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Royal Dutch Shell will join a
select band of Western energy
companies pumping crude oil
out of Brazil. The company
hopes the vast project will ul-
timately give it entrée into one
of the world’s most sought-
after oil patches. Page 19

M Euro-zone orders posted

their strongest monthly gain
in 19 months, suggesting sus-
tained output growth. Page 2
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a new court filing. Page 4
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data due later in the week.
European stocks rose to new
highs for the year. Page 20
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M Russia indicated its econ-
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sion but warned the recovery
is likely to be shaky. Page 4
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but Prime Minister Maliki's
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with foreign rivals. Page 3
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in raids that police said

foiled major terror attacks.
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After the British, the
Swiss also cave in to
Libyan pressure. Page 13
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Scottish minister tells angry lawmakers decision on bomber was his alone

By ALISTAIR MACDONALD
AND PAUL SONNE

Scottish lawmakers
grilled the official who freed
the Libyan agent convicted
in the 1988 Lockerbie bomb-
ing, as support mounted for
inquiries into both that deci-
sion and the original convic-
tion.

In a special parliamen-
tary session Monday, Scot-
tish Justice Minister Kenny
MacAskill defended his move
to release terminally ill Ab-
del Baset al-Megrahi despite
vehement opposition from
the U.S., saying the decision
was his alone and was unaf-
fected by political or eco-
nomic concerns.

He expressed “great re-
gret” at the hero’s welcome
Mr. al-Megrahi received on
his return to Tripoli last
week, saying that the Libyan
government had promised to
keep the homecoming dis-
creet.

“It was my decision, I
stand by it, and I’ll live with
the consequences,” Mr. Mac-
Askill said.

His assurances, though,
did little to mollify many
Scottish parliamentarians,
who accused him of mislead-
ing them; some also say he
freed Mr. al-Megrahi to avoid
scrutiny of a flimsy case.
They set a new debate for
Monday that could lead to a
vote of no confidence in Mr.
MacAskill—a move that
would put pressure on the
current government to step
down, though politicians see
that outcome as unlikely.

There is “a conviction on

Please turn to page 31
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Scottish Justice Secretary Kenny MacAskill, right, talks as First Minister Alex Salmond looks on while
the Parliament in Edinburgh is recalled for debate and questions Monday.
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Jobs trumpets tablet
for what ails Apple

BY YUKARI IWATANI KANE

When Chief Executive
Steve Jobs returned to Apple
Inc.recently after anearly six-
month medical
leave, it was unclear
how quickly he
would re-involve
himself at work and
what he would focus
on—even to those
within the company.

But just a few
months after receiv-
ing a liver trans-
plant, the 54-year-
old isn’t taking it
slow and is pouring
almost all of his attention into
a new touch-based tablet de-
vice that Apple is developing,
say people familiar with the
situation.

0

Steve Jobs

Those working on the
project are under intense scru-
tiny from Mr. Jobs, particu-
larly with regard to the prod-
uct’s advertising and market-
ing strategy, says
one of these people.
The people familiar
with the matter de-
clined to give details
on the tablet or dis-
close when the de-
vice would come out.

Mr. Jobs’s focus
on the tablet has
been jarring for
some Apple employ-
ees, who had gotten
accustomed to a
level of freedom over strategy
and products while the CEO
was on leave, says a person fa-
miliar with the matter. “Peo-

Please turn to page 31

Big deals

Goldman'’s trading tips
reward its biggest clients
News In Depth, pages 16-17

Markets

4p.m. ET

PCT

CLOSE CHG

DJIA 9509.28  +0.03
Nasdaq 2017.98 -0.14
DJ Stoxx 600  236.84  +0.85
FTSE 100 4896.23  +0.93
DAX 5519.75  +1.04
CAC 40 3652.17 +1.01
Euro $1.4319 +0.14
Nymex crude ~ $74.37  +0.65
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Financial
players
flee U.K.

over taxes

By DAvID WALKER
AND MIKE FOSTER

A stream of hedge-fund
managers and other financial-
services professionals are
quitting the U.K., following
plans to raise top personal tax
rates to 51%.

Lawyers estimate hedge
funds managing close to $15
billion have moved to Swit-
zerland in the past year, with
more possibly to come.

David Butler, founder of
professional-services firm Ki-
netic Partners, said his com-
pany had advised 23 hedge
funds on leaving the UK. in
the 15 months to April. An ad-
ditional 15 are close to quit-
ting the UK., he said.

“In the past, managers
would say they’d move some
operations or dip their toe in
the water,” Mr. Butler said.
“Now that’s changed.”

Hedge fund Amplitude
Capital tookits $735 millionin
assets under management to
Switzerland at the start of this
year. In May, Odey Asset Man-
agement threatened to move.

All the hedge funds that
have left the U.K. for Switzer-
land are concerned about
tighter European Union regu-
lations, as well as a new top
rate of income tax announced
by the UK. government.

Starting next April, individ-
ualsin the U.K. who earn more
than £150,000, or about
$247,000, a year will pay tax
at 51%, including national in-

Please turn to page 31
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Euro-zone orders rise,
suggesting output growth

Concerns remain
on unemployment,
poststimulus phase

By NicHOLAS WINNING

LONDON—Euro-zone indus-
trial new orders posted their stron-
gest monthly gain in 19 months in
June, indicating that a recent
pickup in output could be sus-
tained in the current period.

New orders increased 3.1% in
June, the strongest month-to-
month rise since November 2007,
European Union statistics agency
Eurostat said. But bookings were
25.1% lower than in June 2008,
highlighting the deficit from

which industry orders need to re-
cover.

The June results compare with
May’s revised declines of minus
0.5% for the month and minus
30.3% for the year.

The figures are likely to support
the view that the 16-country euro
zone could be emerging from most
severe economic slump since
World War II.

Surveys released Friday sug-
gested private-sector output stabi-
lized in August after more than a
year of declines in the euro zone,
with support from a stronger-than-
expected recovery by France and
Germany. Some economists in-
creased their growth forecasts on
the figures, which have also fueled
debate about when the European
Central Bank might increase its inter-

Road to recovery

Euro-zone industrial new orders,
change from previous month

A% .o

Note: seasonally adjusted data
Source: Eurostat

est rates from their record low of 1%.

But economists also are question-
ing the durability of the recovery.
Euro-zone unemployment is at a
10-year high and many of the re-
gion’s trading partnersremaininre-
cession.

There also are concerns about

Workers in the Schmiedeberger Giesserei foundry in Germany.

what will happen when govern-
ments phase out stimulus measures
to boost activity, particularly in the
auto sector.

“Our general view is that we’re
skeptical that it’s going to be sustain-
able,” said Dominic Bryant, an econ-
omist at BNP Paribas. “Without

Associated Press

some sort of strong consumer de-
mand from somewhere in the world,
where’s the end buyer for all the
products that the investment goods
will make? That’s not really clear.
The U.S., U.K., Spanish consumer
are going to be in depression for
years.”

U.S. releases young Guantanamo detainee

BY GARY FIELDS

WASHINGTON—The U.S. re-
leased one of the youngest detainees
at the Guantanamo Bay prison and
sent him home to Afghanistan, the
Justice Department said Monday.

Mohammed Jawad, whose law-
yers say may have been as young as
12 when he was detained and
moved to the detention facility at
Guantanamo Bay 6% years ago,
was released in the past day, said
Jonathan Hafetz, his American
Civil Liberties Union lawyer. The
U.S. government says Mr. Jawad
was 17 when detained.

U.S. District Court Judge Ellen
Segal Huvelle last month ordered
Mr. Jawad’s release. She said if fed-
eral authorities wanted to charge
him in U.S. criminal court they
should do so by Aug. 21. The judge

criticized the government’s han-
dling of the case and pressured
prosecutors to explain what evi-
dence they had to keep him impris-
oned.

Mr. Jawad has
maintained that he
is innocent, his
lawyer said.

Authorities said he allegedly
threw a grenade that wounded two
U.S. soldiers in 2002. Mr. Jawad
has maintained that he is innocent
and was tortured into confessing,
his lawyer said.

A Justice Department official

said Mr. Jawad’s release didn’t pre-
clude charging him in the future,
but prosecutors couldn’t build a
criminal case by the Aug. 21 dead-
line set by the court.

The government’s attempts to
bring Mr. Jawad to trial before a
military tribunal at Guantanamo
had beenriddled with problems, in-
cluding a former military prosecu-
tor assigned to the case who later
said there wasn’t any evidence to
keep him imprisoned.

The Obama administration is
pushing ahead with plans to close
the Guantanamo prison by Janu-
ary. Officials are trying to resettle
some detainees, while planning
military or criminal trials for oth-
ers.

The planhasruninto opposition
from members of Congress who
havetriedtoerectobstaclestoclos-
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ingtheprisonbasedonnational-se-
curity concerns. In recent weeks,
federal officials have visited pris-
onsinKansas and Michigan and are
looking into them as possible
placestorelocate the detainees.

Mr. Hafetz, the ACLU lawyer,
said Mr. Jawad was “very happy to
be home and very happy to put this
horrible ordeal behind him after
spending nearly seven years inille-
gal U.S. detention.”

The lawyer said Mr. Jawad is
“focused on rebuilding his life and
has hopes of one day becoming a
doctor.”

The Justice Department, in a
statement, said it notified Con-
gressearlierthismonthofitsintent
to transfer Mr. Jawad, as required
by a law passed earlier this year.
“Jawad’s transfer was carried out
under an arrangement between the
United States and the government
of Afghanistan,” the statement
said, adding that more than 540 de-
tainees have been released from
Guantanamo since 2002.

Fairfax Media
seraps dividend

as it posts loss

SYDNEY—Fairfax Media Ltd.
Monday scrapped its final dividend
and reported an annual net loss after
it wrote down the value of its newspa-
pers and cut 1,000 employees, or
about 9% of its work force.

Fairfax reported a net loss of
380.1 million Australian dollars
(US$316.8 million) for the 12 months
to June 30 compared with a net
profit of A$386.9 million a year ear-
lier. The latest results included one-
time impairment and significant
items of A$664.3 million.

Underlying earnings, excluding
the write-downs, fell 40% to A$226.7
million as a slump in advertising mar-
kets sapped revenue from the Sydney-
based company’s newspapers.

The publisher of the Sydney Morn-
ing Herald and the Age in Melbourne
said ad markets may have bottomed
in May and have been tracking side-
ways since, with no signs of recovery.
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In Greece, wildfires subside as winds ease

Planes drop water
around Athens area
to tame the flames

BY ALKMAN GRANITSAS

ATHENS—Wildfires that have
raged for three days in forests peril-
ously close to the Greek capital sub-
sided Monday, as water-dropping
planes from other European nations
came to the aid of exhausted Greek
firefighters.

The blazes, which broke out Fri-
day, have leveled some 150 square ki-
lometers, mostly woodlands, in the
well-to-do northern suburbs of Ath-
ens, threatening homes but also
some of Greece’s most important ar-
chaeological sites, including the
Athenian temple of Rhamnous. On
Monday, elderly nuns were hur-
riedly evacuated as the flames men-
aced St. Ephrem Monastery, north
of the city, and the saint’s remains
were rushed to a safer location.

By Monday evening, the winds
had started to ease and the fires
calmed, thanks to the efforts of
some 500 Greek firefighters dis-
patched around the capital and to
planes sent by France, Italy, Austria,
Cyprus and Turkey to drop water
over the afflicted area.

The fires are the worst since a se-
ries of blazes in southern Greece in
August 2007, in which more than 70
people died and swaths of farmland
were devastated.

Many Greeks blame land develop-
ers for starting the fires to take ad-
vantage of contradictory laws gov-
erning forest land and residential de-
velopment. There have been previ-
ous forest fires in the outlying dis-

A firefighter works to control a blaze on Monday in the village of Porto Germeno, Greece, 60 kilometers west of Athens. Thousands have been forced to flee.

tricts where the blazes started; it is
widely believed that some were the
work of arsonists.

The area has seen unchecked and
often illegal suburban development
in the past 20 years. By some esti-
mates, there are more than 100,000
homes in Attica, the Greek province
surrounding Athens, that have been
built in violation of zoning laws.

“This is absolutely terrible, what
is happening,” said local resident

Marina Theona, 64 years old, a vet-
eran of past forest fires. “This is the
third time we have had to deal with
forest fires sweeping through here.”

At a televised news conference,
government spokesman Evangelos
Antonaros said the center-right
New Democracy administration had
already started surveying fire-
stricken areas in an effort to assess
the cost of the damage. Mr. Anton-
aros said early indications showed

that the number of damaged or de-
stroyed homes was fewer than ini-
tial media reports had suggested.
Many of the hundreds of homes
in the area north of Athens are val-
ued at more than €1 million ($1.4 mil-
lion), so damages could potentially
reach several hundred million eu-
ros. Insurance companies would
likely pick up part of the tab, but any
government spending—to aid home-
owners, rebuild infrastructure or re-

forest burned-out areas—would
weigh heavily on Greece’s already-
overextended budget, which last
year recorded a deficit equal to 5%
of gross domestic product.

“The ecological and social conse-
quences of these fires cannot be esti-
mated,” said Nikos Magginas, an
economist at National Bank of Greece
SA. “But as for the economic conse-
quences, the most immediate impact
will be on government finances.”

Bankers worry about French limits on pay

-_——_ L m—

BY DAVID GAUTHIER-VILLARS

PARIS—As French President
Nicolas Sarkozy prepares to meet
with executives of the country’s larg-
est banks Tuesday, bankers are wor-
ried that fresh rules to curb their
pay packages would put them at a
disadvantage with foreign competi-
tors.

Measures could include forcing
banks to disclose how they calculate
bonus payments, but might be lim-
ited to verbal warnings from the gov-
ernment, said a government offi-
cial.

Like the U.S. and most other Euro-
pean countries, France is scrutiniz-
ing bankers’ pay packages amid con-
cerns that an outsize willingness to
take risks in return for big paydays
was one cause of the global financial
crisis.

But national governments are
struggling to strike abalance: Appro-
priate regulation could help the fi-
nancial industry prosper—but over-
regulation could hamper business
and drive it to other countries. The
U.K. Financial Services Authority’s
rules aimed at curbing bonuses, pub-
lished earlier this month, were signif-
icantly watered down from a draft re-
leased at the start of the year.

“Measures must be discussed at
the European and international
level,” said Arnaud de Bresson, di-
rector of Paris EuroPlace, alobbying
group that promotes Paris as a finan-
cial hub and is concerned that Par-
is’s standing as a financial center
could suffer. “We don’t see how one

Brains and bonuses

Number of people employed by
financial sector, in thousands

319
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190 R

various 29

ancillary- 59 39 64
jobs

Total— 310

Banks® —

Insurance -

Paris Frankfurt London

*includes retail banking
Source: Europlace

financial center could do it on its
own.”

During the second quarter,
French banks—which have received
close to €20 billion ($28.67 billion)
in state aid since October—adopted
bonus guidelines in line with recom-
mendations made by the Group of
20 largest economies earlier this
year.

Three weeks ago, however, BNP
Paribas SA, which received €5.1 bil-
lion in state aid and is France’s larg-
est bank by stock-market value,
sparked an outcry when it said it
had set aside about €1 billion to pay
bonuses to its investment-banking
arm this year.

Some opposition parties have
called for capping or even banning
banking bonuses. The opposition So-

French bank BNP Paribas Managing Director Baudoin Prot leaves the Finance
ministry on Monday.

cialist Party has suggested increas-
ing France’s marginal income tax
rate, now 40%. Mr. Sarkozy has
ruled out raising taxes, saying it
would deter companies from creat-
ing jobs.

Monday, French Finance Minis-
ter Christine Lagarde held a prepara-
tory meeting with representatives
of the country’s largest banks to see
how the French code of conduct that
was introduced in the spring could
be tightened.

The government official said
measures being discussed included
creating bonus committees within
banks, rather than often leaving the
details to trading-room managers,
and forcing banks to divulge how
they calculate bonuses.

As part of the measures intro-

duced earlier this year, bonuses
must be linked to profit, not reve-
nues. Banks must also stagger the
payment of bonuses over several
years and tie them to the continued
performance of the relevant banking
activity to avoid dishing out quick re-
wards for unsustainable gains.

Mr. de Bresson, the Paris Eu-
roPlace director, said he was wor-
ried that bankers might flee Paris if
their remuneration was curbed in
France.

A similar number of people in
Paris and London work in banking,
but many in Paris are in retail bank-
ing and asset management. Paris
has an estimated 180,000 traders
and investment bankers, compared
to about 250,000 in London, accord-
ing to Paris EuroPlace.

Agence France-Presse

GM to develop
$4..3 billion plan

to keep Opel unit

By JOHN D. STOLL

DETROIT—General Motors Co.’s
management team is going to try to
develop a $4.3 billion financing plan
as part of an effort to keep control of
Adam Opel GmbH, according to
three people involved in the matter.

Chief Executive Frederick
“Fritz” Henderson is supposed to
have the plan done by the board’s
next regularly scheduled board
meeting, in early September,

GM has been working for months
tosell control of Opel and its British af-
filiate, Vauxhall, which are incurring
losses and form the core of its Euro-
pean operations. Until last week, the
company was leaning toward selling
control of the unit to Magna Interna-
tional Inc. Magna’s ownership would
have attracted substantial financing
from the German government.

The automaker was also entertain-
ing abid from RHJ International SA,a
Belgian private-equity group. The Ger-
man government has voiced objection
tothe RHJ deal, and GM has been care-
ful tofollow the government’slead be-
cause of the financing commitment
the German government has made.

On Friday, Mr. Henderson pre-
sented the company’s options to a
new board in hopes of winning sup-
port for the Magna offer, according to
people familiar with the meeting. But
the board turned down the Magna
deal, these people said.
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Nokia to offer notebook computer

Handset maker sees
opportunity in PCs
despite crowded field

BY JOEL SHERWOOD
AND LORRAINE LUK

Nokia Corp. unveiled a netbook
computer Monday, marking an en-
try into a fast-growing but crowded
sector that is blurring the lines be-
tween PC companies and handset
makers.

The Nokia Booklet 3G, amini-lap-
top using Microsoft Inc.’s Windows
software, will be a “full-function”
personal computer with high-speed
mobile Internet access capability,
Nokia said. The company declined
to comment on pricing, availability
or detailed specifications of the de-
vice ahead of a media event Sept. 2.

Nokia’s move, which comes after
the company announced an alliance
with Microsoft this month, high-
lights increased consumer demand
for products that fuse portable com-
puting, telecommunications and
music technology, and marks a sig-
nificant strategic shift, said Ranjit
Atwal, principal research analyst
for the PC industry at Gartner Inc.

“It’s not going to be huge com-
pared with its mobile portfolio, but
strategically it’s where devices are
headed,” Mr. Atwal said, pointing to

Nokia’s new portable
mini-laptop computer

the convergence of PC-like func-
tions together with the ability to
communicate. He added the key
task for Nokia will be how it will dif-
ferentiate its offering from rivals.
Espoo, Finland-based Nokia is
the world’s dominant maker of mo-
bile phones, with a 38% share of the
total global market. However, it has

recorded declines in the average
selling price of its handsets for the
past six quarters amid increased
competition for its high-end phones
from Apple Inc.’s iPhone and Re-
search in Motion Ltd.’s BlackBerry.

Nokia has also ceded market
share to Asian rivals such as Sam-
sung Electronics Co., which makes
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both PCs and mobile phones. Mean-
while, PC makers are moving into
the smart phones—devices that of-
fer multimedia functions such as
Web browsing, email and video con-
ferencing.
—Ian Edmondson,
Ola Kinnander and Adrian Kerr
contributed to this article.

BofA says it didn’t mislead holders on bonuses

BY DAN FITZPATRICK
AND KARA SCANNELL

Bank of America Corp. said it
didn’t mislead shareholders about its
approval of billions of dollars in Mer-
rill Lynch & Co. bonuses prior to a
merger of the two firms, noting that
it was “widely understood” that Mer-
rill would award year-end compensa-
tion and the bank never told inves-
tors it had prohibited such payments.

The new statements were made
in a Monday filing to federal judge
Jed Rakoff, who has refused to sign

off on a $33 million settlement of a
U.S. Securities and Exchange Com-
mission civil lawsuit targeting the
bank for what it disclosed about the
bonuses before a December share-
holder vote. The SEC said proxy doc-
uments sent to investors in Novem-
ber show Merrill wouldn’t pay year-
end bonuses without Bank of Ameri-
ca’s consent, while a separate docu-
ment never distributed to sharehold-
ers shows Bank of America approv-
ing as much as $5.8 billion.
Merrill’s compensation commit-
tee approved $3.6 billion in bonuses

three days after shareholders
blessed the deal, and Merrill employ-
ees received their payouts one day
before the merger closed. The bo-
nuses sparked outrage on Main
Street in light of Merrill’s $27.6 bil-
lion in losses for all of 2008 and the
$45 billion in government aid
awarded to Bank of America.

Bank of America neither admit-
ted nor denied fault in agreeing to
the settlement. Judge Rakoff at a
hearing earlier this month asked
both parties for more information
about the bonus disclosures and the
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TANKS FOR THE MEMORIES: People in Kiev surround a self-propelled howitzer after a military parade on Monday
commemorating the 18th anniversary of the nation’s independence.

basis for the settlement.

Inits filing Monday to the U.S. Dis-
trict Court for the Southern District
of New York, Bank of America said a
November 2008 proxy didn’t contain
a“flat prohibition” against Merrill in-
centive compensation and even stipu-
lated that a “negative covenant” re-
stricting year-end bonuses would be
subject to exceptions. It is typical, the
bank said, for specific compensation
arrangements to be “set forthin a sep-
arate disclosure schedule, which is
neither annexed to the publicly dis-
closed merger agreement nor de-
scribed in the proxy statement.”

A separate filing from the SEC
also was expected Monday. The SEC
has maintained that the $33 million
penaltyis “reasonable under the cir-
cumstances.”

At the hearing before Judge Ra-
koff earlier this month, SEC attor-
ney David Rosenfeld said the SEC
didn’t allege that the bank or any
person intentionally misled share-
holders, because the firm relied on
its lawyers’ advice. He said a de-
fense that is based on lawyers’ ad-
viceis often “enough to defeat anin-
ference of intent.”

Mr. Rosenfeld rebuffed asser-
tions that shareholders could easily
find the information about the bo-
nuses in other bank documents. “It’s
not meant to be a puzzle. The proxy
disclosure rules are meant to put
shareholders on notice what they
are being asked to approve,” he said,
according to a hearing transcript.

In its filing on Monday, Bank of
America said Merrill openly dis-
closed its intention to pay bonuses
in separate federal filings through-
out 2008, which showed that com-
pensation expenses were similar to
2007 levels.

Those plans were part of the “to-
tal mix” of information available to
investors, the bank said, citing media
coverage and quarterly statements.

Russia warns
economic upturn

could be shaky

BY ANDREW LANGLEY

MOSCOW—Russia indicated
the country’s economy was com-
ing out of recession but warned
that the recovery is likely to be
shaky as the country’s worst finan-
cial crisis in more than a decade is
far from over.

Gross domestic product shrank
10.2% in the first seven months of
2009 compared with the year-ear-
lier period, Deputy Economy Min-
ister Andrei Klepach said on Mon-
day, according to Interfax news
agency. But in July, investment ex-
panded for the first time since the
crisis began, Mr. Klepach said,
causing the economy to grow a sea-
sonally adjusted 0.5% on a
monthly basis.

Russia’s economy began to con-
tract late last year as commodities
prices plunged, foreign investors
withdrew capital, and businesses
lost access to credit.

Since then, the economy has
shown signs of improvement, with
industrial output expanding 4.5%
on the month in June and 4.7% in
July, as global demand for metals
and energy picked up and factory
inventories stabilized.

Consumers are still feeling the
pinch, however, with unemploy-
ment above 8%, disposable in-
comes falling, and bank loans be-
coming scarce.

“We can say with some degree
of certainty that the overall eco-
nomic decline came to an end as
early as June, but more so in July,
and that we’re entering a phase of
revival,” Interfax quoted Mr.
Klepach as saying.

“But while the decline is at an
end ... the crisis has not yet been
overcome,” he added. He said a
prolonged downturn in the auto-
motive industry and last week’s fa-
tal accident at a hydroelectric
power plant could both weigh on
growth in September.

Consumers are expected to ben-
efit from Russia’s thus-far export-
led recovery as economic activity
grows. But government support
could also play an important role,
with a U.S.-style “cash for clunk-
ers” program penciled in for early
2010.

“Government stimulus can ac-
celerate growth next year if it’s ...
targeted properly, that is directed
toward consumers,” said Evgeny
Gavrilenkov, chief economist at in-
vestment bank Troika Dialog. “Do-
mestic factors will start playing a
more important role.”

Russia expects the economy to
shrink by 8.5% this year, a small im-
provement on its first-half per-
formance. It sees growth of 1% in
2010.
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It's rough out there. Economic realities are
daunting. And yet, as with every competitive
challenge, some businesses will respond
proactively and effectively, while others are

left behind. The winners will be those who
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Appliance maker leaves China for U.S.

Producer of popular line of hair irons transfers manufacturing to Texas facility, bucking conventional wisdom

BY TIMOTHY AEPPEL

HOUSTON—Farouk Shami, a Pal-
estinian-born hairdresser who built
a $1billion manufacturing company
around a popular line of hair irons,
is moving all of his production of
hand-held appliances from China to
a sprawling new factory here.

The move flies in the face of con-
ventional wisdom, which says gad-
gets like this are best made in a low-
cost country. But, he says, outsourc-
ing has led to a loss of control over
manufacturing and distribution.

“We’ll make more money this
way—because we’ll have better qual-
ity and a better image,” says the
66-year-old, who says his company,
Farouk Systems Inc., spends about
$500,000 a month fighting counter-
feits, most of which he says originate
in China. The company collects the
fake products and tracks the source,
and then brings action in China to
shut down illegal producers.

Mr. Shami figures having produc-
tion under his nose will help him con-
trol quality and inventory, and also
fight the fakes, since imported irons
will automatically be suspect. He sells
in 104 countries, but the U.S. repre-
sents over 60% of the company’s sales.

“I think you’re starting to see
more manufacturers rethinking out-
sourcing,” says Daniel Meckstroth,
an economist at the Manufacturers
Alliance/MAPI, a public policy and re-
search group based in Arlington, Va.,
calling a June speech by General Elec-
tric Co. CEO Jeffrey Immelt, where
he said that overseas outsourcing
had gone too far and that U.S. compa-
nies needed to expand domestic pro-
duction, a “bellwether of what’s hap-
pening in manufacturing.”

Besides GE’s efforts to manufac-
ture more within the U.S., other com-
panies such as St. Louis-based elec-
trical-equipment maker Emerson
have shifted some production of
items such as appliance motors
from Asia to Mexico and the U.S., in
part to be closer to customers in
North America.

Many U.S. producers got hurt
when the recession hit and they were
left holding large backlogs of goods
ordered from overseas. Producing
closer to customers—and limiting
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Farouk Shami shown earlier this month on the floor of his new manufacturing facility for hair dryers and irons in Houston.

the inventory in the pipeline—is one
solution, says Mr. Meckstroth.

It remains to be seen whether
Mr. Shami can produce cost-effec-
tively in the U.S. The company is us-
ing automation to reduce the num-
ber of workers needed to assemble
its tools and is redesigning products
to make them easier—and therefore
cheaper—to snap together.

Mr. Shami says the Houston-
made hair irons will cost about
$2.50 more to produce than the
China-made irons; he plans to ab-
sorb the cost without raising the re-
tail price.

He says some costs will fall as
large-scale production gets under
way. One Texas supplier of plastic
parts initially charged four times
the cost of the Chinese supplier, but
cut the price to near parity once it
became clear that orders would be
large and steady, he says.

But Mr. Shami is also betting cus-
tomers will pay slightly more for a

U.S.-made product—he touts the
American origin on packaging and
in advertisements—and, to under-
line the quality issue, he is offering
two-year warrantees on U.S.-made
hair irons, compared to one year for
those currently made in Asia.

The move is creating jobs in
Houston at a time when factory jobs
are evaporating in most places. On a
recent afternoon, job applicants sat
in the lobby of a cavernous new fac-
tory, hoping to be one of 30 people
hired daily. The company expects to
have 1,200 workers when the fac-
tory is at full speed in December.

Mr. Shami, who loves the color
red—he has 40 pairs of red boots,
which he sometimes wears with red
leather pants—invented his hair
iron, called the “Chi,” in the late
1990s. He was already a manufac-
turer, having earlier developed am-
monia-free hair color after he discov-
ered he was allergic to that chemical.

As ahairdresser, he knew that ex-

isting irons used metal heating ele-
ments that could damage hair. His in-
novation was to use ceramic plates
to generate a gentler heat. The name
Chi stands for “ceramic hair iron.”

Even though he priced it three
times higher than most existing
irons, it was a success. The company
initially invested in manufacturing
in South Korea, and, when demand
exceeded that operation, out-
sourced to China. The company says
it makes 60% of its revenue from the
Chi line, which now includes hair
dryers and other hair tools.

But a growing wave of counter-
feits has driven down prices and cre-
ated a dilemma for Farouk Systems,
which often finds that defective Chis
returned to the company for refunds
are actually knock-offs. Authentic
Chis carry price tags of $130 to $170,
while fakes available on the Internet
sell for as little as $50. Farouk Sys-
tems has fought the onslaught, in-
cluding tracing counterfeits to Chi-

nese factories and convincing the
Chinese government to shut them
down. The company hasn’t quanti-
fied the number of fake products.

“You close one [counterfeit-mak-
ing factory] down, and it just opens
up across the street the next day,”
says Bobbi Mihal, the company’s in-
house lawyer.

The issue has strained relations
with the company’s Chinese sup-
plier, Shenzhen-based Fenda Elec-
trical Co. The Chinese firm is help-
ing Farouk Systems set up its Hous-
ton factory and continues produc-
ing Chis as the new operation gets
up to speed. But when Mr. Shami
sent 16 engineers to China early last
year to study their production,
Fenda wouldn’t let the visitors into
some parts of the factory.

Ellen Wu, a vice president for
Fenda, says her company, which
makes hair products for a variety of
Western firms, only produces autho-
rized products.

“Copies are a serious problem”
for Farouk Systems, she says.
“We’ve helped them stop some com-
panies.” She says her company is
phasing out its own production of
Chis and remains on good terms
with Farouk Systems.

Mr. Shami made the decision to
move production to the U.S. two
years ago, he says. He already had a
factory in Houston, where he lives,
producing hair coloring and sham-
poos. The first lines, where the start-
ing pay for assemblers is $8 an hour,
are now making seven of the compa-
ny’s 72 hair tools. Mr. Shami says
that so far the tools built in Houston
have a negligible defect rate; from
the authorized plants in China, it’s
5% to 8%. “That provides a savings
right there,” he says.

Meanwhile, other manufacturers
are also making similar versions of
hair tools with ceramic technol-
ogy—Mr. Shami says he didn’t patent
the innovation because his experience
in patenting his hair color took years.

But he says the company can com-
pete by continuing to innovate, such
as by adding electronic controls
that turn an iron off automatically if
it’s accidentally left on. He says new
models and innovations will com-
mand a premium.

TeliaSonera to buy up

By IaAN EDMONDSON

STOCKHOLM—TeliaSonera AB,
the Nordic region’s largest telecom-
munications operator, is planning to
buy out the remainder of two Baltic
subsidiaries in a deal valued at
about $687.7 million.

The move is part of Sweden-
based TeliaSonera’s strategy to buy
out minorities in core businesses,
as it aims to generate greater effi-
ciency through overall control—
even in areas such as the Baltic
countries, which are suffering se-
verely from the economic slump.

Sweden-based TeliaSonera
said it will make cash offers valued
at about 527 million Lithuanian
litai ($218.9 million) for outstand-
ing shares in Lithuania’s TEO LT
and 5.12 billion Estonian kroon
($468.8 million) for the remainder
of Estonia’s Eesti Telekom.

TeliaSonera already holds 60%
of outstanding shares in TEO LT
and 60.12% of Eesti Telekom. It
said the cash offer for TEO LT rep-
resents a 30.7% premium to Fri-
day’s closing market price, while
the offer for Eesti amounts to a
24.3% premium.

The offers are logical given Telia-
Sonera’s aim of increasing owner-
ship in core businesses, said Han-
delsbanken analyst Jan Dworsky in
Stockholm. TeliaSonera has pushed
hard in emerging markets in Baltic
countries, Russia and selected Eur-
asian markets, including Kazakh-
stan, Uzbekistan and Turkey, hop-
ing to benefit from high growth and
low mobile penetration.

Still, the latest move comes at a
time when the Baltic economies of
Lithuania, Estonia and Latvia are
among the worst-performing in
the European Union. The rate of de-
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cline was particularly pronounced
in Lithuania in the second quarter,
when gross domestic product fell
22.4% from a year earlier, while
GDP in Estonia fell 16.6%.

TeliaSonera’s second-quarter
revenue for mobile telephony fell
11% to 592 million Swedish kronor
($84.1 million) in Lithuania and
7.8% to 529 million kronor in Esto-
nia. Revenue from both countries
amounted to 8.6% of TeliaSonera’s
total quarterly revenue from mo-
bile services.

TEO LT had a 95% share of fixed-
line and 39% share of mobile tele-
phony markets in Lithuania at the
end of 2008. Eesti Telekom was
also the market leader in Estonia,
with an 85% share of the fixed-line
market and 47% of mobile.

TeliaSonera had just over 2 mil-
lion mobile subscribers in Lithua-
nia and 778,000 mobile subscrib-
ers in Estonia at the end of 2008.

Security-firm G4 profits
as government contracts rise

BY KAVERI NITHTHYANANTHAN

LONDON—The U.K. government’s
concerns about security and immigra-
tion have helped security firm G4S
PLC score contracts and offset slow-
ing demand in the commercial sector,
as businesses cut back on temporary
security jobs such as guarding cash.

The deals with the U.K. govern-
ment are to run detention and re-
moval centers at home and embassy-
related contracts in five African coun-
tries, and helped the security-ser-
vices provider post net profit of £85.1
million ($140.3 million) for the first
half, up 14% from £74.4 million a year
earlier. Revenue rose 29% to £3.49 bil-
lion, helped by favorable foreign-ex-
change rates.

The long-term government con-

tracts and cash-management deals
has helped it through the recession,
Chief Executive Nick Buckles said.
About 95% of its contracts are re-
newed every year.

The company was formed in 2004
by the merger of Securicor PLC and
Group 4 Falck AS’s security business.
It provides services such as risk con-
sultancy, design and management of
secure facilities, landmine clearance
and manned security to governments
and businesses.

The company said organic growth
in the UK. and Ireland rose to 9.6%
from 8.2% a year earlier and margins
remained at 7.9%.

Mr. Buckles told reporters that
while the company does face reces-
sionary pressure, it wasn’t any
greater than the usual pressure on
pricing.
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U.S. car

Some cut off rebates
over concern about

federal deadline

BY NEAL E. BOUDETTE
AND MATTHEW DOLAN

After a weekend sales surge, U.S.
auto dealers raced to file for “cash
for clunkers” rebates before the pro-
gram ended Monday evening.

The U.S. Department of Transpor-
tation said it had received 625,000 ap-
plications for clunkers vouchers total-
ing $2.58 billion as of Monday morn-
ing. That total was within the pro-
gram’s $3 billion budget. But with
hours to go before the 8 p.m. deadline
for dealers to request reimbursement
for vouchers given to car buyers,
those numbers were set to expand.

Many dealers moved early to
halt sales of vehicles under the Car
Allowance Rebate System, which
provides rebates of as much as
$4,500 to consumers who trade in
older vehicles for more-fuel-effi-
cient models, to give themselves
time to process paperwork. They
worried that if a last-minute rush to
enter applications jammed the sys-
tem, they would be on the hook for
rebates already given.

Meanwhile, the German govern-
ment has ruled out a new incentives
program to replace its own €5 bil-
lion ($7.17 billion) clunkers plan,
which runs out later this year, gov-
ernment spokesman Ulrich Wilhelm
said Monday.

The program “was a result of the
abrupt recession and won’t be con-
tinued as such. This is unthinkable in
this dimension,” Mr. Wilhelm said.

Germany led the way in Europe
with a car-scrapping plan that

Associated Press

dealers race to file ‘clunker’ sales

Richard Cheng, left, looked at a new Honda Odyssey minivan in Florida on Sunday. He planned to trade in a Chevrolet Suburban.

started at the beginning of the year
to help its ailing car industry, which
provides jobs to one in seven Ger-
man workers. The program pro-
vides a €2,500 subsidy for each con-
sumer trading in an old vehicle.
Back in the U.S., in Center Line,
Mich., just north of Detroit, Bob Thi-
bodeau Ford sold more than 40 vehi-
cles with clunker rebates as of Fri-
day, but the dealership soon started
winding down its clunker business.

“We decided we’ll have to have
these deals completed by noon Mon-
day” to be sure they are approved
by the 8 p.m. deadline, said owner
Bob Thibodeau.

Smart Toyota in Madison, Wis.,
stopped doing clunker sales Satur-
day amid concerns about processing
the 250 deals it had accepted since
July 27. According to Blane Einbeck,
the dealership’s marketing director,
only 17 of those sales had been fully

approved for reimbursement.

In Denver, Go Toyota, which is
owned by dealership chain AutoNa-
tion Inc., sold 85 vehicles Friday,
leaving the store’s inventory de-
pleted of certain models. AutoNa-
tion stopped its clunker sales Friday.

The weekend’s jump in auto sales
is likely to lift August U.S. sales to
more than one million cars and
trucks, according to J.D. Power & As-
sociates. That would represent a 2%

increase from the year-ago period,
the first time the industry has seen a
year-to-year rise since June 2007.

Many in the auto industry expect
the rate of sales to slip in Septem-
ber, as a result of the ending of the
clunkers program. Lean inventories
are also likely to squeeze salesin the
weeks ahead.

For now, dealers’ biggest worry
is processing the clunker sales they
have already made. To qualify for re-
imbursement of rebates, dealers
have to scan documentation of the
deal and upload forms to the Trans-
portation Department’s Web site.
The site has at times been slow or
has shut down because so many deal-
ers were trying to log deals.

Dealers said the site was down
for maintenance early Saturday
and again early Sunday, slowing
their efforts to file applications at
off-peak hours.

AutoNation, which operates 264
dealerships in 15 states, sold 12,024
vehicles with clunker rebates in to-
tal, including more than 1,600 on Fri-
day alone. AutoNation has uploaded
alarge majority of deals to the Trans-
portation Department but is still
waiting on final approval on 87% of
them, the company said.

Borrowing ideas from the compa-
ny’s disaster recovery plan, AutoNa-
tion Friday set up a round-the-clock
processing operation at its account-
ing office in Irving, Texas.

Congress originally allocated $1
billion for the program, but that was
nearly exhausted after one week. It
authorized a second allocation of $2
billion intended to last until Labor
Day, Sept. 7. But amid a strong re-
sponse from consumers, the govern-
ment said last week the program
would end Monday.

—Andrea Thomas in Berlin
contributed to this article.

Toyota sets big recall in China

By PATRICIA J1AYI HO
AND NORIHIKO SHIROUZU

BEIJING—Toyota Motor Corp.
recalled nearly 700,000 cars in
China because of faulty window-con-
trol systems—the Japanese auto gi-
ant’s largest recall in the country
and one that risks tarnishing the
company’s image here after arecent
recovery in sales.

The recall involves four popular
models, including the Corolla and
the Camry, Toyota said Monday. In
the 688,314 affected cars, the driv-
er’s side window-control device may
short-circuit, and overheat in some
cases, because excessive amounts of
lubricant were applied during manu-
facturing. Toyota spokesman Hito-
shi Yokoyama said the flaw has
melted the switch in “a few rare in-
stances” but that there have been no
reports of fire or injuries.

The size of the recall exceeds the
585,000 total vehicles Toyota sold
in China last year. The move comes
four months after arecall for a brake
problem in Camry sedans in China.
Toyota’s initial handling of that
event was criticized by a Chinese
consumer advocate, although the
company said it did nothing wrong.

Toyota in recent years has
stepped up efforts to reduce quality
glitches. In 2006, the company was
so jarred by a surge of recalls and
quality problems world-wide that it
delayed introductions of some mod-
elsby aslong as halfa year. The post-
ponement was designed to give engi-

Speeding up

Toyota vehicle sales in China
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neers more time on vehicle and com-
ponent design.

Benjamin Asher, business man-
ager at J.D. Power Asia Pacific Fore-
casting, said there “will most likely
be some negative impact on the
brand” as a result of Monday’s re-
call. But he said that because the
flaw doesn’t affect critical safety
systems the effect could be minimal
if the company resolves the situa-
tion quickly.

A Toyota executive said it is
“plausible” that the latest recall
combined with the April episode
could affect consumer confidence in
Toyota in China. He said, however,
that sales of the car Toyota recalled
in April have shown little effect
from that event and that overall
sales have been recovering steadily

after several sluggish months at the
start of this year.

China Central Television, the
state-run broadcaster, in April re-
ported on what it said was a faulty
brake system in Camry sedans. The
program featured an interview with
a legal adviser from the China Con-
sumers Association who accused
Toyota of hiding the problem. Three
days after the program aired, Toyota
recalled 259,119 Camry sedans be-
cause of brake problems—at the
time Toyota’s biggest recall in China.

Mr. Yokoyama, the Toyota
spokesman, said the accusation it
hid the problem was “completely
groundless” and that the recall
wasn’t related to the CCTV report.

Shan Yongliang, a salesman at a
Toyota dealer in the southern city of
Guangzhou, predicted little impact
from Monday’s recall since the April
controversy didn’t have much ef-
fect. “We haven’t heard any clients
complaining or questioning” about
the earlier incident, he said.

Monday’s recall affects 384,736
Camry sedans made between May
15, 2006, and Dec. 31, 2008; 245,288
Corolla sedans made between May
17, 2007, and Dec. 25, 2008; 35,523
Vios sedans made between Feb. 18,
2008, and Dec. 25, 2008; and 22,767
Yaris sedans made between May 15,
2008, and Dec. 31, 2008. The vehi-
cles were produced by Toyota and
its joint-venture partners in Guang-
zhou and Tianjin, China.

—Ellen Zhu and Gao Sen
contributed to this article.

Sulzer posts lower net,
warns of further hurdles

By MARTIN GELNAR

ZURICH—Swiss engineering
company Sulzer AG, a supplier to
the oil, gas and chemical indus-
tries, Monday reported a smaller-
than-expected fall in first-half net
profit, but warned that most mar-
kets will remain difficult the rest
of the year.

Sulzer’s customers have been
hit by the economic downturn as
well as the fall in oil prices from
the record highs seen over a year
ago. Though the company said it
still expects to post lower sales
and operating income for the full
year, said it believes it is in a good
position to weather the economic
downturn thanks to a solid back-
log of orders, the strength of its
balance sheet and its cost-cutting
program.

Sulzer’s net profit for the first
six months of the year fell 1.6% to
155.6 million Swiss francs ($147.2
million) from 158.2 million francs a
year earlier. Analysts had expected
net profit of 121 million francs.

Thelatest results include a gain
of 46 million francs from a prop-
erty sale, as well as a charge of 36
million francs related to restruc-
turing. The company in June putin
place a cost-cutting plan that will
cost a total of 55 million francs but

is expected to generate 110 million
francs in annual savings.

Sales fell slightly to 1.72 billion
francs from 1.76 billion francs, but
were above market forecasts of
1.63 billion francs.

Shares in Sulzer closed up
2.8%.

The company said it had an or-
der backlog of 2.1 billion francs at
the end of the first half, unchanged
from a year earlier.

Sulzer Chief Executive Ton
Buechner said the demand weak-
ness in most of its markets contin-
ued in July and August. China and
Brazil remain the exceptions and
business remains relatively good,
he said.

Mr. Buechner said he expects
more acquisition opportunities go-
ing forward, although he declined
to name possible targets. “We
have always said we’re prepared
for acquisitions and the reason
why we haven’t done them is be-
cause we refused to pay prices
seen in 2007,” he said. “But now
prices are coming down to a more
reasonable level so we do see op-
portunities.”

Sulzer has arranged small take-
overs in the past few years, after
an attempt to buy U.K. peer Body-
cote PLC in 2007 fell through. The
company has a net liquidity posi-
tion of 358 million francs.
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India’s Fortis accelerate

Hospitals purchase
mines patient switch
from public facilities

BY GEETA ANAND
AND SONYA MISQUITTA

MUMBAI—As India’s growing
middle class clamors for better med-
ical attention outside the nation’s
cash-starved public hospitals, For-
tis Healthcare Ltd. has come up
with a prescription: a rapid expan-
sion of its private hospital chain.

Indian health-care consumers,
sick of long waits at grungy clinics,
have embraced the upsurge in clean,
efficient and professionally man-
aged hospitals. Also, recent health
scares over everything from mos-
quito-derived Dengue fever to
swine flu have crowded public hospi-
tals, pushing even more patients
through the sliding doors of Fortis’s
private facilities.

“India’s problems have given us
an opportunity to put together a
damn good health-care network,”
says Shivinder Singh, managing di-
rector of Fortis.

The latest deal came Monday
when Fortis agreed to buy 10 hospi-
tals for 9.09 billion rupees
($187 million). The pur-
chase from Wockhardt Hos-
pitals Ltd. gives Fortis 75%
more hospital beds and a ¥
reach into big cities outside 7/
northern India—including ¢/
Mumbai, Kolkata and Ban-
galore. With the acquisi-
tion, Fortis will own or op-
erate 38 hospitals across In-
dia with 5,200 beds, com-
pany officials say.

Fortis earlier this year
bought or assumed management of
four other hospitals in its effort to
expand nationwide from its origins
in northern India. Apollo Hospitals
Enterprise Ltd. is the nation’s big-
gest private chain, with 7,500 beds
and 43 hospitals.

Fortis’s expansion reflects In-
dia’s changing health-care picture.
India’s urban middle class has
turned the medical-services indus-
try upside down by demanding bet-
ter care than the government can
provide—and than the vast majority
of the population can afford. Only
about 12% of Indians have health in-
surance, according to industry ana-

Shivinder Singh

Feeling sluggish

Health care in India lags behind
the rest of the world.
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Sources: World Health Organization;
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Medical staff check the condition of a
young patient admitted at Government
Fever Hospital in Hyderabad, India

lysts. But with the number of policy-
holders covered by the private
health-insurance industry growing
about 40% a year in India, many
more eventually will be able to af-
ford to pay more for ser-
vices here.

“Indian health care is on
the threshold of tremen-
dous reform and expan-
sion,” says Muralidharan S
Nair, a health-sciences part-
ner at consulting firm
Ernst & Young.

Until recently, most of In-
dia’s private hospitals have
been products of yesteryear—
small, stand-alone institu-
tions founded by individual
doctors. The rise of the corporate
hospital chain gained momentum
only in the past five years as India
has boomed. These chains are buy-
ing hospitals or winning contracts to
manage them. Often, the chains re-
place physician chief executives
with professional managers who
standardize business practices and
buy supplies in bulk across the chain
to drive down costs.

Apollo Hospitals also has been ex-
panding. In July it opened the first
stand-alone children’s hospital in In-
dia and announced plans for five more
hospitals focused on pediatric care.
The company couldn’t be reached.

Agence France Presse

Although foreign health con-
cerns have largely stayed away from
the Indian market—unsure of how
to make money where the majority
of people aren’t insured—private in-
vestors have dived in. Real-estate in-
vestor Trinity Capital bought a $181
million stake in Fortis before it went
public in 2007. Apax Partners owns
a 14.5% stake in Apollo Hospitals.
Warburg Pincus has a 23% stake in
Max Healthcare Institute Ltd., a sub-
sidiary of Max India Ltd.

“The private-equity guys are ex-
cited by the space,” says Debasish
Mishra, leader of the health-care
practice of Indian-owned Pricewa-
terhouseCoopers Pvt.

Since India became independent
in 1947, the government has tried to
provide affordable health care to its
huge population, often unsuccess-
fully. India lags behind most of the
world, with less than one bed per
thousand people; China has more
than double that number, according
to the World Health Organization.

India also faces an acute short-
age of doctors and nurses, the result
of decades of regulations that have
strangled medical colleges, leaving
too few graduates each year to meet
the burgeoning population.

As India’s economy has taken off
and the Indian Diaspora has re-
turned from overseas, people have

s growth

become fed up with public hospitals.
Fortis, which isn’t related to the Eu-
ropean financial-services company,
tapped into this dissatisfaction.
Started in the 1990s by the Singh
family, best known for founding
drug maker Ranbaxy Laboratories
Ltd., Fortis has grown rapidly since
opening its first hospital in Chandi-
garh in 2001. The hospital chain
aims to become the largest player in
the country, says Amit Varma, a phy-
sician member of Fortis’s board.

People like Sukhdarshan Singh
are the foundation for Fortis’s expan-
sion. Mr. Singh, 72 years old, aretired
government official who isn’t related
to the company’s founders, initially
went to a government hospital for
his heart problems. But when he had
trouble finding doctors at the govern-
ment hospital to see him in February,
he opted to have his bypass surgery
at Fortis’s Mohali Hospital.

The bill: around $3,500. That’s far
less than the $25,000 to $50,000 it
would have cost in the U.S., although
it is about 10 times what it would
have cost in a government hospital.

Mr. Singh says it was worth it be-
cause he was “treated like royalty.”
Since he had no health insurance,
his two grown children in Australia
covered the cost.

—Rumman Ahmed
contributed to this article.

Chinalco open to Rio Tinto talks on bauxite

By CHUIN-WEI YAP

BEIJING—Aluminum Corp. of
China said it is willing to open discus-
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sions with Anglo-Australian miner
Rio Tinto PLC about cooperation in
bauxite and alumina production.

Lu Youqing, vice president for the
company that is also known as Chi-
nalco, said Monday “we’ve indicated
that we’re willing to talk, but I know
of no other details to share for now.”

Mr. Lu was responding to com-
ments by Rio Tinto’s chief financial
officer Guy Elliott, who was quoted
in the Australian press as saying Rio
is in very early stages of talks with
Chinalco on a possible bauxite and
alumina deal.

A Rio Tinto spokeswoman de-
clined to comment.

The indications from both sides
of renewed talks signal a thaw in re-
lations after Rio Tinto abandoned a
US$19.5 billion alliance with Chi-
nalco earlier this year, turning in-
stead to a sizable equity raising to
ease its debt burden.

The news comes amid strained re-
lations between China and Australia
following the detainment last month
of four Rio employees, including Aus-
tralian citizen Stern Hu, for allegedly
stealing commercial secrets.

Chinalco is still Rio Tinto’s larg-
est shareholder, with a 9.3% stake,
and the two companies hold adja-
cent bauxite deposits in the Austra-
lian state of Queensland. They have
held talks on possible cooperation
there in recent years.

Bauxite is an ore used to manufac-
ture aluminum. Alumina is an oxide of
aluminum, largely used to bolster the
light metal’s resistance to weathering.

Separately, data showed that
Australia led the way in iron-ore
shipments to China in July by a wide
margin, according to the General Ad-
ministration of Customs.

China imported 27.5 million met-
ric tons of Australianiron ore in July,

up 52% from the same time last year.

From January to July, Australian
ore shipments to China totaled 149.1
million tons, up 45% from the same
time last year, which means Austra-
lia accounted for 42% of Chinese-
ore imports in the period.

There was market speculation
that Australian-ore imports had sig-
nificantly slowed after relations
with Rio deteriorated.

In July, Brazil was the second-
largest exporter of iron ore to China,
with 12.3 million tons, up 42% over
the year. In the January-to-July pe-
riod, Brazil shipped 73.1 million tons
to China, up 23%.

Chinaimported arecord 58.1 mil-
lion metric tons of iron ore in July,
and 355.3 million tons in the year to
July, customs officials said.

—Yue Li in Shanghai
and Zheng Xiaolu in Beijing
contributed to this article.

GLOBAL
BUSINESS
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Readers Digest Association
Bankruptey filing is part
of plan approved by lenders

The publisher of Reader’s Digest
filed for U.S. bankruptcy-court pro-
tection Monday. Readers Digest As-
sociation Inc. said last week it
planned to restructure through a
bankruptcy filing. The privately held
publisher of the monthly magazine
said the filing affects only its U.S. op-
erations. Reader’s Digest publishes
94 magazines and sells books, music
and videos. Under the plan, senior
lenders led by J.P. Morgan Chase &
Co. would swap a significant amount
of their $1.6 billion in debt for about
a92.5% stake in the reorganized com-
pany. It would cut debt to $550 mil-
lion from $2.2 billion.

PT Garuda Indonesia

PT Garuda Indonesia aims to
raise between $300 million and
$400 million from an initial public
offering in the first half of 2010, the
Indonesian national airline’s chief
executive said. Emirsyah Satar told
reporters Monday that the proceeds
from the planned IPO would be used
to fund expansion. He said Garuda is
valued at an estimated $1.5 billion.
Mr. Satar’s comments were the clear-
est indication so far of the scale of
theIPO. The chief executive said ear-
lier this year that about 15% to 20%
of Garuda may be sold in the offer-
ing, but didn’t specify the amount of
money the airline hopes to raise.
Garuda, which has been trying to
conduct an IPO since the 1990s, long
struggled to earn a profit. But re-
cently, it has been one of the world’s
few profitable airlines.

HTC Corp.

HTC Corp. and China Mobile Ltd.
have teamed up to jointly develop
China’s homegrown third-genera-
tion phone technology—Time Divi-
sion Synchronous Code Division
Multiple Access—and related prod-
ucts, the Taiwanese smart-phone
maker said Monday. The two compa-
nies, which signed a memorandum
of understanding Monday, plan to
launch one TD-SCDMA phone in
2009 and six in 2010, China Mobile
Chairman Wang Jianzhou said.
China Mobile is the world’s biggest
wireless operator by subscribers.
Mr. Wang said he will also seek
other Taiwanese companies to dis-
cuss possible areas of cooperation
using TD-SCDMA technology—Chi-
na’s homegrown 3G technology—
for various consumer products.

Procter & Gamble Co.

Procter & Gamble Co.’s announce-
ment that it plans to sell its prescrip-
tion-drug operations to Warner
Chilcott Ltd. suggested to some ana-
lysts that P&G will be more aggres-
sive about pruning noncore busi-
nesses. Monday’s $3.1 billion deal
fits in with P&G’s recent moves to rid
itself of operations that don’t fit in
with its core businesses. “Manage-
ment’s comments today indicate
they are willing to be more aggres-
sive in structuring their portfolio,”
J.P. Morgan analyst John Faucher
said in a note to investors. A P&G
spokesman didn’t comment on possi-
ble divestitures. Warner Chilcott has
focused primarily on the U.S. mar-
ket, but the P&G assets will expand
the company’s presence in Europe.

—Compiled from staff
and wire service reports.
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Democrats’ woes aren’t rivals’ panacea

Republican Party could learn something from David Cameron rather than focus solely on Obama’s problems

By GERALD F. SEIB

In this August of Democratic diffi-
culty, here’s something that Republi-
cans ought to keep in mind: Politics
isn’t a zero sum game.

That is, just because one party is
down doesn’t automatically mean
— the other party is

CAPITAL up. That’s anunder-
—————— lying principle of

JOURNAL American politics,

but it’s remarkable
how often it’s forgotten.

In this case, it means that even as
Democrats hit rough seas, Republi-
cans shouldn’t forget that they still
face significant deficiencies and
structural problems of their own—
problems that just a few months ago
seemed almost insurmountable. The
danger for Republicans right now, in
fact, is that they become so en-
tranced by the recent decline in Presi-
dent Barack Obama’s fortunes that
theylose sight of their own problems.

A reminder of this challenge
comes in the form of along article in
the forthcoming issue of Commen-
tary magazine by two of the Republi-
can Party’s deeper thinkers, former
Bush White House speechwriters
Pete Wehner and Michael Gerson.
They lay out what their article calls
a “path to Republican revival,” mak-
ing the point that simply opposing
Obama initiatives isn’t sufficient to
bring about such a revival.

They also argue that being anti-
government isn’t sufficient in a
country where “it is patently clear
that most Americans do not locate
the source of all of today’s social ills
in an overactive government.” In-
stead, they argue, Republicans need
to be seen as a party with new ideas
for reforming “ossified” features of
that very government, particularly
regulatory and tort systems that are
behind the times, and an education
system that needs to make teachers
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British Conservative Party leader David Cameron, shown in London in May, could provide a model for U.S. Republicans.

both better paid and more account-
able for their performance.
Intriguingly, Messrs. Wehner
and Gerson also suggest that Repub-
licans steal a page from the play-
book that British Conservative
Party leaders David Cameron and
Iain Duncan Smith have used to re-
vive their party. Those British con-
servatives have, the authors note,
“emphasized a range of issues that
directly influence the quality of life
in community: homelessness, addic-
tion, prison reform, family break-
down, long-term unemployment.”
So far, the authors note, “Republi-
cans have no comparable agenda to
address such issues of social justice
from a conservative perspective.”
It may seem odd to highlight
such deficiencies at a time when Re-

publican fortunes seem to be rising.
But Mr. Wehner argues in an inter-
view that this is, in fact, precisely
the time to refill the party’s reser-
voir of ideas.

“When we started thinking
about this piece and working on it,
the Republican Party was in the
depths of despair,” Mr. Wehner says.
“Now it’s almost as if Republicans
feel the collapsing numbers for
Obama are by themselves enough.
The Republican Party itself isn’t out
of the woods yet.”

Indeed, the woods in which Re-
publicans found themselves after
the 2008 election are, and remain,
thick. Republicans lost across the
board because they did badly with
the two most important voting con-
stituencies of the future, young peo-

ple and Hispanics. Moreover, they
could suffer for some time from last
year’s record wave of voters regis-
tering as Democrats.

Republicans have no obvious na-
tional leader, and some of the most
prominent personalities that have
arisen (Sarah Palin, Rush Limbaugh)
carry plenty of baggage. Nor have re-
cent Democratic travails made Re-
publicans broadly popular by com-
parison. In the most recent Wall
Street Journal/NBC News poll, 42%
of respondents had positive feelings
about the Democratic Party, com-
pared with just 28% for Republicans.

Even on health care, where Repub-
licans have made hay by attacking
Democrats’ plans for a big and expen-
sive overhaul, it would be hard for vot-
ers to put their fingers on a coherent

GOP alternative. That doesn’t matter
much now, but it will if, as now seems
possible, the health debate stretches
on for months or years.

Indeed, in one sign of the GOP’s
disjointed message on health, na-
tional party Chairman Michael
Steele published in Monday’s Wash-
ington Post a piece that opens by ob-
jecting to Democrats’ plans for a
“government-run health-care sys-
tem”—and then proceeds to object,
at length, to proposals to curb Medi-
care, which is, after all, the biggest
government-run health system in
the land.

(Something about Medicare, by
the way, seems to make both parties
lose all sense of equilibrium. The
same Democrats who howled in pro-
test when then-President George W.
Bush proposed relatively modest
cutbacks in Medicare spending in
2006 now are proposing their own
much bigger cuts in Medicare spend-
ing to pay for expanding health cov-
erage for others.)

The best news for the GOP this
summer, Mr. Wehner says, is that
“the issue set that is dominating the
national debate is in the Republican
wheelhouse, which is taxes and
spending.”

In the Commentary article, he
and Mr. Gerson also suggest Republi-
cans continue to offer a “full-
throated stand for a strong national
defense” amid conflicts in Iraq and
Afghanistan and peril in North Ko-
rea and Pakistan.

But other areas remain problem-
atic for the party, not least immigra-
tion. There, Republicans remain
deeply divided over whether to back
an overhaul that offers citizenship
to illegal immigrants. Meanwhile,
the party’s tone often comes across
as hostile toward all immigrants.
Count that as one big area where
Democrats’ woes aren’t sufficient to
solve Republicans’ own problems.

Asia Aluminum’s foreign debt holders are left

BY PETER STEIN
AND LAURA SANTINI

HONG KONG—In June, Sami Car-
acand received a notice from Asia
Aluminum Holdings Ltd., a Chinese
company in which he had purchased
$250,000 of debt. It asked him to
support a deal to wind up the firm
and sell its assets. Inreturn, Mr. Car-
acand might receive 20 cents for
each dollar of debt he held.

He had rejected an earlier offer
from the company to pay him 27.5
cents for each dollar of debt because
he felt the Hong Kong-registered alu-
minum maker didn’t adequately ex-
plain its financial troubles. “There
was an issue of transparency,” says
Mr. Caracand, an investor based in
Dubai. “Not much information was
given.” This time, convinced there
werenomore alternatives, he said yes.

Faced with a recalcitrant emerg-
ing-market borrower that owed
them more than $1.2 billion, foreign
creditors of Asia Aluminum had
fought for their rights—and lost.

Around the globe, a growing
number of holders of corporate
debt are finding themselves taking
a hit on their original investments
as debt-saddled companies strug-
gle to cope with tougher business

conditions and avoid bankruptcy.

This year, 64 issuers of corporate
debt, most oftheminthe U.S., havere-
negotiated their termswithlendersin
so-called distressed exchanges, com-
monly known as “haircuts,” accord-
ing to Standard & Poor’s Rating Ser-
vices. In many cases, the new terms
are arrived at through mutual agree-
ment as both lenders and borrowers
try to balance repayment obligations
with a company’s capital needs.

But investors and debt analysts
say the haircut that Asia Aluminum’s
creditors received, and the way they
received it, highlight problems spe-
cific to Asia that have kept demand
for Asia’s corporate debt from match-
ing the appetite for its equities.
That’s especially true for the kind of
high-yield credit that normally helps
finance the growth of promising but
less-established companies.

Anumber of Asia Aluminum’s credi-
tors say there was never a dialogue
withthe company about renegotiating
its obligations: the terms were ‘take it,
orleaveit.’Basicinformation about its
finances was hard to come by.

After his experience with Asia Alu-
minum, Mr. Caracand says he doesn’t
expect to invest in any more Chinese
debt, “not until there is some substan-
tial change in the laws that protect

the creditors in Chinese companies.”

The company’s chairman, Kwong
Wui-chun didn’t respond to re-
peated phone and fax requests to
speak with him for this article.

In arecent report, Richard Brown
head of credit research for Asia at
Schroders blames the slow pace of
growth in Asian high-yield debt on
an “overall level of corporate gover-
nance, corporate transparency and
legal protection in Asia [that is] be-
low that in the U.S. and Europe.”

While numbers are hard to come
by, ahigher percentage of high-yield
debt issued in Asia is owned by for-
eigninvestors thanis the case in Eu-
rope or the U.S., analysts say. A wave
of foreign money that swept into
Asia starting in 2004 helped boost
issuance, which grew 53% between
2004 and 2006, according to data
from Thomson Reuters.

Founded by a former trader in
scrap metal in 1992, Asia Aluminum
had become one of the world’s largest
aluminum-fabrication businesses. Its
aluminum products were used in
cans, shipping containers and cars.

In 2004, investors such as Mr. Ca-
racand bought $450 million worth
of senior notes issued by Asia Alumi-
num to help finance expansion
plans. Two years later, Mr. Kwong

took the Hong Kong-listed company
private in a buyout funded by more
foreign money. He borrowed $535
million from investors that included
big hedge funds through so-called
payment-in-kind notes. PIK notes al-
low the company to skip interest
payments and instead enlarge the
amount of existing debt.

Thispast February, withlittle warn-
ing, Asia Aluminum stunned foreign
creditors with the offer to buy back its
debt at just a fraction of its face value.

Mr. Kwong told investors that if
they rejected the deal, suppliers and
creditors in China would push the
company into bankruptcy. There has
been little indication of how China’s
courts would treat foreign investors
under a bankruptcy law that went
into effect two years ago, making that
a potentially worrisome prospect.

Though the company was regis-
tered in Hong Kong, its assets were
located in China. Overseas creditors
had no claims on the company’s
physical property.

“It’s beyond my control,” Mr.
Kwong said at the time.Few doubted
that demand for Asia Aluminum’s
products was being hit as the impact
of the global financial crisis spread.
Butsomeinvestorssay they were skep-
tical that the situation was as bad as

to squirm

Mr. Kwong said. In November 2008,
Asia Aluminum had agreed to pay 1.15
billion yuan ($168.4 million) to buy a
refinery for alumina, a raw material
used to make aluminum, that was half
owned by the chairman’s son.

The foreign creditors rejected
Mr. Kwong’s offer.

Things didn’t get better for them.
Soon, they were told anew company
was prepared to buy the main compa-
ny’s assets for $298 million as part of
arestructuring plan. The plan would
pay foreign creditors even less for
their debt than Mr. Kwong’s earlier
offer, according toa preliminary esti-
mate: senior-note holders would re-
ceive about 20 cents on the dollar,
while the PIK noteholders who were
owed a total of around $800 million,
would receive just one cent on the
dollar. That compared with 13.5
cents in the previous offer.

The buyer, called Golden Con-
cord, immediately aroused suspi-
cions among some investors be-
cause its management included uni-
dentified Asia Aluminum execu-
tives. Creditors say Asia Aluminum’s
court-appointedreceivers told them
Mr. Kwong had no financial interest
in Golden Concord, but little else.

Golden Concord didn’t respond
to requests for comment.
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New alliance rules in Iraq

Shiites split, leaving
Maliki’s party out
ahead of 2010 vote

By CHARLES LEVINSON

Iraqi’s Shiite parties on Monday
said that they have formed a new alli-
ance to compete in January’s parlia-
mentary vote, which doesn’t include
Prime Minister Nouri al-Maliki’s
party—fracturing the country’s rul-
ing Shiite coalition and hurting Mr.
Maliki’s chances of winning a sec-
ond term in office.

In the last parliamentary vote in
2005, the United Iraqi Alliance
swept Shiites to power.

The new Iraqgi National Alliance
will be led by the Supreme Iraqi Is-
lamic Council, the country’s largest
Shiite party, which has strong histor-
ical ties with Iran. Anti U.S. cleric
Mugqtada al-Sadr, whose bloc tied
the Supreme Council for most seats
in the last parliamentary election,
will also be in the alliance, as well as
a handful of smaller parties and
some Sunni politicians.

But Mr. Maliki’s Dawa Party isn’t
included.

The announcement came as vio-
lence continued to shake the coun-
try. Two bombs exploded south of
Baghdad on Monday, killing 11 peo-
ple, according to police officials.
The officials said the bombs were
attached to minibuses, which are
used throughout Iraq as public
transportation.

Dawa Party officials had been ne-
gotiating with the Supreme Council
for weeks over a formula that would
bring Mr. Maliki into the latest Shi-
ite alliance, reuniting the three larg-
est Shiite parties ahead of the elec-
tions. Negotiations foundered over
disagreements over how many par-
liamentary seats would be allocated
to each party, according to Hassan
Suneid, a senior Maliki adviser.

Mr. Maliki also felt the number
of Sunni and non-Shiite parties in-
cluded in the alliance was insuffi-
cient, Mr. Suneid said. Results of
provincial elections have shown
Mr. Maliki has attracted a signifi-
cant support base among Sunnis,
Shiites and Kurds.

Aides say Mr. Maliki is confident
he can succeed independent of the
Shiite alliance by cobbling together
anationalist coalition of parties and
politicians cutting across Iraqg’s sec-
tarian divides.

But without the backing of the

Associated Press

Iraqi Prime Minister Nouri al-Maliki surveys damage to the foreign ministry
building, which was attacked in a spate of bombings in Baghdad last week.

country’s largest Shiite political par-
ties, who voted him into office in
2006, Mr. Maliki faces an uphill bat-
tle to secure a parliamentary major-
ity necessary to give him a second
term as prime minister.

Mr. Maliki’s standing has also suf-
fered recently amid a spate of cata-
strophic bombings that have under-
mined his image as a leader capable
of holding on to security gains as
U.S. forces withdraw.

But without Mr. Maliki, the new
Shiite alliance is also likely to suffer.
Mr. Maliki’s nonsectarian bona fides
would help make the Shiite alliance
more palatable to Sunnis, Kurds,
and secular Iraqgis, analysts say. Shi-
ite leaders say the door is still open
to Mr. Maliki if he chooses to join the
alliance.

“Iwish that our brothers in [Mali-
ki’s] Dawa Party would be among us
today and God willing, efforts will
continue to include everyone, with
Dawa at the top of the list,” Iraqi
Vice President and Supreme Council
member Adel Abdul-Mehdi told re-
porters on Monday.

The new alliance has also raised
questions about Iranian influence in
Iraq. A Shiite alliance dominated by
the Supreme Council and the Sadr
bloc could strengthen Tehran’s
hand in Baghdad. The Supreme
Council was formed in Iran in the
1980s, fought alongside Iran against
Iraq in 1980-88 war, and was based
in Tehran until the U.S.-led invasion
in 2003. Mr. Sadr, meanwhile, has
been living in the Iranian city of
Qom for much of the past two years.

On the other hand, without Mr.
Maliki’s Dawa Party in the alliance,

Irag’s Shiite vote could splinter, leav-
ing Iran’s Shiite allies weakened after
January’s vote, according to analysts.

The new Shiite alliance may also
suffer from the lack of a well-known
personality at its helm. The Supreme
Council’sleader Abdel Aziz al-Hakim
is in Iran being treated for lung can-
cer and his health is deteriorating,
say Supreme Council officials. Mr.
Hakim’s son, Ammar, is being
groomed to succeed him, but doesn’t
enjoy the same popular support.

In January’s provincial elec-
tions, parties perceived as too sec-
tarian, such as the Supreme Council,
did poorly, in part because many
Iraqi voters blamed them for con-
tributing to the two years of sectar-
ian bloodshed that swept the coun-
try in 2006 and 2007.

As a result, the new Shiite alli-
ance has worked hard to attract a
handful of Sunni politicians, such as
Hamid al-Hais, a Sunni tribal sheikh
from Iraq’s western Anbar province.
Mr. Hais lead a group of Sunni tribes-
men who turned against al Qaeda
and allied themselves with the U.S.
in 2006.

Still, many Iraqi Sunnis continue
to view a Shiite alliance with deep
suspicion, and consider it beholden
to neighboring Iran. Sunni law-
maker Osama Nujaifi said that hav-
ing a few token Sunnis inside the Shi-
ite alliance won’t change Sunnis’
perceptions that the alliance serves
Shiite sectarian interests.

“The sectarian nature of the Shi-
ite alliance is too ingrained in its
makeup for it to change with the ad-
dition of a few Sunni names,” said
Mr. Nujaifi.

Taiwan export orders slow decline

By DANIEL ONG KiAN HONG
AND PERRIS LEE CHOON SIONG

TAIPEI—Taiwan’s export orders
posted their smallest decline in nine
months in July, as demand from
China grew for the first time in a
year, the Ministry of Economic Af-
fairs said Monday.

Other data showed Taiwan’s
joblessraterosetoarecord highin
July due to new graduates looking
for work.

Taiwan’s export orders, an indi-
cator of actual exports in the com-
ing one to three months, fell 8.8% in
July from ayear earlier to $28.61bil-
lion, the ministry said. That was nar-
rower than June’s 10.9% decline and
was the smallest decline since Octo-
ber 2008’s 5.6% drop.

The value of export orders in
July was up from $27.94 billion in
June, and was the highest since Octo-
ber 2008’s $30.41 billion.

Taiwan’s industrial output in
July fell a preliminary 8.11% from a
year earlier, down from June’s re-
vised 11.29% drop.

Export orders will likely con-
tinue to improve on a month-to-
month basis for the rest of 2009,
said Huang Ji-shih, director of the
ministry’s statistics department.

The declines in Taiwan’s export
orders have been getting smaller
since April on a pickup in external
demand, though a soft job market
likely means the economic recovery
will be gradual.

Taiwan’s jobless rate rose to a

record of 6.07% in July, from 5.94%
in June, because of graduates enter-
ing the labor market, the Director-
ate General of Budget, Accounting
and Statistics said.

On a seasonally adjusted basis,
Taiwan’s jobless rate hit a record
6.01% in July, up from 5.91% in June.

“Based on past experience, July-
August usually is the peak of unem-
ployment, and from September the
growth in unemployment will moder-
ate,” said Liu Tian Syh, deputy director
at the directorate’s Bureau of Census.

The Ministry of Economic Af-
fairs’ Mr. Huang said industrial pro-
duction will continue to improve in
August, albeit modestly due to the
flooding caused by a typhoon.

—Alex Pevzner
contributed to this article.

New Orleans embraces
an entrepreneurial spirit

BY RAYMUND FLANDEZ

Four years after Hurricane Ka-
trina’s devastation, New Orleans is
experiencing a rebirth of entrepre-
neurship.

Small-business owners who left
are now coming back, driven by a
sense of mission to help
the struggling city and to
take advantage of gener-
ous tax breaks. Young pro-
fessionals have moved to
the Big Easy to help with
its recovery, enjoy its cul-
tural offerings and start
businesses. Surviving com-
panies entered niche busi-
ness lines as competitors
folded or left.

Visits rose to 7.6 million in 2008
from 7.1 million the previous year,
as tourism spending increased to
$5.1 billion from $4.8 billion. Plus,
the New Orleans metro area has re-
covered about 86% of its pre-Ka-
trina employment. Last year, the re-
gion tallied 526,600 jobs, up from
426,000 immediately post-
Katrina but down from
610,000 before the storm.

In October 2006, McKen-
zie Coco, 33-years-old, and
her husband Kirk, 41,
moved to the city from San
Diego and saw opportuni-
tiesimmediately. They each
started a business—an ad-
vertising agency for her
and amicrobrewery for him

Kenneth Purcell, chief genneth Purcell Called Nola Brewing Co.

executive of iSeatz.com,
uprooted the travel-and-entertain-
ment booking company to New
York after Katrina. He returned the
company’s headquarters to New Or-
leans in January 2008.

“We moved back to New Or-
leans so that we can be involved
with the redevelopment of one of
America’s greatest cities,” says Mr.
Purcell. He was also lured by tax in-
centives, such as the 6% wage re-
bate on payroll when he imported
about a dozen out-of-state employ-
ees. He says the tax breaks are sav-
ing the company hundreds of thou-
sands of dollars.

Last year, revenue topped
$28 million for iSeatz.com. This
year, because of new product initia-
tives and expansion overseas,
Mr. Purcell projects $50 million to
$60 million in revenue.

Since Katrina, an influx of talent
and new businesses has transformed
the city’s business community. In the
past, New Orleans relied on old-
world industries such as oil, hospital-
ity and tourism. But now, the city is
seeking to diversify its economy,
even embracing technology start-
ups. For-profit entrepreneurial cen-
ters have popped up to support and
connect business owners.

“This place, which was rooted in
tradition, has now become a place of
innovation,” says Michael Hecht,
president and chief executive of
Greater New Orleans Inc., a nonprofit
economic-development agency.

Asthe Aug. 29 anniversary of Ka-
trina looms, the city’s transforma-
tion as a burgeoning hotbed of en-
trepreneurs isn’t so hard to imag-
ine. New Orleans is the fastest-
growing city in the country, with
population up 8.2% last year from
2007, according to the U.S. Census.

Ms. Coco, owner of
FSC Interactive LLC, saw an un-
tapped niche in online marketing
as the city’s small businesses in-
creasingly depended on online
sales for growth. Her company be-
came profitable three months af-
ter it opened in May 2007 and now
has 34 clients.

“New Orleans is truly a wonder-
ful place to do business right now,”
Ms. Coco says.

At least $20 billion of construc-
tion projects are under way, accord-
ing to Mayor C. Ray Nagin in a
“State of the City” address in May.

To be sure, the city is still navi-
gating its recovery, and is plagued
by high crime statistics. New Or-
leans had the worst crime rate in
the country last year, according to
an annual report by CQ Press. The
city was also the nation’s murder
capital in 2008, with 64 murders
per 100,000 residents, according to
the Federal Bureau of Investigation.

And native small businesses
are struggling to reinvent them-
selves. Carmen Sunda, director of
the Louisiana Small Business De-
velopment Center, says existing
businesses have been reluctant to
redo their business model and
take advantage of new market op-
portunities, such as establishing a
presence online.

But for others, the Big Easy is
ripe with opportunities. Kyle
Berner, 28, started a flip-flop san-
dal retail company, Feelgoodz LLC,
in April. This year, Feelgoodz is set
to reach $80,000 in revenue as the
company expands.

“It’s a very special time in New
Orleans,” says Mr. Berner, a native
New Orleanian. “There’s just this
entrepreneurial feeling that’s hap-
pening right now in the city.”

Labor leader Hughes picked
to lead board of New York Fed

By MICHAEL S. DERBY

NEW YORK—A top labor leader
inthe U.S. has been named chairman
of the Federal Reserve Bank of New
York’s board of directors.

The bank said Monday that Denis
Hughes, whois president of the New
York State AFL-CIO labor federa-
tion, will lead the board.

Mr. Hughes has been serving as
acting chairman since May. Colum-
bia University President Lee Bol-
linger will become the board’s dep-
uty chairman. Both men will hold
their positions until year-end.

The New York Fed’s board com-
prises nine members, and is set up
to reflect banking and community
interests.

The New York Fed board has
been the source of controversyinre-
cent months. In May, its then-chair-
man, Stephen Friedman, resigned
amid questions over his ties to Gold-
man Sachs Group Inc., where he had
once worked, and where he had con-
tinued to serve as a Goldman direc-
tor and shareholder.

Mr. Friedman has said he com-
plied with all rules regarding his
dual roles.



