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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.

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

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
L e s te r, f o u n d e r o f
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

U.S. wins copyright ruling
WTO tells China to ease distribution rules for intellectual-property owners
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Source: U.S. Commerce Department

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

Big money at stake 

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.

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
has bargained hard with China

over the price of iron ore,
which is needed to make steel
and is one of the costliest
items in 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.

“This case has increased
the level of uncertainty of op-
erating in China,” said Mr. Zim-
merman.

Rio Tinto has ordered at
least one foreign executive to
remain out of China, accord-
ing to a person familiar with
the matter.

The Anglo-Australian min-
ing company continued to de-
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Show trials in Iran
Europe discovers the evil
nature of the Islamic Re-
public. Page 13

UBS
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Leading the News: BOE leader splits with U.K. government on bank lending
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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

n 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

n 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

n 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

n Nestlé reported disappoint-
ing sales growth in the first
half, but its pet-care division
remained resilient. Page 5

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

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

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

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

n 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

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

n 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

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

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

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

VO L . X X V I I N O . 1 3 4  T H U R S DAY, AU G U ST 1 3 , 2 0 0 9

H E A R D O N T H E S T R E E T

Jet fuel gets aircraft off
the ground, but it usually
keeps airline stocks
grounded. The recent break-
down in that relationship
should make airline investors
nervous.

Higher fuel prices increase
costs for airlines, hurting prof-
its and stock prices. For much
of the period since early
2006, the U.S. sector has dis-
played an inverse correlation
with oil prices as strong as
negative-0.8.

That has changed drasti-
cally since February, with the

correlation turning positive,
averaging 0.33. Since their
low on March 9, U.S. airline
stocks have soared 78%, de-
spite jet-fuel prices jumping
almost 60%.

One explanation is that ex-
pectations had reset much
lower. After all, $70 oil
doesn’t look so bad when com-
pared with $145. Fuel costs
for U.S. airlines were down
46% year-on-year in June, ac-
cording to the latest Transpor-
tation Department figures,
but up almost 9% compared
with May. Meanwhile, keep-

ing planes full after Labor
Day will depend on an uptick
in corporate travel as the va-
cation season ends. The prob-
lem is that such as rise would
likely come with a stronger
economy, which would push
up fuel prices, too.

The other concern with air-
line stocks walking arm-in-
arm with oil prices is that it
reflects a similar bullish trend
seen in other high-risk asset
classes. Risk appetite has re-
turned with the help of mone-
tary steroids from the govern-
ment, but that can’t substi-

tute for real recovery in un-
derlying demand.
 —Liam Denning

More at WSJ.com/Heard

BHP’s allure depends on the strength of the recovery

Pay pals? Banks and FSA
It is the same old argu-

ment. The key objection
from banks to a new code
from the U.K. Financial Ser-
vices Authority on bankers’
bonuses is that it will harm
competitiveness, with bank-
ers moving to more friendly
climates, taking jobs and tax
revenue with them. The argu-
ment risks watering down
regulatory responses to the
recent crisis, as banks grow
more confident they are out
of danger.

The line has held some
sway at the FSA, disappoint-
ing some hoping for a stron-
ger stance on pay. Detailed
provisions on deferring a sig-
nificant portion of bonuses
and linking the deferred com-
ponent to firmwide perform-
ance will now apply only to
senior bankers with signifi-
cant influence on a firm,
rather than everyone. Banks
will still be able to pay bo-
nuses if they rack up losses.
The FSA argues that it is
sticking to its guns and that
it is determined to enforce
these rules.

Is this the thin end of the

wedge? The danger is that
banks will play regulators off
against one another. The FSA
proposals that came in for
the most criticism were pre-
cisely those that went fur-
ther than principles set out
by the Financial Stability
Board, a grouping of central
bankers, ministers, regula-
tors and bankers, and the
Committee of European Bank-
ing Supervisors.The FSA is
pushing international align-
ment on new regulation. But
its acceptance of some of the
industry’s concerns on pay
presents the possibility that
new rules on vital areas such
as capital requirements and
risk management are wa-
tered down due to similar ar-
guments from banks.

It will now be up to the
Group of 20, meeting next
month, to reinforce its call
for remuneration to be
linked to risk, and ensure in-
ternational coordination. Reg-
ulators must stand firm on
new rules to guard against a
repeat of the financial crisis,
in the face of pressure from
newly confident banks.
 —Richard Barley

Banking woes | Key dates in the U.K. re-cap process
Sept. 15, 2008
Lehman Brothers 
Holdings files for 
bankruptcy protection, 
sending shock waves 
through the markets

Oct. 13
U.K. Treasury unveils a 
recapitalization plan, 
taking stakes in banks by 
providing £37 billion for 
RBS, Lloyds and HBOS

Nov. 3
U.K. Financial Investments 
Ltd. is established to 
manage government 
holdings in banks

Jan. 19, 2009 
U.K. Treasury announces 
plan to insure billions in 
banks’ bad assets and 
other measures to spur 
bank lending

Lloyds finalizes 
acquisition of HBOS 

Feb. 13
Lloyds says it expects to 
post a £10 billion pretax 
loss for 2008, citing 
troubled HBOS loans

Feb. 26
RBS posts a 2008 loss 
of £24 billion, the 
biggest loss in U.K. 
corporate history

RBS and Treasury reach 
an initial agreement to 
insure £300 billion in 
bad assets under the 
government insurance 
plan in exchange for a 
fee that could see 
Britain’s stake rise to 
around 85%

March 7
Lloyds reaches an 
agreement with the 
Treasury to insure 
about £250 billion in 
bad assets under the 
government insurance

plan in exchange for 
a fee that could see 
Britain’s stake rise to 
around 65%.

June 12
Barclays announces 
the $13.5 billion sale 
of Barclays Global 
Investors to BlackRock 
to raise capital

Aug. 3
Barclays and HSBC 
Holdings PLC announce 
first-half profits of £1.9 
billion and $3.5 billion, 
respectively

Aug. 5
Lloyds posts first-half 
loss of £4 billion; says 
worst of loan- 
impairment charges 
are behind it

Aug. 7
RBS has loss of 
£1 billion

Fueling airlines’ gains

U.K. reforms lose punch
Banks fend off effort
to rein in industry
as they get healthier

LONDON—The cold blast of re-
form that hit the U.K. banking indus-
try last winter may be wilting under
summer heat from the strengthening
British banking sector and other polit-
ical realities.

The latest sign of British authori-
ties’ uncertain resolve to drive home
promised reforms arrived Wednes-
day, when the U.K.’s banking regula-
tor, the Financial Services Authority,
issued a code of conduct for banks
that sidestepped some tough rules
curbing bankers’ pay it proposed last
spring. The report was preceded by
weeks of talks with top executives of
U.K. banks such as Barclays PLC and
Royal Bank of Scotland PLC, who ar-
gued that a harsh crackdown on pay
would undermine London as a finan-
cial center.

The FSA’s move comes amid a
flurry of signs that banks are success-
fully fending off government moves
to rein in the industry on the heels of
the financial crisis.

Compensation in some quarters
of the banking industry is already
back on the rise, even as governments
move slowly to reel it in. In a survey of
eight major investment and commer-
cial banks, New York-based pay con-
sultants Johnson Associates found
that seven of them expect compensa-
tion pots that will be larger than in
2008, with one bank saying the pool
could be 60% bigger.

Meanwhile, even some banks that
have taken government aid, such as
RBS and Lloyds Banking Group PLC,
are on surer footing than they were
six months ago, when a government
plan to insure their bad assets was all
but forced upon them. Today, both
banks are pushing the government
for better terms, and Lloyds CEO Eric
Daniels last week suggested that it
may not even need the program.

The slackening resolve comes as
the U.K. government finds itself try-
ing to juggle competing priorities. It
simultaneously wants banks to lend
more money to British businesses;
hoard capital to improve their bal-
ance sheets; and turn a profit so the
government can cash in the stakes it
holds in banks like RBS and Lloyds.

The result, say some analysts and
opposition politicians, is that the
march toward tough regulation is pe-
tering out.

“I think [the battle’s] already been
lost,” says Vincent Cable, Treasury
spokesman for the opposition Liberal
Democratic Party. He said even the im-
petus for the “rather modest re-
forms” contained in a July report by
the head of the FSA, Adair Turner, has
dissipated.

“The shorter-term objective, in
which the government wants to exit
these stakes and increase the price as
much as possible...may be in conflict
with” the drive to reform, adds Julian
Franks, a professor of finance at Lon-
don Business School.

Some bankers acknowledge that
the drive toward reforms in the U.K. is
no longer prompted by panic, which
they see as a good thing. “The slow-
down [in reform] will be good...there
will be more care and more reflection
about what needs to be done,” said
RBS Chairman Sir Philip Hampton
last week.

The government says its resolve is

firm. In June, British Treasury chief
Alistair Darling told bankers at a for-
mal dinner that the government was
still determined to shake up the finan-
cial system. “If there is anyone in this
room, or in the industry, who thinks
that they can carry on as if nothing
has happened, they need to think
again,” he said.

Other governments face similar
challenges in balancing a clampdown
on pay against the rebuilding of their
financial sectors. France has injected
close to Œ20 billion ($28.3 billion)
into domestic banks and Finance Min-
ister Christine Lagarde said the gov-
ernment would propose measures fur-
ther tightening pay practices. Yet
France is also trying to make Paris a
leading European financial center
and a magnet for international bank-
ers. It will be difficult to attract bank-
ers if the government caps bonuses,
economists say.

In the U.K., the FSA says its resolve
to impose tougher regulation is un-
changed. On Wednesday, it unveiled
legally binding rules aimed at prevent-
ing compensation from encouraging
irresponsible risk-taking. Some as-
pects of what the FSA proposed last
March, however, were downgraded
to “guidelines,” including planks that
would have required banks to defer
large chunks of bonuses and tie them
to firms’ future performance.

The FSA argues that the guide-
lines can nonetheless be enforced.
“The guidance provides the basis un-
der which you enforce,” Hector Sants,
the FSA’s chief executive said in an in-
terview.

The FSA said its rules reflected
banks’ concerns that making such re-
quirements prescriptive “could have
adverse competitive implications of
the U.K. as a financial center” and
that banks need flexibility on issues
such as younger employees and staff

in areas that pose no risks. Younger
workers are paid less, so deferring
payment over three years, for exam-
ple, could leave them with little in the
first year.

The regulator also said that its
new rules will only cover the top 26 fi-
nancial institutions, rather than the
45 they had proposed.

Critics say guidelines, rather than
hard rules, will give banks more lee-
way to argue over whether a banker’s
role poses a risk. “Come good times,
there will be special pleading from
banks” to argue in favor of their com-
pensation practices, said Nicholas
Stretch, a remuneration expert at
CMS Cameron McKenna in London.
“So we have to rely on the FSA having
the stamina to argue these things out
and to appraise what risk is.”

Regardless, the U.K. government

is likely to pursue its own measures to
clamp down further on bankers’ pay,
a person familiar with the matter
said. “The short-term bonus culture
in the global banking industry must
end,” said Treasury Minister Paul My-
ners in a statement. “The government
is pursuing all options to ensure
banks can no longer get away with the
risky pay and bonus policies that con-
tributed to the financial crisis.”

Yet the government itself has
backed off in some instances. In late
June, a proposal to pay RBS Chief Ex-
ecutive Stephen Hester £9.7 million
($16 million) was green-lighted by
U.K. Financial Investments Ltd.,
which manages the government’s
stake in British banks.
 —David Gauthier-Villars

and Harry Wilson
contributed to this article.
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BHP Billiton has breezed
through the crisis. Operating
cash flow improved 6% in the
year to end-June; it raised its
dividend 17% and strength-
ened its balance sheet. It is a
huge contrast with the emer-
gency rights issues and asset
sales elsewhere in the mining
industry.

The Anglo-Australian
miner now has to put its

strong balance sheet to good
use to justify its multiple of 20
times forecast 2010 earnings,
a 5% premium to the sector.

A Rio Tinto merger is no
longer on the immediate hori-
zon. The chance to snap up
distressed mining assets has
gone, although BHP did bully
a weakened Rio into an impor-
tant iron-ore joint venture in
Western Australia.

True, BHP management is
hardly sitting on its hands.
There is $9.5 billion in capital
spending planned this year,
well ahead of rivals.

BHP says it is on track for a
10% average annual increase
in oil and gas output until
2011, several times the rate of
the majors. It can quickly
dust off deferred projects and
bring back mothballed out-

put if necessary.
Even so, BHP’s appeal de-

pends largely on the strength
of the upswing. Investors be-
lieving CEO Marius Klop-
pers’s forecast of a sluggish
recovery may continue re-
warding BHP’s defensive qual-
ities. But if commodity prices
continue to rally, BHP is no
longer the obvious pick.
 —Matthew Curtin

By Stephen Fidler, Sara
Schaefer Muñoz and Alistair

MacDonald
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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.

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 a research note af-
ter the country’s GDP figures were
released Wednesday. “Estonia’s
economic situation is in better
shape than the other Baltic
states.”

Estonia’s GDP decline
seems close to the bottom

Euro zone hits a bump
Industrial output
fell in June; worries
over corporate credit
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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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Deepening recession
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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 close to its trough,” said Martin
van Vliet, economist for ING Eco-
nomics. “Unfortunately, we fear
that the climb back up will be much

slower than in previous industrial re-
coveries.”

Separately, Moody’s Analytics
said in a report 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 and return … 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.

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 theCentral Statistical
Organization showed Wednesday.

Manufacturing activity, which
makesup 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%.Output 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.

India’s output at factories, mines surged in June
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WTO orders China to ease distribution rules

Clinton pledges help for Nigerian reforms
U.S. urges changes
to electoral process,
progress on peace

fend its employees, who were de-
tained on July 5. “The charges have
been downgraded, and I think that re-
flects what we’ve been saying all
along, that we don’t believe there’s
any evidence of wrongdoing,” said
Sam Walsh, chief executive for Rio
Tinto’s iron-ore division.

Rio Tinto’s negotiations with
China were intended to set the global
benchmark for the price of iron ore.
China says that the world’s big iron-
ore producers—including Anglo-Aus-
tralian miner BHP Billiton and Vale
SA of Brazil—have been price goug-
ing. Chinese officials have suggested
the case against the four is built on ev-
idence that they illegally obtained in-
formation that gave Rio Tinto an un-
fair advantage at the negotiating ta-
ble.

That raises important questions
for foreign companies about what
constitutes normal market intelli-
gence, and what could be deemed a
commercial secret—or a state secret,
given that China’s economy is domi-
nated by state-owned companies.

Philip Kirchlechner, an Australia-
based consultant who formerly ran
the iron-ore sales effort for Rio Tinto
in China, said information-gathering
had been part of his job. “I would ask
questions and take notes. What is
your production? Do you have expan-
sion plans? Do you own your own
mines? What are your goals? You
build a picture from the ground up,”
he said.

The Rio Tinto case has high-
lighted how broadly Beijing defines
its economic interests and how ag-
gressively it is prepared to defend
them.

A widespread fear in China’s for-
eign business community is that the
Rio Tinto employees were detained
in retaliation against the company
for its high earnings, and possibly its
decision in June to cancel a deal that
would have given a Chinese alumi-
num maker over one-sixth owner-
ship.

A longtime foreign business exec-
utive in Shanghai said he is worried
that China is growing economically
nationalistic in trying to protect ba-
sic information, even industry data.
“All that can be considered state se-
crets,” he said.

“There’s a risk that the whole Rio
Tinto imbroglio affects inbound and
outbound investment, particularly
large-scale deals in energy, natural re-

sources and other sensitive sectors,”
said Christopher Stephens, manag-
ing partner for Asia at Orrick, Her-
rington & Sutcliffe LLP. “There a
heightened awareness about a lot of
stuff that goes on quite innocently,”
he added.

A Chinese vice commerce minis-
ter, Fu Ziying, said he was confident
the Rio Tinto executives would get a
fair trial and that, far from deterring
foreign investment, the case would
improve the investment environ-
ment. “China is a country ruled by
law now,” Mr. Fu told a news confer-
ence.

International lawyers said brib-
ery involving foreign companies has
grown along with the country’s
booming economy. “China is defi-
nitely a high-risk jurisdiction in
terms of corruption,” says Lesli Ligor-
ner, a partner in the Shanghai office
of Paul, Hastings, Janofsky & Walker.
“A lot of hands are put out in front of
companies.”

Bribery is “deeply rooted” in Chi-
nese culture for historical reasons,
explained a major newspaper in
Beijing, China Youth Daily, noting in
a commentary last week that foreign
multinational companies are faced
with a tough choice of “how to bal-
ance business ethics with overseas
competitiveness.”

Yet, resources analysts say they

have a hard time understanding the
accusations that Rio Tinto employ-
ees illegally obtained information.
They point out that the strongest in-
formation on steel-sector trends is
readily available from third-party
sources, including industry analysts
in Australia and China.

“This just raises the uncertainty
factor, which raises the cost of doing
business in China. The process in
which this is unfolding gives no one
comfort or confidence,” said Scott
Kennedy, director of the Research
Center for Chinese Politics & Busi-
ness at Indiana University.

Lawyers familiar with China’s le-
gal system said the formal arrests in-
dicate the case will most likely now
proceed as a commercial-crimes mat-
ter, which could take several months.
That would be far narrower and less
serious than a case involving posses-
sion of Chinese state secrets, an ave-
nue Beijing initially said it was pursu-
ing.

A determination of guilt for com-
mercial crimes may yet lead to a full
trial and significant jail time, but
likely better access to defense coun-
sel for the accused.

“It looks like they have picked a
commercial setting, exclusively com-
mercial,” said Jerome Cohen, a New
York University law professor who
has advised companies in their deal-

ings with China.
Formal arrest allows Chinese au-

thorities to continue holding the sus-
pects, since detention without
charges is limited to 37 days, or in
this case, until Wednesday. Tues-
day’s formal arrests, Mr. Cohen said,
“preclude nothing because police
have not yet completed their investi-
gation. It allows the investigation to
continue.”

The downgrading of the legal ac-
cusations seemed likely to relieve
diplomatic tensions between Austra-
lia and China.

In a statement, Australia’s for-
eign minister, Stephen Smith, said
China’s Ministry of Public Security in-
formed the Australian Consulate-
General in Shanghai that Mr. Hu and
three other Rio employees had been
formally arrested “on suspicion of vi-
olating commercial secrets and tak-
ing bribes from individuals not em-
ployed by state organizations.”

“It is premature to speculate on
the penalties these charges could
carry, but the range of possible penal-
ties under these articles is less se-
vere than for state secrets,” Austra-
lia’s Foreign Minister Stephen Smith
said in a statement. He added that
Australia called on China to “provide
Mr Hu all the protections available
under Chinese law including access
to legal representation.”

Continued from first page

Arrests in China rattle foreign companies
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or divorce proceedings.
A final group includes Holo-

caust survivors or other refugees,
and their heirs, who sought to hide
money in a historically neutral
country. New York attorney Bryan
Skarlatos of Kostelanetz & Fink
said this grouping makes up about
half the 250 disclosure cases he is
handling. “I have never had so
many people in my office in tears,”
Mr. Skarlatos said.

While the settlement ends a long-
running chapter for the Swiss bank-
ing client, the bank is still trying to
recover from a reputational blow.
Huge flows of money from its pri-
vate bank have flowed out since the
dispute began, and the bank has indi-
cated it expects further outflows.

On Monday, before the settle-
ment was announced, UBS Chief Ex-
ecutive Oswald Grübel said during a
lunch interview at UBS’s Zurich
headquarters, “This hasn’t run its
course.”

UBS has largely written off the
U.S. market and is seeking more
business in Asian and Middle East-
ern cities to replace the loss.

“We are growing strongly in
Asia and the Middle East,” said Mr.
Grübel, who took over as CEO in
February as part of a corporate
shuffle. “These are areas where the
reputational issue doesn’t weigh at
all. They are more concerned about
the financial stability of the bank,
which has improved.”

The IRS’s pursuit of U.S. citizens
seeking to hide taxable income also
doesn’t end with UBS. It could ex-
tend to other Swiss banks, said Rob-
ert Katzberg, a New York criminal-
defense attorney working for UBS
clients. Mr. Katzberg said the settle-
ment could prove to be a template
for how the IRS obtains account in-
formation from other Swiss banks.

“If the U.S. wants to end this ac-
tivity in Switzerland, as it clearly
does, it will not stop with UBS,” Mr.
Katzberg said, adding that he be-
lieves the U.S. and Swiss govern-
ments don’t want to repeat the pro-
tracted legal wrangling that took
place in the Miami court.
 —Evan Perez

contributed to this article.

Continued from first page

UBS, Swiss, U.S.
settle long probe
over tax evasion

some minor points, including pre-
serving the duopolistic rights of two
state-owned movie-theater compa-
nies, and protecting the govern-
ment’s right to censor foreign films
to some extent.

The ruling follows a more nu-
anced WTO decision on intellectual
property a few months ago.

U.S. trade officials declared a ma-
jor victory that will allow U.S. com-
panies to one day avoid the extra
costs of dealing with a state-owned
agent. In a statement, U.S. Trade
Representative Ron Kirk called the
ruling a “market opening” that
would benefit “American workers
and companies.”

It would allow, Mr. Kirk said, “le-
gitimate American products” to
“get to market and beat out the pi-
rates.”

The judges said China had bro-
ken a promise it made upon join-
ing the WTO in 2001 to offer rela-
tively open access to foreign mass-
produced art. According to WTO
rules, member countries can’t dis-
criminate against imported goods.
The WTO told China to “bring the
relevant measures into confor-
mity with its obligations under
those agreements.”

WTO decisions always depend
on the political willingness of the
losing country to change its laws
to comply. That said, China has be-
come more involved with the WTO
and is unlikely to ignore the rul-
ing. But trade experts say it could
come up with a compromise that
fails to satisfy the U.S. In that case,
Washington would have the right
to impose retaliatory tariffs on Chi-
nese imports of goods, such as TV

sets and bicycles.
The WTO declined to comment

on its ruling.
Motion Picture Association of

America Chairman and CEO Dan
Glickman hailed the ruling as an
important step toward greater
market access and countering Chi-
nese pirates of Hollywood produc-
tions.

“This ruling will complement
our strategy to fight movie piracy
in China,” he said in a statement.
“In spite of all the restrictions we
face, there is no shortage of U.S.
filmed entertainment in China. Un-
fortunately, far too much of it is pi-
rated, benefiting neither the legiti-
mate Chinese businesses that are
tied to, and profit from, showing
U.S. movies nor, of course, the U.S.
companies that are playing by the
rules.”

Continued from first page

By Will Connors

ABUJA, Nigeria—Secretary of
State Hillary Clinton strongly con-
demned Nigeria’s electoral process
and high levels of corruption, but
pledged U.S. assistance in achieving
reform and in discussing how to
bring peace to the volatile but oil-
rich Delta region.

Nigeria, the U.S.’s biggest oil part-
ner in Africa, was Mrs. Clinton’s
fifth stop on her seven-nation tour
of the continent.

During a raucous town-hall meet-
ing in the capital city Wednesday,
Mrs. Clinton urged Nigeria to fix its
“flawed electoral system” and said

that “we want to see the reinstate-
ment of a rigorous anti-corruption
agency, which has kind of fallen off
in the last year. We’d like to see it get
back in business.”

Mrs. Clinton was referring to Ni-
geria’s Economic and Financial
Crimes Commission, which notched
indictments of several high-profile
Nigerian politicians but has failed to
win any significant convictions.

Nigeria and the U.S. plan to form
a “binational commission” to ad-
dress several issues affecting Nige-
ria domestically, including electoral
reforms, Mrs. Clinton said. Nigeria
is the fifth-largest supplier of oil to
the U.S., and its “light sweet” crude
oil is prized for the ease with which
it is converted into gasoline.

During her visit, Mrs. Clinton
met with President Umaru
Yar’Adua, whose 2007 election was
condemned as flawed by local and in-
ternational observers. She praised

the president for his plans to offer
amnesty to militants in the Delta re-
gion as a step toward improving sta-
bility there. The government said it
hoped the plan would bring peace to
the region by year-end.

Mrs. Clinton said the defense
minister offered “specific sugges-
tions,” on how the U.S. could help
bring stability to the region, accord-
ing to the Associated Press. She said
the American and Nigerian militar-
ies would discuss how the U.S.
might help.

When asked during the town-
hall meeting if the U.S. would do any-
thing to stop corrupt Nigerian offi-
cials from traveling freely to Amer-
ica, Mrs. Clinton said, “We are in a
position to take action; there are sev-
eral options available to us.”

She didn’t elaborate and said she
would first continue to urge Nigeria
to reform.

Nigeria is the most populous na-

tion in Africa and was its biggest oil
producer, until it recently was over-
taken by Angola.

But Nigeria faces numerous do-
mestic problems. Unrest in the oil-
producing Niger Delta, where mili-
tants have shut down production of
more than one million barrels a day
of oil with pipeline attacks, has cost
the government billions of dollars in
revenue and dented foreign inves-
tor interest.

Clashes last month between a
homegrown Islamic fundamentalist
sect and security forces in northern
Nigeria left more than 800 people
dead, including the group’s leader,
who was killed while in police cus-
tody.

The sect, known as Boko Haram,
meaning “Western education is pro-
hibited,” has attracted a following
over the past several years amid pov-
erty and disillusionment with local
political and religious leaders.

In remarks earlier Wednesday,
Mrs. Clinton also raised the possibil-
ity of a link between al Qaeda and
the recent violence.

“There is no doubt from our as-
sessments that al Qaeda has a pres-
ence in northern Africa, in the Sa-
hel,” she said. “There is no doubt in
our mind that al Qaeda and like-orga-
nizations that are part of the syndi-
cate of terror would seek a foothold
anywhere they could find
one....Whether this is a homegrown
example of fundamentalist extrem-
ism, that is up for the Nigerians to
determine, but I understand the
very important priority the Nigeri-
ans place on keeping the balance of
religious and ethnic groups.”

There is no known link between
Nigerian groups, including Boko
Haram, and al Qaeda.

Mr. Yar’Adua is scheduled to
travel to Saudi Arabia on Friday for
medical treatment.
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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—Britain’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.

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-

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

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
the implications 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
are looking 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
a real 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-

tries, which means more unskilled
young people are being thrown into
a rapidly 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, a labor 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 I think 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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Note: Seasonally adjusted monthly data based on three-month rolling averages
Source: U.K. Office for National Statistics
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Airlines try to get a handle on lost luggage
Industry innovation
hasn’t reached bags;
a watchdog’s plight

Dutchman emerges as Robin Hood for European fliers

By Daniel Michaels

In Andrew Price’s first year on
the job, airlines lost his luggage
seven times. That would be bad
enough if he were the average conti-
nent-hopping businessman, but Mr.
Price is the man the airlines rely on
to help them stop losing bags.

On a three-day trip to Canada
from Switzerland last year, his bags
landed on the final day—when he
was already at the airport. He sent
them straight home. They arrived a
week after he did.

“Passengers can run to catch a
plane, but bags can’t,” says Mr.
Price, 40 years old, who heads the
Baggage Improvement Program, a
five-year global campaign launched
by the International Air Transport
Association, an airline trade group
in Geneva that is trying to help mem-
bers step up their luggage game.

Baggage is one of the aviation in-
dustry’s great unsolved problems.
Engineers have built jets that can
soar at twice the speed of sound,
carry almost 900 people and stay
aloft for nearly 24 hours. But the in-
dustryhas yet toensureapieceoflug-

gage reaches its destination along
with its owner. Last year, more than
31 million bags—almost 1.4% of all
checkedluggage—arrivedlate, indus-
try officials say. Some take unex-
plained detours. Roughly 1.8 million
bags never arrived.

WhenChloeGoodstartedaround-
the-world triplast October,her back-
pack didn’t even make the
first leg, a hop from New
York to Chicago on United
Airlines. Replacing clothes,
malaria pills and the bag
when she reached Paris cost
far more than United’s
$1,491.14 reimbursement
check,shesays.The25-year-
oldMiaminativesayssheex-
changed so many calls and
emails with United’s lug-
gageagentinIndiathathein-
vited her to visit him in New
Delhi.

“I was laughing because I didn’t
want to cry,” recalls Ms. Good. Four
months later, in rural Morocco, she
got an email from United saying it
had found her bag and wanted to ship
it to her. Unable to carry two back-
packs, Ms. Good had United send it
back home. A United spokesman says
the situation was “exceptional.”

Mr. Price faced many exceptional
luggage situations when he de-
signed baggage systems at British
Airways PLC earlier this decade.
Handling irate passengers and their

delayed bags wasn’t part of his job
description. But equipment break-
downs and labor problems at Heath-
row Airport, BA’s giant London hub,
occasionally forced the airline to
park passengers and their bags out-
doors, under tents. During one epi-
sode, Mr. Price helped soothe restive
crowds by day and sort their bags by

night.
The experience helped

him land a job at IATA in
2005, where he launched
the baggage program two
years later. Airlines quickly
got on board because they
spend about $3 billion annu-
ally compensating passen-
gers and shipping late bags.

To get a handle on lug-
gage woes, Mr. Price’s team
last fall conducted week-
long audits of nine major
airports, including Dubai,

Lisbon and Dallas-Fort Worth. The
result is a “baggage tool-kit” for air-
lines and airports, mixing tips from
front-line staff with geeky analysis
of industry benchmarks such as bags
lost per thousand passengers.

Mr. Price’s team concluded that
problems start right from check-in.
When planes are fullest during holi-
days, for example, airlines hire tem-
porary agents who bungle airport
codes and send bags astray. Skycaps
in the U.S. who scribble their initials
with black markers on check-in la-

bels so travelers know whom to tip,
inadvertently block the bar codes.
Mr. Price’s team picked up a simple
solution from staff at American Air-
lines: Give them red pens.

Many agents accept items far big-
ger than they should. In regions with
lots of migrant workers, such as the
Middle East, people routinely try to
check overweight bags packed with
swag for home or items so heavy—in-
cludingcarenginesandcementblocks—
they halt baggage belts. “Don’t be sur-
prised if you see someone checking in
arefrigerator,” Mr.Price cautions visi-
tors to the Persian Gulf.

Once a bag disappears from view,
it travels down long belts at two
meters per second as lasers try to
read its destination from matchbook-
size bar codes affixed at check-in.
Many travelers keep old tags as sou-
venirs of previous trips. While the
hobby once gave steamer-trunks ca-
chet, Mr. Price says it confounds
scanners. Computers eject them for
manual handling, which increases
the risk of misadventure.

Next, a gantlet of automated pad-
dles sorts bags by flight. “It’s kind of
like a pinball machine,” says Mr.
Price. A backpack strap can jam the
contraptions. At a South American
airport where bags bunched on belts
and clogged sorters, Mr. Price’s team
proposed painting bright stripes
about every one meter to suggest
good spacing. It got luggage flowing.

If belts stop rolling at a busy air-
port, mountains of bags pile up and
can quickly fill every bit of available
storage space. Mr. Price saw that hap-
pen repeatedly at BA, which in 2007
faced roughly one million late bags,
BA officials say.

In March 2008, BA Chief Execu-
tive Willie Walsh unveiled a giant
new terminal that he called “a bag-
gage system with a building on top.”
Although he promised it would end
luggage chaos, opening-day teeth-
ing pains produced a fiasco. Thou-
sands of bags were stranded.

Today, Mr. Walsh boasts the sys-
tem sets records for speed and accu-
racy. Deep underground, bags in lit-
tle blue carts zoom automatically
down roller-coaster-like tracks at
about 32 kilometers per hour and
can beat their owners to distant
boarding gates. “It’s the closest
thing we’ve got to Disneyland,” says
Iain Bailey, system architect at
Heathrow owner BAA.

IATA officials say their baggage
program is starting to yield big im-
provements, but Mr. Price cautions
that some bags will always be mis-
handled. That’s why he advises fliers
to buy a generous travel-insurance
policy, which can actually make bag-
gage problems financially reward-
ing. He has one himself.

“I’m probably one of the few peo-
ple in the world who looks forward
to losing his bags,” Mr. Price says.

By Daniel Michaels

Travelers heading to Europe may
want to scribble an extra address on
their trip agenda: Hendrik Noorder-
haven’s Web site.

The Dutch software executive is
emerging as a Robin Hood of sorts

for disgruntled air
passengers in Eu-
rope. His company,
EUclaim, helps fli-
ers win penalty pay-

ments from airlines of up to
Œ600—about $850—for long de-
lays, canceled flights and being in-
voluntarily bumped from flights.

EUclaim bases its strategy on the
European Union’s Air Passenger Bill
of Rights, adopted in 2004, which
specifies situations in which ag-
grieved passengers are entitled to
compensation. All EU airlines and
carriers from any part of the world
flying from a European airport are
subject to EU rules, and passengers
of any nationality can seek compen-
sation. Yet airlines typically reject
most claims, arguing they don’t
meet the EU’s criteria for mandatory
payouts. Passengers can contest
their claims in court, but European
flight records aren’t public, so carri-
ers usually get the final word.

Mr. Noorderhaven is hoping to
change all that. He has spent the last
eight years—and invested some Œ3.5
million—trying to make carriers pay
for passengers’ inconvenience. His
staff has tapped dozens of sources of
informationon air traffic,airport op-
erations and weather conditions to
build and constantly update a data-
base of every flight in Europe’s skies.

EUclaim uses the information to
assess passenger complaints. De-
lays due to bad weather, for example,
don’t merit a payout, but a carrier’s
failure to replace a plane grounded
due to factors within its control may.
EUclaim fights for those claims it
deems valid, based on criteria estab-

lished by the EU and precedents set
in recent court cases, and takes a
27% cut of any payout.

EUclaim officials say the database
has helped them compel airlines to
fork over about Œ1.5 million in com-
pensation from some 1,200 success-
ful claims over the past two years.
The airlines eventually pay most of
the company’s claims, if grudgingly,
but a small number go to court.

The company won seven sepa-
rate court cases last May against air-
lines such as Germany’s Deutsche
Lufthansa AG and Transavia, the
Dutch charter unit of Air France-
KLM SA. A Transavia spokeswoman
declined to comment, and a
Lufthansa spokesman says the car-
rier is assessing its legal options for
appealing the cases. Company offi-
cials say they have some 50 more
court cases outstanding.

EUclaim recently settled a case
with British Airways PLC after a pro-
test incident last March disrupted
the airline’s schedule, causing a
flight from London to Lisbon to be
canceled. A BA spokesman says the
affected passengers were given ho-
tel rooms overnight and some com-
pensation, but says the carrier set-
tled the case to avoid legal costs.

Mr. Noorderhaven says EUclaim
rejects almost 90% of travelers’
claims because the claims don’t
meet EU criteria. For the rest, it con-
fronts carriers with data that it says
demonstrate the passengers de-
serve compensation. “This law isn’t
a way to make people rich,” says Mr.
Noorderhaven, 56 years old. The
payouts are “an incentive for air-
lines to do better.”

The European airline industry
takes a somewhat different view of
EUclaim. “They’re a hopeless bunch
of ambulance chasers,” says Michael
O’Leary, chief executive of Irish bud-
get carrier Ryanair Holdings PLC,
which is fighting the company in
court in Ireland. John Hanlon, secre-

tary general of the European Low
Fares Airline Association in Brus-
sels, says that the EU law gives en-
forcement powers to national gov-
ernments. “I don’t see any need for a
third party,” Mr. Hanlon says.

Daniel Afghani, a 37-year-old avi-
ation consultant from Orlando, Fla.,
learned about EUclaim from a travel
blog. Mr. Afghani and a friend were
on a quick trip to the Middle East in
January, flying in business class,
when KLM told them at Amster-

dam’s Schiphol Airport that their
flighttoDubai hadbeencanceled.Re-
routed through London and Bahrain,
Mr.Afghani arrived hourslate. On re-
turning home, he checked out EU-
claim’s Web site, where passengers
complete a questionnaire about
flight details to judge eligibility.

“I was a little bit skeptical at first,”
recalls Mr. Afghani, who in 2006 had
struggled to get compensation on his
own for a canceled flight. But in
March, KLM paid him and his friend

Œ600 each, the maximum payout un-
der EU rules. “It seems more than fair
to give [EUclaim] a cut,” he says. A
KLM spokeswoman says the carrier
doesn’t comment on individual cases.

In the U.S., which has looser com-
pensation guidelines, carriers have
long offered passengers incentives
such as free flights to be voluntarily
bumped from crowded flights, al-
though regulators sometimes inter-
vene.TheU.S.DepartmentofTranspor-
tationlast month fined Delta AirLines

Inc. $375,000 for violating federal
rules on bumping, for example.

EUclaim’s status as a for-profit
company, rather than a consumer-
advocacygroup,hasraisedsome eye-
brows. Mr. Noorderhaven says EU-
claim is unique in Europe because he
has invested so much in his data-
base. He started building it in 2003
because he was convinced airlines
were being cagey about the nature of
their delays and cancellations.

Gathering and analyzing data—

which he hoped to sell to other com-
panies—proved surprisingly tough.
“We totally underestimated the com-
plexity,” he says. Finding no buyers,
he established EUclaim in 2007. He
says fighting big companies has
turned him “from ultraconservative
to ultraliberal.”

EUclaim’s Irish attorney recently
filed four suits against Ryanair on be-
half of passengers whose flights were
canceled. “Hell will freeze over be-
fore we settle,” says Ryanair’s Mr.
O’Leary. “We’re happy to see them in
court anywhere and any day.” A Ry-
anair statement accused EUclaim of
promotinga“compensationculture.”

IonaHorsburghbristlesatthatde-
scription. A frequent flier from
Wales, the 37-year-old management
consultant to nonprofit organiza-
tions says she has stomached many
delays. But a nightmare flight from
Chicago to Manchester, England, in
January 2008 after a ski vacation in
Nevada was different. Ms. Horsburgh
says that after British Midland Air-
ways Ltd.’s BMI unit scrubbed the
flight, staff treated her rudely and of-
fered her, her husband and another
couple accompanying them food
vouchers for only $1.50 each. It then
put them on a convoluted route
through Copenhagen that added 11
hours to their trip and cost the four
travelers each a day’s earnings. A
spokesmanfor BMIsays thecompany
can’t comment on individual cases.

When BMI rejected Ms. Hors-
burgh’s request to cover incidental
expenses, such as makeup, because
their bags arrived five days late, she
contacted EUclaim. It took 14 letters
between EUclaim and BMI over
seven months before the four were
awarded Œ600 each. “I was quite sur-
prised to get the money,” says Ms.
Horsburgh. EUclaim’s service was
“worth every penny.”

Scott McCartney is on vacation.
Email: middleseat@wsj.com.

Hendrik Noorderhaven, founder of EUclaim, which helps fliers win payments from
airlines for long delays, canceled flights and being bumped from flights.

Andrew Price
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Memories of Lehman fade from a key measure of risk

Egypt has a problem with Russian wheat
A scandal strains
a key state food plan
and a trade route

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.

Source:  Chicago Board Options Exchange
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An Egyptian woman waits in line to buy 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.
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LEADING THE NEWS

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
a bank will take a large 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,
which means 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

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.

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.

It is 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,

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.O.Licht.

Global wheat prices are below
last year’s highs, as the world reaps
a second 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-

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 on its 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.
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Helping you stay safe on the road
DriveSharp program
aims to keep seniors,
middle-aged nimble
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Screen shots of
two exercises
featured in
DriveSharp’s
program, Jewel
Diver, top, and
Road Tour, above.
Both exercises are
sensitive to a
user’s progress.

Hutchison Telecom sells stake in Israel unit

By Walter S. Mossberg

If your driving is getting a bit
worse as you grow older, it may be
because of a natural decline in the
brain’s ability to process visual infor-
mation.

Some scientists believe that, as
people age, their capability to rap-

idly grasp and act
on what their eyes
see can degrade.
And one of the ac-
tivities most af-

fected is driving, a task that de-
mands you simultaneously track
multiple moving objects, often at
the edge of your field of vision.

The decline of this capability
may be one of the reasons the eld-
erly have to stop driving. But this
problem doesn’t affect only the old-
est people. Some experts say that
the speed and accuracy of the
brain’s visual processing can begin
to gradually decline in middle age
or even earlier.

Now there’s a software pro-
gram, for both PCs and Macs, that
claims it can “train the brain to
think and react faster on the road”
by putting a user through brief, re-
petitive exercises aimed at bolster-
ing his or her visual-processing
prowess. It’s called DriveSharp,
and is from a San Francisco-based
company called Posit Science (pos-
itscience.com), which also pro-
duces other brain-training pro-
grams.

DriveSharp isn’t a driving simu-
lator, but a pair of simple-looking vi-
sual memory games, plus assess-
ment tests, that Posit Science says
are based on published scientific re-
search. The company says it pur-
chased a training technique that re-
searchers have proven to be effec-
tive at improving visual process-
ing.

Posit Science makes some
strong claims for DriveSharp. It as-
serts that people who use the pro-
gram as directed (at least three
times a week for 20 minutes at a
time) can cut their “crash risk” by
50% and stop their cars about seven
meters sooner at 86 kilometers per
hour. It says these users can expand
by 200% their “useful field of view,”
the area within which you can take
in details with a single glance.

And the company adds that, if

you use DriveSharp as instructed
for a total of 10 hours, its positive ef-
fects can last for several years. To
back up these claims, Posit Science
cites a number of scientific studies
and articles published in well-
known journals.

I’ve been testing the software,
which costs $139 at the company’s
Web site.

My verdict is that it was easy to
use, and it did indeed work on my
ability to rapidly recall the color
and position of multiple moving ob-
jects and of objects on the periph-
ery of my vision. It intelligently ad-
justed to my performance, and grad-
ually presented me with tougher
tasks.

However, two major caveats are
in order. First, I am neither a scien-
tist nor a doctor, so I can’t vouch
for the company’s claims about
DriveSharp’s benefits or even the

underlying problem it aims to alle-
viate. Secondly, I wasn’t able to test
DriveSharp long enough to know if
it actually made me a better driver.

When you first install the prod-
uct, you are required to set up an ac-
count so your progress can be
tracked. The software checks your
computer’s video capability, sug-
gests a distance you should sit back

from the screen, and changes your
screen resolution to one it deems
optimal for the training. It then
plays an introductory video explain-
ing how it works.

Your first step for each of the
two exercises is to take a tough as-
sessment test to establish a base-
line from which your progress is
measured. DriveSharp doesn’t tell
you how you’re progressing after
every session, only after you take
another assessment, which isn’t
recommended until you’ve put in a
few hours of work with the soft-
ware.

The first of the two exercises in
DriveSharp is called Jewel Diver.
This game aims to train you to di-
vide your attention so you can track
multiple moving objects at once.
Your goal is to locate colored “jew-
els” that have been covered by iden-
tical opaque objects and sur-
rounded by decoys, all of which
then move around. Over time, you
have to find more jewels, and they
move faster, for longer periods and
over larger areas.

The second exercise is called
Road Tour and is designed to ex-
pand your useful field of view. The
exercise involves correctly recall-
ing a car displayed in the middle of
a circle and also a particular road
sign, among many, near the edge of
that same circle. These objects
flash in front of you very quickly
and are then hidden. Again, the test
gets harder over time.

Both exercises are sensitive to
your progress. If
you’re doing well,
they get tougher
faster. If you’re strug-
gling, they revert to
simpler challenges
for a while. I saw both
of these behaviors in
my tests.

I did encounter a
few annoyances. For
instance, a bug fix re-
quired me to re-in-
stall the entire pro-
gram, not just a patch.
And the company au-
tomatically emails
you “newsletters”
once you establish

your account.
But, even though I am not en-

dorsing Posit Science’s claims, I
can say that DriveSharp was fun
and challenging, and that it makes
sense to this layman that it could
help you notice and track things
you see more accurately.

Email to mossberg@wsj.com.

By Nick Wingfield

Microsoft Corp. and Nokia
Corp., once bitter rivals in the mo-
bile market, formed an alliance to
strengthen their positions at a time
when other competitors have be-
come far more troublesome.

The deal between the two compa-
nies will bring Microsoft’s Office
programs and other software to
Nokia phones. It is aimed squarely
at the professional market that Re-
search In Motion Ltd. targets so suc-
cessfully with its BlackBerry line of
smart phones.

For Microsoft, the deal is an at-
tempt to increase the appeal of Of-
fice—a lucrative franchise that in-
cludes Word, Excel and other pro-
ductivity programs—to a business
audience that is being courted by
competing products from rivals that
range from Google Inc. to Cisco Sys-
tems Inc. Financial terms of the deal
weren’t disclosed.

In a conference call, a Nokia exec-
utive was particularly blunt in say-
ing the deal represents a threat
more to the BlackBerry maker than
to Apple Inc., which is thriving
among consumers with the iPhone.
“If any company should be worried
about this—it’s about creating a for-
midable challenger to RIM than any-
body else,” said Kai Oistama,
Nokia’s executive vice president for
devices.

A RIM spokeswoman didn’t re-
spond to requests for comment.

Nokia remains the dominant sup-
plier of smart phones, but its market
share has been shrinking, falling to
45% of world-wide unit sales in the
second quarter from 47.4% in the
same period the prior year, accord-
ing to Gartner Inc. RIM, meanwhile,
jumped to 18.7% of the market from
17.3% during the same periods,
while Apple soared to 13.3% from
2.8%, Gartner estimates.

Part of Nokia’s problem, analysts
say, is that its devices, which rely
mostly on the Symbian operating
system, have lost technological
ground to rivals. “Nokia is suffering
right now from having a really old
user interface in Symbian,” said Ken
Dulaney, an analyst at Gartner, a
market-research firm. “It’s not that
exciting.”

While the Microsoft deal won’t
provide more eye-catching inter-
faces for Nokia phones, it could give
users a better experience on the go
as they try to stay connected to
work, whether editing Word docu-
ments or viewing Excel spread-
sheets.

Microsoft next year said it will of-
fer a Nokia version of a product
called Office Communicator Mobile
that makes it easier for users to be
reached through a single phone num-
ber, rather than forcing callers to
hunt for them by dialing multiple
numbers.

Stephen Elop, president of Mi-
crosoft’s business division, said the
two companies will also work on
other projects, such as conferencing
software that allows Nokia phone us-
ers to participate in teleconferences
that use interactive slide presenta-
tions.

Gartner’s Mr. Dulaney said Mi-
crosoft’s strategy is to make it
tougher for business users to simply
switch to using applications from
companies like Google. “Microsoft’s
approach here is to put an anchor
point in ground and make that tran-
sition more difficult,” he said.

PERSONAL
TECHNOLOGY
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Microsoft, Nokia
strike alliance
to take on RIM

By Lorraine Luk

And Alex Pevzner

HONG KONG—Hutchison Tele-
communications International Ltd.
agreed to sell its controlling stake in
Israel’s second-biggest cellphone
provider, Partner Communications
Co., in a deal worth about US$1.38
billion in cash and debt.

The sale will allow Hutchison
Telecommunications, which is
60.4%-owned by conglomerate
Hutchison Whampoa Ltd., to invest
in other unprofitable units in emerg-
ing markets and raises hopes that
the mobile operator may pay a hefty
dividend, as it did when it sold its In-

dian operations in 2007.
Israeli mobile-phone importer

Scailex Corp. said it will buy 78.94
million shares of Partner at
US$17.50 each. That price is a pre-
mium of 1.7% over Partner’s closing
price of US$17.21 Tuesday on the
Nasdaq Stock Market.

Partner, which is second to
Cellcom Israel Ltd. in terms of sub-
scribers, is Hutchison Telecom’s larg-
est business. The Hong Kong com-
pany said it expects to book a gain be-
fore tax of about US$1 billion after
the sale of its 51.3% stake.

Hutchison Telecom Chief Execu-
tive Dennis Lui said the company
hasn’t decided on how it plans to use

the proceeds from the sale. He also
said the company remains in talks on
the sale of its Thailand operations,
but didn’t elaborate.

In March, Mr. Lui said the com-
pany was in talks to sell all of its
stake in its Thailand joint venture to
its partner CAT Telecom Public Co.
Hutchison owns about a 66% stake
in the venture.

Hutchison Telecom said the Part-
ner sale is subject to shareholder ap-
proval, and it expects to close the
transaction in the fourth quarter.

The sale came the same day
Hutchison Telecom said it swung to
a net loss for the six months ended
June 30 of 285 million Hong Kong

dollars (US$36.8 million), from a
year-earlier net profit of HK$1.17 bil-
lion. The company cited the depreci-
ation of the new Israeli shekel
against the Hong Kong dollar and
the economic downturn for the poor
results.

Revenue fell 20% to HK$6.41 bil-
lion from HK$7.99 billion. Hutchison
Telecom said its Israeli operations
accounted for 87.5% of the compa-
ny’s first-half revenue, while Thai-
land accounted for 8.2%. It also has
operations in Sri Lanka, Indonesia
and Vietnam.

Hutchison Telecom paid a divi-
dend of HK$7 a share in December af-
ter selling its Indian operations.
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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.

TUI Travel returns to profit
but warns of tougher winter

By Goran Mijuk

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 a lot 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.

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-

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-

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.

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

SAS to chop jobs as loss widens

Drug companies and
insurers are also
beefing up product
offerings for pets.
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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 dropped 15% 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

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. In re-
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.

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.
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 19.80 $25.65 0.29 1.14%
Alcoa AA 34.10 12.96 0.25 1.97%
AmExpress AXP 8.10 31.80 0.29 0.92%
BankAm BAC 287.60 15.93 0.08 0.50%
Boeing BA 4.20 46.34 0.95 2.09%
Caterpillar CAT 11.00 47.58 1.30 2.81%
Chevron CVX 8.30 68.72 0.78 1.15%
CiscoSys CSCO 45.80 21.43 0.26 1.23%
CocaCola KO 9.60 48.46 –0.58 –1.18%
Disney DIS 8.50 26.22 0.32 1.24%
DuPont DD 9.10 32.49 –0.08 –0.25%
ExxonMobil XOM 17.90 69.11 0.98 1.44%
GenElec GE 88.20 14.13 0.14 1.00%
HewlettPk HPQ 13.10 44.18 0.79 1.82%
HomeDpt HD 12.90 27.20 0.31 1.15%
Intel INTC 50.60 18.81 0.17 0.91%
IBM IBM 5.80 119.29 1.50 1.27%
JPMorgChas JPM 40.00 42.21 0.97 2.35%
JohnsJohns JNJ 7.80 60.59 0.37 0.61%
KftFoods KFT 6.90 28.50 0.04 0.14%
McDonalds MCD 6.60 56.26 0.24 0.43%
Merck MRK 11.60 30.74 0.41 1.35%
Microsoft MSFT 51.40 23.53 0.40 1.73%
Pfizer PFE 31.90 15.86 0.03 0.19%
ProctGamb PG 9.60 52.08 0.15 0.29%
3M MMM 4.50 72.33 0.99 1.39%
TravelersCos TRV 4.30 46.43 1.50 3.34%
UnitedTech UTX 8.10 58.17 2.40 4.30%
Verizon VZ 10.60 31.21 0.61 1.99%
WalMart WMT 17.40 50.51 0.74 1.49%

Dow Jones Industrial Average P/E: 15
LAST: 9361.61 s 120.16, or 1.30%

YEAR TO DATE: s 585.22, or 6.7%

OVER 52 WEEKS t 2,171.35, or 18.8%

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

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

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

Sol Melia 613 –15 –75 –186 Valeo 210 14 –1 –127

Intl Pwr 446 –13 –4 –134 Rhodia 594 15 –32 –331

TDC  106 –4 –8 –24 Brit Awys  628 18 –44 –163

Technip 87 –3 –11 –46 GKN Hldgs 274 19 32 –74

Smurfit Kappa Fdg  569 –3 –5 –167 Renault 374 21 25 –59

Eircom  199 –1 –5 –15 Grohe Hldg  1747 21 –25 –499

Fortum  45 ... 1 –11 AB Volvo 323 23 23 –95

Natixis 201 ... –4 –80 M real  1870 33 86 –2254

Electricite De France 48 ... 1 –17 Norske Skogindustrier 1063 42 –10 –215

Vodafone Gp 69 ... ... –26 TUI 1690 99 82 –761

Source: Markit Group

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

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

E.ON Germany Multiutilities $77.3 27.19 5.35% –29.6% –18.3%

BG Grp U.K. Integrated Oil & Gas 61.1 10.33 4.93 –3.6 44.5

GDF Suez France Multiutilities 90.3 28.13 4.28 –21.5 –0.3

UBS Switzerland Banks 48.9 16.34 3.09 –22.1 –73.6

Unilever Netherlands Food Products 48.1 19.75 2.86 2.4 8.6

Nestle S.A. Switzerland Food Products $150.6 42.36 –3.95% –14.9 3.4

BP U.K. Integrated Oil & Gas 173.4 5.07 –0.92 –3.3 –16.6

Soc. Generale France Banks 42.6 51.59 –0.58 –19.4 –56.4

HSBC Hldgs U.K. Banks 185.8 6.53 –0.29 –12.2 –21.8

Diageo U.K. Distillers & Vintners 42.7 9.36 –0.21 –4.9 –1.8

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

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

BNP Paribas S.A. 81.9 55.10 2.66% –7.9% –34.2%
France (Banks)
ING Groep 27.6 9.33 2.35 –59.0 –71.9
Netherlands (Life Insurance)
Total S.A. 130.3 38.66 2.32 –18.8 –27.9
France (Integrated Oil & Gas)
UniCredit 56.7 2.38 2.14 –25.4 –55.3
Italy (Banks)
Credit Suisse Grp 57.9 52.70 2.13 1.6 –22.6
Switzerland (Banks)
Barclays 64.3 3.53 2.05 0.5 –44.1
U.K. (Banks)
BHP Billiton 57.4 15.55 1.80 2.8 51.4
U.K. (General Mining)
Bayer 50.8 43.22 1.65 –19.1 8.6
Germany (Specialty Chemicals)
ABB 42.5 19.70 1.65 –22.0 24.3
Switzerland (Industrial Machinery)
Iberdrola S.A. 43.0 6.06 1.59 –27.2 –16.9
Spain (Conventional Electricity)
Koninklijke Phlps 22.3 16.13 1.57 –29.7 –37.8
Netherlands (Consumer Electronics)
Tesco 48.0 3.70 1.40 –1.9 –1.3
U.K. (Food Retailers & Wholesalers)
Banco Santander 118.5 10.23 1.39 –8.8 –9.4
Spain (Banks)
GlaxoSmithKline 112.5 11.91 1.36 –7.0 –18.8
U.K. (Pharmaceuticals)
ENI 91.7 16.11 1.32 –24.6 –34.1
Italy (Integrated Oil & Gas)
AXA S.A. 47.6 16.02 1.30 –24.0 –44.7
France (Full Line Insurance)
Deutsche Telekom 56.7 9.15 1.22 –17.6 –18.4
Germany (Mobile Telecommunications)
Royal Dutch Shell A 93.7 18.58 1.20 –18.2 –32.7
U.K. (Integrated Oil & Gas)
Banco Bilbao Viz 62.2 11.69 1.17 1.8 –31.3
Spain (Banks)
Novartis 119.3 48.60 1.04 –21.4 –30.7
Switzerland (Pharmaceuticals)

ArcelorMittal 55.1 24.85 0.98% –52.1% –1.1%
Luxembourg (Iron & Steel)
Nokia 49.5 9.30 0.87 –45.9 –43.6
Finland (Telecommunications Equipment)
Vodafone Grp 124.4 1.29 0.82 –7.6 17.5
U.K. (Mobile Telecommunications)
Astrazeneca 67.3 28.00 0.77 7.5 –14.7
U.K. (Pharmaceuticals)
Deutsche Bk 40.3 45.66 0.72 –23.9 –48.4
Germany (Banks)
Sanofi-Aventis S.A. 86.7 46.37 0.69 –3.8 –34.6
France (Pharmaceuticals)
Daimler 48.0 31.80 0.66 –23.1 –22.1
Germany (Automobiles)
Assicurazioni Gen 32.3 16.12 0.62 –27.9 –36.4
Italy (Full Line Insurance)
Allianz SE 48.3 75.18 0.58 –31.3 –42.7
Germany (Full Line Insurance)
Siemens 74.8 57.56 0.54 –24.0 –12.2
Germany (Diversified Industrials)
British Amer Tob 63.1 18.85 0.53 3.8 29.7
U.K. (Tobacco)
Anglo Amer 41.4 18.65 0.51 –33.2 –22.5
U.K. (General Mining)
L.M. Ericsson Tel B 28.4 68.50 0.44 –4.5 –40.4
Sweden (Telecommunications Equipment)
Intesa Sanpaolo 48.5 2.88 0.35 –23.4 –38.3
Italy (Banks)
Roche Hldg Part. Cert. 108.4 166.10 0.30 –11.4 –26.2
Switzerland (Pharmaceuticals)
Rio Tinto 58.5 23.12 0.30 –39.9 0.1
U.K. (General Mining)
Telefonica S.A. 116.3 17.40 0.09 4.1 31.3
Spain (Fixed Line Telecommunications)
BASF 45.2 34.57 ... –13.5 10.1
Germany (Commodity Chemicals)
France Telecom 65.9 17.73 –0.03 –11.6 9.0
France (Fixed Line Telecommunications)
SAP 57.5 33.02 –0.15 –13.8 –10.7
Germany (Software)

Sources: Dow Jones Indexes; WSJ Market Data Group

WSJ.com

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

Merger Arbitrage 0.37% 0.65% 2.7% 5.2% -3.6%
Event Driven 0.70% 1.80% 5.0% 8.5% -20.0%
Equity Market Neutral -0.27% -0.17% 0.2% -3.4% -8.8%
Equity Long/Short -0.31% 1.91% 3.2% 2.4% -13.4%

*Estimates as of 08/11/09, after fees; Source: www.djhedgefundindexes.com

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

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

Index: series/version in pct. pts. Mid-price Coupon Maximum Minimum Average
Europe: 11/1 0.91 104.25% 0.02% 1.87 0.85 1.27

Eur. High Volatility: 11/1 1.71 108.94 0.04 3.89 1.56 2.52

Europe Crossover: 11/1 6.11 113.47 0.10 9.71 5.77 7.64

Asia ex-Japan IG: 11/1 1.28 109.81 0.04 3.84 1.21 2.23

Japan: 11/1 1.72 114.99 0.05 4.33 1.41 2.32

 Note: Data as of August 11

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

In percentage points
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BLUE CHIPS & BONDS

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

Europe: Bank revenues from equity capital markets

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

Source: Dealogic
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Smart phones shine amid handset slump
Mid-range models
getting squeezed out,
according to Gartner

Source: Gartner

Big declines, small gains
Second-quarter world-wide mobile 
sales, in millions of units
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NokiaBy Gustav Sandstrom

STOCKHOLM—Global 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
the rise 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

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 a lot 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.

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.

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.

In its 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, which is 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 to rise 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.

IEA sees demand
for oil rising
on Asian needs
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Dow Jones and Dow Jones Stoxx Indexes
Price-to- Price-to-

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

2.45% 15 DJ Global Index -a % % 203.92 0.82% –19.7% 4.28% 13 U.S. Select Dividend -b % % 574.39 0.85%–19.3%

2.00% 17 Global Dow 1189.80 0.03% –20.3% 1795.83 0.53% –23.9% 4.39% 16 Infrastructure 1292.20 –0.41% –17.1% 1741.31 –0.45% –21.1%

3.13% 31 Stoxx 600 228.60 1.01% –19.6% 242.70 1.52% –23.2% 1.63% 8 Luxury 785.80 0.23% –11.4% 946.82 0.73% –15.3%

3.28% 20 Stoxx Large 200 245.10 1.02% –20.0% 258.73 1.53% –23.5% 6.32% 5 BRIC 50 364.90 –1.24% –12.9% 491.69 –1.29% –17.2%

2.38% -11 Stoxx Mid 200 210.70 1.09% –17.4% 222.45 1.60% –21.0% 4.32% 12 Africa 50 713.20 –1.06% –22.2% 639.86 –1.10% –26.0%

2.42% 252 Stoxx Small 200 132.60 0.65% –17.6% 139.96 1.16% –21.2% 3.59% 7 GCC % % 1433.41 –2.09% –46.5%

3.17% 22 Euro Stoxx 248.30 1.24% –21.6% 263.55 1.75% –25.0% 3.01% 15 Sustainability 754.70 0.54% –17.5% 904.19 0.88% –21.3%

3.31% 16 Euro Stoxx Large 200 264.60 1.32% –22.0% 279.07 1.83% –25.5% 2.37% 13 Islamic Market -a % % 1741.39 0.76% –18.5%

2.40% -13 Euro Stoxx Mid 200 233.00 0.91% –19.5% 245.70 1.42% –23.0% 2.65% 13 Islamic Market 100 1555.20 0.34% –13.9% 1888.66 0.69% –17.8%

2.71% 22 Euro Stoxx Small 200 142.10 0.63% –19.1% 149.74 1.14% –22.7% 2.65% 13 Islamic Turkey -c % % % %

5.65% 9 Stoxx Select Dividend 30 1272.70 1.14% –28.1% 1547.93 1.65% –31.3% 2.08% 14 DJ U.S. TSM % % 10384.55 1.38% –21.0%

4.90% 11 Euro Stoxx Select Div 30 1520.20 1.11% –30.9% 1856.20 1.62% –33.9% % DJ-UBS Commodity 125.90 0.36% –29.4% 129.95 0.87% –32.5%

*Fundamentals are based on data in U.S. dollar. Footnotes: a-in US dollar. b-dividends reinvested. c-in local currency. Note: All data as of 2 p.m. ET. Source: Dow Jones Indexes

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

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

Australia 1.2032 1.9897 1.1171 0.1672 0.0371 0.1968 0.0125 0.3140 1.7100 0.2297 1.1054 ...

 Canada 1.0885 1.7999 1.0105 0.1513 0.0336 0.1780 0.0113 0.2841 1.5469 0.2078 ... 0.9046

 Denmark 5.2378 8.6611 4.8628 0.7278 0.1617 0.8567 0.0544 1.3669 7.4439 ... 4.8121 4.3531

 Euro 0.7036 1.1635 0.6533 0.0978 0.0217 0.1151 0.0073 0.1836 ... 0.1343 0.6465 0.5848

 Israel 3.8318 6.3362 3.5575 0.5325 0.1183 0.6267 0.0398 ... 5.4457 0.7316 3.5204 3.1846

 Japan 96.2250 159.1177 89.3371 13.3716 2.9708 15.7392 ... 25.1125 136.7550 18.3714 88.4055 79.9726

 Norway 6.1137 10.1096 5.6761 0.8496 0.1888 ... 0.0635 1.5955 8.6888 1.1672 5.6169 5.0811

 Russia 32.3900 53.5601 30.0715 4.5010 ... 5.2979 0.3366 8.4531 46.0327 6.1840 29.7579 26.9193

 Sweden 7.1962 11.8996 6.6811 ... 0.2222 1.1771 0.0748 1.8780 10.2272 1.3739 6.6114 5.9808

 Switzerland 1.0771 1.7811 ... 0.1497 0.0333 0.1762 0.0112 0.2811 1.5308 0.2056 0.9896 0.8952

 U.K. 0.6047 ... 0.5615 0.0840 0.0187 0.0989 0.0063 0.1578 0.8595 0.1155 0.5556 0.5026

 U.S. ... 1.6536 0.9284 0.1390 0.0309 0.1636 0.0104 0.2610 1.4212 0.1909 0.9187 0.8311

Source: Thomson Reuters via WSJ Market Data Group

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

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

Corn (cents/bu.) CBOT 336.25 5.25 1.59% 707.00 302.00
Soybeans (cents/bu.) CBOT 1044.00 5.50 0.53 1,557.50 670.00
Wheat (cents/bu.) CBOT 517.75 5.25 1.02 1,155.75 503.50
Live cattle (cents/lb.) CME 88.350 0.675 0.77 118.500 81.250
Cocoa ($/ton) ICE-US 2,900 38 1.33 3,217 1,961
Coffee (cents/lb.) ICE-US 138.70 –1.35 –0.96% 189.00 112.00
Sugar (cents/lb.) ICE-US 22.97 1.05 4.79 23.33 11.05
Cotton (cents/lb.) ICE-US 63.88 –0.12 –0.19 101.50 45.25
Crude palm oil (ringgit/ton) MDEX 2,460.00 –5 –0.20 2,685 1,965
Cocoa (pounds/ton) LIFFE 1,839 22 1.21 1,953 1,187
Robusta coffee ($/ton) LIFFE 1,437 –15 –1.03 2,324 1,250

Copper (cents/lb.) COMEX 282.35 8.70 3.18 375.35 129.55
Gold ($/troy oz.) COMEX 952.50 4.90 0.52 1,060.00 494.00
Silver (cents/troy oz.) COMEX 1458.50 24.00 1.67 2,009.00 886.00
Aluminum ($/ton) LME 1,924.50 –60.50 –3.05 2,811.00 1,288.00
Tin ($/ton) LME 14,625.00 –160.00 –1.08 21,400.00 9,750.00
Copper ($/ton) LME 6,026.00 –110.00 –1.79 7,761.00 2,815.00
Lead ($/ton) LME 1,800.00 –30.00 –1.64 2,115.00 870.00
Zinc ($/ton) LME 1,802.00 –65.00 –3.48 1,904.00 1,065.00
Nickel ($/ton) LME 19,320 –975 –4.80 21,195 9,000

Crude oil ($/bbl.) NYMEX 70.16 0.71 1.02 142.60 44.28
Heating oil ($/gal.) NYMEX 1.8921 –0.0196 –1.03 4.0400 1.2589
RBOB gasoline ($/gal.) NYMEX 2.0253 –0.0169 –0.83 3.0875 1.1450
Natural gas ($/mmBtu) NYMEX 3.479 –0.062 –1.75 12.059 3.366
Brent crude ($/bbl.) ICE-EU 73.41 0.45 0.62 116.93 44.75
Gas oil ($/ton) ICE-EU 604.75 4.50 0.75 1,086.00 411.50

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on Aug. 12
Per In

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

Argentina peso-a 5.4450 0.1837 3.8313 0.2610

Brazil real 2.6060 0.3837 1.8337 0.5454

Canada dollar 1.5469 0.6465 1.0885 0.9187
1-mo. forward 1.5468 0.6465 1.0884 0.9188

3-mos. forward 1.5465 0.6466 1.0882 0.9190
6-mos. forward 1.5463 0.6467 1.0880 0.9191

Chile peso 776.33 0.001288 546.25 0.001831
Colombia peso 2876.01 0.0003477 2023.65 0.0004942

Ecuador US dollar-f 1.4212 0.7036 1 1
Mexico peso-a 18.4962 0.0541 13.0145 0.0768

Peru sol 4.1648 0.2401 2.9305 0.3412
Uruguay peso-e 33.043 0.0303 23.250 0.0430

U.S. dollar 1.4212 0.7036 1 1
Venezuela bolivar 3.05 0.327682 2.15 0.465701

ASIA-PACIFIC
Australia dollar 1.7100 0.5848 1.2032 0.8311
China yuan 9.7140 0.1029 6.8351 0.1463

Hong Kong dollar 11.0161 0.0908 7.7513 0.1290
India rupee 68.5800 0.0146 48.2550 0.0207

Indonesia rupiah 14148 0.0000707 9955 0.0001005
Japan yen 136.75 0.007312 96.23 0.010392

1-mo. forward 136.72 0.007314 96.20 0.010395
3-mos. forward 136.64 0.007319 96.14 0.010401

6-mos. forward 136.48 0.007327 96.04 0.010413
Malaysia ringgit-c 5.0175 0.1993 3.5305 0.2832

New Zealand dollar 2.1158 0.4726 1.4888 0.6717
Pakistan rupee 117.533 0.0085 82.700 0.0121

Philippines peso 68.303 0.0146 48.060 0.0208
Singapore dollar 2.0518 0.4874 1.4437 0.6927

South Korea won 1770.82 0.0005647 1246.00 0.0008026
Taiwan dollar 46.701 0.02141 32.860 0.03043
Thailand baht 48.442 0.02064 34.085 0.02934

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

Euro zone euro 1 1 0.7036 1.4212

1-mo. forward 1.0000 1.0000 0.7036 1.4212

3-mos. forward 1.0000 1.0000 0.7036 1.4212

6-mos. forward 1.0001 0.9999 0.7037 1.4210

Czech Rep. koruna-b 25.822 0.0387 18.170 0.0550

Denmark krone 7.4439 0.1343 5.2378 0.1909

Hungary forint 271.75 0.003680 191.22 0.005230

Norway krone 8.6888 0.1151 6.1137 0.1636

Poland zloty 4.1572 0.2405 2.9251 0.3419

Russia ruble-d 46.033 0.02172 32.390 0.03087

Sweden krona 10.2272 0.0978 7.1962 0.1390

Switzerland franc 1.5308 0.6533 1.0771 0.9284

1-mo. forward 1.5303 0.6535 1.0768 0.9287

3-mos. forward 1.5293 0.6539 1.0761 0.9293

6-mos. forward 1.5272 0.6548 1.0746 0.9306

Turkey lira 2.1204 0.4716 1.4920 0.6702

U.K. pound 0.8595 1.1635 0.6047 1.6536

1-mo. forward 0.8595 1.1634 0.6048 1.6535

3-mos. forward 0.8596 1.1633 0.6049 1.6533

6-mos. forward 0.8597 1.1632 0.6049 1.6531

MIDDLE EAST/AFRICA
Bahrain dinar 0.5358 1.8665 0.3770 2.6527

Egypt pound-a 7.8848 0.1268 5.5480 0.1802

Israel shekel 5.4457 0.1836 3.8318 0.2610

Jordan dinar 1.0087 0.9914 0.7098 1.4089

Kuwait dinar 0.4083 2.4489 0.2873 3.4804

Lebanon pound 2133.93 0.0004686 1501.50 0.0006660

Saudi Arabia riyal 5.3297 0.1876 3.7502 0.2667

South Africa rand 11.4733 0.0872 8.0730 0.1239

United Arab dirham 5.2200 0.1916 3.6730 0.2723

SDR -f 0.9149 1.0930 0.6438 1.5533

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

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

Price-to- PREVIOUS SESSION PERFORMANCE

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

Price-to- PREVIOUS SESSION PERFORMANCE

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

 31 EUROPE DJ Stoxx 600 228.65 2.30 1.02% 16.1% –19.6%

 15 DJ Stoxx 50 2334.61 18.92 0.82 13.0% –19.2%

 22 Euro Zone DJ Euro Stoxx 248.29 3.04 1.24 11.4% –21.6%

 18 DJ Euro Stoxx 50 2688.21 37.27 1.41 9.7% –19.9%

 11 Austria ATX 2326.67 25.61 1.11 32.9% –33.8%

 13 Belgium Bel-20 2273.34 10.94 0.48 19.1% –25.3%

 11 Czech Republic PX 1114.9 1.3 0.12 29.9% –23.0%

 15 Denmark OMX Copenhagen 302.96 3.03 1.01 33.9% –20.7%

 13 Finland OMX Helsinki 5881.63 60.56 1.04 8.8% –29.8%

 14 France CAC-40 3507.24 51.06 1.48 9.0% –20.3%

 22 Germany DAX 5350.09 64.28 1.22 11.2% –16.7%

 … Hungary BUX 18071.84 329.19 1.86 47.6% –10.8%

 12 Ireland ISEQ 2892.21 44.82 1.57 23.4% –34.3%

 11 Italy FTSE MIB 21546.38 277.87 1.31 10.7% –25.1%

 9 Netherlands AEX 288.95 4.78 1.68 17.5% –29.6%

 12 Norway All-Shares 350.80 5.04 1.46 29.8% –24.1%

 17 Poland WIG 35224.78 –63.96 –0.18% 29.4% –14.2%

 14 Portugal PSI 20 7520.01 38.02 0.51 18.6% –11.6%

 … Russia RTSI 1025.12 –8.60 –0.83% 62.2% –42.3%

 10 Spain IBEX 35 10933.8 101.9 0.94% 18.9% –6.5%

 15 Sweden OMX Stockholm 270.25 3.26 1.22 32.3% –3.6%

 13 Switzerland SMI 5962.49 12.51 0.21 7.7% –17.1%

 … Turkey ISE National 100 43889.75 210.77 0.48 63.4% 6.4%

 12 U.K. FTSE 100 4716.76 45.42 0.97 6.4% –13.4%

 34 ASIA-PACIFIC DJ Asia-Pacific 113.92 –1.55 –1.34 21.7% –11.9%

 … Australia SPX/ASX 200 4343.1 11.1 0.26 16.7% –12.3%

 … China CBN 600 27086.27 –1232.53 –4.35 83.4% 38.5%

 20 Hong Kong Hang Seng 20435.24 –638.97 –3.03 42.0% –4.0%

 18 India Sensex 15020.16 –54.43 –0.36 55.7% –0.5%

 … Japan Nikkei Stock Average 10435.00 –150.46 –1.42 17.8% –19.9%

 … Singapore Straits Times 2571.31 –25.99 –1.00 46.0% –8.6%

 11 South Korea Kospi 1565.35 –13.86 –0.88 39.2% 0.2%

 18 AMERICAS DJ Americas 264.75 3.65 1.40 17.1% –21.0%

 … Brazil Bovespa 56159.29 398.13 0.71 49.6% 2.7%

 18 Mexico IPC 27871.77 70.97 0.26 24.5% 3.9%

*P/E ratios use trailing 12-months, as-reported earnings
Note: Americas index data are as of 3:00 p.m. ET. Sources: Thomson Reuters; WSJ Market Data Group

GLOBAL MARKETS LINEUP

MSCI indexes
Developed and emerging-market regional and country indexes
from MSCI Barra as of Aug. 12, 2009

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE

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

2.80% 18 ALL COUNTRY (AC) WORLD* 267.20 –1.04% 17.4% –22.7%

2.80% 19 World (Developed Markets) 1,049.34 –1.02% 14.0% –23.2%

2.50% 20 World ex-EMU 123.16 –0.90% 14.4% –21.8%

2.60% 21 World ex-UK 1,046.50 –0.99% 13.3% –22.7%

3.50% 18 EAFE 1,434.22 –0.56% 15.9% –24.6%

2.40% 16 Emerging Markets (EM) 844.90 –1.16% 49.0% –18.9%

4.00% 12 EUROPE 78.76 –1.38% 13.4% –20.6%

4.20% 13 EMU 158.84 –1.68% 11.8% –30.0%

3.70% 15 Europe ex-UK 86.05 –1.49% 10.9% –20.7%

4.90% 10 Europe Value 89.68 –1.74% 15.7% –19.9%

3.00% 16 Europe Growth 67.20 –1.00% 11.2% –21.3%

3.20% 15 Europe Small Cap 139.07 –1.37% 37.8% –17.1%

2.40% 8 EM Europe 225.20 –3.79% 41.8% –41.1%

4.50% 9 UK 1,390.01 –1.09% 5.7% –13.3%

2.90% 14 Nordic Countries 121.79 –2.51% 24.2% –24.9%

1.80% 7 Russia 600.66 –2.97% 45.7% –50.5%

3.60% 12 South Africa 659.05 –0.63% 13.8% –4.1%

2.90% 19 AC ASIA PACIFIC EX-JAPAN 363.00 0.10% 46.8% –12.9%

1.70%-118 Japan 603.58 0.33% 13.9% –26.6%

2.10% 18 China 61.83 0.59% 51.6% –2.7%

1.00% 20 India 599.40 0.56% 62.3% 4.5%

0.90% 23 Korea 440.19 0.06% 43.4% 1.0%

2.80% 31 Taiwan 251.70 0.29% 45.2% –6.5%

2.00% 25 US BROAD MARKET 1,100.68 –1.30% 12.0% –21.1%

1.50% -44 US Small Cap 1,480.62 –1.60% 18.7% –19.4%

3.50% 14 EM LATIN AMERICA 3,305.23 –2.81% 59.1% –23.8%

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

Follow the markets throughout the day, with updated stock quotes, news and commentary at
WSJ.com/Europe. Also, receive email alerts that summarize the day’s trading in Europe and Asia.
To sign up, go to WSJ.com/Online Today
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BHP profit tumbles 62%
Miner is cautious
but sees indications
demand is returning

Note: Fiscal years end June 30 of year shown
Source: the company

BHP Billiton
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Cemex wins bank accord
to ease short-term debt

E.ON profit more than doubles

Framework set for VW-Porsche deal

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.

Bloomberg News

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 a separate statement, the com-
pany confirmed it will sell its Thüga
unit, a holding company that bun-
dles stakes in about 100 municipal
utilities, to a consortium of German
municipal utilities for Œ2.9 billion
($4.1 billion). The transaction is ex-
pected to close in 2009, subject to
antitrust approval.

E.ON reported net profit of Œ1.85
billion from Œ882 million a year ear-
lier, mainly because of lower interest
and tax expenses. The company said

theearnings alsowere helpedbyfavor-
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
Œ16.58 billion from Œ18.38 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

likely to be based on operating fac-
tors,” Mr. Wulf said.

Wednesday, E.ON shares gained
5.1% to Œ27.31 in Frankfurt.

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

CORPORATE NEWS

E.On
Daily share price on the Frankfurt 
Stock Exchange
Wednesday’s close: Œ27.19, up 5.3%

Source: Thomson Reuters Datastream
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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

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$15.39 billion 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
to build 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 the last 10 to 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.

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 to require 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
with net 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 new re-
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
to be a blessing 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.

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
Qatari investment fund is expected to
lend Porsche’s holding company

Œ250 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 Œ7.7 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 Œ10 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 Œ5 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 Œ3 billion, one of the
people said. Qatar also is expected to
buy a 17% stake in VW through the op-
tions Porsche accumulated, which
are valued at as much as Œ5 billion.

Spokespeople for Porsche, VW
and Qatar couldn’t be reached.
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EFG-Hermes Saudi Arabia Equity EA EQ SAU 08/04 SAR 5.63 18.7 –39.0 NS
EFG-Hermes Telecom OT EQ BMU 05/29 USD 28.96 12.9 –18.6 –8.2

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com

n HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 08/11 USD 318.43 29.7 4.1 3.7
Sel Emerg Mkt Equity GL EQ GGY 08/11 USD 185.76 41.8 –16.1 –10.9
Sel Euro Equity EUR US EQ GGY 08/11 EUR 87.45 19.0 –23.1 –22.3
Sel European Equity EU EQ GGY 08/11 USD 163.88 19.2 –29.4 –21.6
Sel Glob Equity GL EQ GGY 08/11 USD 173.16 20.6 –24.5 –19.9
Sel Glob Fxd Inc GL BD GGY 08/11 USD 134.91 4.6 –5.8 –2.2
Sel Pacific Equity AS EQ GGY 08/11 USD 128.50 42.1 –11.1 –8.4
Sel US Equity US EQ GGY 08/11 USD 112.78 11.9 –25.3 –17.9
Sel US Sm Cap Eq US EQ GGY 08/11 USD 156.00 19.3 –26.5 –19.9

n SEB Sicav 2
Nordic Small Cap -C- OT OT LUX 08/12 EUR 110.59 NS NS NS

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 08/11 EUR 24.20 –7.7 –50.9 –48.2
MP-TURKEY.SI OT OT SVN 08/11 EUR 29.84 52.8 –23.1 –22.3

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810
Parex Caspian Sea Eq EU EQ LVA 08/11 EUR 3.18 51.4 –56.3 –42.0
Parex Eastern Europ Bal OT OT LVA 08/11 EUR 12.36 44.1 –9.9 –5.9
Parex Eastern Europ Bd EU BD LVA 08/11 USD 13.18 51.1 –6.2 –1.0
Parex Russian Eq EE EQ LVA 08/11 USD 15.72 81.5 –35.6 –21.5

n PICTET & CIE, ROUTE DES ACACIAS 60, CH-1211 GENEVA 73
Tel: + 41 (58) 323 3000 Web: www.pictetfunds.com
PF (LUX)-Asian Eq-Ica AS EQ LUX 08/12 USD 149.70 35.0 –15.0 –14.4
PF (LUX)-Asian Eq-Pca AS EQ LUX 08/12 USD 142.93 34.3 –15.8 –15.2
PF (LUX)-Biotech-Pca OT EQ LUX 08/11 USD 278.82 –2.2 –26.2 –5.1
PF (LUX)-CHF Liq-Pca CH MM LUX 08/11 CHF 124.20 0.2 0.5 1.3
PF (LUX)-CHF Liq-Pdi CH MM LUX 08/11 CHF 93.75 0.2 0.5 1.3
PF (LUX)-Digital Comm-Pca OT EQ LUX 08/11 USD 101.24 24.5 –6.8 –7.5
PF (LUX)-East Eu-Pca EU EQ LUX 08/11 EUR 243.83 82.6 –33.9 –26.2
PF (LUX)-Emg Mkts-Pca GL EQ LUX 08/12 USD 440.84 44.9 –21.2 –15.8
PF (LUX)-Eu Indx-Pca EU EQ LUX 08/11 EUR 89.91 17.6 –20.0 –18.4
PF (LUX)-EUR Bds-Pca EU BD LUX 08/11 EUR 377.70 1.1 4.6 2.1
PF (LUX)-EUR Bds-Pdi EU BD LUX 08/11 EUR 287.43 1.1 4.6 2.1
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 08/11 EUR 141.54 13.3 8.2 3.7
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 08/11 EUR 99.51 13.3 8.2 3.7
PF (LUX)-EUR HiYld-Pca EU BD LUX 08/11 EUR 130.16 44.3 –1.0 –5.0
PF (LUX)-EUR HiYld-Pdi EU BD LUX 08/11 EUR 75.46 44.3 –1.0 –5.1
PF (LUX)-EUR Liq-Pca EU MM LUX 08/11 EUR 135.78 0.9 2.0 2.9
PF (LUX)-EUR Liq-Pdi EU MM LUX 08/11 EUR 97.85 0.8 2.0 2.9
PF (LUX)-EUR Sov Liq-Pca OT OT LUX 08/11 EUR 102.37 0.5 1.7 NS
PF (LUX)-EUR Sov Liq-Pdi OT OT LUX 08/11 EUR 101.00 0.5 1.7 NS
PF (LUX)-Europ Eq-Pca EU EQ LUX 08/11 EUR 359.32 17.4 –23.3 –23.8
PF (LUX)-EuSust Eq-Pca EU EQ LUX 08/11 EUR 117.71 16.4 –20.1 –21.4
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 08/11 USD 228.76 20.8 14.1 9.5
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 08/11 USD 155.62 20.8 14.1 9.5
PF (LUX)-Gr China-Pca AS EQ LUX 08/12 USD 310.79 46.1 –2.8 –6.1
PF (LUX)-Indian Eq-Pca EA EQ LUX 08/12 USD 292.41 52.6 –14.3 –11.0
PF (LUX)-Jap Index-Pca JP EQ LUX 08/12 JPY 9236.68 13.4 –24.7 –23.1
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 08/12 JPY 8062.77 10.4 –29.7 –28.0
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 08/12 JPY 7839.51 10.0 –30.2 –28.4
PF (LUX)-JpEq130/30-Pca JP EQ LUX 08/12 JPY 4535.03 15.5 –24.3 –23.3
PF (LUX)-MidEast&NorAfr-Pca OT OT LUX 07/23 USD 45.27 9.1 –53.3 NS
PF (LUX)-Pacif Idx-Pca AS EQ LUX 08/12 USD 227.60 43.8 –10.7 –9.0
PF (LUX)-Piclife-Pca CH BA LUX 08/11 CHF 754.89 9.5 –5.2 –6.3
PF (LUX)-PremBrnds-Pca OT EQ LUX 08/11 EUR 55.37 25.4 –13.3 –17.8
PF (LUX)-Rus Eq-Pca OT OT LUX 08/11 USD 45.27 98.2 –39.5 NS
PF (LUX)-Security-Pca GL EQ LUX 08/11 USD 85.54 19.7 –12.2 –12.3
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 08/11 EUR 404.16 23.9 –22.3 –21.8
PF (LUX)-US Eq-Ica US EQ LUX 08/11 USD 91.34 11.9 –24.2 –14.2
PF (LUX)-USA Index-Pca US EQ LUX 08/11 USD 80.49 11.0 –22.5 –16.1
PF (LUX)-USD Gov Bds-Pca US BD LUX 08/11 USD 503.03 –5.2 4.8 5.7
PF (LUX)-USD Gov Bds-Pdi US BD LUX 08/11 USD 369.11 –5.2 4.8 5.7
PF (LUX)-USD Liq-Pca US MM LUX 08/11 USD 130.93 0.6 1.2 2.3
PF (LUX)-USD Liq-Pdi US MM LUX 08/11 USD 85.49 0.6 1.2 2.3

PF (LUX)-USD Sov Liq-Pca OT OT LUX 08/11 USD 101.56 0.3 1.3 NS
PF (LUX)-USD Sov Liq-Pdi OT OT LUX 08/11 USD 100.85 0.3 1.3 NS
PF (LUX)-Water-Pca GL EQ LUX 08/11 EUR 112.64 9.3 –18.5 –14.4
PF (LUX)-WldGovBds-Pca GL BD LUX 08/12 USD 160.74 –2.5 6.5 8.0
PF (LUX)-WldGovBds-Pdi GL BD LUX 08/12 USD 133.04 –2.5 6.5 8.0

n POLAR CAPITAL PARTNERS LIMITED
International Fund Managers (Ireland) Limited PH - 353 1 670 660 Fax - 353 1 670 1185
Global Technology OT EQ IRL 08/11 USD 11.05 40.9 –13.9 –12.9
Japan Fund USD JP EQ IRL 08/12 USD 16.33 11.2 10.1 –5.2
Polar Healthcare Class I USD OT OT IRL 08/11 USD 11.62 NS NS NS
Polar Healthcare Class R USD OT OT IRL 08/11 USD 11.62 NS NS NS

n Hemisphere Management (Ireland) Limited
Discovery USD A OT OT CYM 06/30 USD 123.19 10.8 12.5 12.2
Elbrus USD A GL EQ CYM 05/29 USD 8.36 23.9 –48.7 –17.6
Europn Conviction USD B EU EQ CYM 06/30 USD 132.65 5.0 17.6 11.1
Europn Forager USD B OT OT CYM 06/30 USD 199.88 11.7 0.4 –2.7
Latin America USD A GL EQ CYM 06/30 USD 14.25 2.2 –4.7 14.7
Paragon Limited USD A OT OT CYM 12/31 USD 309.60 12.7 12.7 14.2
UK Fund USD A OT OT CYM 06/30 USD 171.84 3.6 5.7 1.6

n PT CIPTADANA ASSET MANAGEMENT
Tel: 521-3479 Fax: 521-3478 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 08/05 USD 109.03 89.0 –6.9 –2.0

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 08/11 EUR 623.23 10.6 –23.6 NS
Core Eurozone Eq B EU EQ IRL 08/11 EUR 742.23 12.9 –20.4 NS
Euro Fixed Income A EU BD IRL 08/11 EUR 1188.10 5.0 –1.9 –3.0
Euro Fixed Income B EU BD IRL 08/11 EUR 1265.45 5.3 –1.3 –2.4
Euro Small Cap A EU EQ IRL 08/11 EUR 1067.72 25.9 –23.3 –26.1
Euro Small Cap B EU EQ IRL 08/11 EUR 1141.06 26.4 –22.9 –25.7
Eurozone Agg Eq A EU EQ IRL 08/11 EUR 579.73 16.7 –22.9 –22.2
Eurozone Agg Eq B EU EQ IRL 08/11 EUR 831.21 17.1 –22.4 –21.7
Glbl Bd (EuroHdg) A GL BD IRL 08/11 EUR 1319.84 10.2 3.8 1.6
Glbl Bd (EuroHdg) B GL BD IRL 08/11 EUR 1397.66 10.6 4.6 2.2
Glbl Bd A EU BD IRL 08/11 EUR 1059.95 8.1 8.7 1.2
Glbl Bd B EU BD IRL 08/11 EUR 1126.23 8.5 9.3 1.8
Glbl Real Estate A OT EQ IRL 08/11 USD 791.15 18.7 –30.3 –22.5
Glbl Real Estate B OT EQ IRL 08/11 USD 813.73 19.1 –29.9 –22.1
Glbl Real Estate EH-A OT EQ IRL 08/11 EUR 723.53 15.3 –30.9 –23.8
Glbl Real Estate SH-B OT EQ IRL 08/11 GBP 67.73 14.2 –31.8 –23.5
Glbl Strategic Yield A EU BD IRL 08/11 EUR 1440.46 27.4 –0.8 –1.0
Glbl Strategic Yield B EU BD IRL 08/11 EUR 1537.97 27.9 –0.2 –0.4
Japan Equity A JP EQ IRL 08/11 JPY 12547.00 21.4 –20.5 –22.0
Japan Equity B JP EQ IRL 08/11 JPY 13342.00 21.8 –20.0 –21.6
PacBasn (Ex-Jap) Eq A AS EQ IRL 08/11 USD 1980.61 54.0 –4.3 –7.8
PacBasn (Ex-Jap) Eq B AS EQ IRL 08/11 USD 2108.82 54.6 –3.8 –7.3
Pan European Eq A EU EQ IRL 08/11 EUR 851.27 18.5 –22.2 –21.1
Pan European Eq B EU EQ IRL 08/11 EUR 905.36 18.9 –21.9 –20.6
US Equity A US EQ IRL 08/11 USD 778.19 16.3 –24.2 –16.2
US Equity B US EQ IRL 08/11 USD 831.24 16.7 –23.7 –15.7
US Small Cap A US EQ IRL 08/11 USD 1156.03 15.0 –25.9 –17.8
US Small Cap B US EQ IRL 08/11 USD 1235.60 15.4 –25.5 –17.3

n SEB ASSET MANAGEMENT S.A.
www.seb.se

n SEB Fund 1
Asset Sele C EUR OT OT LUX 08/12 EUR 13.33 –5.6 14.1 11.3
Asset Sele C H-CHF OT OT LUX 08/12 CHF 92.70 NS NS NS
Asset Sele C H-GBP OT OT LUX 08/12 GBP 93.53 NS NS NS
Asset Sele C H-JPY OT OT LUX 08/12 JPY 9307.13 NS NS NS
Asset Sele C H-NOK OT OT LUX 08/12 NOK 107.03 –4.9 NS NS
Asset Sele C H-SEK OT OT LUX 08/12 SEK 134.11 –5.9 15.2 11.7
Asset Sele C H-USD OT OT LUX 08/12 USD 93.42 NS NS NS
Asset Sele D H-SEK OT OT LUX 08/12 SEK 125.86 –5.9 NS NS
Choice Global Value -C- GL EQ LUX 08/12 SEK 68.04 13.1 –25.5 –25.5
Choice Global Value -D- OT OT LUX 08/12 SEK 65.20 13.1 –25.5 NS
Choice Global Value -I- OT OT LUX 08/12 EUR 5.90 21.2 –31.2 –28.4
Choice Japan Fd -C- OT OT LUX 08/12 JPY 50.38 12.1 –23.9 –23.4
Choice Japan Fd -D- OT OT LUX 08/12 JPY 45.30 12.1 –23.9 –23.4
Choice Jpn Chance/Risk JP EQ LUX 08/12 JPY 52.53 17.3 –28.4 –27.1
Choice NthAmChance/Risk US EQ LUX 08/12 USD 3.55 26.7 –25.7 –14.7
Ethical Europe Fd OT OT LUX 08/12 EUR 1.74 16.7 –27.0 –25.1
Europe 1 Fd OT OT LUX 08/12 EUR 2.50 20.0 –25.7 –25.0
Europe 3 Fd EU EQ LUX 08/12 EUR 3.61 18.1 –26.8 –25.5
Global Chance/Risk Fd GL EQ LUX 08/12 EUR 0.54 14.5 –19.4 –19.1
Global Fd -C- OT OT LUX 08/12 USD 1.91 14.6 –24.9 –18.1
Global Fd -D- OT OT LUX 08/12 USD 1.19 14.6 NS NS
Nordic Fd OT OT LUX 08/12 EUR 5.00 24.3 –13.4 –13.9

n SEB Fund 2
Choice Asia ex. Japan -C- OT OT LUX 08/12 USD 6.48 43.0 –7.5 –10.2
Choice Asia ex. Japan -D- OT OT LUX 08/12 USD 1.14 43.0 NS NS
Currency Alpha EUR -IC- OT OT LUX 08/12 EUR 10.47 –4.0 –2.3 1.3
Currency Alpha EUR -RC- OT OT LUX 08/12 EUR 10.39 –4.3 –2.7 0.8
Currency Alpha SEK -ID- OT OT LUX 08/12 SEK 97.42 –7.8 –6.2 NS
Currency Alpha SEK -RC- OT OT LUX 08/12 SEK 106.61 –4.3 –2.7 0.8

Generation Fd 80 OT OT LUX 08/12 SEK 7.21 13.0 –12.4 NS
Nordic Focus EUR NO EQ LUX 08/12 EUR 67.88 36.1 –18.5 NS
Nordic Focus NOK NO EQ LUX 08/12 NOK 73.38 36.1 –18.5 NS
Nordic Focus SEK NO EQ LUX 08/12 SEK 74.18 36.1 –18.5 NS
Russia Fd OT OT LUX 08/12 EUR 6.31 89.1 –35.1 –22.1

n SEB Fund 3
Choice North America Eq. Fd US EQ LUX 08/12 USD 1.61 15.9 –22.8 –16.3
Ethical Glbl Fd -C- OT OT LUX 08/12 USD 0.74 14.7 NS NS
Ethical Glbl Fd -D- OT OT LUX 08/12 USD 0.72 20.5 –21.1 –17.1
Ethical Sweden Fd NO EQ LUX 08/12 SEK 37.37 35.5 –0.4 –9.4
Index Linked Bd Fd SEK OT BD LUX 08/12 SEK 12.82 0.7 1.5 4.4
Medical Fd OT EQ LUX 08/12 USD 2.95 3.0 –18.3 –9.3
Short Medium Bd Fd SEK NO MM LUX 08/12 SEK 8.80 1.1 1.8 2.7
Technology Fd -C- OT OT LUX 08/12 USD 0.18 NS NS NS
Technology Fd -D- OT OT LUX 08/12 USD 2.16 38.7 –15.0 –9.1
World Fd -C- OT OT LUX 08/12 USD 26.01 NS NS NS
World Fd -D- OT OT LUX 08/12 USD 1.97 23.1 –16.0 –11.3

n SEB Fund 4
Short Bond Fd EUR -C- OT OT LUX 08/12 EUR 1.27 0.0 0.2 1.4
Short Bond Fd EUR -D- OT OT LUX 08/12 NA 0.50 NS NS NS
Short Bond Fd SEK NO MM LUX 08/12 SEK 21.92 1.7 2.0 2.9
Short Bond Fd USD US MM LUX 08/12 USD 2.49 –0.2 0.4 1.7

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 08/12 SEK 10.17 1.0 –1.6 0.3
Alpha Bond Fd SEK -B- NO BD LUX 08/12 SEK 8.80 1.0 –1.6 0.3
Alpha Bond Fd SEK -C- NO BD LUX 08/12 SEK 25.45 0.9 –1.8 0.1
Alpha Bond Fd SEK -D- NO BD LUX 08/12 SEK 7.92 0.9 –1.8 0.1
Alpha Short Bd SEK -A- NO MM LUX 08/12 SEK 11.07 2.4 2.7 3.3
Alpha Short Bd SEK -B- NO MM LUX 08/12 SEK 10.13 2.4 2.7 3.3
Alpha Short Bd SEK -C- NO MM LUX 08/12 SEK 21.65 2.4 2.6 3.2
Alpha Short Bd SEK -D- NO MM LUX 08/12 SEK 8.19 2.4 2.6 3.2
Bond Fd SEK -C- NO BD LUX 08/12 SEK 42.09 1.3 9.5 6.1
Bond Fd SEK -D- NO BD LUX 08/12 SEK 12.23 1.4 9.6 5.6
Corp. Bond Fd EUR -C- EU BD LUX 08/12 EUR 1.21 11.2 3.1 1.5
Corp. Bond Fd EUR -D- EU BD LUX 08/12 EUR 0.93 11.3 3.2 1.3
Corp. Bond Fd SEK -C- NO BD LUX 08/12 SEK 12.01 11.8 –0.3 0.1
Corp. Bond Fd SEK -D- NO BD LUX 08/12 SEK 9.08 11.8 –0.3 0.2
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 08/12 EUR 102.68 –1.1 4.0 NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 08/12 EUR 107.09 3.4 8.6 NS
Danish Mortgage Bond Fd SEK -ID- OT OT LUX 12/17 SEK 121.91 NS NS NS
Danish Mortgage Bond Fd SEK -RC- NO BD LUX 08/12 SEK 1098.80 3.4 8.6 NS
Flexible Bond Fd -C- NO BD LUX 08/12 SEK 21.32 2.2 5.8 4.5
Flexible Bond Fd -D- NO BD LUX 08/12 SEK 11.66 2.2 5.8 4.5

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 08/12 USD 2.24 45.4 –14.4 –8.4
Eastern Europe Fd OT OT LUX 08/12 EUR 2.18 27.6 –28.9 –22.7

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 08/12 SEK 26.57 58.3 9.2 –14.4
Eastern Europe SmCap Fd OT OT LUX 08/12 EUR 2.01 53.8 –30.9 –28.3
Europe Chance/Risk Fd EU EQ LUX 08/12 EUR 922.26 20.9 –28.6 –26.9
Listed Private Equity -C- OT OT LUX 08/12 EUR 116.06 40.9 NS NS
Listed Private Equity -IC- OT OT LUX 08/12 EUR 67.30 62.9 NS NS
Listed Private Equity -ID- OT OT LUX 08/12 EUR 65.34 58.4 NS NS
Nordic Small Cap -IC- OT OT LUX 08/12 EUR 110.80 NS NS NS

n SEB Sicav 3
Asset Sele Defensive Acc -A- OT OT LUX 08/12 SEK 76.94 –3.9 –21.5 –14.9
Asset Sele Defensive Acc EUR -C- OT OT LUX 08/12 EUR 98.22 NS NS NS
Asset Sele Defensive Acc SEK -C- OT OT LUX 08/12 SEK 98.38 NS NS NS
Asset Sele Defensive Acc USD -C- OT OT LUX 08/12 USD 99.50 NS NS NS
Asset Sele Defensive Inc -D- OT OT LUX 08/12 SEK 70.29 –4.0 –21.5 –16.2
Asset Sele Opp C H NOK OT OT LUX 08/12 NOK 96.09 NS NS NS
Asset Sele Opp C H SEK OT OT LUX 08/12 SEK 95.12 NS NS NS
Asset Sele Opp IC EUR OT OT LUX 08/12 EUR 95.64 NS NS NS
Asset Sele Opp ID H GBP OT OT LUX 08/12 GBP 95.67 NS NS NS
Asset Sele Opp ID H SEK OT OT LUX 08/12 SEK 95.82 NS NS NS
Asset Sele Original C EUR OT OT LUX 08/12 EUR 98.47 NS NS NS
Asset Sele Original D GBP OT OT LUX 08/12 GBP 98.67 NS NS NS
Asset Sele Original ID GBP OT OT LUX 08/12 GBP 98.54 NS NS NS

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
MENA Real Estate Fund OT OT BMU 08/06 USD 1000.24 6.4 –41.5 –13.2
MENA Special Sits Fund OT OT BMU 07/30 USD 1066.11 9.8 NS NS

UAE Blue Chip Fund OT OT ARE 08/06 AED 5.84 27.4 –52.2 –17.2

n WWW.SGAM.COM
SGAM FUND
Bonds ConvEurope A OT OT LUX 08/11 EUR 28.80 1.6 –6.7 1.2
Bonds Eur Corp A OT OT LUX 08/10 EUR 22.46 8.3 4.0 0.8
Bonds Eur Hi Yld A OT OT LUX 08/10 EUR 19.03 43.1 0.0 –5.8
Bonds EURO A OT OT LUX 08/10 EUR 40.53 2.7 8.8 5.4
Bonds Europe A OT OT LUX 08/11 EUR 39.00 3.0 8.2 4.8
Bonds US MtgBkSec A OT OT LUX 04/29 USD 24.41 –4.7 11.9 0.0
Bonds US OppsCoreplus A OT OT LUX 08/10 USD 35.26 11.8 12.2 8.2
Bonds World A OT OT LUX 08/10 USD 40.78 2.4 6.6 8.5
Eq. China A OT OT LUX 08/11 USD 22.05 47.6 6.3 –8.0
Eq. ConcentratedEuropeA OT OT LUX 08/11 EUR 24.34 18.2 –23.4 –23.0
Eq. Eastern Europe A OT OT LUX 08/11 EUR 18.56 40.5 –40.9 –32.5
Eq. Equities Global Energy OT OT LUX 08/10 USD 16.00 12.2 –29.9 –14.0
Eq. Euroland A OT OT LUX 08/11 EUR 9.52 3.8 –28.0 –26.1
Eq. Euroland MidCapA OT OT LUX 04/30 EUR 14.61 1.4 –45.7 –33.8
Eq. EurolandCyclclsA OT OT LUX 08/10 EUR 16.03 16.7 –22.1 –19.2
Eq. EurolandFinancialA OT OT LUX 08/10 EUR 11.00 30.6 –22.7 –25.6
Eq. Glbl Emg Cty A OT OT LUX 08/11 USD 8.50 42.1 –17.3 –14.5
Eq. Global A OT OT LUX 08/11 USD 24.61 17.0 –20.7 –19.3
Eq. Global Technol A OT OT LUX 04/24 USD 4.46 22.1 –29.7 –21.6
Eq. Gold Mines A OT OT LUX 08/11 USD 25.01 19.6 13.6 –0.5
Eq. Japan Sm Cap A OT OT LUX 08/11 JPY 1122.67 24.0 –10.5 –23.5
Eq. Japan Target A OT OT LUX 08/12 JPY 1795.04 14.7 –3.7 –11.9
Eq. Pacific A OT OT LUX 08/11 USD 8.95 40.2 –12.5 –11.6
Eq. US ConcenCore A OT OT LUX 08/11 USD 19.51 20.1 –18.1 –12.4
Eq. US Lg Cap Gr A OT OT LUX 08/11 USD 13.51 25.3 –27.0 –15.6
Eq. US Mid Cap A OT OT LUX 08/11 USD 25.74 28.5 –23.2 –15.1
Eq. US Multi Strg A OT OT LUX 08/11 USD 19.15 19.9 –26.7 –18.1
Eq. US Rel Val A OT OT LUX 08/11 USD 18.62 19.9 –26.5 –21.5
Eq. US Sm Cap Val A OT OT LUX 08/11 USD 14.76 14.0 –35.4 –26.1
Eq. US Value Opp A OT OT LUX 08/11 USD 14.62 12.8 –34.1 –26.6
Money Market EURO A OT OT LUX 08/11 EUR 27.36 0.8 2.5 3.4
Money Market USD A OT OT LUX 08/11 USD 15.82 0.5 1.4 2.6

n YUKI INTERNATIONAL LIMITED
Tel +44-207-269-0203 www.yukifunds.com

n YMR-N Series
YMR-N Growth Fund OT OT IRL 08/12 JPY 9473.00 10.1 –24.3 –29.6
YMR-N Japan Fund OT OT IRL 08/12 JPY 10447.00 10.7 –25.7 –27.8
YMR-N Small Cap Fund OT OT IRL 08/12 JPY 7387.00 15.1 –15.0 –28.7

n Yuki 77 Series
Yuki 77 General JP EQ IRL 08/12 JPY 6498.00 10.1 –28.6 –29.5
Yuki 77 Growth JP EQ IRL 08/12 JPY 6069.00 2.6 –33.5 –33.6

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 08/12 JPY 6789.00 8.8 –27.9 –29.8
Yuki Chugoku JpnLowP JP EQ IRL 08/12 JPY 8587.00 4.8 –19.2 –24.3

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 08/12 JPY 7300.00 7.8 –28.3 –30.3

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 08/12 JPY 4817.00 5.9 –32.2 –30.3
Yuki Hokuyo Jpn Inc JP EQ IRL 08/12 JPY 5520.00 4.6 –27.1 –23.8
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 08/12 JPY 5421.00 15.2 –14.3 NS

n Yuki Mizuho Series
Yuki Mizuho Gen Jpn III OT OT IRL 08/12 JPY 4592.00 8.1 –34.9 –33.6
Yuki Mizuho Jpn Dyn Gro OT OT IRL 08/12 JPY 4923.00 9.6 –34.1 –33.8
Yuki Mizuho Jpn Exc 100 OT OT IRL 08/12 JPY 6964.00 14.1 –28.9 –30.3
Yuki Mizuho Jpn Gen OT OT IRL 08/12 JPY 8853.00 10.4 –25.9 –30.1
Yuki Mizuho Jpn Gro OT OT IRL 08/12 JPY 6714.00 7.4 –24.3 –30.3
Yuki Mizuho Jpn Inc OT OT IRL 08/12 JPY 7968.00 0.2 –30.5 –26.9
Yuki Mizuho Jpn Lg Cap OT OT IRL 08/12 JPY 5320.00 6.7 –28.5 –29.0
Yuki Mizuho Jpn LowP OT OT IRL 08/12 JPY 12618.00 11.3 –14.1 –21.1
Yuki Mizuho Jpn PGth OT OT IRL 08/12 JPY 8470.00 10.9 –28.6 –31.0
Yuki Mizuho Jpn SmCp OT OT IRL 08/12 JPY 7447.00 21.4 –14.0 –28.1
Yuki Mizuho Jpn Val Sel OT OT IRL 08/12 JPY 6008.00 15.7 –21.1 –24.5
Yuki Mizuho Jpn YoungCo OT OT IRL 08/12 JPY 3050.00 27.8 –18.6 –35.6

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 08/12 JPY 5113.00 13.6 –32.5 –32.2

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 08/12 JPY 5583.00 9.5 –27.5 –30.4
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n ALEXANDRA INVESTMENT MANAGEMENT
Alexandra Convertible Bond Fund I, Ltd. (Class A) OT OT VGB 06/30 USD 1300.11 34.2 NS NS

n CAPITAL MANAGEMENT ADVISORS
Phone Number: +1 441 295 59 29
CMA Dynamic OT OT BHS 06/30 USD 1354.00 0.5 4.1 5.9
CMA MultHdge Arbtrge OT OT CYM 05/29 USD 1752.69 0.7 –8.8 –4.4
CMA MultHdge Balncd OT OT CYM 05/29 USD 1246.22 0.4 4.8 5.8
CMA MultHdge Growth OT OT CYM 06/30 USD 1691.59 2.7 7.0 6.4
CMA MultiHdge Lvrgd OT OT CYM 06/30 USD 952.17 –0.3 1.6 6.7

n D'AURIOL FUNDS WWW.DAURIOL.BIZ
2 FUNDS OF FUNDS OF HEDGE FUNDS
D'Auriol Alt Non-Lev A EU OT CYM 06/30 EUR 99.06 0.7 –22.7 –11.5
D'Auriol Opp F3 EUR EU MM CYM 05/29 EUR 989.59 –0.7 –25.0 –15.0

n HERMITAGE CAPITAL MANAGEMENT LTD.
Tel: +7501 258 3160 www.hermitagefund.com
The Hermitage Fund GL EQ JEY 08/07 USD 784.98 74.0 –47.2 –29.1

n HORSEMAN CAPITAL MANAGEMENT LTD.
T: +44(0)20 7838 7580, F: +44(0) 20 7838 7590, www.horsemancapital.com
Horseman EmMkt Opp EUR GL EQ GBR 07/31 EUR 175.71 –18.2 –7.7 5.9
Horseman EmMkt Opp USD GL EQ USA 07/31 USD 176.92 –19.4 –9.8 4.9
Horseman EurSelLtd EUR EU EQ GBR 07/31 EUR 178.29 –14.8 –16.1 3.3
Horseman EurSelLtd USD EU EQ GBR 07/31 USD 184.87 –15.0 –16.6 3.1
Horseman Glbl Ltd EUR GL EQ CYM 07/31 USD 390.96 –20.6 –6.3 5.5
Horseman Glbl Ltd USD GL EQ CYM 07/31 USD 390.96 –20.6 –6.3 5.5

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Absolute Companies
Global Absolute OT OT GGY 07/17 GBP 0.99 5.3 NS NS
Global Absolute EUR OT OT NA 07/17 EUR 1.46 5.9 NS NS
Global Absolute USD OT OT GGY 07/17 USD 1.86 5.6 NS NS

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 07/17 EUR 80.18 5.1 NS NS
Special Opp Inst EUR OT OT CYM 07/17 EUR 75.55 5.2 NS NS
Special Opp Inst USD OT OT CYM 07/17 USD 85.56 6.0 NS NS

Special Opp USD OT OT CYM 07/17 USD 84.06 5.6 NS NS

n HSBC Portfolio Selection Fund
GH Fund AP OT OT JEY 05/22 EUR 123.47 3.5 –13.4 –3.8
GH Fund CHF Hdg OT OT JEY 07/17 CHF 104.70 4.9 NS NS
GH Fund EUR Hdg (Non-V) OT OT JEY 05/22 EUR 111.63 2.9 –15.9 –5.9
GH Fund GBP Hdg OT OT JEY 07/17 GBP 124.28 5.5 NS NS
GH Fund Inst EUR OT OT JEY 05/29 EUR 91.86 10.0 –10.4 NS
GH Fund Inst USD OT OT JEY 07/17 USD 104.96 6.4 NS NS
GH FUND S EUR OT OT CYM 07/17 EUR 120.04 6.2 NS NS
GH FUND S GBP OT OT JEY 07/17 GBP 124.35 5.7 NS NS
GH Fund S USD OT OT CYM 07/17 USD 140.67 6.6 NS NS
GH Fund USD OT OT GGY 07/17 USD 257.89 5.8 NS NS
Hedge Investments OT OT JEY 07/17 USD 131.48 6.1 NS NS
Leverage GH USD OT OT GGY 07/17 USD 107.91 10.6 NS NS
MultiAdv Arb CHF Hdg OT OT JEY 07/17 CHF 89.41 6.4 NS NS
MultiAdv Arb EUR Hdg OT OT JEY 07/17 EUR 96.80 7.1 NS NS
MultiAdv Arb GBP Hdg OT OT JEY 07/17 GBP 104.15 7.5 NS NS
MultiAdv Arb S EUR OT OT CYM 07/17 EUR 102.95 7.6 NS NS
MultiAdv Arb S GBP OT OT CYM 07/17 GBP 107.60 7.9 NS NS
MultiAdv Arb S USD OT OT CYM 07/17 USD 117.56 8.5 NS NS
MultiAdv Arb USD OT OT GGY 06/30 USD 181.37 7.5 –17.9 –10.2

n HSBC Uni-folio
Alpha AdvantEdge OT OT JEY 06/30 USD 111.58 4.2 –14.9 –7.1
Asian AdbantEdge EUR OT OT JEY 07/17 EUR 95.59 7.8 NS NS
Asian AdvantEdge OT OT JEY 07/17 USD 175.11 8.1 NS NS
Emerg AdvantEdge OT OT JEY 07/17 USD 157.52 12.2 NS NS
Emerg AdvantEdge EUR OT OT JEY 07/17 EUR 87.77 11.7 NS NS
Europ AdvantEdge EUR OT OT JEY 07/17 EUR 122.79 6.5 NS NS
Europ AdvantEdge USD OT OT JEY 07/17 USD 130.08 6.6 NS NS
Japan AdvantEdge JPY OT OT JEY 06/30 JPY 7913.02 –2.1 –10.8 –8.6
Japan AdvantEdge USD OT OT JEY 06/30 USD 92.51 –1.7 –9.6 –6.5
Lvgd Alpha AdvantEdge OT OT JEY 06/30 USD 91.87 7.0 –33.1 –19.2
Real AdvantEdge EUR OT OT NA 07/17 EUR 103.21 4.4 NS NS
Real AdvantEdge USD OT OT NA 07/17 USD 103.24 4.6 NS NS
Trading Adv JPY OT OT NA 07/17 JPY 9336.76 NS NS NS
Trading AdvantEdge OT OT GGY 07/17 USD 141.68 –6.6 NS NS
Trading AdvantEdge EUR OT OT GGY 07/17 EUR 128.90 –6.3 NS NS
Trading AdvantEdge GBP OT OT GGY 07/17 GBP 135.81 –6.7 NS NS
US AdvantEdge OT OT JEY 06/30 USD 105.30 2.9 –19.3 –7.5

n INTEGRATED ALTERNATIVE INVESTMENTS, TEL: +44 (0)20 75149200
Email: contact@integratedai.com - Website: www.integratedai.com
Altipro OT OT FRA 06/30 EUR 190.43 NS NS NS
Integrated Dir Trading USD OT OT CYM 06/30 USD 94.58 3.5 –4.4 5.3
Integrated Emg Markets EUR OT OT CYM 06/30 EUR 76.09 6.9 –21.7 –12.8
Integrated European EUR OT OT CYM 06/30 EUR 151.17 1.4 –4.1 –1.0
Integrated Event Driven USD OT OT CYM 06/30 USD 82.54 0.3 –22.8 –11.0
Integrated Lg/Sh Sel A USD OT OT CYM 06/30 USD 85.01 –1.6 –14.8 –6.9
Integrated MultSt B USD OT OT VGB 06/30 USD 119.05 3.3 –16.3 –6.8
Integrated Relative Value USD OT OT CYM 06/30 EUR 94.14 3.1 –5.3 –3.0

n INVENTUM ASSET MANAGEMENT S.A.
info@inventumcapital.com
Tel. +7 495 792 5595 www.inventumcapital.com
Inv Absolute Return Fund OT OT BMU 07/31 USD 132.39 22.0 NS NS

n MERIDEN GROUP
Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 08/07 USD 278.22 44.8 –57.3 –38.5
Antanta MidCap Fund EE EQ AND 08/07 USD 462.03 59.4 –67.5 –44.5
Meriden Opps Fund GL OT AND 07/22 EUR 74.42 –14.5 –28.2 NS
Meriden Protective Div OT OT AND 11/24 EUR 78.88 –2.8 NS NS

n OTHER FUNDS
For information about these funds, please contact us on Tel: +44 (0) 207 842 9694/9633
Medinvest Plc Dublin OT OT IRL 05/29 USD 1278.44 NS –13.8 –5.3

n SEB ALTERNATIVE INVESTMENT
SEB KEY Europe Equity Long Short

Key Europe Long/Short EUR -IC- OT OT LUX 06/30 EUR 86.74 2.2 –13.3 NS
Key Europe Long/Short EUR -RC- OT OT LUX 06/30 EUR 86.22 1.9 –13.8 NS

n SEB KEY Hedge

Key Hedge EUR -IC- OT OT LUX 06/30 EUR 97.46 7.5 –2.9 NS
Key Hedge EUR-RC- OT OT LUX 06/30 EUR 96.90 7.2 –3.4 NS

n SEB KEY Market Independent II
Key Market Independent II EUR -RC- OT OT LUX 06/30 EUR 91.98 8.5 –6.1 NS
Key Market Independent II SEK -I- OT OT LUX 06/30 SEK 89.48 9.0 –6.2 NS

n SEB KEY Recovery
Key Recovery -IC- OT OT LUX 06/30 EUR 83.89 5.4 –15.7 NS
Key Recovery -RC- OT OT LUX 06/30 EUR 83.40 5.1 –16.2 NS

n SUPERFUND ASSET MANAGEMENT GMBH
For information about open funds, please contact us on Tel: +43 1 24700
www.superfund.com *Closed for New Investments
Superfund Cayman* OT OT CYM 08/04 USD 39.93 –52.0 –31.1 –4.1
Superfund GCT USD* OT OT LUX 08/04 USD 2057.00 –43.7 –31.4 –7.6
Superfund Gold A (SPC) OT OT CYM 08/04 USD 857.49 –26.2 –18.7 9.8
Superfund Gold B (SPC) OT OT CYM 08/04 USD 823.80 –38.9 –27.8 4.2
Superfund Q-AG* OT OT AUT 08/04 EUR 6148.00 –29.9 –19.3 –1.7

n WINTON CAPITAL MANAGEMENT LTD
Tel: +44 (0)20 7610 5350 Fax: +44 (0)20 7610 5301
Winton Evolution EUR GL OT VGB 07/31 EUR 1178.96 –8.9 –11.7 1.6
Winton Evolution GBP GL OT VGB 07/31 GBP 1160.26 –9.0 –11.4 2.4
Winton Evolution JPY OT OT VGB 02/27 JPY 115254.95 0.7 –3.8 7.1
Winton Evolution USD GL OT CYM 07/31 USD 1148.31 –9.2 –12.0 1.5
Winton Futures EUR GL OT VGB 07/31 EUR 189.53 –7.9 –1.0 11.3
Winton Futures GBP GL OT VGB 07/31 GBP 204.27 –8.0 –0.5 12.6
Winton Futures JPY Lead Series 2 GL OT VGB 07/31 JPY 13407.13 –8.3 –2.8 8.7
Winton Futures USD GL OT VGB 07/31 USD 671.62 –8.5 –1.7 11.2
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For information about listing your funds, please contact: Peter Jennings, tel: +44-20-7842-9674; email: peter.jennings@dowjones.com or Carson Wong tel: +852 2831-6481; email: carson.wong@dowjones.com

Advertisement [ ALTERNATIVE INVESTMENT FUNDS www.wsj.com/funddata ] Advertisement

n ARIX ABSOLUTE RETURN INVESTABLE INDEX
Feri Institutional Advisors, www.feri.de
ARIX Composite Gross USD OT 07/31 USD 1350.04 3.2 3.2 2.6 –18.0 –7.1

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

INDICES
12-month and 2-year returns may be calculated over 11- and 23-month
periods pending receipt and publication of the last month end price.
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Continental AG’s CEO quits, ending power struggle

New models contributed to Kia’s
second-quarter earnings gain.

CORPORATE NEWS

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

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-
terest of their customers,” said Jür-
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 search is under
way for a new finance chief from out-
side both companies. It also ap-
pointed three of its executives to join
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 Œ7.4
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.

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
to 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
won in the second quarter helped off-
set lower 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.

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.

Kiasaidit will tryto reachan agree-
ment with the union as quickly as pos-
sibleto prop upsales.Unionizedwork-
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 in local
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.

Kia profit rises as incentives help boost sales

GLOBAL
BUSINESS

BRIEFSRussia adopts ‘clunkers’ incentive
Rebate for old autos
covers foreign brands
produced in country

—Compiled from staff
and wire service reports.

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 Œ120 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.

Escada AG

Bankruptcy 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 Œ100 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.
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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.

Toyota to sell new Prius in China

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-Citroën 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 hasput

aparticular strainon thecountry’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
in response 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 industry isn’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.

By Norihiko Shirouzu

BEIJING—Toyota Motor Corp.
plans to 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.

Executive Travel Program

Guests and clients of 320
leading hotels receive
The Wall Street Journal
Europe daily, courtesy of

www.thinkmediaoutdoor.be
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Gl High Yield I US BD LUX 08/11 USD 3.93 41.4 0.2 0.1
Gl Value A GL EQ LUX 08/11 USD 9.93 17.0 –30.5 –25.4
Gl Value B GL EQ LUX 08/11 USD 9.16 16.2 –31.2 –26.1
Gl Value I GL EQ LUX 08/11 USD 10.53 17.5 –30.0 –24.8
India Growth A - OT OT LUX 08/11 USD 103.14 NS NS NS
India Growth AX OT OT LUX 08/11 USD 90.07 55.9 –6.0 –3.8
India Growth B - OT OT NA 08/11 USD 108.47 NS NS NS
India Growth BX OT OT LUX 08/11 USD 77.29 55.0 –6.9 –4.7
India Growth I EA EQ LUX 08/11 USD 93.15 56.3 –5.7 –3.5
Int'l Health Care A OT EQ LUX 08/11 USD 121.66 3.6 –20.1 –12.6
Int'l Health Care B OT EQ LUX 08/11 USD 103.02 3.0 –20.9 –13.5
Int'l Health Care I OT EQ LUX 08/11 USD 132.51 4.1 –19.4 –11.9
Int'l Technology A OT EQ LUX 08/11 USD 92.59 26.6 –24.0 –15.5
Int'l Technology B OT EQ LUX 08/11 USD 80.55 25.8 –24.7 –16.3
Int'l Technology I OT EQ LUX 08/11 USD 103.50 27.2 –23.4 –14.8
Japan Blend A JP EQ LUX 08/11 JPY 6171.00 15.0 –27.1 –24.5
Japan Growth A JP EQ LUX 08/11 JPY 5960.00 7.1 –28.3 –25.4
Japan Growth I JP EQ LUX 08/11 JPY 6114.00 7.7 –27.8 –24.8
Japan Strat Value A JP EQ LUX 08/11 JPY 6269.00 21.6 –27.2 –24.4
Japan Strat Value I JP EQ LUX 08/11 JPY 6415.00 22.1 –26.6 –23.8
Real Estate Sec. A OT EQ LUX 08/11 USD 12.77 19.7 –27.2 –20.9

Real Estate Sec. B OT EQ LUX 08/11 USD 11.72 19.0 –28.0 –21.6
Real Estate Sec. I OT EQ LUX 08/11 USD 13.68 20.2 –26.6 –20.2
Short Mat Dollar A US BD LUX 08/11 USD 7.06 6.9 –2.7 –8.4
Short Mat Dollar A2 US BD LUX 08/11 USD 9.38 7.1 –2.8 –8.5
Short Mat Dollar B US BD LUX 08/11 USD 7.06 6.6 –3.1 –8.9
Short Mat Dollar B2 US BD LUX 08/11 USD 9.35 6.7 –3.2 –8.9
Short Mat Dollar I US BD LUX 08/11 USD 7.06 7.2 –2.1 –7.9

n BANC INTERNACIONAL D'ANDORRA. BANCA MORA.
Avgd. Meritxell 96, Andorra la Vella. Andorra. Ph. +376.884884 www.bibm.ad
Andfs. Anglaterra UK EQ AND 08/11 GBP 7.14 7.2 –11.8 –9.9
Andfs. Borsa Global GL EQ AND 08/11 EUR 5.85 0.8 –27.7 –20.7
Andfs. Emergents GL EQ AND 08/11 USD 14.71 47.2 –15.6 –10.4
Andfs. Espanya EU EQ AND 08/11 EUR 12.49 15.5 –11.7 –13.9
Andfs. Estats Units US EQ AND 08/11 USD 13.39 9.8 –24.6 –15.7
Andfs. Europa EU EQ AND 08/11 EUR 7.00 7.9 –22.1 –19.1

Andfs. Franca EU EQ AND 08/11 EUR 8.61 4.0 –23.1 –20.8

Andfs. Japo JP EQ AND 08/11 JPY 510.73 16.5 –21.7 –22.3

Andfs. Plus Dollars US BA AND 08/11 USD 8.87 5.2 –12.0 –8.1

Andfs. RF Dolars US BD AND 08/11 USD 10.97 7.4 –2.9 –1.1

Andfs. RF Euros EU BD AND 08/11 EUR 10.49 17.1 –1.0 –3.1

Andorfons EU BD AND 08/11 EUR 14.00 17.4 –1.5 –5.6

Andorfons Alternative Premium OT OT AND 06/30 EUR 95.57 3.4 –16.6 –9.1

Andorfons Mix 30 EU BA AND 08/11 EUR 9.01 11.3 –14.6 –11.9

Andorfons Mix 60 EU BA AND 08/11 EUR 8.56 5.3 –24.7 –18.5

n CHARTERED ASSET MANAGEMENT PTE LTD - TEL NO: 65-6835-8866
Fax No: 65-6835 8865, Website: www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited AS EQ MUS 07/31 USD 207184.60 53.6 –7.2 –13.5

n DJE INVESTMENT S.A.
internet: www.dje.lu email: info@dje.lu phone:+00 352 269 2522 0 fax:+00 352 269 25252
DJE Real Estate P OT OT LUX 08/12 EUR 9.48 –5.9 –8.4 –3.4

DJE-Absolut P GL EQ LUX 08/12 EUR 185.29 5.7 –15.2 –12.3

DJE-Alpha Glbl P EU BA LUX 08/12 EUR 161.10 4.7 –12.7 –9.0
DJE-Div& Substanz P GL EQ LUX 08/12 EUR 193.40 10.6 –9.3 –8.9
DJE-Gold&Resourc P OT EQ LUX 08/12 EUR 144.42 10.5 –3.1 –7.0
DJE-Renten Glbl P EU BD LUX 08/12 EUR 126.83 6.0 4.7 2.0
LuxPro-Dragon I AS EQ LUX 08/12 EUR 139.86 50.6 12.1 –3.7
LuxPro-Dragon P AS EQ LUX 08/12 EUR 136.36 50.3 11.5 –4.8
LuxTopic-Aktien Europa EU EQ LUX 08/12 EUR 15.84 10.5 –5.8 –6.8
LuxTopic-Pacific AS EQ LUX 08/12 EUR 14.29 57.9 –15.1 –16.9

n HERMES FINANCIAL MANAGEMENT (EGYPT) LIMITED, AMSALES@EFG-HERMES.COM
Tel: 9714 363 4041 *Middle East & Developing Africa Fund
EFG-Hermes Egypt GL EQ BMU 07/31 USD 39.98 15.6 –31.3 –11.3
EFG-Hermes MEDA* GL EQ BMU 05/29 USD 22.16 5.8 –44.0 –11.0
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By Leslie Scism

And Joann S. Lublin

The appointment of Robert Ben-
mosche as chief executive of Amer-
ican International Group Inc.
raises a conflict-of-interest issue
for at least one potential deal as
the global insurer seeks to
sell assets.

AIG has been in talks
with MetLife Inc. about a
possible deal for all or part
of one of AIG’s largest for-
eign life-insurance units.
Mr. Benmosche is an ex-
MetLife Inc. chairman and
chief executive and re-
mains a MetLife share-
holder.

An AIG spokeswoman
said its board was aware of
certain conflicts of inter-
est going into the hiring of
Mr. Benmosche regarding his hold-
ings in other companies and would
“adopt appropriate procedures to
address any potential conflicts as
necessary.”

Mr. Benmosche was chairman

and CEO of MetLife from 1998 until
2006. As of April 2006, he directly
held 349,181 shares and indirectly
controlled another 15,739 shares,
according to Thomson data.

He currently holds roughly
500,000 MetLife shares and about
two million MetLife stock options,
many of which currently are worth-
less, according to a person famil-
iar with the matter.

C. Robert Henrikson, MetLife’s
current chief executive, owned
240,616 direct and 479 indirect
shares as of April 2009, according

to Thomson and MetLife.
Late Wednesday after-

noon, MetLife shares
were up 4.3% at $36.28 on
the New York Stock Ex-
change.

AIG directors and Mr.
Benmosche worked out
an arrangement about the
potential conflict of inter-
est, under which Mr. Ben-
mosche would recuse him-
self from negotiations in-
volving any potential
MetLife purchase of AIG
assets, people familiar

with the matter said. Instead, “an
arm of the board would take that
on,” possibly through the creation
of a special transaction commit-
tee, one of the people said.

AIG didn’t make Mr. Ben-

mosche available for comment.
MetLife is the U.S.’s biggest life

insurer by assets. According to
MetLife regulatory filings, Mr. Ben-
mosche is in line to get a
$98,000-a-month pension from
MetLife starting January 2010, for
20 years.

AIG is seeking to raise money to
help repay tens of billions of dol-
lars to taxpayers after the U.S. gov-
ernment in September rescued the
giant from potential bankruptcy.
Early this year, with stock markets
still in turmoil, AIG and MetLife
had discussed a possible deal in-
volving its American Life Insur-
ance Co. unit, or Alico, with a pre-
liminary price of $11 billion or so,
according to people familiar with
the matter, but the conversations
didn’t bear fruit. When market con-
ditions improved markedly, the
current round of talks began, peo-
ple familiar with the matter said,
and the talks have gone further
than the earlier ones, with MetLife
proceeding to closely examine op-
erations in various countries.

Still, the revived talks remain
preliminary and may not lead to a
pact, the people said.

The Alico unit operates in 50
countries, from Japan to Europe,
and could offer AIG’s rivals a
chance to greatly expand opera-
tions abroad.
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AIG to sell units in Hong Kong, India

Conflict for AIG’s new chief
Former employer
in talks with insurer
about buying assets

Robert
Benmosche

U.S., Mexico investigate
a plot to smuggle oil
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By Dhanya Ann Thoppil

BANGALORE—MphasiS Ltd. said
it agreed to buy an American Inter-
national Group Inc. unit in India that
provides software services exclu-
sively to the U.S.-based insurer.

Separately, AIG said it will sell its
Hong Kong consumer finance unit to
China Construction Bank (Asia) Ltd.
for US$70 million.

The sales are the latest by AIG,
once the world’s largest insurer by as-
sets, to raise funds to repay the U.S.
government after the firm received a
$152 billion bailout.

Bangalore-based MphasiS didn’t
say how much will it pay for AIG Sys-
tems Solutions Pvt. Ltd., but Gopi-
nathan Padmanabhan, head of its ap-
plication-services business unit,
said it will be an all-cash deal and
“will be funded internally.”

As of April 30, MphasiS—major-
ity-owned by Hewlett-Packard Co.’s
Electronic Data Systems Corp.—had
about 3.56 billion rupees (US$74.3
million) in cash and bank balances, in-
cluding short-term investments.

Indian technology companies
have been buying the local units of
crisis-hit global financial firms.

Many of these deals come with guar-
anteed business from the company
selling the units, making them attrac-
tive for the acquirers.

In October, Tata Consultancy Ser-
vices Ltd. bought the back-office
unit of Citigroup Inc. for US$505 mil-
lion, while in December, Wipro Ltd.
acquired another local unit of Citi-
group for US$127 million.

After completing the acquisition,
AIG Systems will become part of the
application-services business unit
of MphasiS and offer services to
other insurers as well, Mr. Pad-
manabhan said.

The acquisition will help MphasiS
gain market share in insurance. Bank-
ing, financial services and insurance
now account for about 40% of the
company’s total revenue.

Mr. Padmanabhan didn’t provide
details on the revenue contribution
from the acquisition, saying the com-
pany is in a quiet period ahead of its
release next week of earnings for its
fiscal third quarter, which ended
July 31.

Analysts expect the deal to add
US$30 million to US$40 million of
revenue per year. “MphasiS should
get some guaranteed business in re-

turn” from AIG for buying the unit, a
Mumbai-based analyst said.

For the quarter ended April 30,
MphasiS posted revenue of 10.49 bil-
lion rupees.

The acquisition will bring
roughly 850 AIG employees to Mpha-
siS, Mr. Padmanabhan said. MphasiS
already has 33,810 employees across
its operations.

Meanwhile, AIG said the sale of
AIG Finance (Hong Kong) Ltd. to
China Construction Bank (Asia) will
also involve repayment of loans and
deposits totaling US$557 million.

Officials at China Construction
Bank Corp., the parent of China Con-
struction Bank (Asia), weren’t imme-
diately available for comment. China
Construction Bank (Asia) is the
wholly owned banking unit acquired
from Bank of America Corp. in 2006.

AIG Finance is one of the largest
credit-card issuers in Hong Kong,
with more than half a million custom-
ers as of June 30. Deutsche Bank is ad-
vising AIG on the Hong Kong deal,
which is subject to regulatory ap-
proval, the U.S. insurer said.
 —Rose Yu in Shanghai

contributed to this article.

SAN ANTONIO—The U.S. govern-
ment is investigating whether several
U.S. companies took part in a cross-
border scheme to siphon oil products
from Mexico’s state oil company and
smuggle them across the border.

The probe is part of a broader two-
year joint U.S.-Mexican investigation
into a network of Mexican oil smug-
glers supported by the Gulf drug car-
tel, one of Mexico’s most powerful
and brutal criminal organizations.

Oil theft has been common on
both sides of the border for decades.
But the breadth of the smuggling op-
eration, extending from Petroleos
Mexicanos, Mexico’s state oil com-
pany, to U.S. companies, is a trou-
bling sign of the growing reach of
cross-border organized crime, as
well as the efforts by Mexican drug
cartels to diversify their business.

John Morton, the assistant secre-
tary of U.S. Immigration and Cus-
toms Enforcement, said Tuesday
that his agency is looking into
whether U.S. refiners knowingly
bought the stolen products. He de-
clined to name any of the refineries
or other companies because the in-
vestigation is continuing.

Investigators didn’t specify the
quantity or value of the smuggled oil
products. But they said the operation
involved some U.S. companies that al-
legedly knew the oil was stolen. They
have executed 10 search warrants in
Texas. In April, Mexican security
forces said they had arrested a group
that made $46 million smuggling oil
into the U.S. over two years.

Mexican officials said the car-
tel’s foray into oil smuggling was a
sign that Mexican President Felipe

Calderón’s nearly two-year military
campaign against drug organiza-
tions was working.

Industry experts warned of the
risks to Mexico from unchecked oil-
smuggling.

“You could eventually end up in
the same situation that you have in
Africa,” said Wayne Wilson, manag-
ing director with Protiviti, a risk-
management consulting firm. In Ni-
geria, violent gangs tap into oil pipe-
lines and raid oil company facilities
to steal hundreds of millions of dol-
lars of oil each year.

So far, the U.S. side of the investi-
gation has resulted in the prosecu-
tion of Houston businessman
Donald Schroeder, the former presi-
dent of oil marketing company
Trammo Petroleum. Mr. Schroeder
was the middleman in a plot to smug-
gle $2 million of stolen petroleum
condensate from Mexico into
Brownsville, Texas, and sell it in the
U.S., according to Assistant U.S. At-
torney Jim McAlister.

Mr. Schroeder pleaded guilty in
federal court in May and will be sen-
tenced in December. Trammo paid
$2 million in federal fines. Mr.
McAlister declined to say whether
Mr. Schroeder is cooperating with
the investigation. Neither Mr.
Schroeder nor his lawyer could be
reached to comment.

A spokesman for the National
Petrochemicals and Refiners Asso-
ciation, an industry trade group,
said that Trammo’s transaction is
“not indicative of how domestic re-
finers operate.”

Trammo employees didn’t know
of any illegal dealings, the company
said, adding that Mr. Schroeder has
been fired and the company is coop-
erating with authorities.
 —José de Córdoba

contributed to this article.

Mexico’s Alfredo Gutierrez Mena, left, accepts a check for $2.4 million from John
Morton of the U.S. following a joint effort by the countries to uncover oil theft.
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Monsoon mapping | India’s rainfall from June to September 

Difference in 
annual rainfall 
from normal 
rainfall, June 
through 
September. 
Normal rainfall 
based on a 
long-term 
average.
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*Difference from normal rainfall from the beginning of June through August 5.                                                                                 Note: Not all states/territories shown  
Source: India Meteorological Department
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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 Ting-I Tsai

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 from is-
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

$250,000 to the Taiwan Red Cross.
Taiwan’s media has been filled

with images 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.

Outcry amid Taiwan rescue effort

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-
tion is “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

in place, 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

to sustained GDP growth.
Citigroup economist Rohini Mal-

kani estimates that an insufficient
monsoon could shave close to two
percentage points off annual

growth. Almost 80% of the country
is under 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. In 1972, he
gave a paper on fluid mechanics at
the prestigious Indian Institute of
Science in Bangalore. His impressed
mentor suggested he enroll in 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.

ECONOMY & POLITICS

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

The India Meteorological Department’s monsoon rainfall forecast compared 
to actual monsoon.
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By Kara Scannell

And Jenny Strasburg

The U.S. Securities and Ex-
change Commission is prepared to
file insider-trading charges
against Pequot Capital Manage-
ment and its founder, Arthur Sam-
berg, over Pequot’s 2001 trading in
Microsoft Corp. stock, according
to a letter Pequot sent to inves-
tors.

The SEC sent a “Wells notice” to
Mr. Samberg and the firm about six
weeks ago indicating it is prepared
to bring charges, a person familiar

with the matter said.
In a response to the

Wells notice, Mr. Samberg
and Pequot argued that the
trades weren’t based on
material, nonpublic infor-
mation, this person said.

Mr. Samberg, 68 years
old, is expected to fight the
charges.

Spokesmen for the SEC
and Pequot declined to
comment.

Mr. Samberg, whose
firm racked up impressive returns
over the decades, abruptly an-
nounced in late May that he was clos-
ing the firm amid the investigation.

In a May letter to investors, he
said the inquiries “have cast a cloud
over the firm and have become a
source of personal distraction.”

Pequot once oversaw $15 billion,

but investors pulled away
amid the regulatory scru-
tiny.

Mr. Samberg said the sit-
uation led him conclude
“that Pequot can no longer
stay in business.”

As part of the firm’s
winding down, Mr. Sam-
berg told investors in a let-
ter dated Aug. 10 about the
Wells notice he and the firm
received.

The development
shouldn’t slow Pequot’s liquidation,
which already has started, the firm
said.

The SEC said it received at
least 45 tips related to Pequot
from self-policing industry watch-
dogs since 2005. The regulator
said it followed up on all but one
that was too old.
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Drop in Chinese lending
triggers slump in Shanghai
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China approves Citi as bond-market maker

U.S. puts Pequot on notice
Firm, founder told
they face charges
of insider trading

Blackstone hires Wien as top strategist
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By V. Phani Kumar

And Matthew Allen

China’s benchmark stock index
skidded 4.7% Wednesday on fears
that an expected fall in bank lending
in the remainder of the year could af-
fect liquidity, a crucial factor behind
the heady rally on the mainland mar-
kets over the past few months.

The drop led a generally weaker
day for Asian stocks. Indian stocks

were hurt by per-
sistent concerns
that deficient rain-
fall in several
parts of the coun-

try would affect rural incomes and
delay economic recovery. Most
other markets also ended lower,
taking a lead from Wall Street’s
drop Tuesday.

China’s Shanghai Composite in-
dex fell to 3112.72, as recent data
showing a 77% decline in bank lend-
ing in July from June raised fears
that banks may make fewer loans
following record disbursals in the
first half of the year.

“Even though the Chinese gov-
ernment insists it will keep a loose
monetary policy, the reality may be
that some credit-tightening mea-
sures have already been imple-
mented,” said Ben Kwong, chief op-

erating officer at KGI Asia. “The mar-
ket is worried that a significant
slowdown in lending means less li-
quidity and [investors are] taking
profits.”

Mr. Kwong also listed the fall in
commodity prices because of the
U.S. dollar’s recent strength as a
contributor to the slump. Alumi-
num Corp. of China, Baoshan Iron
& Steel, Shandong Gold-Mining
and Yunnan Chihong Zinc & Ger-
manium were among stocks that
fell 6% or more in Shanghai.

Among lenders, Industrial &
Commercial Bank of China fell
3.9% while China Construction
Bank lost 4.2%.

The performance weighed down
Hong Kong stocks, with the Hang
Seng Index falling 3% to 20435.24.
HSBC Holdings and China Mobile
also lost 4.7% and 3.8% respectively,
as investors locked in profits.

In Tokyo, Nikkei Stock Average
of 225 companies fell 1.4% to
10435.00. Sompo Japan Insurance
fell 2.9% a day after it announced a
first-quarter net loss.

India’s Sensitive Index edged
0.4% lower. Consumer-products
company Hindustan Unilever fell
2.3%, while among metals produc-
ers, Hindalco Industries lost 1.9%
and Tata Steel sank 4.2%.

Arthur Samberg

Data as shown is for information purposes only. No offer is being made by
Morningstar, Ltd. or this publication. Funds shown aren’t registered with the U.S.
Securities and Exchange Commission and aren’t available for sale to United States
citizens and/or residents except as noted. Prices are in local currencies.
All performance figures are calculated using the most recent prices available.

ASIAN-PACIFIC
STOCKS

SHANGHAI—Citigroup Inc.’s
China-incorporated unit, Citibank
(China) Co., said it received regula-
tory approval to act as a market
maker on China’s interbank bond
market, making it the second for-
eign market maker in Asian’s sec-
ond-largest debt market after Ja-
pan.

Allowing more-experienced in-
ternational investors to post bond
prices in China’s debt market should
help build a more efficient pricing

mechanism. The move also repre-
sents an increase in foreign banks’
role in the domestic bond market;
Beijing allowed the locally incorpo-
rated units of foreign lenders to sell
yuan-denominated bonds in Shang-
hai and Hong Kong earlier this year.

Before Citibank China’s ap-
proval, the local interbank bond mar-
ket had 20 market makers, includ-
ing the first approved foreign entity,
J.P. Morgan Chase & Co.’s locally in-
corporated unit, J.P. Morgan Chase

Bank (China) Co., according to an in-
dustry group overseen by the cen-
tral bank.

J.P. Morgan Chase Bank (China)
became a market maker in May
2008.

Citibank China said it was the
most active foreign bank in China’s
interbank market in 2008 by trad-
ing volume. Citibank China also is a
market maker in China’s interbank
foreign-exchange market.
 —Wang Ming

By Peter Lattman

Blackstone Group hired Byron
Wien as its chief investment strate-
gist, the latest move in the private-
equity giant’s continued push to
evolve into a broader-based asset-
management firm.

Mr. Wien joins Blackstone from
Pequot Capital Management Inc.,
the Connecticut hedge fund now
winding down as the federal govern-
ment steps up an inquiry into the
firm’s trading activities.

Prior to Pequot, Mr. Wien served
for 21 years as Morgan Stanley’s top
investment strategist, where he es-
tablished a reputation as one of Wall
Street’s pre-eminent bears during
most stock-market cycles.

At Blackstone, Mr. Wien will ad-
vise the firm and its investors in ana-
lyzing financial markets around the
world. He will continue to publish
his annual “Ten Surprises” list that
kicks off the year, as well as a
monthly essay analyzing economic

trends and predicting investment
opportunities. It is a new post at
Blackstone, which has never pub-
lished research or had an invest-
ment strategist on staff.

“Integrating social, political and
economic factors into a coherent in-
vestment strategy is hard work and
very challenging, but when you get
it right and events play out the way
you expected, it produces a tremen-
dous thrill,” the 76-year-old said.
“Nobody will ever come up with a
drug that produces a high like that.
Besides, I’m too insecure to retire.”

With roughly $29 billion in unin-
vested capital, Blackstone could use
the advice. The firm is emerging
from a two-year slump during which
its core private-equity business
struggled mightily. Over that period
Blackstone Chief Executive Stephen
Schwarzman has continued to diver-
sify the firm’s business mix, build-
ing its advisory and asset-manage-
ment services. Last week the firm re-
ported better-than-expected earn-

ings, in part because of the firm’s di-
versification push.

Mr. Wien said he has known Mr.
Schwarzman since the 1970s, when
the two men played tennis together
in the Hamptons.

Two-thirds into the year, Mr.
Wien’s “Ten Surprises for 2009” are
largely on target. He accurately pre-
dicted that the 10-year Treasury
would climb to 4%, the price of oil
would return to around $80 a barrel
and that corporate bonds and lever-
aged loans would rally. Mr. Wien
also divined that the Standard &
Poor’s 500-stock index would rise to
1200, a number he says is still within
reach this year. The S&P 500 traded
Wednesday around 1010.

Mr. Wien said that when the mar-
ket hit bottom in March, friends and
acquaintances he saw on the Street
wouldn’t make eye contact. “When
you get older and you’re wrong peo-
ple don’t assume you’re just wrong
but that you’ve lost it.” But, luckily for
Mr. Wien, things have turned around.
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Fed holds interest rates near zero

U.S. economy is better, but not healthy yet
Housing prices,
Fed’s exit strategy
remain as worries

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

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 
over the next three months has narrowed*

But the banks rebound is uneven…
Market capitalization; weekly data

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

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

*Spread between three-month London interbank offered rate (Libor) and the overnight index swap rate                            Sources: Thomson Reuters (spread); WSJ Market Data Group (bank market values); Federal Reserve (industrial production); Labor Department (unemployment rate)
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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
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

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 2µ 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.

n 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.

n 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 do not 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.”

n 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

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 recession is 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-

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 they released 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.

ECONOMY & POLITICS

Note: figures as of Aug. 5
Source: Federal Reserve
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By Nicholas Casey

The U.S. trade deficit widened in
June, forced up by higher oil prices, as
growthinbothimportsandexportssig-
naledrenewedlife 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-
ported in 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.
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Hotel chain’s bankruptcy tests Fed’s duties
Extended Stay’s woes
expose fault lines
in property market

By Lingling Wei

And Jon Hilsenrath

The Federal Reserve, with $900
million on the line, is getting ac-
tively involved in the biggest hotel
bankruptcy, an awkward role for the
central bank as it tries to shore up
the financial system.

On one hand, the Fed is clearly
concerned that the bankruptcy of
the 680-property Extended Stay
Inc. chain has exposed major fault
lines in the commercial real-estate
market, which threatens to drag
down the economy just as it is start-
ing to show signs of recovery.

On the other, the Fed’s role is
tricky because it is facing off against
financial firms it has to deal with in
other rescue matters. For example,
Cerberus Capital Management LP
is on the other side of the Fed in the
Extended Stay bankruptcy, but the
private-equity firm had to work
closely with the Fed and the govern-
ment in the bailouts of Chrysler and
GMAC, which Cerberus controlled.

The Fed, through a fund called
Maiden Lane, wound up holding
about $900 million in Extended Stay
debt in the wake of Bear Stearns’s
failure. A team at the New York Fed is
working with BlackRock Inc. and
other private-sector advisers to try

to maximize its recovery on that
debt. But under a controversial plan
proposed by Extended Stay and en-
dorsed by a small group of creditors,
the Fed’s position could take big hits.

Now the Fed is walking a fine line
as it tries to balance its dueling inter-
ests. The Fed is trying to draw lessons
from the bankruptcy that it can use to
help rebuild a market for commercial
mortgage-backed securities,or CMBS,
a source of financing that real-estate
developers and investors heavily re-
lied on until the credit-market crisis.

Most recently, the Fed moved to
support an effort by the U.S.
Trustee Diana Adams, who is over-
seeing the bankruptcy, to appoint
an examiner to probe the collapse.
Among other things, the examiner
would delve into the pre-Chapter 11

negotiations between Extended
Stay Chief Executive Officer David
Lichtenstein and some creditors.

In court papers, Ms. Adams
notes that other creditors have al-
leged “fraud and dishonesty” in
those talks.

Fed Chairman Ben Bernanke re-
centlytoldlawmakersthatthepoten-
tial wave of defaults on hundreds of
billions of dollars of commercial
mortgages presents a “difficult”
challenge. Many observers believe
the first step to fend off the looming
threat is to restart the CMBS market,
which used to provide one-third of
the financing to owners of office
buildings, hotels, stores and other
commercial property.

Wall Street firms created CMBS
by slicing and dicing commercial

mortgages into layers of debt with
different levels of risk and rewards.
In theory, holders of all layers would
be represented by a debt servicer
who would negotiate with the bor-
rower for them in case of a default.

When a group of investors led by
Mr. Lichtenstein acquired Extended
Stay for $8 billion—about $4.1 bil-
lion of that coming from CMBS—the
deal was structured with a “bad-
boy” provision to keep him from put-
ting the company into bankruptcy.
Under that provision, Mr. Lichsten-
stein wouldhavebeen personally lia-
ble for $100 million if he did that.

But none of the measures de-
signed to protect CMBS investors
worked as expected. First, in the days
leading up to its Chapter 11 filing on
June 15, Mr. Lichtenstein struck a

deal with only a small group of big
CMBS holders, including Cerberus
and Centerbridge Partners LP. The
deal, which needs to be approved by
the bankruptcy court, would give lit-
tle to nothing to the majority of other
creditors, including the Fed.

At the same time, the small group
of investors that supported the deal
agreed to shield Mr. Lichtenstein
from the “bad-boy” provision. That
deal “must be investigated in order
to preserve the integrity ofthe Chap-
ter 11 process,” said Stephen Meis-
ter, an attorney at Meister Seelig &
Fein LLP, who represents two junior
creditors who filed a lawsuit.

In a bankruptcy-court filing, the
Fed noted that “the factors that led
to the collapse [of the company] may
aid the financial markets and policy
makers in their efforts to avoid simi-
lar situations as the securitization
market attempts to restart.”

Defenders of Extended Stay’s
bankruptcyfilingargue thatthecom-
plex debtstructure madeitallbutim-
possible for the company to get all
its creditors to agree on a plan. The
proponents also argue that thecredi-
tor lawsuits have no merit because
thereisno legalcontractbindingCer-
berus and Centerbridge to the plan
proposed by Extended Stay, even
though they verbally agreed to it.

Mr. Lichtenstein “understood that
a bankruptcy filing could result in law-
suits against him personally, but he
put [the company’s] interests first,”
saidDavidFriedman,anattorneyatKa-
sowitz, Benson, Torres & Friedman
LLP, who represents Mr. Lichtenstein.

U.S. offers detailed plan
to cut risk on derivatives

At left, Extended Stay property in San
Rafael, Calif.; above, David Lichtenstein,
shown in 2007.

MONEY & INVESTING

By Sarah N. Lynch

WASHINGTON—The Obama ad-
ministration detailed a sweeping
plan to more closely oversee the gi-
ant market for derivatives by forc-
ing many of the products to trade on
regulated exchanges or electronic
venues.

The proposal, which was sent to
legislators on Capitol Hill for consid-
eration, would essentially make it
easier to see prices and make mar-
kets more transparent.

The derivatives plan is the final
piece of the administration’s pro-
posed regulatory revamp, which in-
cludes a consumer-protection regu-
lator, mandatory registration of
hedge funds and private-equity
firms, and new powers aimed at
helping the Federal Reserve ensure
market stability. While the adminis-
tration says it believes the plan is on
track, its effort has been criticized
by lawmakers, the financial-ser-
vices industry and financial regula-
tors concerned about losing power.

To help ensure support and
dodge another regulatory turf bat-
tle, the administration proposed
spreading regulatory responsibility
across several federal agencies. The
115-page draft bill would give the
bulk of the proposed new powers
over derivatives to the Securities
and Exchange Commission and the
Commodity Futures Trading Com-
mission but also keep banking regu-
lators in the mix by granting them au-
thority to oversee banks that deal in
derivatives.

The legislation doesn’t stray far
from what Treasury Secretary Timo-

thy Geithner outlined in May, but it
details for the first time how author-
ity among federal regulators would
be divided.

The proposed legislation is
meant to reduce the risks derivatives
may pose “to the financial system
and reduce the likelihood they could
be used to engage in inappropriate
business conduct or to hurt inves-
tors,” said Michael Barr, the Trea-
sury’s assistant secretary for finan-
cial institutions.

The proposal is designed to ad-
dress markets such as those for
credit-default swaps, which many
say exacerbated the financial crisis.
The administration wants to require
standardized derivative contracts
to be processed through clearing-
houses, which guarantee trades and
help cushion against the blow of a
potential default. Off-exchange de-
rivatives are sold both as highly cus-
tomized products and more stan-
dardized contracts that closely mir-
ror products traded on exchanges.

“We are examining the details of
the draft legislation being espe-
cially mindful of the need to pre-
serve the availability and flexibility
of privately negotiated derivatives
for American companies,” said Rob-
ert Pickel, executive director of the
International Swaps and Deriva-
tives Association Inc., a trade group.

The proposals mirror many of
the ideas in a recent European
Union white paper, including incen-
tives to trade and clear over-the-
counter products. The U.S. has been
working with its counterparts over-
seas to adopt similar rules in an ef-
fort to avoid “regulatory arbitrage.”
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