of lending would drag on the U.K.’s
economy, alongside slow household
spending and government debt.

Mr. King was quick to stress that
expectations of a fairly rapid return
to robust rates of growth shouldn’t
be taken as an imminent return of
the levels of activity before the cri-
sis set in.

The speed at which lending recov-
ers is a critical factor for how
quickly the U.K. economy rebounds
after five quarters of contraction
that have knocked 5.7% off output.
In its inflation report, the Bank of
England said tight credit conditions
are key to its forecast that the U.K.
faces a “highly uncertain” and “slow
recovery.”

While Mr. King rebuked the
banks for pre-crisis errors and
warned against a return to past busi-
ness practices, he said the banks had
“strong incentives” to focus on re-
building their capital bases, rather
than rapidly stepping up the provi-
sion of affordable loans to business.

In a news conference following
the release of the report, Mr. King
was asked if banks had the balance
right between repairing balance
sheets and making new loans.

Whatever works | The UK. government’s stimulative efforts face many obstacles

LABOUR

Conservative Party Archive

as a rallying point during their 1979
political campaign.

Source: U.K. Office for National Statistics; Bank of England

Mr. King’s answer was that banks
are still in a “very bad way” and that
it will take them several years to re-
store their health and “be in a posi-
tion again to lend more.”

By contrast, Prime Minister Gor-
don Brown and Treasury chief
Alistair Darling have publicly re-
buked lenders for not providing
enough credit to companies and
households.

While Mr. King and the govern-
ment have been in broad accord on
the aggressive policy response to
the recession, the central bank chief
has disagreed with the government
in a few areas. He has urged the gov-

Conservatives used the UK.'s jobless rate

Unemployment rate since 1971

12% e Unemployment rate

7.8%

in the three months

product fell in the
second quarter

-5.6%
percentage

change from a
year earlier

ernment to speed up its plans for cut-
ting its budget deficit, and he has
criticized parts of the government’s
proposed changes to bank regula-
tion.

Mr. King said the Bank of Eng-
land had been disappointed that its
bond-buying program hadn’t in-
creased the amount of money in the
economy.

He declined to say whether pol-
icy makers were aiming for a spe-
cific growth rate in the money sup-
ply, but he stressed that it needed to
be “significantly above” current lev-
els.

The central bank will maintain

companies fell in the
second quarter

£14.7

bil!ion
£615.3
billion

10 oo N ™M ended June
8 N SN
B NN e
A NG
Note: Seasonally adjusted
2 monthly data based on
three-month rolling averages
0
1970's 1980's 1990’s 2000's
Gross domestic Lending to non-financial : Money supply

. growth has slowed in
: the second quarter

to
3.7%
annualized growth
rate of M4

its stock of asset purchases until it
starts to see signs that money
growth and nominal spending are re-
covering, he said.

The inflation report indicates it
is unlikely that the Bank of England
will tighten monetary policy soon,
and that it is possible it will have to
provide further stimulus.

The central bank said that if it
were to raise its key interest rate
next year as investors expect, the in-
flation rate would be below its 2%
target in mid-2011, a clear signal
that policy will remain loose for a
prolonged period.

“The inflation report gives a
clear signal that policy is unlikely to

be tightened any time soon and cer-
tainly does not rule out a further ex-
tension of quantitative easing,” said
Vicky Redwood, U.K. economist at
Capital Economics.

The central bank’s growth fore-
casts weren’t as downbeat as some
economists feared they might be fol-
lowing the decision to expand the
size of the bond-buying program. In-
deed, the Bank of England said it
was “somewhat” more upbeat than
at the time of its May inflation re-
port.

But it continued to stress that
the ability of the economy to grow
would be restrained by the weak
state of the banking system.

There have been signs that
larger companies are finding it eas-
ier to access credit. On Monday, the
Confederation of British Industry
said overall credit conditions had
eased in the three months to July.
But its survey also showed that
credit remained expensive and that
credit conditions continued to cur-
tail business investment.

Mr. King also denied that the U.K.
central bank has been using its asset
purchases to try to weaken the
pound. Some analysts, surprised by
the Bank of England’s move last
week to boost its quantitative-eas-
ing program by £50 billion ($82.4 bil-
lion) to £175 billion, interpreted the
step as an effort to boost exports by
weakening sterling.

But Mr. King sounded relaxed
about the currency’s level.

“I don’t think there’s any point
getting worried or upset by ex-
change rates. They always move
around,” he said.

“Since we don’t control them,
the best thing is to respond to them
in the most sensible way that you
can, which is, as we do, [to] look at
theimplications for inflation and ac-
tivity.”

—Katie Martin
contributed to this article.

The U.K. generation without jobs

BY JOE PARKINSON

LONDON—More evidence of ris-
ing unemployment, particularly
among young people, has high-
lighted the next economic challenge
facing U.K. policy makers going into
next year’s election.

Recent business surveys have in-
dicated that the U.K. economy could
emerge from its worst recession in
50 years by 2010. But the job figures
underscore risks of future setbacks,
or at best a sluggish recovery.

Official data published Wednes-
day showed joblessness jumped to
its highest level in 14 years in the sec-
ond quarter. Also, more recent data
showing the number of new workers
claiming benefits rose more than ex-
pected in July.

The jobless rate rose to 7.8% from
7.1% in the year’s first period, with
2.4 million people reported out of
work, the highest level since the
third quarter of 1995. Officials see
worse to come. Bank of England Gov-
ernor Mervyn King, even as he said
growth is likely to resume in coming
months, warned when presenting
new economic forecasts that totals
will continue rising “for the forsee-
able future.”

Jobs are being lost at all stratas,
but younger workers are particu-
larly vulnerable. Among European
economies, the U.K. tops the list in
the incidence of youth unemploy-
ment: Nearly 40% of all U.K. workers

losing a job are age 16 to 25, accord-
ing to International Labor Organiza-
tion figures.

Some 928,000 Britons under 25
arelooking for work and the number
is seen topping one million soon, ac-
cording to the ONS. The jobless rate
in that age group of 19.1% towers
over the comparable 17.8% rate in
the U.S.

Even the U.K’s best-qualified
graduates are struggling to find
work as the employment situation
deteriorates. Oliver Courtney, an Ox-
ford graduate about to complete a
master’s degree from another elite
college, said he has been sending out
applications for the past year and
has secured only two interviews.

“Pretty much every student, no
matter how qualified, is in the same
boat,” he said. “There is going to be
areal sense of despair unless things
start to pick up.”

Prime Minister Gordon Brown’s
Labour government in the spring
launched a program guaranteeing
jobs for young people out of work
for more than a year. But some in his
own party question whether the pro-
gram is any more sustainable than
previous initiatives in the past 12
years of Labour government.

“A new generation are growing
up jobless. We must acknowledge
that the government’s New Deal
strategy failed to get many unem-
ployed people into work, even at the
height of the boom,” Frank Field, a

former Labour Party welfare minis-
ter, has said about the effort.

Mr. Brown’s overall approval rat-
ings have tumbled to 16 points be-
hind the opposition Conservative
Party. According to latest polling
from Ipsos Mori, his popularity is
falling fastest among 18- to 34-year-
olds, who would normally be more
likely to vote for Labour than for the
Conservatives. Mr. Brown must call
an election by June 2010.

U.K. Business Secretary Peter
Mandelson said the government
will continue to commit resources
to the problem. “What we cannot do
is deliver these places by ourselves;
we need the public and private sec-
tor to help us mount this national
campaign to back young Britain,” he
said in a BBC radio interview.

Mark Harper, who is likely to be-
come minister for labor if Conserva-
tives gain power, said he worries
that a “generation of young people
are being written off.” The Conserva-
tives would immediately create
100,000 apprenticeships as a first
step, he said.

“Unemployment is fast becom-
ing the most pressing social, eco-
nomic and political problem plagu-
ing Britain,” Mr. Harper said. “Over
the last year, 2,000 people have lost
their jobs every day.”

One reason for the jump in youth
unemployment is that significantly
more Britons leave school early com-
pared with other developed coun-
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tries, which means more unskilled
young people are being thrown into
arapidly deteriorating labor market.

“We put way more young people
into work than France or Germany
or other developed economies and
many are totally unprepared, partic-
ularly during a recession,” said
David Bell, alabor market economist
at Stirling University in Scotland.

At the London School of Econom-
ics, an elite university and a launch
pad for top jobs in banking and busi-
ness, shellshocked students are re-
considering their futures.

“I'm getting out of the U.K. for
the next year at least. Hopefully, the
market will have recovered by
then,” said Katie Allen, a 21-year old
law student who is heading for In-
dia. “My pounds might buy me less
now, but Ithink getting away is a bet-
ter option.”

Meanwhile, U.K. grocer William
Morrison Supermarkets PLC said it
will create 7,000 jobs this year as
part of its store-expansion plan, ex-
ceeding its original target by 40%. A
third of the new recruits will be 18 to
24 years old, Morrison said. The
company said it has exceeded its ini-
tial target of 5,000 jobs five months
early, and an additional 2,000 jobs
are targeted by year-end.

Morrison’s rivals, including
Tesco PLC, J Sainsbury PLC and
Asda Group Ltd., a unit of Wal-Mart
Stores Inc., have all been hiring staff
this year. Grocers, discounters and
online players have fared better
than the retail industry as a whole
during the downturn, while sellers
of furniture, clothing and electrical
goods have been hit the hardest.

—Lilly Vitorovich
contributed to this article.
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Egypt has a problem with

A scandal strains
a key state food plan
and a trade route

BY SARAH MCFARLANE

A criminal investigation into a
shipment of Russian wheat in Egypt
is having ripple effects across the
world’s wheat market and putting
pressure on a bread program vital to
the government.

Since the investigation began in
May, authorities have rejected sev-
eral Russian wheat shipments arriv-
ing in ports, citing quality concerns.
They have also detained and released
on bail four staff members from the
government wheat buyer’s office,
and continue to detain the head of a
large Egyptian grain trading firm.

Egypt’s General Prosecution Of-
fice says it suspects forged inspec-
tion certificates were used for a Rus-
sian wheat shipment that contained
too many insects and weed seeds for
human consumption.

The investigation has discour-
aged traders from offering Russian
wheat, which is some of the cheap-
est in the world, on worries that un-
clear purchasing standards could
lead to shipments being rejected or
delayed.

When global grain prices jumped
last year and demand for subsidized
bread increased, the resulting food
shortages caused protests in Egypt.
The unrest provided a stark re-
minder of the dangers facing govern-
ments of developing nations who let
people go hungry.

Itis also a significant wheat mar-
ket. With 83 million people, Egypt is
the most populous Arab nation and
the second-most populous African
state. Egypt’s General Authority for
Supply Commodities, or GASC, buys
around six million tons of wheat
each year to supply the subsidized
bread program. In recent years,
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roughly half of this has been
sourced from Russia, which has un-
dercut other wheat producers.

But in recent months, GASC has
bought more French wheat than
usual, purchasing around 570,000
tons since July, compared with
90,000 tons of Russian wheat. As
long as traders are reluctant to offer
Russian wheat, the Egyptian govern-
ment will have to absorb the extra
cost of buying more expensive
wheat from other countries—likely
to be millions of dollars—rather
than increasing bread prices.

“The costs to Egypt could be re-
ally high,” said Keith Flury, wheat
market analyst at German-based re-
search firm F.0.Licht.

Global wheat prices are below
last year’s highs, as the world reaps
asecond consecutive bumper wheat
crop, which will buffer Egypt to
some extent. But to ensure the gov-

ernment secures the quality of
wheat it needs at fair prices, Egypt
wants to keep its sourcing options
open.

Since the investigation began, of-
ficials have increased their scrutiny
of Russian wheat imports at Egyp-
tian ports. Grain trading houses
have reacted either by ceasing to of-
fer Russian wheat, or by charging a
$10- to $15-a-ton premium for Rus-
sian wheat sales to the Egyptian gov-
ernment.

In March, Russian wheat offers
to Egypt were around $20 lower a
ton than for U.S. or French wheat.
However, now it is only around $3 a
ton less, partly because of the risk of
selling to Egypt. Traders say they
are simply pricing in a premium for
risks associated with a sudden lack
of clarity in government standards.

“Over the past few weeks, there
have been efforts to clarify regula-

ussian wheat

Agence France Presse

An Egyptian woman waits in Iiné_tc_)_b_uy bread in March 2008, when a spike in food
prices increased demand for subsidized bread.
Egypt’s subsidized bread program makes it the world’s largest wheat importer.

tions pertaining to inspection of
wheat and the storage facilities in
which imported wheat is being
shipped,” said an official from
Egypt’s Ministry of Trade and Indus-
try. “If this is being seen as a type of
rigidity, this is probably just a time
of adjustment to these regulations,”
the official said.

Officials at GASC, along with the
chief executive of one of Egypt’s larg-
est wheat importers, Egyptian Trad-
ers Co., are being questioned by the
country’s General Prosecution Of-
fice over allegations that docu-
ments relating to a shipment of Rus-
sian wheat were forged.

Ashraf El Attal, the chief execu-
tive of Egyptian Traders Co. was un-
available to comment Wednesday,
as “he is being investigated at the
moment,” a company representa-
tive said.

RIAS Trading SA, the Swiss of-

fice of Rosinteragroservis, Russia’s
second-largest grain exporter, said
the information on the inspection
certificate presented by Egyptian
Traders Co. to GASC for the wheat
was different from the information
RIAS had onits certificate issued be-
fore the shipment left Russia.

Prior to the investigation, GASC
considered up to 18 offers from local
and international trading houses
when it tendered for wheat. In re-
cent months, most of Egypt’s local
grain trade houses have ceased to
make offers to GASC, cutting the
bids for its latest tender to nine.
Only two of those offers included
Russian wheat.

Some Russian grain exporters
have begun to exclude Egypt as a po-
tential destination for their wheat
because of the risks associated with
trading wheat with the country.

RIAS has had a shipment of
wheat—the Sea Bird—held for three
months at the Red Sea port of Saf-
aga as a result of a payment dispute
between GASC and Egyptian Trad-
ers Co. for a previous shipment.

“For me, Egypt is off the map,”
said Chris Vanhonacker, commer-
cial director at RIAS. “It’s in the
same category as Somalia because
the detention of the Sea Bird is an
act of piracy.”

A GASC official said in July it was
holding the shipment until it re-
ceived payment from Egyptian Trad-
ers Co. for a previous shipment.

Traders say U.S.-based grain mer-
chant Bunge declined to make an of-
fer to GASC in its tender last week,
holding off until the government an-
swered its letter requesting clarifi-
cation of the bid terms. Bunge de-
clined to comment on the matter.

“It’s quite a murky situation, es-
pecially with some of the [grain]
companies wanting clarification
from GASC and not getting it,” said
F.O. Licht’s Mr. Flury.

—Summer Said in Dubai
contributed to this article.

Memories of Lehman fade from a key measure of risk

By ADAM BRADBERY

LONDON —Banks will soon face a
test of whether they have learned a
big lesson of the financial crisis.

From the middle of next month,
the market volatility resulting from
last year’s collapse of Lehman Broth-
ers Holdings Inc. will stop showing
up in in a commonly used measure
banks use to determine how much
risk they can take.

The result is that the models will
give a green light to start taking
chances again. If banks act on this, a
range of markets could see a boost
in both trading volumes and volatil-
ity. If they don’t, it will be a sign that
they are no longer relying on the
oversimplified risk-valuation mod-
els that blinded so many to the risks
exposed by the crisis. “I think this
will be a good test of banks’ risk-
management areas,” said Peter Roth-
well, senior manager in the financial-
risk-management group at KPMG
LLP in London, who said banks
should now have reviewed the as-
sumptions in their models.

The positive signals would be
generated by what are known as
value-at-risk, or VAR, models. They
are designed to show how likely it is
abank will take alarge loss on a port-
folio of assets in the future given vol-
atility in the past. In addition to pre-

dicting the likelihood of losses, the
models are used to calculate the
amount of capital that has to be set
aside to cover those losses. The
most-commonly used VAR models
use a year’s worth of pricing data to
calculate the risks to a portfolio,
whichmeans that, from mid-Septem-
ber, the volatility that was created in
prices after the Lehman collapse
will start to fall out of these models.

Despite one-year VAR’s acknowl-
edged flaws and bankers’ attempts
to come up with other tools, some
consultants say it remains deeply
embedded in bankers’ behavior in
the absence of an alternative indus-
try-wide standard.

“The VAR model still determines
the behavior of many banks and, as
the Lehman volatility falls out over
time, these banks will feel safer,”
said Selwyn Blair-Ford, senior do-
main expert at FRSGlobal, which ad-
vises financial firms on risk and reg-
ulatory issues. The one-year model
won’t show an abrupt drop in risk—
markets remained highly erratic for
more than two months after Leh-
man Brothers ran aground in mid-
September. Deutsche Bank AG, Bar-
clays Bank, UBS AG and Citigroup
said they weren’t able to comment
on their use of VAR models.

Regulators around the world are
planning to impose more rigorous

requirements concerning the way
banks use the models, but these
aren’t expected to be in place before
the end of next year.

The Bank for International Settle-
ments’ Basel committee on banking
supervision, which sets global capi-
tal rules, plans to introduce rules
forcing banks to introduce stress-
tested VAR models by the end of
2010. The regulations would discour-
age taking too many risks during
economic booms. In the meantime,
the U.K.’s Financial Services Author-
ity has been urging banks to start re-
viewing the way they use and con-
struct their VAR models, according
to regulatory consultants.

The FSA also has asked banks to
overlay their VAR models with sepa-
rate stress tests, which construct de-
liberately extreme scenarios to pre-
dict a worst-case, and often system-
wide, challenge to their businesses,
say consultants who advise banks
on managing market risks.

“While there’s debate about how
we should change the regulatory en-
vironment in this area, it hasn’t
been done yet so banks are still work-
ing with their VAR models and it’s a
real problem,” said Mr. Blair-Ford.

The British Bankers’ Association
said, however, it would be very sur-
prised if banks decided to take more
risks when volatility drops out of

Volatilty spike

The VIX volatility index shows a
rise in expectations of volatility
conveyed by S&P 500 stock
index options prices in
mid-September 2008.
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their VAR models, not least because
they know new regulations on the
use of modeling are on the way.
“The lesson of the past year of
has been that slavishly following
the output of ‘black-box’ models
does nothing to enhance good risk
management and that ignoring mar-
ket events just because they hap-
pened more than 12 months ago
won’t wash,” said Simon Hills, exec-
utive director of prudential capital

and risk at the BBA.

“Although this isn’t going to
come into effect until the end of
2010 at the earliest, it would be
short-sighted of firms to ignore the
proposals,” said Hills.

Some regulatory experts say se-
nior executives at financial institu-
tions now have a much greater un-
derstanding than before the crisis of
how VAR models work and what
their limitations are.

As a result, most banks are now
already using stress tests—which
are more extreme than ever be-
fore—to second-guess the conclu-
sions of the models. “It’s quite rare
now to have an institution that just
uses VAR,” said John Hitchins, head
of U.K. banking at Pricewaterhouse-
Coopers LLP. “Most of them use
stress- and scenario-testing models
around their positions, so although
the VAR model may be saying it’s OK
to have a bigger position, they may
still be caught by limits coming out
of other stress tests.”

Some banks also use longer-term
VAR models that would continue to
include the impact of Lehman over a
greater period of time. But many of
these models are weighted to place
more emphasis on recent data,
which means the Lehman-induced
volatility will gradually have less of
an impact.
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Pet care shines in bland Nestlé results

Swiss food and beverage giant is the latest to show consumers will keep spending on their dogs and cats

BY GORAN M1JUK
AND ANITA GREIL

Nestlé SA, the world’s largest
food and drink producer by sales, re-
ported disappointingly slow growth
Wednesday, a sharp contrast to the
better than expected volumes
turned in recently by rivals such as
Unilever PLC.

But the company did alot better
with animals than it did with hu-
mans. The same focus on premium,
higher-margin products that may
have put a damper on overall sales
growth paid off in the company’s
big pet-care division, as recession-
stressed consumers still found
ways to spend more on their dogs
and cats.

Drug companies and
insurers are also
beefing up product
offerings for pets.

The strength of spending on
pets, which Nestlé says held up glo-
bally, has caught the eye of compa-
nies across the world economy. The
main beneficiaries are companies
selling pet food, but the growing
market is drawing increasing inter-
est from players in sectors ranging
from health care to insurance.

“Growth in pet care remains resil-
ient,” said Nestlé Chief Financial Of-
ficer Jim Singh. The company, Mr.
Singh said, is scaling back underper-
forming and mainstream products
in favor of premium offerings “that

are delivering improved nutritional
benefits for pets.”

Overall, the Swiss owner of
brands such as Nescafé and Maggi
said first-half profit fell 1.9% to 5.1
billion Swiss francs ($4.7 billion),
while sales dropped 1.5% to 52.3 bil-
lion Swiss francs. The company
said organic growth, which mea-
sures the change in sales after strip-
ping out recent acquisitions and di-
vestitures, came in at 3.5% in the
first half.

Nestlé said it would do better in
the second half, but ditched its previ-
ous target of growth approaching
5%. The company, however, said per-
formance in its pet-care business
was “excellent.”

The American Pet Products Asso-
ciation, a trade group, estimates
U.S. spending on pets will rise to
$45.4 billion this year, from $43.2
billion in 2008. The total includes
$17.4 billion for food and more than
$22 billion for over-the-counter
medicine and veterinary care.

Nestlé, one of the biggest produc-
ers of pet food following its 2001 ac-
quisition of Ralston Purina Co., is in
a good spot to tap into that market.
The company said sales at its pet
care division posted organic growth
of 9.1% in the first half, better than
all but one of the company’s seven
main product areas. The division’s
sales came in at 6.4 billion Swiss
francs, 12% of the company’s total.

Despite the tough economic
times, consumers weren’t deterred
by Nestlé’s price hikes, which
helped lift the pet-care division’s
profit margin by more than a per-
centage point to 15.7%.

Brands such as Purina and Frisk-
ies are among Nestlé’s fastest grow-

Grooming growth

Nestlé’s volume growth by product
segment, second-quarter 2009
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ing, with sales of each up by more
than 6% in the first half. Dog Chow,
which saw sales jump by more than
16%, is Nestlé’s second fastest grow-
ing large product, outstripped only
by coffee system Nespresso, which
has a growth rate above 20%.

Drug companies also are chasing
after pets. Sanofi-Aventis SA put $4
billion on the table last month to
buy the 50% of animal-health com-
pany Merial it didn’t already own
from U.S. peer Merck & Co.

Sanofi Chief Executive Chris Vie-
hbacher said sales at Merial have
grown 50% over the past five years
to nearly $2.7 billion in 2008, while
delivering an operating margin of
close to 30%—a level of profitability
only a handful of makers of human
medicine can boast.

In 2008, world-wide sales of ani-
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Nestlé’s own supermarket in Vevéy, SWitzerIand

mal-health products increased at a
healthy 7.3% pace to $19.2 billion,
with pets by far the largest seg-
ment, Sanofi said in a discussion of
its decision to buy the rest of Me-
rial. Mr. Viehbacher told analysts
that sales of medicines for “com-
panion animals” have been less af-
fected by the recession than those
for livestock.

Eli Lilly & Co. Chief Executive
John Lechleiter has also expressed
interest in building up his compa-
ny’s animal-health business.

The bright outlook for pet prod-
ucts is also luring insurers into the
market in search of growth rates
faster than those for than tradi-
tional car and life insurance.

For example, Swiss property and
casualty insurer Mobiliar earlier
this year launched Switzerland’s

first pet insurance product. Every
third household in Switzerland
owns a cat or a dog, putting the po-
tential customer base around 1.8 mil-
lion, said Stephan Guenther, prod-
uct manager at MobiCasa, Mobil-
iar’s household unit.

“Demand was very strong after
the first few months and beat our ex-
pectations,” he said.

Market research company Data-
monitor thinks the U.K. pet insur-
ance market will probably grow to
around £700 million ($1.15 billion)
in 2012, from £440 million in 2007.

And in the U.S., only 0.3% of all
cats and dogs are currently insured,
according to Ohio-based insurer Em-
brace Pet Insurance. That’s about
800,000 animals.

—Martin Gelnar
contributed to this article.

SAS to chop jobs as loss widens

By OLA KINNANDER

STOCKHOLM—Scandinavian air-
line SAS AB said Wednesday it
would cut as many as 1,500 more
jobs and reduce salaries as it posted
a wider second-quarter net loss
amid falling traffic. The carrier’s net
loss widened to 1.05 billion Swedish
kronor ($143 million) from a 422 mil-
lion kronor net loss a year earlier, as
revenue dropped15% to 12.22 billion
kronor from 14.41 billion kronor.

SAS presented a new two-bil-
lion-kronor cost-savings program,
which it said will lead to layoffs of
between 1,000 and 1,500 staff. It
also said its previously announced
four-billion-kronor cost-cutting
effort was “ahead of schedule,”
adding that it now aims to cut a fur-
ther 500 million kronor.

In total, about 9,000 employees
are expected to leave SAS as a re-
sult of all its efforts to slim opera-
tions. It had about 23,000 employ-
ees at the start of the year.

“SAS must compete on the same
basis as its competitors, which ulti-
mately is a matter of survival,”
Chief Executive Mats Jansson said.

The company, half of which is
jointly owned by Sweden, Den-
mark and Norway, posted an oper-
ating loss of 942 million kronor,
compared with a 150-million-kro-
nor operating profit a year earlier.

SAS was suffering even before
the global economic downturn as it

Associated Press

AL 2

SAS Chief Executive Mats Jansson at the airline’s earnings presentation on
Wednesday. The carrier plans to trim as many as 1,500 more jobs and reduce salaries.

struggled to cut its bloated cost
base despite opposition from labor
unions trying to hold on to lucra-
tive deals for pilots and cabin crew.

The key to SAS returning to
profitability will be its efforts to
reach new collective agreements
with all or most of its 39 unions,
said Orion Securities analyst Alex-
ander Solovjov. In June, the car-
rier started negotiations with the
unions but was unable to reach
agreement on lower pay. It will
now begin further talks in a bid to

implement payroll and pension
cuts of between 10% and 20% for
flight-deck and cabin personnel.

Airlines world-wide have re-
ported mounting losses or slump-
ing profits as the credit crunch
and the economic downturn cut de-
mand for air travel and cargo. Inre-
cent weeks, several have said
there are signs of stabilization in
air-passenger traffic, although the
downturn in the industry is ex-
pected to continue through at
least next year.

TUI Travel returns to profit
but warns of tougher winter

BY KAVERI NITHTHYANANTHAN

LONDON—TUI Travel PLC, Eu-
rope’s largest holiday company,
posted a profit for its fiscal third
quarter, but warned that the eco-
nomic downturn and fears about job
losses will hit bookings in the winter
holiday season.

TUI Travel returned to the black
with a net profit of £33 million ($54
million) from a net loss of £216 mil-
lion a year earlier, when impairment
charges and losses from the sale of
aircraft in a leaseback transaction
weighed on results.

Revenue for the quarter ended
June 30 edged down 1.1% to £3.58 bil-
lion from £3.62 billion as the com-
pany cut capacity in the U.K. and Ger-
many. However sterling’s weakness
boosted revenue from outside the
U.K.; stripping out currency fluctua-
tions, revenue was down 9%.

The company estimated that
swine flu ate £8 million out of prof-
its as it had to refund forced cancel-
lations and repatriate affected trav-
elers. Results were also hit by weak
demand in France for travel to Mada-
gascar and the French West Indies
amid civil unrest.

Average selling prices for sum-
mer holidays fell 3% in central Eu-
rope, 2% in Western Europe, and the
company is facing a fierce price war

with competitors in Switzerland,
where there’s excess capacity.

The timing of Easter, which fell
in the third quarter this year and the
second quarter last year, helped
boost to results.

TUI, created in September 2007
through the merger of TUI AG’s tour-
ism assets with U.K. travel company
First Choice Holidays, said it deliv-
ered an additional £21 million in syn-
ergies from the merger, and elimi-
nated losses in Germany and the U.K.
by cutting the number of flights.

Many consumers had already
booked their summer holidays before
the brunt of the recession hit. But TUI
Travel warned that consumers seem
more prepared to forgo a second holi-
day, and bookings for the winter are
behind the levels seen a year ago.

The 2009/10 winter season is
likely to be the “toughest period we
will have,” Chief Financial Officer
Paul Bowtell told analysts.

In response, TUI has already cut
winter capacity by 15%, helping it to
raise average selling prices for win-
ter holidays by 9%. It said it has so
far sold 20% of the holidays avail-
able for this winter.

“We anticipate market condi-
tions will remain challenging and ex-
pect the later booking pattern to con-
tinue in the next financial year,” said
Chief Executive Peter Long.

European Pressphoto Agency
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Smart phones shine amid handset slump

Mid-range models
getting squeezed out,
according to Gartner

BY GUSTAV SANDSTROM

STOCKHOLM—GIlobal sales of
smart phones continued to rise in
the second quarter as some users
sought more features for their
money, research firm Gartner Inc.
said Wednesday.

However, the overall mobile-
phone market declined from a year
earlier for the third consecutive quar-
ter, though the decline was at a slower
pace than in the previous quarter,
Gartner said in its quarterly report on
the industry.

The rapid downturn in consumer

spending has hammered the wider
market as customers delay up-
grades and hold off buying new
phones. Prices of phones have been
falling as phone companies and ven-
dors try to stimulate demand. How-
ever, sales of smart phones are on
therise as vendors and wireless com-
panies focus on marketing these de-
vices in the hope of making more rev-
enue per device.

Consumers who would usually
buy midrange phones are either
now purchasing smart phones,
which offer features such as email,
or are trading down to less-expen-
sive handsets, said Gartner’s re-
search director, Carolina Milanesi.
“We are seeing a lower revenue op-
portunity than we did a quarter
ago,” she said.

Gartner said about 286 million
handsets were sold in the three

Big declines, small gains

Second-quarter world-wide mobile
sales, in millions of units
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months ended June 30, down 6.1%
from a year earlier. That’s an improve-
ment on the record 9.4% drop in the
first quarter from a year earlier.
Still, similar to a trend seen in the

first quarter, sales of smart phones,
such as Apple Inc.’s iPhone and
Nokia Corp.”s N97 touch-screen
handset, rose 27% to 41 million units.

The overall handset market
could return to positive growth in
volume terms by the fourth quar-
ter, Ms. Milanesi said, helped by im-
proving consumer confidence and
new product launches from ven-
dors including Sony Ericsson and
Motorola Inc.

The three months ending Dec. 31
“is going to be a very strong quarter;
there are alot of products coming in
time for Christmas,” she added.

Heavyweight Nokia maintained
its leadership position in the second
quarter, even though its market
share fell to 36.8% from 39.5% in the
year-earlier period as it lost ground
to Samsung Electronics Co. and LG
Electronics Inc.
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Samsung’s market share in-
creased to 19.3% from 15.2%. LG’s
market share increased to 10.7%
from 8.8%. Motorola’s market share
fell to 5.6% from 10%.

Sony Ericsson’s market share fell
to 4.7% from 7.5%. Gartner said the
company has suffered from an un-
competitive range of handsets, miss-
ing key trends like full keyboards, In-
ternet browsing and navigation.

Sony Ericsson is a joint venture
of Japan’s Sony Corp. and Sweden’s
Telefon AB L.M. Ericsson.

IEA sees demand
for oil rising
on Asian needs

BY SPENCER SWARTZ

LONDON—The International En-
ergy Agency slightly raised its fore-
cast for world oil demand on im-
proved Asian economic activity, but
said the extra crude that countries
such as Russia are pumping out will
offset the increase in consumption.

Inits widely watched monthly oil-
market report on Wednesday, the
Paris-based agency said it expects
2009 global oil consumption, led by
growth in China, to average 83.94
million barrels a day.

That figure represents an up-
ward revision of 190,000 barrels a
day from the IEA’s July report, but is
still a 2.7% drop from last year. Glo-
bal demand under the new outlook is
on par with 2005 levels, underlining
how tepid consumption remains.

The world also has plenty of oil
at its disposal, the IEA said, with
non-Organization of Petroleum Ex-
porting Countries producing more
supply and with inventory of distil-
lates and other oil products still
brimming at multiyear highs. Rus-
sia and other non-OPEC nations,
which produce about six out of 10
barrels consumed daily globally, are
expected to churn out around
160,000 barrels a day more this year
than previously expected.

“We have Russia surprising to
the upside, whichis pretty much can-
celing out the upward demand revi-
sion,” said David Fyfe, editor of the
IEA report.

Since January, the IEA has revised
up its outlook on supply from Russia,
the world’s biggest oil producer, by a
total of 360,000 barrels a day as some
new fields in Western Siberia enter
service and as enhanced oil recovery
techniques squeeze out more hydro-
carbons from existing fields.

But the IEA, a watchdog to big en-
ergy-consuming nations like the U.S.,
is more optimistic on those produc-
ers than other industry forecasters.

Russia suffered its first drop in oil
production in a decade in 2008, and
analysts say they think harsh fiscal
terms and tax policies on foreign com-
panies have dealt a blow to explora-
tion efforts that will undermine out-
put over the next year, if not longer.

Some analysts say they think Rus-
sia will pump around 9.7 million to 9.8
million barrels a day on average this
year, rather than the 10.07 million bar-
rels a day expected by the IEA.

The agency expects global crude
demand torise 1.6% next year—mar-
ginally higher than its previous out-
look and outpacing non-OPEC sup-
ply growth of about 1% in 2010.

Light, sweet crude for Septem-
ber delivery rose $1.21, or 1.74%, to
$70.66 a barrel in midday trading on
the New York Mercantile Exchange.
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BHP profit tumbles 62%

Miner is cautious
but sees indications
demand is returning

BY CLARE ANSBERRY
AND ROBERT GUY MATTHEWS

BHP Billiton LTD. posted a 62%
drop in annual profit for its latest
fiscal year amid falling prices and
demand.

But BHP, the world’s largest min-
ing company by output, retained a
strong cash flow that leaves it well
positioned for a recovery and acquisi-
tions in an industry likely to con-
tinue consolidating.

Chief Executive Marius Kloppers
said the last 12 months were the most
difficult he has seen and that the re-
stocking of inventories world-wide
may not indicate the underlying de-
mand of end users. Inventory restock-
ing should be completed by early next
year, he said, and there are emerging
signs of demand improving in North
America, Europe and Japan.

“We are already seeing some early
evidence of buying because invento-
ries are depleted,” Mr. Kloppers said
in an interview. But he cautioned that

BHP Billiton
Net profit, in billions of U.S. dollars
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the global recovery will be slow, in
light of the massive debt accumulated
in some countries. “We won’t be able
to come out of this recession with the
same velocity of past recessions.”

Still, Mr. Kloppers said long-
term demand for a majority of com-
modities remains strong, given pro-
jected growth in China and contin-
ued demand to develop that coun-
try’s infrastructure.

The Anglo-Australian company
earned US$5.88 billion in the 12
months to June 30 down from
US$15.39billion a year earlier. Exclud-

ing charges, income fell 30%, to
US$10.72 billion.

Revenue fell 16% US$50.21 billion.

Despite the industrywide drop in
prices from last year, BHP reported a
record US$18.9 billion in cash flow.
The company said that has allowed it
tobuild its portfolio and continue pay-
ing out a dividend while competitors
have halted projects and cut payouts
to shareholders.

The cash also positions BHP well
for acquisitions. Mr. Kloppers said he
expects that the industry’s substan-
tial consolidation over thelast 10to 15
years will continue because scale is in-
creasingly important in the capital-in-
tensive mining business.

Spot-market prices for aluminum,
copper, nickel and, especially, iron ore
have increased as demand has
strengthened since the beginning of
the year. For iron ore, the spot price
has climbed to more than $100 a met-
ric ton this month, a good sign that
BHP will win a concession on contract
prices from Chinese steelmakers this
year. The negotiations between steel-
makers and miners should have been
settled by April.

Mr. Kloppers attributed the delay
in part to difficulty in determining
what the price might be in 12 months,
in light of market volatility.

E.ON profit more than doubles

By JAN HROMADKO

FRANKFURT—E.ON AG said its
net profit more than doubled in
the second quarter in part because
of lower costs, as sales dropped
9.8%. The company added that full-
year earnings wouldn’t fall as
much as anticipated.

Germany-based E.ON, one of Eu-
rope’s largest energy companies,
cited lower increases in interest and
tax expenses as the main reasons for
its slightly improved 2009 outlook.
The company also said it is seeing the
first signs that the demand slump
caused by the recession is abating.

In aseparate statement, the com-
pany confirmed it will sell its Thiiga
unit, a holding company that bun-
dles stakes in about 100 municipal
utilities, to a consortium of German
municipal utilities for €2.9 billion
($4.1billion). The transaction is ex-
pected to close in 2009, subject to
antitrust approval.

E.ON reported net profit of €1.85
billion from €882 million a year ear-
lier, mainly because of lower interest
and tax expenses. The company said

the earnings also were helped by favor-
able currency fluctuations, gains on
derivative positions and divestments.

Improved results from newly ac-
quired businesses in Italy, France,
Spain and Russia, as well as higher
profit from the company’s renew-
able-energy unit, helped increase
operating profit.

But the company’s sales fell to
€16.58 billion from €18.38 billion
amid weaker demand.

Looking ahead, E.ON now ex-
pects 2009 after-tax profit adjusted
for nonrecurring items to fall 5%
and 10% from 2008, after previously
forecasting a 10% drop.

“The figures look pretty good at
first, but at second glance they’re
only in line with expectations,” said
Sal. Oppenheim analyst Stephan
Wulf. E.ON recorded a “very strong
trading result,” he said, but cau-
tioned that this performance might
not be sustainable, given the vola-
tile nature of that business.

“The slightly increased guidance
for adjusted net income is nice, but
given that it still aims for flat ad-
justed Ebit the improvement isn’t
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likely to be based on operating fac-
tors,” Mr. Wulf said.

Wednesday, E.ON shares gained
5.1% to €27.31 in Frankfurt.

E.ON on Monday named Chief Op-
erating Officer Johannes Teyssen to
succeed Chief Executive Wulf Berno-
tat, effective May 1.

Framework set for VW-Porsche deal

By DANA CIMILLUCA

Porsche Automobil Holding SE
and Volkswagen AG will take another
step toward uniting Thursday, when
they are expected to announce the
framework of a deal that would raise
much-needed cash for Porsche and ul-
timately fold it into VW, people famil-
iar with the matter said.

The supervisory boards of the Ger-
man auto makers are expected to
vote Thursday morning on a so-
called memorandum of understand-
ing, which would be a precursor to a
more detailed and firm merger agree-
ment, one of the people said.

As part of the deal, a state-backed
Qatariinvestment fund is expected to
lend Porsche’s holding company

€250 million ($354 million), about a
third of what it earlier had planned,
one person said. Qatar also may buy a
larger-than-expected 10% stake in
Porsche’s holding company, which
has a market value of €7.7 billion, this
person said.

Porsche was forced into VW’s
arms when its bold attempt to buy its
much larger rival backfired. Porsche
had bought a roughly 50% stake in
VW, Europe’s largest car maker, and
secured options on another 20%. But
the roughly €10 billion in debt it accu-
mulated in the process ultimately
proved too much to bear.

Amid slumping auto demand, Por-
sche is trying to raise funds to pay off
the debt, which is set to cost the sto-
ried company its independence.

As part of the complicated deal,
which would ultimately merge both
the Porsche holding company and its
auto unit into VW, Porsche and VW
likely will raise fresh capital, one of
the people said. It is unclear how big
the capital increases will be, but late
last month Porsche said it could sell
new shares worth roughly €5 billion.

To maintain their stake in the
sports car maker, the Porsche and
Piech families plan to sell an auto dis-
tribution business in Austria to VW
for more than €3 billion, one of the
people said. Qatar also is expected to
buy a17% stake in VW through the op-
tions Porsche accumulated, which
are valued at as much as €5 billion.

Spokespeople for Porsche, VW
and Qatar couldn’t be reached.

Bloomberg News
Cemex loaded up with debt to buy Australia’s Rinker Group, which owned the
plant shown here in 2007. The borrowing has since strained Cemex’s finances.

Cemex wins bank accord
to ease short-term debt

By ANTHONY HARRUP

MEXICO CITY—Cement and
building-materials conglomerate Ce-
mex SAB cleared a major hurdle this
week in its efforts to refinance close
to $15 billion in short-term debt, a
move that gives the global giant a
lifeline to get its finances in order.

The news comes as a major relief
for the Monterrey, Mexico-based
company, which in the past year has
suffered a drop in earnings, saw its
investment-grade rating vanish,
and laid off more than 10% of its
work force. The damage flowed not
only from the world-wide economic
downturn, but also an ill-timed ac-
quisition that expanded its expo-
sure to the U.S. housing market just
before the crash.

Cemex officials reached an
agreement with a group of creditor
banks that includes New York-
based Citigroup Inc., Banco Bilbao
Vizcaya Argentaria SA and Banco
Santander SA of Spain, and the
U.K.s HSBC Holdings PLC and
Royal Bank of Scotland Group PLC.

In broad terms, the agreement
will extend through 2014 the matu-
rities on debt that is currently
scheduled to come due in 2009
through 2011. The deal will call for
periodic payments of principal be-
fore 2014 and is also widely ex-
pected torequire the company to is-
sue new equity.

The company said in a news re-
lease it will give details of the
terms once documentation is com-
pleted and the refinancing takes ef-
fect. Cemex officials declined to
comment for this article.

The onset of the global eco-
nomic crisis and the U.S. housing
market slump hit Cemex hard. In
2007, the company borrowed
heavily to finance the $15.5 billion
acquisition of Australia’s Rinker
Group Ltd., a building-materials
company with heavy exposure to
U.S. markets.

The plan was to pay off the bor-
rowings quickly, but the sudden drop
in construction activity around the
globe left Cemex with a large debt
burden and significantly reduced
earnings, raising the prospect of in-
solvency for one of the world’s larg-
est players in building materials.

Cemex managed to refinance $4
billion in short-term bank debt in
January, as the worsening global
economic situation crimped its
cash flow. The company then tried
to sell $500 million in bonds in
March, but canceled those plans af-
ter balking at the high yields de-
manded by investors.

Cemex then went back to its
banks to negotiate a more ambitious
debt rescheduling—talks that culmi-
nated in this week’s agreement.

The refinancing removes the
risk of a near-term insolvency, but
withnet debt of $18.3 billion and op-
erating cash flow expected to fall
this year to $3.1 billion from $4.3
billion in 2008, Cemex still faces a
rocky road ahead.

The company has agreed to sell
its Australian operations to Swit-
zerland’s Holcim Ltd. for $1.62 bil-
lion. The proceeds, along with ex-
pected free cash flow, should
cover 80% of the payments on prin-
cipal the company has to make
through mid-2011. Nonetheless,
Cemex hasn’t ruled out the need
for additional refinancing in the
next few years.

Investors’ relief that the debt
burden had been addressed was
tempered by concerns that the new
debt and equity issue would prove
costly for shareholders.

Covenants on the rescheduled
debt will limit the company’s abil-
ity to invest or make acquisitions.

For a company that in two de-
cades grew from a regional cement
producer into one of the global in-
dustry’s leaders with operations in
more than 50 countries, the newre-
strictions could make life rela-
tively dull for the next few years as
Cemex works to lower its debt.

In April, Chief Executive Lorenzo
Zambrano, commenting on the ill-
timed Rinker purchase, said the cri-
sis wouldn’t deter Cemex from
again pursuing growth through ac-
quisitions in the future. “Cemex
isn’t a static company,” he said.

“Although Cemex bonds and hy-
brid notes have rallied signifi-
cantly over the past several
weeks, we believe the positive
news flow is not entirely priced in
yet and expect further upside in
the near term,” Barclays Capital
debt analyst Christopher Buck
said in a report.

The failed bond sale turned out
tobe ablessing in disguise, as bond
debt can be much tougher to rene-
gotiate, said James Harper, direc-
tor of corporate research at Con-
necticut-based BCP Securities.
“It’s much more complicated to re-
structure capital markets debt,” he
said. “It takes longer, and who
knows if you will succeed.”

The refinancing removes the
risk of a near-term insolvency, but
then shareholders will start to cal-
culate the cost, said Carlos Her-
mosillo, an analyst at the Vector
brokerage in Mexico City.
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Russia adopts ‘clunkers’ incentive

Rebate for old autos
covers foreign brands
produced in country

By WiLL BLAND
AND STEVE MCGRATH

Russian lawmakers plan to sup-
port the country’s domestic-car in-
dustry with a trade-in program simi-
lar to the “cash for clunkers” plans
that have lifted auto sales in Europe
and the U.S.

The Trade and Industry Ministry
hopes to sway prospective car buyers
by offering a 50,000 ruble ($1,550) re-
bate toward a new car when they
hand in old vehicles to be scrapped, a
spokeswoman for the ministry said.
The program is expected to be
launched early next year, she said.

To qualify for scrapping, cars
must be more than 10 years old, and
the rebate can be spent only on Rus-
sian-made cars. That would include
cars made by companies such as

Ford Motor Co., Renault SA, Gen-
eral Motors Co., Volkswagen AG and
Nissan Motor Co., all of which have
factories in Russia.

Meanwhile, Ford’s European divi-
sion called for European govern-
ments to extend their scrapping in-
centives, as it reported a 5% rise in
sales in its major European markets
and boosted its market share in July,
largely because of the programs.

These scrapping deals benefit
manufacturers of small cars be-
cause to get the discount, consum-
ers must buy cars with low carbon-
dioxide emissions. Ford has been a
big beneficiary because its subcom-
pact Fiesta and Ka models meet the
criteria. However, most European
governments have set a budget for
the programs, and they are set to
end when the money runs out.

The company warned that indus-
trywide sales in Europe, the world’s
second-largest auto market after
the U.S., could fall by as many as 2
million new vehicles in 2010 if the
programs are cut off at the end of
this year, Ingvar Sviggum, Ford of

Europe’s vice president, marketing,
sales and service, said in a confer-
ence call with reporters.

Ford, including the Swedish Volvo
brand, is the third-biggest seller of
cars in Europe, behind Germany’s
Volkswagen and France’s PSA Peu-
goet-Citroén SA. Ford’s strength in
Europe contrasts with that of U.S. ri-
val GM, which has seen sales of its un-
profitable Opel brand shrink.

Despite the scrapping programs,
industry executives remain cautious,
predicting the downturn will last
through at least next year. One of the
biggest struggles is in Russia, where
the drop in oil prices has pushed the
economy into a deep recession.

Russia’s economy has contracted
sharply since last summer, discourag-
ing would-be car buyers and pushing
the country off its course to become
the biggest auto market in Europe. It
finished 2008 as the Continent’s sec-
ond-biggest market, after Germany.

Car makers that import vehicles
into Russia, such as Italy’s Fiat SpA,
have experienced sharper drops in
sales, but the slump in demand has put

aparticular strain on the country’s big-
gest car maker, OAO AvtoVAZ, which
has idled production lines, jeopardiz-
ing around 25,000 jobs.

Car sales in Germany, France, It-
aly and Spain have grown recently
inresponse to incentives programs.
Politicians in these countries have
stressed environmental benefits
from replacing older vehicles with
more energy-efficient modern mod-
els. In Russia, the program may not
be as strict on fuel-efficiency stan-
dards for the new cars.

“It will be harder to implement
this type of scheme in Russia,” said
Ivan Bonchev, the head of Ernst &
Young’s automotive unit in Russia.
The car-scrapping industryisn’t reg-
ulated, and the design of some older
Russian cars means that they are
hard to process as scrap, he said.

The head of Ford in Russia, Nigel
Brackenbury, welcomed the plan,
but said that it “should include im-
ported vehicles in order to have the
maximum effect.”

—Jeff Bennett and David Pearson
contributed to this article.

Kia profit rises as incentives help boost sales

By KyoNG-AE CHOI

SEOUL—Kia Motors Corp. said
second-quarter net profit soared
amid a weaker won and a domestic
sales boost from tax incentives and
new models.

The South Korean car maker, a
39%-owned affiliate of Hyundai Mo-
tor Co., said net profit for the three
months ended June 30 soared to
347.09 billion won ($279.2 million)
from 85.96 billion won a year ear-
lier. Operating profit nearly tripled
t0 330.32 billion won from 116.96 bil-
lion won, while sales rose 12% to
4.676 trillion won.

The dollar’s 23% rise against the
wonin the second quarter helped off-
setlower demand from overseas mar-
kets and a drop in the value of Kia’s ex-
ports as it shipped more small and
midsize models, the company said.
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New models contributed to Kia's
second-quarter earnings gain.

Analysts said the launch of new
models in overseas markets and
lower overseas inventories will

likely help Kia report stronger re-
sults in the second half.

Kia has launched the Forte sedan
in the U.S. and China, and will intro-
duce the Sorento R sport-utility vehi-
cle in Europe in the second half, with
its overseas inventories down to 3.7
months now from five months at the
end of 2008, said Suh Sung-moon at
Korea Investment & Securities.

Partial strikes by Kia workers re-
main a concern, he said. Kia’s union,
which doesn’t have an agreement
with the company, has staged sev-
eral partial strikes and one general
strike since June 29, and it plans to
stage a daily eight-hour strike,
which began Tuesday, until Aug. 31.

Kia said it will try toreach an agree-
ment with the union as quickly as pos-
sible to prop up sales. Unionized work-
ers are demanding an increase of
87,709 won in basic monthly pay.

The auto maker said Wednesday
that the planned strikes may cause
650 billion won in production losses
and lead the company to fall short of
its aim to raise its domestic market
share to 35% from 31%.

The company, which sold a total
of 791,107 vehicles in the January-
July period, aims to sell 1.49 million
vehicles this year, Kia Chief Finan-
cial Officer Lee Jae-rok said during
an investor-relations session after
the announcement of second-quar-
ter earnings. The new target is up
6.4% from the 1.4 million vehicles
that Kia sold globally last year.

To meet the rapid recovery inlocal
demand, Mr. Lee said Kia aims to
move up the start of production at its
Georgia plant in the U.S. The plant,
which was originally scheduled to kick
off in January 2010, has capacity to
manufacture 300,000 vehicles a year.

Continental

By WILLIAM LAUNDER

FRANKFURT—The chief execu-
tive of German automotive supplier
Continental AG, Karl-Thomas Neu-
mann, stepped down Wednesday,
concluding a months-long power
struggle with the company’s major-
ity shareholder, Schaeffler Group,
for control of its operations.

Continental said Elmar Degen-
hart, previously head of Schaeffler’s

AG’s CEO quits, ending power struggle

auto unit, will succeed Mr. Neumann
effective immediately. Mr. Degen-
hart also will head Continental’s
Powertrain division.
Herzogenaurach-based Schaeffler
and Continental have been locked in a
battle for control since the family-
owned Schaeffler ran into financial
difficulties following its takeover of
the Hannover-based tire maker.
“Today’s decisions clear the way
for a trust-based collaboration be-
tween the two companies in the in-
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terest of their customers,” said Jiir-
gen Geissinger, Schaeffler’s presi-
dent and chief executive.

As part of the management
shake-up, Rolf Koerfer said he would
be willing to step down as chairman
of Continental’s supervisory board
once a new chief financial officer has
been chosen and other executive
changes have been made. The previ-
ous finance chief, Alan Hippe, left
the company earlier this year.

Continental said a searchis under
way for anew finance chief from out-
side both companies. It also ap-
pointed three of its executives tojoin
its management board: Ralf Cramer,
Helmut Matschi and Nikolai Setzer.

The changes point to a clash of in-

terests on Continental’s supervisory
board, where Schaeffler exercises a
stronger influence over the company.

Continental’s deputy supervi-
sory board chairman, Werner Bis-
choff, has previously said Mr. Neu-
mann lost the support from the su-
pervisory board’s shareholder rep-
resentatives, which are dominated
by Schaeffler. Labor representa-
tives, who comprise the other half
of the board, have supported Mr.
Neumann. They have criticized
Mr. Koerfer, who they say is rarely
independent and tends to repre-

sent the interests of Schaeffler.

Schaeffler said it remains on
track with its preparations for a
capital increase and its goal to be-
come a global company with three
main units.

Mr. Neumann will receive €7.4
million ($10.5 million) in severance
payments, Mr. Bischoff said. A Conti-
nental spokesman wasn’t immedi-
ately available with contact informa-
tion for Mr. Neumann.

—Katharina Becker in Hannover

and Nico Schmidt in Frankfurt
contributed to this article.

Toyota to sell new Prius in China

BY NORIHIKO SHIROUZU

BEIJING—Toyota Motor Corp.
plansto start selling its latest gener-
ation Prius cars in China next year,
according to company executives,
despite poor sales there of the cur-
rent version.

The new version of Toyota’s fuel-
efficient vehicle could go on sale as
early as March, the executives said,
with a planned sales target of 3,000

new vehicles a year. The current
Prius launched in China in late 2005.

Sales have been disappointing,
however, partly because of the car’s
price tag of as high as 280,000 yuan,
or nearly $41,000, due to taxes and
duties on imported parts. In the
U.S., the Prius generally sells for
$22,000 to $27,000.

Toyota sold only 550 vehicles last
year, down from less than 1,000 in
2007, according to the company.

GLOBAL
BUSINESS
BRIEFS

Escada AG

Bankruptey protection filing
expected as debt plan fails

Debt-laden German fashion com-
pany Escada AG said it will probably
file for bankruptcy protection Thurs-
day. The Munich-based company,
once among the world’s biggest fash-
ion brands, had hoped to use a bond
exchange to quickly reduce €100 mil-
lion ($141.5 million) of the compa-
ny’s debt. The bond exchange, how-
ever, was approved by holders of
just 46% of Escada shares, com-
pared with 80% necessary to exe-
cute the swap. The swap was also
necessary for a wider restructuring
at the company. Escada, famous for
women’s apparel and accessories,
operates 182 of its own shops and
225 franchise shops in some 60 coun-
tries employing about 2,300 peo-
ple—600 of whom are in Germany.
Shares in Escada closed down 55%
Wednesday in Frankfurt.

Sara Lee Corp.

Sara Lee Corp. narrowed its fis-
cal fourth-quarter loss, but sales
dropped in part because of currency-
exchange fluctuations. The food
maker issued a downbeat forecast
for its current fiscal year, projecting
earnings excluding divestiture gains
of 84 cents to 90 cents a share on net
sales of $12.9 billion to $13.2 billion.
Sara Lee’s loss narrowed to $14 mil-
lion, or two cents a share, for the pe-
riod ended June 27, from a loss of
$672 million, or 95 cents a share, a
year earlier. The latest quarter in-
cluded a $207 million write-down
on Sara Lee’s Spanish bakery busi-
ness. The prior year had $850 mil-
lion in write-downs. Excluding
items such as the write-downs, earn-
ings were flat at 29 cents a share.
Net sales fell 9.8% to $3.16 billion.

US Airways Group Inc.

US Airways Group Inc. and Delta
Air Lines Inc. plan to swap 167 pairs
of takeoff and landing slots at two of
the nation’s most congested airports,
with each airline adding service to
small U.S. cities. The move comes as
U.S. airlines have cut capacity to cope
with a decline in business as well as
leisure travel. At the same time, air-
lines are coming under increasing
scrutiny from U.S. regulators, espe-
cially at New York’s LaGuardia Air-
port, where slots for each takeoff and
landing are tightly controlled by the
Federal Aviation Administration.
The proposal would more than dou-
ble Delta’s nonstop flights at La-
Guardia, adding 125 slots, essentially
forming a hub for domestic flights.US
Airways will get 42 pairs of slots at
Ronald Reagan Washington National
Airport now operated by Delta.

Babcock & Brown

Global infrastructure owner Bab-
cock & Brown Infrastructure Group
said it expects to book an asset im-
pairment charge of as much as 920
million Australian dollars (US$763
million) for the year ended June 30.
The charge includes an estimated
loss of €120 million (US$170 mil-
lion) on last month’s sale of a 40%
sake in its Euroports business. BBI
said the impact of global economic
conditions across its portfolio of as-
sets, particularly its Northern Hemi-
sphere ports, was a key reason for
the impairment charge.

—Compiled from staff
and wire service reports.
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India wants rain, and a decent forecast

In a dry monsoon, H.R. Hatwar aims to improve predictions that 600 million farmers rely on to plan their crops

By SONYA MISQUITTA
AND GEETA ANAND

PUNE, India—The India Meteoro-
logical Department has a spotty
record in predicting the all-impor-
tant monsoon rains. It is up to H.R.
Hatwar, a slight, gray-haired man
who sits behind a large desk with
maps and charts scattered around
his computer, to try to improve the
forecasts that India’s 600 million
farmers rely on to plan their crops.

“No prediction is 100% accurate
anywhere in the world,” he says,
promising the 130-year-old institu-
tionis “doing all it can to improve its
overall forecast.”

This year, the department pre-
dicted normal rainfall; it later ad-
justed expectations to below normal,
and on Monday, more than halfway
into a June-September monsoon sea-
son that has been so dry that five
states have declared drought, India’s
official weather forecaster said it ex-
pected monsoon-season rainfall to
be “deficient.”

Peter Webster, a professor at
the School of Earth and Atmo-
spheric Sciences at Georgia Insti-
tute of Technology in Atlanta, says
if India drops its focus on the mon-
soon’s arrival date and the average
national rainfall and puts its efforts
into 20-day forecasts that show re-
gional rainfall, it would give farm-
ers the time they need to decide
what crops to sow, and when.

In India, it’s up to the state or
central governments to declare a
drought, because it entails contin-
gency planning and relief aid. Mr.
Webster says India’s national
drought declaration in 2002 could
have been prevented had the de-
partment provided timely 20-day
forecasts. “If they had planted in
the active period their plants
would have survived,” he says.

Mr. Hatwar says he is developing
20-day forecasts and hopes to begin
issuing them in a year or two. Such
extended-range forecasts require ad-
vanced computing power that the
department is only beginning to put

Monsoon mapping | India’s rainfall from June to September
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inplace, he says. For now, it relies on
insufficient data and outdated
equipment that requires measure-
ments be taken manually.

It’s hard to overstate the impor-
tance of the monsoon to India and
the national obsession about ex-
actly when it will make landfall (al-
ways in the southern state of Ker-
ala, almost always in early June).
Agriculture makes up nearly 18% of
national gross domestic product,
according to Morgan Stanley. Most
farmers, without the benefit of irri-
gation, have just the annual
June-to-September rains to water
their fields.

A weak rainfall can hurt crop
output, drinking-water supply,
power generation and consumer
demand—and add another obsta-
cle to government efforts to im-
prove the rural economy as a key

Spotty record

Note: Not all states/territories shown

The India Meteorological Department’s monsoon rainfall forecast compared

to actual monsoon.
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to sustained GDP growth.
Citigroup economist Rohini Mal-
kani estimates that an insufficient
monsoon could shave close to two
percentage points off annual

Actual monsoon —
IMD’s prediction —
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growth. Almost 80% of the country
isunder the threat of drought, Agri-
culture Minister Sharad Pawar said
this week.

Finance Minister Pranab Mukher-

jee said Tuesday he’s still optimistic
the economy can grow at the earlier
estimate of over 6% in the fiscal year
ending March 2010. “There is no
point in pressing the panic button.
This country has the capability of han-
dling a drought situation,” he said.

India’s Ministry of Earth Sci-
ences recently approved $620 mil-
lion to be spent over five years to
modernize weather technology. Mr.
Hatwar says his department plans
to set up 1,000 automatic weather
stations—there are now 125. He says
it will also have another 2,000 sta-
tions to measure precipitation. The
new devices, which relay data by sat-
ellite, will let him make better pre-
dictions, he says.

Mr. Webster of Georgia Tech
says the department will have to
change its statistical model, too,
complaining it has used the same
one more than 50 years. “The basic
problem of the India Meteorological
Department is that they are mired in
the past,” he says. Mr. Hatwar de-
fends his model, noting that it has ac-
curately gauged the country’s aver-
age rainfall for most years.

The British set up the depart-
ment in 1875. In the early days, it
gathered measurements of rainfall
and temperature by telegram, the
same way it sent flood and drought
warnings. Now information is re-
layed via satellite, and forecasts are
delivered by radio and television.

A mathematician by training, Mr.
Hatwar, 59 years old, stumbled into
meteorology by accident. In1972, he
gave a paper on fluid mechanics at
the prestigious Indian Institute of
Science in Bangalore. His impressed
mentor suggested he enrollin the in-
stitute’s doctoral program, after
which he joined the Meteorology De-
partment in 1977.

Back then, he pored over
weather charts made by hand from
data received from Russian satel-
lites. Today, Mr. Hatwar studies com-
puter-generated charts and satellite
images of the monsoon’s progres-
sion. “A lot of progress has been
made,” he says.

Outery amid Taiwan rescue effort

BY TING-I TsAl

TAIPEI—Public criticism
mounted over the Taiwan govern-
ment’s emergency response and re-
lease of information on casualties re-
sulting from Typhoon Morakot, as of-
ficials more than doubled the death
toll and the rescue effort in a devas-
tated village continued.

The official death toll was raised
to 103, with 61 missing, but the tally
didn’t include the residents around
the village of Shiao Lin, which was
largely buried by mudslides. Rescu-
ers struggled through poor weather
to search for what officials said were
100 people still unaccounted for and
feared buried by the mud.

Military personnel and relief
workers were slowed by rain and
poor visibility as they moved to evac-
uate about 700 survivors found in
the area as of Tuesday night. A mili-
tary helicopter airlift operation was
slowed and the area continued to be
difficult to reach by land.

Family members and Taiwanese
media cast a critical eye on the gov-

ernment’s response, focusing on
President Ma Ying-jeou. “The rescue
has been too slow. The government
rescue team doesn’t seem to be well
coordinated. It doesn’t look like we
have enough resources, either,” said
Chang Hsiu-yu, a Taipei resident
whose relatives have been trapped
in a village next to Shiao Lin.

Critics focused on the Ma admin-
istration’s decision to refrain fromis-
suing an emergency order that
would give the government greater
power to requisition personnel and
equipment. The government has
also declined to ask for assistance
from international organizations.

The government said both steps
were unnecessary. Presidential
spokesman Wang Yu-chi said legal
changes made after a 1999 earth-
quake gave the administration
enough power and flexibility to deal
with the catastrophe. “The rescue
needs to be improved, but we don’t
think issuing an emergency order
would help,” he said.

Lee Yuan-yi, deputy director-gen-
eral of the Fire Bureau of Kaohsiung

county, where the hardest-hit vil-
lages are located, said weather and
unstable ground, not a lack of re-
sources or personnel, have ham-
pered the rescue efforts.

Bloggers have initiated a cam-
paign to plead for help from interna-
tional rescue organizations.

Chou Chong-mei, a social worker
from a village near Shiao Lin, said she
still hasn’t heard of anything about
her friends. “The rescue is challeng-
ing, but it could have been better orga-
nized. I don’t know why they can’t of-
fer the list of 700 people found alive
first,” Ms. Chou said. The county gov-
ernment said it only had the names of
those who had been evacuated.

Enterprises, business groups,
and charities have announced dona-
tions for the relief of the victims,
and Taiwan High Speed Rail Corp.
has offered free seats for rescuers to
travel to southern Taiwan. Accord-
ing to the Ministry of Foreign Af-
fairs, the international community
has also expressed condolences and
donated money. The U.S. govern-
ment said Wednesday it will donate

Reuters

A handout photo from the Taiwan Military News Agency shows soldiers cleaning
up mud following Typhoon Morakot, in central Taiwan on Wednesday.

$250,000 to the Taiwan Red Cross.

Taiwan’s media has been filled
withimages of worried families con-
fronting President Ma when he vis-
ited the region to monitor relief ef-
forts. Mr. Ma offered what many
viewers saw as perfunctory answers

to family members who complained

that the relief effort wasn’t ade-

quate and that Mr. Ma’s bodyguards

kept them from getting closer to him
to state their complaints.

—Charmian Kok

contributed to this article.
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Taking the temperature | Two years of financial and economic crisis in the U.S.

The credit markets are healing..
The gap between interbank loan rates and

the expected average federal-funds rate

But the banks rebound is uneven...
Market capitalization; weekly data
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Housing prices,
Fed’s exit strategy
remain as worries

By DAvID WESSEL

It was two years ago, in August
2007, when it became evident that
the housing virus was passing into
the banking system. A couple of
Bear Stearns hedge funds were liqui-
dated. BNP Paribas suspended with-
=———————— (drawals from funds

CAPITAL that had invested

in U.S. subprime
mortgages. Then banks suddenly be-
gan to be reluctant to lend even to
each other. The European Central
Bank administered $131 billion in
emergency first aid in a single day,
Aug. 9, 2007. The U.S. Federal Re-
serve followed, more cautiously.

A full year later, the patient
didn’t seem to be in all that much
danger. At the August 2008 Fed con-
clave at Jackson Hole, Wyo., Stanley
Fischer, the prominent economist
and Israeli central banker, marveled
that despite the “worst financial cri-
sis since World War II, the real econ-

omy in the United States is still grow-
ing, albeit at a slower pace.”

Then, the patient took a turn for
the worst. In the fall of 2008, the fi-
nancial system came terrifyingly
close to cataclysmic collapse. The
Fed rushed to the rescue, but the
worst downturn since the Great De-
pression ensued nonetheless.

Today, under Dr. Ben Bernanke’s
care, the patient has moved out of in-
tensive care. The crisis is talked
about in past tense. The risks of De-
pression 2.0, as the Fed chairman
puts it, have faded. Credit markets,
the circulatory system of a modern
economy, are healing. The U.S. econ-
omy is on the verge of growing: 27 of
47 economists surveyed by The Wall
Street Journal this week say the re-
cession has ended. The stock market
is rising, betting on better times
ahead. Economic forecasters are up-
grading their outlooks for the sec-
ond half of the year. One could al-
most hear a sigh of relief coming
from the Fed’s headquarters Wednes-
day as officials ended their meeting
with a declaration that “economic ac-
tivity is leveling out.”

Don’t get carried away. The pa-
tient may be out of danger, but he
isn’t healthy yet. Unemployment in

Industrial production hasn’t turned up...
Index of industrial production

And unemployment is likely to rise
Civilian unemployment rate, 16 years and older

'09 2007

1 1
‘08 09

Sources: Thomson Reuters (spread); WSJ Market Data Group (bank market values); Federal Reserve (industrial production); Labor Department (unemployment rate)

U.S. economy is better, but not healthy yet

the U.S. remains at an uncomfort-
ably high 9.4%. The best bet is that
the economy will grow so slowly
that unemployment won’t come
down for a year or more. Business ex-
ecutives and consumers remain un-
derstandably cautious. A whiff of
bad news could prompt them to cur-
tail spending.

As economists Kenneth Rogoff
and Carmen Reinhart document in
their forthcoming book on financial
crises of the past, “This Time is Dif-
ferent: Eight Centuries of Financial
Folly,” recovery from a recession
provoked by financial crisis is pain-
fully slow. On average, unemploy-
ment rises for nearly five years.
That would mean another 2% years
of rising unemployment in the U.S.

So two years after this crisis be-
gan, Ben Bernanke still has a worry
list. Here are three items on it.

M Housing prices. They may be
stabilizing, but if they fall further
they will retard the recovery. Opti-
mists look at inventories, see a tradi-
tional business cycle and predict
business will begin investing and hir-
ing. Pessimists look at balance
sheets, debt burdens and asset
prices, and remain worried.

The stock market is up, and

that’s a plus for household wealth.
But housing prices, though show-
ing signs of stabilization in some
place, may keep falling. Zillow.
com, the residential real estate
Web site, says one-quarter of mort-
gage holders owe more than the
value of their homes, and estimate
that will rise to 30% by mid-2010.
More pessimistically, Deutsche
Bank predicts that 48% of mort-
gage holders could find them-
selves under water by early 2011.

Falling home prices depress con-
sumer spending, of course. But
that’s not all. Homeowners who are
under water are more likely to de-
fault on mortgages. That means
more foreclosures in the months
ahead even if official arbiters even-
tually declare that the recession
ended this summer.

M The timing of the Fed’s exit
strategy. The central bank must care-
fully plan the moment when it with-
draws the credit medicine and lets
the private-sector economy-the
heart and lungs of any capitalist
economy-take over. Move too soon,
and the economy will falter, perhaps
even relapse. Wait too long, and the
fever of inflation results.

Getting this right will require

substantial skill at reading the econ-
omy’s health. It also will require po-
litical courage. To avoid inflation,
the Fed must drain credit and raise
rates before the economy is back to
normal. Congress won’t be happy.

“The Congress has almost never
been favorably disposed towards a
tightening of monetary policy,” says
former Fed chief Alan Greenspan.
“We donot recall the Fed ever receiv-
ing a letter from the Congress, im-
ploring them to raise rates. Letters
pressing for lower rates are too nu-
merous to mention.”

M Lack of a plan to prevent fur-
ther crises. The president has of-
fered one, but Congress isn’t moving
quickly to adopt it or an alternative.
The crisis exposed the inadequacy of
the tools the Fed and the Treasury
have to cope with the collapse of a
big financial firm that isn’t a bank,
such as Bear Stearns, Lehman Broth-
ers and American International
Group. As panic fades, the sense of ur-
gency in Congress is abating. That
leaves the U.S. economy unnecessar-
ily vulnerable—and that may be Mr.
Bernanke’s biggest worry.

Write to me at capital @wsj.com.
Discuss at wsj.com/capital

Fed holds interest rates near zero

By MAYA JACKSON RANDALL
AND BRIAN BLACKSTONE

WASHINGTON—U.S. Federal Re-
serve officials on Wednesday left of-
ficial interest rates near zero but
suggested that the economy is on
more stable ground, further signs
that the severe recessionis either al-
ready over or will be very soon.

Still, officials said they would
slow their plans to buy as much as
$300 billion of Treasury securities in
order to provide a smooth transition
in those markets. The rescue pro-
gram was widely expected to expire
in September. Now, the Fed plans to
continue purchases through October.

“The committee has decided to
gradually slow the pace of these
transactions and anticipates that
the full amount will be purchased
by the end of October,” officials said
in a statement.

In another sign that the central
bank’s policy-making committee re-
mains skeptical about the strength
of the recovery, Fed officials gave no
indication that they are contemplat-
ing rate increases.

The Federal Open Market Com-

Shopping list
U.S. Federal Reserve’s securities
purchases so far, in billions

Maximum authorized
M Purchased so far

Mortgage-backed securities

Fannie, Freddie debt
200

I 108

Note: figures as of Aug. 5
Source: Federal Reserve

mittee voted 10-0 to maintain the
target federal-funds rate for inter-
bank lending at a record-low
range of zero to 0.25%. The panel
also reiterated its commitment to

keeping rates low for some time.

The committee “continues to an-
ticipate that economic conditions are
likely to warrant exceptionally low
levels of the federal funds rate for an
extended period,” officials said in the
statement theyreleased at the conclu-
sion of their two-day meeting.

They added that economic activ-
ity is “likely to remain weak for
some time.” At the same time, offi-
cials tweaked their statement to ac-
knowledge that economic data have
been more upbeat. Information “sug-
gests that economic activity is level-
ing out,” they said.

Since the previous Fed commit-
tee meeting, the housing market has
shown some signs of stabilization,
and there have been slow but steady
improvements in manufacturing.
All of this suggests that a recovery
from the worst financial crisis since
the 1930s is under way.

Additionally, the Commerce De-
partment recently reported that
economic activity fell 1% in the sec-
ond quarter, good news given that
the decline was much smaller than
the contraction over the previous
nine months.

U.S. trade deficit grew
in June on rising oil prices

BY NicHOLAS CASEY

The U.S. trade deficit widened in
June, forced up by higher oil prices, as
growthinbothimportsandexportssig-
naled renewed life in global trade.

Total June exports rose 1.9% to
$125.78 billion, with imports increas-
ing 2.3% to $152.79 billion. That re-
sulted in a trade deficit of $27.01 bil-
lion, up 4% from a slightly revised
$25.97 billion in May, the Commerce
Department reported Wednesday.

The deficit was largely due to en-
ergy prices, which have been on the
rise again this summer. Adjusted for
inflation, the trade deficit narrowed
to its lowest level in 10 years.

“What we’re having is a leveling
out right now,” said Joshua Shapiro,
an economist with Maria Fiorini
Ramirez Inc., an economic consult-
ing firm. “The evidence is that we’re
in the stabilization phase.”

U.S. energy-related imports rose
to $22.4 billion from $17.70 billion in
May, heavily influenced by a $7.96

spike in the price of a barrel of crude
oil. But the figure also reflected in-
creased energy consumption by
American consumers; roughly 20 mil-
lion more barrels of crude oil were im-
portedin June than the month before.

Export gains included industrial
supplies and materials, which were
up $1.2 billion; capital goods, which
rose roughly $400 million; and
foods and beverages, which rose
$250 million. Exports of consumer
products were largely flat.

The trade figures indicate that the
roughest parts of the recession may
be past, as American consumers
ratcheted up some purchases, and de-
mand in other countries for
U.S.-made goods was on the rise.
“This would be consistent with the
economy growing,” said Nigel Gault,
an economist with IHS Global Insight.

Exports have grown for two
straight months since hitting a low
point in April.

—Tom Barkley contributed
to this article.





