
By Yuka Hayashi

TOKYO—Japan’s voters
soundly rejected the ruling
party that has set the nation’s
course for more than half a
century, choosing instead an
untested rival to grapple with
a weakened economy and an
aging society.

The historic change in gov-
ernment could usher in a new
era for Japanese politics that
replaces the staid consensus
that guided Japan in its post-
war boom years with a more
fractious, competitive envi-
ronment. But it also raises ma-
jor questions about whether
the newcomers can solve Ja-
pan’s deep structural prob-
lems and reassure a people in-
creasingly uncertain about
their future.

The upstart Democratic
Party of Japan’s victory was
sweeping. It claimed 307 seats
as of early Monday, securing a
wide majority of the 480 seats
in the lower house, compared
with 115 seats previously. The
Liberal Democratic Party saw
a setback to 119 seats from 300
seats, with most of the votes
counted. New Party Komei,
the LDP’s coalition partner,
suffered a retreat to 21 seats
from 31, with President Aki-
hiro Ota losing his seat.

Among the LDP’s casual-
ties were some of its most
prominent faces, in a broad
statement about how Japan
feels about the nation’s direc-
tion. In Nagasaki in southern
Japan, Eriko Fukuda, a
28-year-old DPJ rookie, beat
Fumio Kyuma, a 68-year-old
LDP veteran who served as a
defense minister. In Tokyo, Fi-
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The halting U.S. recovery is a
tale of two economies
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FDIC
shoulders
big losses
on loans

Yukio Hatoyama and his Democratic Party of Japan grabbed a wide majority of seats in the lower
house of parliament. Roses marked winners during the count at the party’s election center in Tokyo.

By Lingling Wei

And Peter Grant

U.S. Federal Reserve and
Treasury officials are scram-
bling to prevent the commer-
cial-real-estate sector from
delivering a roundhouse
punch to the U.S. economy
just as it struggles to get up
off the mat.

Their efforts could be un-
dermined by a surge in fore-

closures of
commercial
property car-
rying mort-
gages that

were packaged and sold by
Wall Street as bonds. Similar
mortgage-backed securities
created out of home loans
played a big role in undoing
that sector and triggering the

global economic recession.
Now the $700 billion of com-
mercial-mortgage-backed se-
curities outstanding are be-
ing tested for the first time by
a massive downturn, and the
outcome so far hasn’t been
pretty.

The CMBS sector is suffer-
ing two kinds of pain, which,
according to credit rater Re-
alpoint LLC, sent its delin-
quency rate to 3.14% in July,
more than six times the level
just a year earlier. One is sim-
ply the result of bad under-
writing. In the era of looser
credit, Wall Street’s CMBS ma-
chine lent owners money on
the assumption that occu-
pancy and rents of their office
buildings, hotels, stores or
other commercial property
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The U.K. and the U.S.
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Corporate News: Is demand for low-cost Dacia model a drag on Renault?
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By Damian Paletta

WASHINGTON—The big-
gest spur to deal-making
among American banks isn’t
private-equity cash or for-
eign investors. It’s the U.S.
government.

To encourage banks to pick
through the wreckage of their
collapsed competitors, the
Federal Deposit Insurance
Corp. has agreed to shoulder
the bulk of future losses on
$80 billion in loans and other
assets. The initiative amounts
to a subsidy for the struggling
banking industry,

Through more than 50
deals known as “loss shares,”
the FDIC has agreed to absorb
losses on the detritus of the fi-
nancial crisis—from loans on
two log cabins in the woods of
northwestern Illinois to hun-
dreds of millions of dollars in
busted condominium loans in
Florida. The agency’s total ex-
posure is now about six times
the amount remaining in its
fund that guarantees consum-
ers’ deposits, exposing tax-
payers to a big, new risk.

As financial markets heal
and the economy appears to
be pulling out of recession,
the federal government is
shifting from crisis to
cleanup mode. But as the loss-
share deals show, its poten-
tial financial burden isn’t re-
ceding. So far, the FDIC has
paid out $300 million to a
handful of banks under the
loss-share agreements. It ex-
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Fed, U.S. Treasury

fight CMBS threat
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Merkel’s conservative party
suffered heavy losses in re-
gional elections, emboldening
left-leaning parties ahead of
Germany’s national elections.
The Christian Democrats lost
their ruling majorities in the
state legislatures of Saar-
land and Thuringia. Page 2

n An AstraZeneca pill in de-
velopment outperformed anti-
clotting blockbuster Plavix in
a big study, setting up a possi-
ble three-way fight. Page 30

n France said it obtained de-
tails of as many as 3,000
suspected tax evaders with
Swiss bank accounts. Page 19

n The U.K. fended off accusa-
tions that it paved the way for
the release of the Lockerbie
bomber by failing to exclude
him from a prisoner transfer
deal with Libya. Page 2

n Israel’s state prosecutor
indicted ex-leader Olmert on
counts of fraud and breach
of public trust in a trio of cor-
ruption scandals. Page 12

n Economists are split over
whether the Fed’s infusion of
credit to the U.S. economy
will spur inflation. Page 10

n U.S. stocks have rallied
as cost cutting has boosted
corporate earnings, but the
companies’ growth is likely
to fade in 2010. Page 19

n Cerberus investors are
bolting for the door, clinching
one of the highest-profile
falls from grace of a super-
star hedge fund. Page 21

n The founder of AIG’s leas-
ing business is in early dis-
cussions to buy a piece of
the unit’s aircraft portfolio to
start his own firm. Page 23

n Two separate bombings
in Pakistan hit a police sta-
tion, killing 16 cadets, and
struck trucks ferrying fuel to
NATO troops in Afghanistan.

n The U.S. is treading a fine
line between monitoring the
Afghan election and not influ-
encing the outcome. Page 3

n Iceland will reimburse the
U.K. and the Netherlands al-
most $6 billion used to com-
pensate depositors who lost
money in a failed bank. Page 9

n The Dalai Lama arrived in
Taiwan for a visit, and said
he wasn’t pursuing indepen-
dence from China.

n Gabonese voted on a suc-
cessor to the late President
Omar Bongo, and the elec-
tion appeared to be peaceful.

– fuel for thought –

Plastics: A diet for your car.
For every 10 percent drop in vehicle weight, fuel
economy improves by 7 percent. ExxonMobil has
developed advanced lightweight plastics for use in
bumpers, fuel tanks and other car parts.

To learn more, go to www.exxonmobil.com.
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Did AT&T Inc. get a sour
apple when it snagged the
iPhone?

Maybe. AT&T’s exclusive
right to offer Apple’s smart
phone over the past two
years has attracted new cus-
tomers and at least initially
enhanced the phone compa-
ny’s image. But it is difficult
to know whether those bene-
fits are worth what have
been some considerable
costs.

For investors, and for U.S.
regulators investigating such
exclusivity deals, it is worth
considering some factors.
While AT&T has disclosed at
least 10 million activations of
iPhones since it became avail-
able in mid-2007, only about
40% of those were new cus-
tomers. That number
dropped to 35% in the most
recent quarter when the 3GS
phone became available.

That means only four mil-
lion new customers signed
up, about 5% of AT&T’s total.
Complicating the math is
that some activations repre-
sent upgrades from earlier
iPhone versions. AT&T said

last month that it had about
nine million iPhone custom-
ers.

More important, perhaps,
is that the iPhone likely has
kept some AT&T customers
from defecting. Indeed,
AT&T’s churn, the percentage
of customers who leave, has
dropped from 1.7% to 1.49%
since the third quarter of
2007. Over the same period,
Verizon Wireless’s churn has
risen from 1.27% to 1.37%.

Then there is the extra

revenue. AT&T has said that
iPhone customers generate
much higher revenue per
user than the average, close
to $100 a month. AT&T’s
“postpaid” average revenue
per user has risen 4.7%, to
$60.21 since the third quar-
ter of 2007.

But partly offsetting that
revenue is the reported
$400-a-phone subsidy that
AT&T has paid Apple since
June of last year, reducing
the upfront cost to the con-

sumer. That implies an
iPhone customer brings in
nearly $2,000 of revenue
over the life of a two-year
subscription, after recouping
the subsidy cost.

There is also the impact
of capital expenditures re-
quired to upgrade AT&T’s net-
work capacity so it can han-
dle the average iPhone users’
heavy Internet habits. It is no
secret that iPhone users
download games, video and
other Web data at two to
four times the rate of other
smart-phone users. Yet AT&T
charges the same $30-a-
month fee for unlimited data
use it levies on its other
smart-phone customers.

The heavy iPhone Web
habits have strained AT&T’s
network, now the subject of
numerous complaints. AT&T
is taking steps to improve its
3G performance, but the dam-
age to public perception of
its network may be difficult
to repair. So whatever value
AT&T got from the device, it
seems clear that Apple was
the real beneficiary.
 —Martin Peers
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Agricole’sstrengthemerges
Crédit Agricole has un-

derperformed the French
banking sector by more than
20% since bank stocks
started to rally in early
March. But last week’s im-
pressive interim results are
rightly forcing a re-think.

For the past two years,
Chief Executive Georges
Pauget has had his work cut
out fighting fires in various
parts of the business. As the
smoke begins to clear, the
underlying strength of
France’s largest retail bank
is starting to emerge.

First-half results easily
beat market expectations.
The core Tier 1 capital, a reg-
ulator measure of a bank’s
capital cushion, has risen to
a robust 8.6%, laying to rest
any residual fears that the
buffer isn’t sufficient.

Mr. Pauget seems to have
the previous problem areas
now under control. The asset-
management division is start-
ing to see inflows again. Ca-
lyon, the investment-banking
unit, has been restructured
to focus on client business.
Greek subsidiary Emporiki
Bank remains a worry but is

being restructured.
True, Crédit Agricole

doesn’t have the obvious
growth prospects of domes-
tic rivals BNP Paribas, cur-
rently integrating Fortis,
and Société Générale,
which is more exposed to
the recovery in the financial
markets and central and
eastern Europe. And at 1.3
times reported tangible book
value, the shares no longer
look wildly out of line with
the sector. Tangible book
value is a company’s net
worth, minus the value of
any intangible assets.

Still, Crédit Agricole
should deliver an 18% return
on equity over the cycle, ac-
cording to KBW research.
And strip out the insurance
division, which accounts for
about 50% of the market
value, and the rest of the
business trades at less than
six times 2009 earnings—
too low, given the strength
of the domestic business.
Add in the likelihood of earn-
ings upgrades, and Crédit Ag-
ricole shares look set for a
period of outperformance.
 —Simon Nixon

would keep rising. In fact, the oppo-
site has happened. The result is that
a growing number of properties
aren’t generating enough cash to
make principal and interest pay-
ments.

In the second quarter, U.S. office
rents fell 2.7% from the previous
quarter, the largest quarterly de-
cline since the first quarter of 2002,
as the worsening jobs market contin-
ued to reduce demand, according to
Reis Inc. The office-vacancy rate
rose to 15.9% from 15.2% in the previ-
ous quarter, fast approaching the
record 19% rate seen in the early
1990s. Because the health of com-
mercial real estate typically lags be-
hind that of the overall economy by
a year or two, the market is widely
expected to worsen from here.

But the other kind of hurt is com-
ing from the inability of property
owners to refinance loans bundled
into CMBS when these loans ma-
ture. Between now and the end of
2012, some $153 billion in loans that
make up CMBS are coming due, and
close to $100 billion of that will face

difficulty getting refinanced, accord-
ing to Deutsche Bank AG. Even
though the cash flows of these prop-
erties are enough to pay interest
and principal on the debt, their val-
ues have fallen so far that borrowers
won’t be able to extend existing
mortgages or replace them with
new debt. That means losses not
only to the property owners but also
to those who bought CMBS—includ-
ing hedge funds, pension funds, mu-
tual funds, life-insurance compa-
nies and other financial institutions—
thus exacerbating the economic
downturn.

A typical CMBS is stuffed with
mortgages on a diverse group of
properties, often fewer than 100,
with loans ranging from a couple of
million dollars to more than $100
million. A CMBS servicer, usually a
big financial institution like Wacho-
via and Wells Fargo, collects
monthly payments from the borrow-
ers and passes the money on to the
institutional investors that buy the
securities. Once a loan in a CMBS
deal is in default or in danger of im-
minent default, that loan is trans-
ferred to a special servicer who will
try to restructure the defaulted
loan.

CMBS, of course, aren’t the only
kind of commercial-real-estate debt
suffering higher defaults. Banks
hold $1.7 trillion of commercial
mortgages and construction loans,
and delinquencies on this debt al-
ready have played a role in the in-
crease in bank failures this year.

But banks’ losses from commer-
cial mortgages have the potential to
mount sharply, and the high foreclo-
sure rate in the CMBS market could
play a role in this. Until now, banks
have been able to keep a lid on com-
mercial-real-estate losses by extend-
ing debt when it has matured as long
as the underlying properties are gen-

erating enough cash to pay debt ser-
vice. Banks have had a strong incen-
tive to refinance because relaxed ac-
counting standards have enabled
them to avoid marking the value of
the loans down.

“There is no incentive for banks
to realize losses” on their commer-
cial-real-estate loans, says Jack Fos-
ter, head of real estate at Franklin
Templeton Real Estate Advisors.
“They are hesitating to bite that bul-
let.”

CMBS are held by scores of inves-
tors—not a single bank—and the ser-
vicers of CMBS loans have limited
flexibility to extend or restructure
troubled loans like banks do. Earlier
this month, for example, it was no co-
incidence that CMBS mortgages ac-
counted for the debt on six of the
seven Southern California office
buildings that Maguire Properties
Inc. said it was giving up. “During
most of the evolution [of CMBS] no
one ever thought all these loans
would go into default,” says Nelson
Rising, Maguire’s chief executive.
“The rules of the game haven’t been
fully understood.”

Indeed, many property develop-
ers and investors complain that
there is no way to identify the inves-
tors that hold their debt and that it
is difficult to negotiate with CMBS
servicers. They say only those who
are delinquent can talk to servicers
of these bonds. In light of the com-
plaints, the Treasury is considering
issuing guidance that would allow
servicers to start talking about ways
to avoid defaults and foreclosures
sooner, according to people familiar
with the matter. But the potential
guidance is being strongly con-
tested by investors in CMBS bonds,
who argue that the servicers are ulti-
mately bound contractually to the
bondholders.

So at least in the near term, Ma-

guire is going to start having a lot of
company. In a study for The Wall
Street Journal, Realpoint found that
some 281 CMBS loans valued at $6.3
billion weren’t able to refinance
when they matured in the past three
months. That is despite the fact that
173 such loans worth $5.1 billion
were throwing off more than
enough cash to service their debt. If
these loans had been held by banks,
the majority of them could have
been extended.

Mounting foreclosures in the
CMBS sector would likely depress
values even further as property is
dumped on the market. And this
would put pressure on banks to
write down loans further. As loan-to-
value ratios get more compressed at
some point, they are going to have
to face the music. “What’s going on
in the CMBS world is a precursor for
what might be seen in banks’
books,” predicts Frank Innaurato,
managing director at Realpoint.

To be sure, the commercial-real-

estate market could be salvaged by
an improving economy and the bail-
out programs coming out of Wash-
ington designed to avert a crisis. In
addition, the capital markets are
starting to ease for publicly traded
real-estate investment trusts. Since
March, more than two dozen REITs,
such as Simon Property Group Inc.
and Prologis, have managed to raise
more than $13 billion by selling
shares. In recent weeks, REITs like
Simon also have succeeded in sell-
ing bonds to raise capital.

Still, these REITs account for a
sliver of the property sector, as
most of the $6.7 trillion in commer-
cial real estate is privately owned.
Also, it is unlikely commercial real
estate will benefit much from an
early stage of an economic recovery.
What landlords need is occupancy
and rents to rise, and that means em-
ployers have to start hiring and con-
sumers need to start shopping
more. So far, there are few signs this
is happening.

Continued from first page

Buyer beware
Investors face uncertain
prospects for a revival in
corporate revenue > Page 19

A worm in the Apple for AT&T

Commercial-property woes threaten U.S.’s recovery

Financial Analysis and Commentary

Source: WSJ Market Data Group
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CORRECTIONS &
AMPLIFICATIONS

A Corporate News article about
Harley-Davidson Inc.’s move into In-
dia in the Friday-Sunday edition in-
correctly gave the name of industry
magazine Autocar Professional as
Auto Professional.

Saarland State Premier Peter Müller and his wife Astrid Gercke-Müller vote in Eppelborn on Sunday.

Merkel’s CDU loses big
in regional elections
Results embolden
left-leaning parties
before national vote

By Alistair MacDonald

The U.K. government fended off
accusations that it paved the way
for the recent release of the con-
victed Lockerbie bomber by failing
to exclude him from a 2007 prisoner
transfer agreement between the
U.K. and Libya.

Abdel Baset al-Megrahi, a Libyan
man who is the only person con-
victed in the 1988 bombing of a Pan
Am flight that killed 270 people, was
released by Scotland earlier this
month on “compassionate” grounds
because he has terminal prostate
cancer. Both the U.K. government
and Scotland have insisted the deci-
sion was made solely by Scottish

Justice Minister Kenny MacAskill,
and Mr. al-Megrahi’s release was un-
related to the transfer agreement.

But since Mr. al-Megrahi’s re-
lease, the British government has
faced repeated suggestions that it fa-
cilitated the move to help advance
the interests of U.K. oil firms in
Libya. New accusations to that end
on Sunday underscore how London
has been sucked into the fallout of
the Scottish decision, which was
condemned by the U.S. government
and the relatives of Lockerbie vic-
tims. It further illustrates how the
Libyans have used Mr. al-Megrahi as
a bargaining chip with Britain.

The Sunday Times newspaper in
London published excerpts of 2007

correspondence between U.K. Jus-
tice Minister Jack Straw and his
Scottish counterpart. The U.K. at
the time was negotiating a prisoner
transfer agreement with Libya. At
the time, British oil firms such as BP
PLC were negotiating oil explora-
tion deals with Libya. A spokesman
for BP declined to comment.

A senior Libyan oil official
wouldn’t comment on whether politi-
cal dealings between the Libyan and
U.K. governments helped drive the
outcome of BP’s exploration deal,
but notes that various factors are
taken into consideration when Libya
signs oil-exploration deals.

At Scotland’s request, Mr. Straw
had tried to draw up a prisoner
transfer agreement with Libya that
excluded Mr. al-Megrahi. But on
Dec. 19, 2007, Mr. Straw wrote to Mr.
MacAskill to say that the Libyans
didn’t want an “explicit exclusion”
of Mr. al-Megrahi, whom Mr. Mac-
Askill freed on Aug. 20.

“The wider negotiations are reach-
ing a critical stage and, in view of the
overwhelming interests of the United

Kingdom, I have agreed that in this in-
stance the [prisoner transfer agree-
ment] should be in the standard form
and not mention any individual,” Mr.
Straw wrote, according to one U.K. of-
ficial who declined to be named.

British officials were quick to re-
ject the latest broadside, pointing
out that Mr. al-Megrahi’s release on
compassionate grounds was unre-
lated to the prisoner transfer agree-
ment that was eventually struck be-
tween the U.K. and Libya.

Mr. Straw said in a statement that
the negotiations over such an agree-
ment were part of a wider effort to
normalize relations with Libya “as
part of bringing them into the inter-
national community.” Britain took
the lead in persuading Libya to aban-
don its pursuit of weapons of mass
destruction in 2003. Mr. Straw said
he made clear to the Libyans that the
end decision would be Scotland’s.
“All this, however, is academic as Mr.
Megrahi was not released under the
prisoner transfer treaty but quite
separately by the Scottish Executive
on compassionate grounds,” he said.

U.K. denies ’07 move eased bomber’s release
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By Marcus Walker

BERLIN—German Chancellor An-
gela Merkel’s conservative party suf-
fered heavy losses in regional elec-
tions on Sunday, encouraging left-
leaning parties ahead of Germany’s
national elections set for Sept. 27.

Ms. Merkel’s party, the Christian
Democratic Union, lost its ruling ma-
jorities in the state legislatures of
Saarland and Thuringia, potentially
opening the way for center-left ad-
ministrations in both states. The
Christian Democrats looked set to re-
tain power in a third state, Saxony.

The left-leaning Social Demo-
crats—traditionally the Christian
Democrats’ main rivals but currently
their partners in a bipartisan na-
tional government—took heart from
conservatives’ losses even though
their own support stagnated.

Sunday’s main winners were the
Free Democrats, a small free-market
party whose support of between 7.6%
and 10.5% in the three regions was a
marked improvement from 2004,
and the Left party, which looked set
to win over 20% of the vote in all
three regions, exit polls suggested.

The Left party, which includes
many former East German Commu-
nists and is led by former Finance
Minister Oskar Lafontaine, is now
strong enough to potentially form

new state governments with Social
Democrats and Greens, ousting
Christian Democrat state premiers
in Saarland and Thuringia.

Sunday’s results could energize
the competition in what has been a
low-key national election campaign
so far. Germany’s deep recession in
the past year, and four years of left-
right power-sharing under Ms. Mer-
kel, had made politics in Western Eu-
rope’s most populous country less
partisan than usual.

Ms. Merkel’s camp remains far
ahead of the Social Democrats in na-
tional opinion polls, indicating that
she is likely to remain chancellor after
Sept. 27—but what kind of govern-
ment she might lead next is wide
open. Ms. Merkel is aiming to win
enoughvotes to drop the Social Demo-
crats and form a new center-right gov-
ernment with the Free Democrats.

But the Christian Democrats’
poor showing on Sunday in Saarland
and Thuringia, both of which the
party has ruled for the past decade,
highlights the fragility of the party’s
support and that Ms. Merkel’s high
personal popularity hasn’t rubbed

off on many of her conservative col-
leagues.

Exit polls suggested the Christian
Democrats won only around 31% of
the vote in the eastern state of Thur-
ingia on Sunday, down from 43% in
the last state election in 2004. The
party’s vote in the western state of
Saarland fell to 34.5%, according to
the official preliminary result, down

from over 47% in 2004.
The Social Democrats, who favor a

larger state role in the economy than
conservatives, won about 18.5% of
votes in Thuringia, according to exit
polls, an improvement from 2004,
and 24.5% in Saarland, according to
preliminary results, down from 2004.

Still, the Social Democrats’ candi-
date for chancellor, Frank-Walter

Steinmeier, called the state elections
a success for his party, saying the
Christian Democrats’ “dramatic
losses” showed Germans don’t want
a right-leaning government.

Ms. Merkel didn’t comment on
Sunday evening, but she had previ-
ously argued the state ballots would
reflect local factors and thus weren’t
a signpost for the national election.
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pects it eventually will have to cover
about $14 billion in losses on the
deals cut thus far.

The practice is largely a response
to the ballooning number of bank
failures of the past 18 months, which
has stretched the FDIC’s financial
and logistical resources. The FDIC
had just $10.4 billion in its deposit-
insurance fund at the end of June,
down from more than $50 billion
last year. The agency said Thursday
that it had 416 banks on its “prob-
lem” list at the end of the second
quarter, which means the list of
banks at a higher risk of insolvency
has been growing.

On Aug. 14, Alabama’s Colonial
Bank collapsed, felled by bad com-
mercial-real-estate lending. The
FDIC, assuming its traditional role,
stepped in and brokered a sale of the
bank’s deposits to BB&T Corp., en-
suring that customers wouldn’t see
any interruption. It also agreed to
help BB&T buy a $15 billion portfolio
of Colonial’s loans and other assets
by agreeing to absorb more than
80% of future losses. Under the deal,
the most BB&T can lose is $500 mil-
lion, the bank says, and that’s only in
the unlikely event that the entire
portfolio becomes worthless. The
FDIC is on the hook to cover the rest.

In June, Wilshire State Bank, a di-
vision of Wilshire Bancorp Inc. in
Los Angeles, agreed to buy $362 mil-
lion in deposits and $449 million of
assets from failed Mirae Bank, also
of Los Angeles. The FDIC agreed to
assume most future losses on
roughly $341 million of those assets,
largely commercial real estate and
construction loans in Southern Cali-
fornia.

“After we understood how [the
loss-share] works, we were literally
overjoyed,” says Joanne Kim, chief
executive of Wilshire State Bank.

Loss-share agreements made a
brief appearance in the early 1990s
during the savings-and-loan crisis,

but haven’t been used this exten-
sively before. The FDIC sees the
deals as a way to keep bank loans
and other assets in the private sec-
tor. More importantly, it believes
such deals mitigate the cost of clean-
ing up the industry. The FDIC con-
tends it would cost the agency con-
siderably more to simply liquidate
the assets of failed banks, especially
with the current crop of troubled in-
stitutions and their portfolios of
loans on misbegotten real estate.

The FDIC’s premise is that banks
that take on the troubled assets will
work to improve their value over
time. The agency estimates that the
loss-share deals cut thus far will
cost it about $11 billion less than if
the agency seized the assets and
sold them at fair-market value.

“This is an issue the FDIC is grap-
pling with because the loss rates
they are estimating on these failed
banks are pretty amazing,” says Fre-
derick Cannon, chief equity strate-
gist at Keefe, Bruyette & Woods Inc.

By potentially mitigating
losses—or at least stretching them
out over time—the deals provide
some protection for the agency’s in-
surance fund.

“It’s a great opportunity for
banks,” says James Wigand, deputy
director of the FDIC’s division of res-
olutions and receiverships. “It’s a
great opportunity for us.”

The U.S. government is now on
the hook for billions of dollars in
bank losses if the economy doesn’t
recover. It will carry that burden for
a long time. Many of the loss-share
deals will be in place for up to 10
years.

Some industry officials worry
that bankers might tire of the part-
nerships with the FDIC and put little
effort into reworking the soured
loans because the bulk of losses will
fall to the government. FDIC offi-
cials maintain that because banks
still have a “material” exposure,
they will be reluctant to do this.

“There is certainly an incentive
for the banks to play fair and do
right, but there is never a limit on
the ability of the private sector to
shift cost to the government,” says
John Douglas, a former FDIC gen-
eral counsel who now advises banks
as a partner at the law firm Davis,
Polk & Wardell LLP.

The FDIC’s inspector general has
said he is examining the controls de-
signed to ensure that banks play by
the rules.

Since Jan. 1, 2008, 109 banks in
29 states have failed, ranging from
one of the smallest banks in the
country, Dwelling House Savings
and Loan in Pittsburgh, a one-
branch bank with $13.4 million of as-
sets, to Washington Mutual, which
had $307 billion of assets and was

the largest bank failure in U.S. his-
tory.

Those collapses have cost the
FDIC an estimated $40 billion, put-
ting a huge dent in its reserves. The
FDIC was created during the Depres-
sion to maintain consumer confi-
dence in banks by guaranteeing de-
posits. If its deposit-insurance fund
runs out, the FDIC would likely have
to borrow money from the Treasury
Department or slap higher fees on
the banks whose contributions keep
the fund afloat.

During the savings-and-loan cri-
sis in the 1980s and early 1990s,
more than 1,000 banks failed. The
government set up the Resolution
Trust Corp. to take over assets from
failed banks and sell them. Such a
structure doesn’t exist now, which
means that the FDIC has to take on
those assets or somehow persuade
healthy banks to do so.

Last year, the agency struck only
a handful of loss-share deals with
healthy banks. That left the govern-
ment with lots of troubled loans
from failed banks to sell.

“The hardest part today in the ac-
quisition game is valuing assets or
determining real equity, and with a
loss share you can do that,” says Len
Williams, chief executive of Home
Federal Bank in Idaho, which picked
up $197 million in assets from the
failed Community First Bank in Ore-
gon as part of a loss-share agree-
ment on Aug. 7.

Over the past 12 months, no bank
has been a buyer of more failed
banks than Stearns Bank of St.
Cloud, Minn., which began as an agri-
cultural bank. It bought the deposits
and most of the assets of Horizon
Bank in Pine City, Minn., on June 26;
of Community National Bank of Sara-
sota County and First State Bank,
both of Sarasota, Fla., on Aug. 7; and
of ebank in Atlanta on Aug. 21.

It brokered loss-share arrange-
ments on all the deals, covering
$619 million in assets. The acquisi-
tions expanded the bank’s assets by
60%, with limited risk of future
losses.

By comparison, when Stearns
agreed to buy the deposits of failed
Alpha Bank & Trust in Alpharetta,
Ga., last year, loss-share deals had
not yet become common. Stearns
purchased just $39 million of Al-
pha’s $354 million in assets, leaving
the rest for the FDIC to sort out.

Stearns has entered into more
loss-share deals than any other
bank. “We have had to bid on [each
of the banks], so everybody has had
the same opportunity,” says Chief
Executive Norman Skalicky.

In most cases, the FDIC agrees to
cover 80% of future losses on a big
portion of the assets, and 95% on the
rest. The FDIC says it doesn’t antici-

pate facing the 95% loss-coverage
scenario on any deal.

Typical assets include loans on
commercial real-estate develop-
ments, condominiums and single-
family homes. Banks are required to
report at least every quarter on esti-
mated loan losses, and to have a
team in place working full time to
maximize the value of the assets.
Banks must get permission from the
FDIC to sell any loans.

Big banks also have used the
deals to grow with minimal risk. On
Aug. 21, BBVA Compass, a unit of the
giant Spanish company Banco Bil-
bao Vizcaya Argentaria, bought $12
billion in loans and other assets
from the failed Guaranty Bank in
Austin, Texas. As part of the deal,
the FDIC said it would cover most
losses on a $9.7 billion portion of
that pool. The Office of Thrift Super-
vision said last week that more than
half of Guaranty’s loans were
“higher risk,” including commer-
cial, construction and land loans.

BBVA Compass said the deal
would have the FDIC “bear 80% of
the first $2.3 billion of losses and
95% of the losses above that thresh-
old.” Its chairman, José Maria Gar-
cia Meyer-Dohner, described it as a
“low-risk transaction.” The arrange-
ment made BBVA Compass the 15th-
largest bank in the U.S.

Veteran banker Joseph Evans
saw the loss-share deals as a major
opportunity. He approached State
Bank and Trust Co., a tiny bank in
Pinehurst, Ga., with just $35 million
in assets, with a proposition: He
would take charge of the bank, find
investors to pump $300 million of
capital into it, then buy up the assets
of failing banks in Georgia.

Mr. Evans, who has spent years
selling distressed assets, recruited
investors, and on July 24 he put his
plan in motion. The FDIC shut down
six affiliated Georgia banks and
agreed to sell $2.4 billion of depos-

its and $2.4 billion of assets to Mr.
Evans’s team. The FDIC agreed to ab-
sorb most losses on $1.7 billion of
those assets. Overnight, the small
bank became one of the largest in
the state.

“From a turnaround guy’s per-
spective, I’ve never had this kind of
downside protection,” Mr. Evans
says. “I don’t believe we would have
either been interested or found in-
terested investors to enter the bank-
ing industry at this moment in time,
absent the FDIC assistance.”

He says there’s a good chance his
team will make a strong profit. He es-
timates it will take roughly four
years to work through the bad as-
sets in the portfolio.

The FDIC wouldn’t have to resort
to such deals if it could easily sell
the assets of failed banks. But last
year, most healthy banks refused to
bite.

In 20 of 2008’s 25 failures, banks
acquired less than 30% of the assets
of the failed banks. When ANB Finan-
cial failed in Bentonville, Ark., on
May 9, 2008, for example, Pulaski
Bank and Trust Co. of Little Rock
agreed to buy only $236 million of
the $2.1 billion of the failed bank’s as-
sets.

Last month, Galena State Bank in
Galena, Ill., bought most of the as-
sets of failed Elizabeth State Bank in
Elizabeth, Ill., under a loss-share
agreement. As a result, Galena’s
portfolio now includes delinquent
loans on two log cabins in the area.
Andrew Townsend, Galena’s chief ex-
ecutive, say his people have yet to
visit the properties, which were of-
ten rented out to tourists.

“There’s a lot of work to getting
your arms around everything and
working through credit issues and
conversion issues and valuation,”
he says. “Relatively speaking, that
shouldn’t take forever, and at the
end of the day, we should have a nice
pool of earning assets and clien-
tele.”

Continued from first page

U.S. agency FDIC shoulders big losses on banks’ loans
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By Barry Newman

Libya’s leader, Moammar
Gadhafi, no longer intends to pitch
his tent in Englewood, N.J., during a
visit to the United Nations in Sep-
tember, according to the State De-
partment.

A State Department official said
Friday that Libya had given up any
plans for Col. Gadhafi to occupy the
grounds of a property the country’s
U.N. mission owns in the small New
Jersey city across the Hudson River
from Manhattan. Col. Gadhafi often
stays in a Bedouin-style tent when
he travels abroad.

A major renovation under way at
the stone mansion, believed to have
been part of preparations to host
the Libyan leader there, prompted
protests in Englewood. The protests
were described in a page-one article
in The Wall Street Journal on Thurs-
day.

The city’s mayor had pledged to
try to block a visit by Col. Gadhafi in
light of the hero’s welcome in Libya
given the man responsible for blow-
ing up Pan American Flight 103 over
Lockerbie, Scotland, in 1988. Other
residents and members of Congress
had also voiced their opposition.

It wasn’t immediately clear
where Libya’s leader would stay.

By Deborah Ball

Switzerland’s president came un-
der fresh pressure over a spat with
Libya when a Swiss military jet re-
turned from Tripoli on Friday with-
out two businessmen who have
been detained in the North African
nation for more than a year.

A Swiss air force jet returned to
Switzerland with the luggage of the
two men, but without them on
board. The Swiss government said it
had received assurances from the
Libyan government that it will re-
lease the men by Monday.

Earlier in the month, Swiss Presi-
dent Hans-Rudolf Merz traveled to

Tripoli to apologize to Col. Moam-
mar Gadhafi for the arrest of the Lib-
yan leader’s son Hannibal in July
2008. Hannibal Gadhafi was ar-
rested at a luxury hotel in Geneva af-
ter two servants accused him and
his wife of beating them.

While Hannibal Gadhafi was
freed on bail three days later, the se-
nior Mr. Gadhafi demanded an apol-
ogy from the Swiss government and
detained the country manager of
Swiss engineering group ABB Ltd. as
well as a second Swiss businessman
on alleged immigration violations.

An ABB spokesman said the ar-
rival of the businessmen’s luggage
was “a good development.”

Swiss detainees remain in Libya

Note: IndyMac failed in July 2008, but the FDIC sold the assets 
to OneWest in March 2009 Source: FDIC

Colonial Bank (Montgomery, Ala.)
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Sharing the pain
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Some of the bank deals in which the FDIC has agreed to share future losses on big parts of acquired portfolios.  

Libyan leader
won’t set up tent
in New Jersey
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A worker takes a break Sunday at the Independent Election Commission in Kabul.
As of Saturday, votes from a third of Afghan polling stations had been counted.

Karzai’s lead strengthens
U.S. tries to stay
neutral as vote count
continues slowly

LEADING THE NEWS

The U.S. and its allies are tread-
ing a thin line between monitoring
the count in Afghanistan’s presiden-
tial vote and not influencing the out-
come, as results from the election
trickle into public view. Rampant al-
legations of electoral fraud, combat-
ive statements from candidates, and
popular speculation about the U.S.’s
role as kingmaker have made the bal-
ancing act all the more difficult.

According to the latest results, re-
leasedSaturday, PresidentHamid Kar-
zai’s lead has widened, with votes
from a third of the polling stations
counted. At stake in the vote is not
just the credibility of the new Afghan
government, but also that of the U.S.
and its allies, who have backed the
democratic experiment with troops
on the ground, say Western diplo-
mats. “If Afghans don’t believe in
these elections, then the international
community will have failed here,” said
a European diplomat in Kabul.

Meetings between Western offi-
cials and Afghan presidential candi-
dates have fed talk of efforts to
shape a runoff between the two lead
candidates, President Karzai and Ab-
dullah Abdullah. In this context, an
Aug. 21 meeting between Mr. Karzai
and U.S. regional envoy Richard Hol-
brooke has also assumed impor-
tance, if only to highlight the promi-
nent American role in the election.

The U.S. Embassy in Kabul has
said its only preference is for a fair
election. “We do not support or op-
pose any particular candidate, and
whether there is a runoff is an issue
for the Afghan electoral bodies to de-
termine,” the embassy said Saturday.

Saturday’s results show Mr. Kar-
zai has 46.2%, up three percentage
points from earlier in the week and
well ahead of the 31.4% obtained by
Dr. Abdullah, a former foreign minis-
ter—but still short of the absolute
majority needed to avoid a runoff.

The two million votes already
counted represent one-third of Af-
ghanistan’s polling stations. The
electoral commission said it will pro-
vide the next update on Monday.

Fraud allegations have marred the
election. Afghan and international ob-
servers say supporters of both candi-
dates stuffed ballot boxes and intimi-
dated voters. Critics of Mr. Karzai say
his camp engaged in more wide-
spread fraud, if only because there
were fewer monitors in the parts of
the country where his support is
strongest and the Taliban insurgency
at its most potent. The Karzai cam-
paign denies engaging in any fraud.

The independent Electoral Com-
plaints Commission had received
morethan2,000allegationsofmiscon-
duct through Saturday. Nearly 700 of
them were serious enough to affect
the outcome, the commission said.

Dr. Abdullah has repeatedly said
he will dispute the results only
through legal means. At the same
time, he has said Mr. Karzai can win
only through “big fraud,” and has pre-
sented photos and videos of alleged
ballot-stuffing in favor of Mr. Karzai.

Over the weekend, Dr. Abdullah of-
fered a bleak outlook if people don’t
accept the election results. “If the
democratic process does not sur-

vive, then Afghanistan doesn’t sur-
vive,” he told hundreds of supporters
at a rally north of Kabul on Friday.

Such talk, along with private sug-
gestions from some in Dr. Abdullah’s
camp that a Karzai win could be met
with violent protests, has prompted
U.S. and European officials to press
the doctor to rein in his people. “It’s
not at all helpful at this moment,”
said a U.S. diplomat in Kabul.

As the vote count becomes more
contentious, the U.S. and its allies
are finding it harder to play a hands-
off role. Over the weekend, U.K.
Prime Minister Gordon Brown called
Dr. Abdullah to discuss the elections,
according to Abdullah campaign
spokesman Fazel Sangcharaki.

“The British were very con-
cerned about the possibility of vio-
lence,” said Mr. Sangcharaki. “But
they were careful not to suggest any-

thing to us except for asking us to re-
spect the legal process.”

The U.K. Embassy in Kabul didn’t
respond to requests to comment.

A meeting between Mr. Karzai and
Mr. Holbrooke the day after the Aug.
20 vote illustrated the delicacy of the
U.S. role. U.S.and Afghan officials with
knowledge of the meeting described it
as tense but not especially heated. The
Americans urged Mr. Karzai’s govern-
ment to address endemic corruption,
ifhe were re-elected, according to peo-
ple with knowledge of the meeting.
Mr. Karzai and Mr. Holbrooke met
again Sunday to discuss many of the
same issues, the officials say.

But the exchange quickly became
part of Afghanistan’s political folk-
lore, spun by some into a shouting
match in which Mr. Karzai stormed
out of the room—a scenario U.S. and
Afghan officials deny. Supporters of

Mr. Karzai painted it as a U.S. attempt
to force the rightful winner into a run-
off. Opponents sought to portray it as

another sign that the president has
lost Washington’s backing and could
no longer effectively govern.

By Anand Gopal in Kabul
and Matthew Rosenberg

in New Delhi
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AstraZeneca heart pill fares well in study
Anticlotting therapy
outperforms Plavix,
setting up rivalry

By Ron Winslow

And Jeanne Whalen

An experimental heart drug being
developed by AstraZeneca PLC sig-
nificantly outperformed the block-
buster pill Plavix in a big clinical trial,
setting the stage for a potential three-
way battle in a $9 billion market for
anticlotting medicines.

The drug, Brilinta, reduced the
combination of heart attacks, strokes
and death from cardiovascular
causes by 16% compared with Plavix,
researchers said. In an unusual
achievement, the benefit came with-
out an increase in major bleeding
complications. The study also found
that Brilinta reduced deaths from
any cause compared with Plavix, a
first in a major study of agents that
prevent blood platelets from clot-
ting, researchers said.

Plavix, marketed by Sanofi-Aven-

tis SA and Bristol-Myers Squibb Co.,
was the world’s No. 2 drug by sales
last year—after Pfizer Inc.’s choles-
terol drug Lipitor—with $8.6 billion
in global sales. A new anticlotting
contender, from Eli Lilly & Co. and
Daiichi Sankyo Inc., was recently ap-
proved by the U.S. Food and Drug Ad-
ministration. That drug, Effient, also
known as prasugrel, proved more ef-
fective in reducing heart attacks than
Plavix as well, but at a price of in-
creased risk of bleeding.

Brilinta, known by the generic
name ticagrelor, isn’t on the market.
AstraZeneca expects to file applica-
tions in the U.S. and Europe in the
fourth quarter, which could lead to
Brilinta’s approval before the end of
next year. The study didn’t involve Ef-
fient, but some doctors said the Bril-
inta findings could put pressure on
that drug as well.

“Bottom line, it’s faster, it seems
to be more effective and it may even
be safer than prasugrel,” said Doug-
las Weaver, head of cardiovascular
medicine at Henry Ford Hospital in
Detroit. Dr. Weaver had a role in the
Brilinta study but wasn’t an author.

Despite the broad findings, Bril-

inta faces hurdles. With three drug
options, “practitioners will have
both the benefit and responsibility
of having to think through the risk-
reward circumstance for each pa-
tient,” said Clyde Yancy, a cardiolo-
gist at Baylor College of Medicine
and president of the American
Heart Association.

Lower-cost generic copies of Pla-
vix have hit the market in Europe
and are expected in the U.S. in 2011.
That could make it harder for the
presumably more costly Brilinta
and Effient to compete.

David Snow, global marketing
vice president for cardiovascular
drugs at AstraZeneca, said the supe-
rior effectiveness Brilinta demon-
strated in the latest trial should con-
vince insurers to pay for the drug
even though generic Plavix costs less.

Catherine Arnold, a pharmaceuti-
cal analyst at Credit Suisse, said
close analysis of the data indicates
that many patients may fare better
with Effient. “There’s no question
the [broader] efficacy was better,”
she said. But Brilinta “won’t steam-
roll over prasugrel or generic Plavix.”

A spokeswoman for Bristol-My-

ers defended Plavix, saying its bene-
fits have been well established in clin-
ical trials and in treating 90 million
patients since it was introduced 11
years ago.

The 18,624-patient Brilinta trial,
sponsored by AstraZeneca, is among
the largest ever carried out in heart-
attack patients. After a year, 9.8% of
patients taking Brilinta had died
from cardiovascular causes or suf-
fered a heart attack or stroke, com-
pared with 11.7% taking Plavix. The
rate of death after a year from any
cause was 4.5% with Brilinta and
5.9% with Plavix.

“I think we have definite signs of a
major step forward” in heart-attack
treatment, said Lars Wallentin, a pro-
fessor of cardiology at the Uppsala
Clinical Research Center in Sweden
and a leader of the trial. He pre-
sented the data Sunday at the Euro-
pean Society of Cardiology’s annual
meeting in Barcelona. The results
were also published by the New Eng-
land Journal of Medicine.

Plavix has become dominant dur-
ing the past decade thanks largely to
its role in preventing blood clots
from forming in stents, which cardiol-

ogists implant to keep diseased arter-
ies open. But Plavix is slow to take ef-
fect and certain genetic mutations re-
duce its benefit in many patients.
Moreover, its persistence in prevent-
ing clots can pose bleeding risk,
which can delay bypass surgery or
other procedures.

Lilly’s Effient acts more quickly
and its effect isn’t influenced by a per-
son’s genetic makeup.

Brilinta acts more quickly than
Plavix and, unlike Plavix and Effient,
is reversible—a potential advantage
for patients who might be candidates
for bypass surgery shortly after a
heart attack.

But Brilinta is a twice-a-day medi-
cine, a potential drawback against
the easier-to-take once-a-day medi-
cines. In addition, 11 Brilinta patients
suffered fatal episodes of brain bleed-
ing, compared with just one patient
on Plavix. Still, researchers said rates
of major bleeding were about the
same for both drugs.

Dr. Wallentin reported having re-
ceived grants and lecture fees from
AstraZeneca. Eleven of the article’s
16 authors reported receiving such
fees or grants from AstraZeneca.
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What’s next for the LDP after its defeat?
New leaders face
task of repairing
the party’s image

By Daisuke Wakabayashi

TOKYO—The Liberal Democratic
Party, shoved out of office after 54
years of nearly uninterrupted rule,
will now seek new faces as it looks to
repair its image and replace de-
feated leaders.

Voters overwhelmingly rejected
Prime Minister Taro Aso’s party Sun-
day, sweeping the Democratic Party
of Japan into power with a landslide
victory. Mr. Aso resigned Sunday as
LDP chief.

The election served as a referen-
dum on the LDP’s grip on Japanese
politics. Disillusioned by the party’s
blunders and inability to pull Japan
out of a deep economic slump, even
traditional supporters—the elderly,
rural voters and the construction in-
dustry—refused to back LDP politi-
cians. Many LDP heavyweights, in-
cluding a handful of prominent
former cabinet members, lost their
seats to untested DPJ candidates.

What’s more, the punishment ex-
tended to some politicians seen as
promising future LDP leaders.
Yuriko Koike, the first woman to
serve as Japan’s defense minister,
lost her local race. Another promi-
nent LDP woman, Seiko Noda, was in
a tight contest Sunday night.

The losses have resulted in a
power vacuum at the top of the

party. The new leaders that emerge
will need to sharpen the party’s im-
age, which has become muddled af-
ter years of clinging to power.

“I don’t feel like the party has
had a real discussion about what it
represents now,” said Takahiro Su-
zuki, secretary-general at Think
Tank 2005 Japan, a policy institute
affiliated with the LDP. “Until we fig-
ure out what are our core political
values, we aren’t doing any good to
anyone.”

Political analysts expect the LDP
to position itself as a conservative al-
ternative to the more-liberal DPJ,
constantly reminding voters that the
new ruling party will expand social
programs despite Japan’s ballooning
debt. Also, the LDP is likely to es-
pouse a more muscular foreign pol-
icy in a nod to the right wing of its
party. Analysts say such a move
could be a healthy step toward the
give-and-take of a true two-party sys-
tem, something Japan has lacked.

Observers said Yoichi Masuzoe,
Japan’s minister of health, labor and
welfare, is one potential LDP leader.
Prior to his political career, Mr. Ma-
suzoe, 60 years old, was an aca-
demic specializing in international
politics. He parlayed that into a ca-
reer as a popular television commen-
tator. Mr. Masuzoe also has written
a series of books about caring for his
mother, who suffered from demen-
tia.

His track record as health minis-
ter has been mixed. He acted swiftly
to prepare Japan for the H1N1 influ-
enza, but he has stumbled in trying
to reform a national pension system
burdened by fraud and mismanage-
ment. Mr. Masuzoe, who didn’t run
in Sunday’s election because he has
a seat in the upper house of parlia-
ment, has said he will hold account-
able those responsible for the pen-

sion system’s woes.
“Mr. Masuzoe is being talked

about, but a lot depends on his abil-
ity to unify the party at this mo-
ment,” said Mr. Suzuki.

Two other LDP politicians seen
as possible candidates to succeed
Mr. Aso—Nobuteru Ishihara, a
former reporter who is the son of na-
tionalist Tokyo governor Shintaro
Ishihara, and current agriculture
minister Shigeru Ishiba—won their
respective races Sunday.

Minoru Morita, a Tokyo-based
political analyst, said the LDP’s line
of failed prime ministers is the re-
sult of the party’s whatever-it-takes
approach to maintaining power. In-

stead of seeking out new leaders,
the party stuck to party loyalists
who waited their turn.

“They’ve continually failed by
putting out leaders not supported
by the people,” said Mr. Morita.
“There still isn’t awareness within
the party to thrust a young leader to
the front. It’s still a party dictated by
age and experience.”

Mr. Morita sees Yoshimasa Ha-
yashi, Japan’s 47-year-old econom-
ics and fiscal-policy minister, as a fu-
ture leader of the party. He serves in
the upper house of parliament.

Mr. Hayashi, who speaks fluent
English, has a law degree from To-
kyo University and a graduate de-

gree from Harvard University’s
Kennedy School of Government. He
is considered well-versed in finan-
cial policy and served briefly as de-
fense minister, but isn’t a recogniz-
able name outside political circles.

The upheaval caused by the LDP
defeat, however, may open the door
to a new wave of lesser-known party
politicians.

“Three years ago, almost nobody
knew who Barack Obama was. And
now, he’s president,” said Gerald
Curtis, a Japanese politics professor
at Columbia University. “So you
don’t know who will come forward
in a very different political situa-
tion.”

Looking ahead

Japan ushers in a new era as voters cast off ruling LDP

n U.S. officials look to new regime for
better handling of shared goals ...... 12

LEADING THE NEWS

Next wave of LDP leaders | A look at some potential contenders

Shigeru Ishiba

n 52 years old

n Agriculture minister 
since 2008

n Former defense 
minister

Yoshimasa Hayashi

n 48 years old

n LDP Upper House 
representing Yamaguchi 
Prefecture

n Minister of economic 
and fiscal policy

Yoichi Masuzoe

n 60 years old

n Minister of Health, 
Labor and Welfare 
since 2007

Nobuteru Ishihara

n 52 years old

n Former minister of 
Land, Infrastructure, 
Transport

n Son of Tokyo Gov. 
Shintaro Ishihara

Photos: Associated Press (Hayashi, Masuzoe, Ishihara), Agency France-Presse (Ishiba)

nance Minister Kaoru Yosano was de-
feated by Banri Kaieda, a popular eco-
nomic analyst. “Until now, politics
have catered to the interest of those
who are advantaged and those who
live in Tokyo,” Ms. Fukuda said.
“This election showed Japan is a
much bigger place.”

The DPJ’s strong showing “shows
Japanese people feel profound anger
toward the current politics,” a stern-
faced Yukio Hatoyama, head of the
victorious DPJ, said at a news confer-
ence. “We will refrain from arro-
gance and ensure our victory be-
comes a victory for the people.”

Prime Minister Taro Aso, who is
69 years old, said he will step down
as the party’s president, declaring,
“I must take responsibility.”

“The results were extremely
tough for us,” said Mr. Aso, who had
suffered from sharp declines in his
popularity in recent months amid
policy inconsistencies and gaffes.
“We must accept the voters’ voices
sincerely and make a fresh start.”

Voters headed for polls in record
numbers on Sunday. Kyodo News pro-
jected the final turnout at 70% of the
104 million eligible voters, topping
the 68% in the previous election.
That would mark the highest turn-
out since the introduction in 1996 of
the current electoral system.

Only once before, for 11 months in
the early 1990s, have Japanese vot-
ers looked elsewhere for leadership
since the ruling Liberal Democratic
Party was formed in 1955. Sunday’s

election also held a historic irony:
Mr. Hatoyama is the grandson of the
man who founded the LDP and be-
came Japan’s first prime minister
from that party.

The changing of the guard takes
place as the nation finds itself at a
crucial juncture. Amid a deep slump
triggered by a financial crisis last
fall, Japan’s status as a global eco-
nomic power is waning, with China
poised to supplant Japan as the
world’s second-largest economy
within a year or two, behind the U.S.
Many Japanese, wary of a growing in-
come gap, decry the deregulatory
policies of recent years.

“We need to see changes,” said
Kunio Takahashi, 65 years old, who
supported the DPJ. “Although we
still don’t know how it will turn out,
it’s better that a different party will
try to change our government.”

The DPJ is offering an ambitious
social-spending plan that includes a
child allowance of $3,300 a year,
meant as a solution to Japan’s declin-
ing population and rising average
population age, among other initia-
tives. It also proposes to re-evaluate
Japan’s historically strong ties with
the U.S. and explore greater re-
gional alliances.

At the same time, the DPJ and its
platform face deep skepticism from
voters eager for new leadership but
uncertain about change. It has
pledged not to raise consumption
taxes or tap the bond market to fund
its social programs, but has offered
few specifics on how it plans to pay

for its initiatives.
“What the party is saying sounds

impossible," said Kozue Murakami,
34, a stay-at-home mother who took
her infant son with her to vote. Point-
ing to her son, she said that if the DPJ
fails to finance its policies, “We citi-
zens have to take the burden, and
these children are the ones who will
have to take up the slack.”

Said Yasuyuki Fukuda, a 79-year-
old former executive of Nomura Se-
curities, the Japan’s largest broker-
age firm who backed the LDP: “I
don’t think having only youth and
passion would help save Japan.”

Despite its mandate, the DPJ may
go slowly in implementing policy
shifts, particularly in delicate areas
such as fighting bureaucracy and
shifting part of the U.S. military oper-
ations out of Okinawa. The DPJ will
need to build consensus among its
own members and remain cautious
of upsetting voters with overly dras-
tic changes.

“It is crucial to wait and see right
now,” says Kent Calder, a Johns Hop-
kins University professor who has
been an adviser to Democratic U.S.
ambassadors to Japan. “I’d say at
least until the upper-house elections
[in July], it is not going to be defini-
tively clear how the new political
landscape will be configured.”

Some in the party already are con-
templating what will happen if
things get worse fiscally. Although
the Japanese economy grew in the
second quarter for the first time in
more than a year, the figures didn’t

impress many economists, and do-
mestic consumption still looks weak.

“We’d be happy if the economy
keeps recovering,” Tetsuro Fuku-
yama, an upper-house member and
a deputy chair of the DPJ’s Policy Re-
search Committee, said in an inter-
view last week. “But we can’t deny
the possibility of the economy again
going down. We will closely monitor
economic developments from now
on, and make a decision on eco-
nomic measures.”

“For now, the highest priority in
conducting policy is to make sure
the nation exists completely from
the economic crisis,” said Fujio Mita-
rai, chairman of Canon Inc., who
heads the Japan Business Federa-
tion, or Nippon Keidanren, a power-
ful business lobby. In a statement.
Mr. Mitarai called on the DPJ to col-
laborate with the LDP to bring out
solid results in areas such as the
overhaul of the tax and social-secu-
rity systems, and empowering re-
gional governments.

The DPJ will be watched closely
as it selects a new cabinet. The party
is made up of an eclectic mix of politi-
cians, including former ruling-party
heavy weights and labor activists,
who may find it difficult to agree
with each other on key issuessuch as
tax increases and farm policies.

Despite earlier expectations that
the party may tap private-sector ex-
perts for top jobs, Mr. Hatoyama said
recently he would give key positions
such as finance and foreign minis-
ters to senior lawmakers. Analysts

say candidates include Katsuya
Okada, party secretary-general and
a former trade and industry ministry
bureaucrat known for his support
for fiscal deficit control, and Hiro-
hisa Fujii, who served as finance min-
ister in a short-lived coalition gov-
ernment when the LDP briefly lost
its power in 1993.

Also vying for senior cabinet posi-
tions are Naoto Kan, a former stu-
dent activist who made his name con-
fronting bureaucrats in medical scan-
dals, and Akira Nagatsuma, known
as Mr. Pension for his role in uncover-
ing a scandal in which the govern-
ment was found to have lost pension
records for 50 million citizens.

By mid- to late September, a spe-
cial session of parliament will be
held to vote in a new prime minister,
who would then travel to the U.S. to
attend a United Nations General As-
sembly meeting on Sept. 22, and a
Group of 20 leaders summit in Pitts-
burgh on Sept. 24 and 25.

After that, with the LDP out of
power, pressure will fall on the DPJ
to perform.

“I don’t have a lot of confidence
in the DPJ, because they haven’t
ever had to produce results,” said
Teruyuki Wada, a 60-year-old salary-
man, who said he voted against the
LDP. “But I will take my time, watch
how they do and decide again in four
years.”
 —Ayai Tomisawa,

Alison Tudor, Miho Inada
and Takashi Nakamichi

contributed to this article.
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By Kris Maher

PITTSBURGH—Some consider
20-year-old Fred Grzybowski the
best pogo-stick rider in the world,
able to leap over a minivan, among
other feats. But his days on top may
be numbered.

Two weekends ago, at Pogopal-
ooza 6, the world championship of
the fledgling sport of extreme pogo,
a pair of “xpogo” athletes who are 15
and 16 years old beat him in key com-
petitions and set high-jump records.

“They’re progressing the sport,”
said Mr. Grzybowski, who has
bounced in the background of sev-
eral movies, including “Mr. Magori-
um’s Wonder Emporium.” Mr. Grzy-
bowski, from Los Angeles, did tie
for first in one of the most difficult
competitions here—essentially
slow-motion pogo sticking or few-
est jumps per minute. The key is to
jump so high that both stick and
jumper linger in the air. He man-
aged to keep his bounce count to 41
per minute, stretching each boing
to last longer than a second.

Eight years ago, a burst of innova-
tion helped transform pogo sticks
from just another driveway diver-
sion to a daredevil’s ride—much in
the way that skateboards and snow-
boards vaulted to competitive prom-
inence. Pogo riders today, mostly
teenage risk-takers who might oth-
erwise favor skateboarding, can
bounce more than 1.8 meters in the
air and perform spins and flips.

This past weekend’s competition
attracted about 60 riders, between
the ages of 13 and 24, drawn from 23
states as well as Canada and Eng-
land. A few hundred spectators gath-
ered in the hot sun to see jumpers
compete for honors including Most
Bounces in a Minute: 221, or nearly
four per second.

At 1.72 meters tall and 64 kilo-
grams, Mr. Grzybowski is believed to
be the first to mix forward and back-
ward flips, and he is working on land-
ing a double back flip. He started
riding a traditional pogo when he
was eight years old. Several years
later, he asked for an extreme pogo
and a unicycle for Christmas.

“I thought he was nuts,” Mr. Grzy-
bowski’s father, Ed, says. Today, the
young Mr. Grzybowski says he earns
about $20,000 a year from appear-
ances at fairs and trade shows as well
as for stumping for one company’s
jumping stick.

The design of pogo sticks had
barely changed between the time
they were first patented and sold in
the U.S. in 1919 to about 2000. Inven-
tor George Hansburg promoted the

toy by teaching dancers for the fa-
mous showmanFlorenz Ziegfeld how
to pogo. He once staged a wedding
where the bride and groom bounced
into wedded bliss on pogo sticks.

In 2000, Irwin Arginsky, who
bought out Mr. Hansburg in 1967, was
approached by Bruce Middleton, a
physicist who had gotten an idea
while watching his daughter on her
pogo stick. The physicist suggested a
design using heavy-duty rubber
bands (rather than old-fashioned
steel springs) for propulsion. Soon af-
ter,Mr.Arginsky’scompany,SBIEnter-
prises, of Ellenville, N.Y., sold its first
“Flybar,” which could send a rider
weighingupto 113kilograms about1.5
meters off the ground. The Flybar is
Mr. Grzybowski ’s stick of choice.

Mr. Arginsky says his company

still sells nearly half a million tradi-
tional pogos each year, and he esti-
mates that 40 million sticks have
been sold since 1919. “Kids must have
genes in them that make them want
to jump,” he says.

Other producers havealso popped
up: Mission Viejo, Calif., based Vurt-
ego Inc., makes a stick that relies on
compressed air instead of a spring
and has developed a prototype with a
booster that it claims can launch a
rider about five meters in the air.

A third extreme pogo model,
calledtheBowGo,usesastripoffiber-
glass that bends and recoils to pro-
vide lift. The stick is under develop-
ment at Carnegie Mellon University
and was born out of technology to en-
able robots to run.

“The highest I ever jumped was
42 inches, which I thought was
pretty scary,” says Ben Brown, the
project scientist who developed the
BowGo.

Such feats raise the obvious ques-
tion: Even if it is possible to jump 1.8
meters in the air on a pogo stick, why
would anyone risk it?

Mr. Brown says he has been found
unconscious several times after tak-
ing spills on his experimental pogo.
There were no major accidents at Po-
gopalooza, but Jake Fagliarone, 16, of
Estero, Fla., fell as he tried to land a
back flip. His face hit the street, giv-
ing him a bloody abrasion near his
right eye and a black eye.

“It’s an extreme sport so it’s char-
acterized by its risk,” says Nick Ryan,
a 20-year-old Carnegie Mellon junior
whoorganizedPogopalooza.Thefirst
Pogopalooza was held in Lincoln,
Neb., in a church parking lot with only
six competitors. It is widely acknowl-
edged in pogo circles as the first pub-
licgatheringofextremepogoenthusi-
asts. “The breed of human that does
this is the type that falls down and

gets up,” says Mr. Ryan. “It’s all about
pushing the limits.”

Mr. Grzybowski has several scars,
including a long one along an elbow
and another on his stomach that
looks like a bullet hole. He has had
more than 30 stitches to reattach a
lip. The night before the competi-
tion, his roommate fell off a pogo and
broke his cheekbone.

Mr. Grzybowski was narrowly up-
set in an event called the Big Air, a
string of tricks in 90 seconds, by Biff
Hutchison, a blond 15-year-old from
Burley, Idaho, who was mobbed by
friends and hoisted into the air after
he was handed a trophy, a gold spring
mounted on a piece of wood.

In the high jump, Dan Mahoney, a
16-year-old from Truro, Nova Scotia,
cleared 2.6 meters, which Mr. Grzy-
bowski failed to match. “This is cool.
That’s my personal record and the
world record,” said Mr. Mahoney.

Thus far, none of the serious com-
petitors in Pittsburgh have earned a
major endorsement deal, though
some, like Mr. Grzybowski, make
money performing. Chadd “Wacky
Chad” Dietz, 24, who performs with
Mr. Grzybowski and Nick McClin-
tock, 22, in a troupe called the Pogo
Dudes, said each member earned
about $10,000 since May.

The extreme pogo community is
still low-profile enough that Mr. Mc-
Clintock hopes to film a documentary
in which he tracks down every person
in the country who competes in the
fledgling sport. He considers them a
loose-knit family, and Pogopalooza, a
reunionofsorts.“Theseareallmybest
friends in one place at once,” he said.

‘Extreme pogo’ whizzes climb to new heights of success

Price war on bottled water heats up in U.S.
Beverage makers try
to coax consumers
back from the tap

Fred Grzybowski, an extreme pogo athlete, performs tricks during a Pogopalooza
event in Pittsburgh.

By Valerie Bauerlein

Bottled-water makers have
stepped up a months-long price war
in the U.S. this summer to win back
customers who have turned on the
tap to save money and reduce envi-
ronmental waste.

This month, PepsiCo Inc.’s Aqua-
fina brand sold at some U.S. grocery
stores for as little as $2.99 for a
24-pack of half-liter bottles—less
than a penny an ounce and about
half of its typical price. Still, that
wasn’t as cheap as the private-label
brand at the big supermarket chain
Kroger Co., on sale for $2.49.

“It used to be $6.99 for a 24-pack,
then$5.99,”saidMichaelBellas,chief
executive of New York consulting
firm Beverage Marketing Corp. “But
$2.49? That’s the lowest I’ve seen.”

In the first quarter of 2009, bot-
tled-water brands sold for an aver-
age of $1.35 a gallon in the U.S., down
more than30% from$1.94in2001, ac-
cording to the consulting firm. It
isn’tclear whether beverage and bot-
tling companies make any money on
bottled water at these prices, bever-
age analysts say.

In recent years, water has given

the companies a huge lift in their
overall volumes sold, an indicator
watched closely by Wall Street. But
the beverage makers haven’t seen a
big jump in earnings, in part be-
cause of their sizable investment in
the water business, said Bill Pecori-
ello, CEO of ConsumerEdge Re-
search LLC. The price wars aggra-
vate a continuing problem, Mr. Peco-
riello said.

The bottling companies rely on
single-serve bottles sold in vending
machines and coolers for much of
their profit margin on bottled water,
but with those sales down, they are
alsostruggling to make water profit-
able, he said.

Some analysts predict the price
of bottled water could fall even fur-
ther by next summer, as PepsiCo ab-
sorbs its two biggest bottlers and
makes expected changes to lower its
delivery costs. Pepsi declined to
comment on its plans.

Bottled-water makers caution
that the low prices are promotional
and average normal retail prices for
their 24-packs haven’t fallen as dras-
tically. Bargains before holidays like
Labor Day are common, they say.

The price slashing comes as bot-
tled-water sales are declining after
more than a decade of blockbuster
growth. For the year ended July 12,
U.S. sales of bottled water dropped
6% to $7.6 billion, according to Chi-
cago-based market-research firm In-
formation Resources Inc., whose fig-

ures don’t include sales from Wal-
Mart Stores Inc. Per-capita con-
sumption slipped last year for the
first time on record, according to
Beverage Digest, a trade publica-
tion.

Sales of bottled water have suf-
fered as environmentalists urged
boycotts of the product. In 2007, en-
vironmental groups intensified cam-
paigns to persuade consumers to re-
ject bottled water as wasteful. Sev-
eral city governments and restau-
rants stopped stocking it.

Last year, the U.S. Conference of
Mayors resolved to phase out Ameri-
can cities’ use of bottled water, in
part to promote municipal water sys-
tems.

Coca-Cola Co., Pepsi and Nestlé
Waters North America Inc., a unit of
Swiss food giant Nestlé SA and
America’s biggest bottled-water
maker, have been reducing the
amount of plastic in their bottles in
response to public criticisms.

Pepsi’s “Eco-Fina” half-liter bot-
tle contains less than half the plastic
of its 2002 half-liter bottle. Coke has
promised to begin using a bottle
made partly of plant-based materi-
als late this year.

Falling prices for plastic bottles
have helped offset the price cuts by
the beverage companies and other
bottled-water suppliers, including
Niagara Bottling LLC, which pro-
duces private-label brands for gro-
cery and warehouse store chains.

Coke and its bottlers are reluc-
tant to slash prices for Dasani, but
have sometimes done so for the
Aquarius Spring water brand.
Coke’s refusal to lower Dasani
prices has come at a cost: The
brand’s U.S. sales volume slid nearly
26% in grocery and other stores, ex-
cluding Wal-Mart, in the 12 weeks
ended Aug. 8, according to a report
by J.P. Morgan Chase & Co., which
cited data from Nielsen Syndicate
Market Data.

Meanwhile, Aquafina’s sales slid
a lesser 13.8% over the same time pe-
riod, helped by a 5% price cut. Sales
of Poland Spring, owned by Nestlé,
fell 8.9% while its prices sank 11.3%.

Aquafina, introduced by Pepsi in

1994, and Coke’s Dasani, which hit
shelves in 1999, are Pepsi and Coke’s
second-biggest selling drinks in the
U.S. after soda pop. Nestlé Waters
North America has 36% of the U.S.
bottled-water market through its re-
gional brands, including Poland
Spring, Deer Park and Ozarka.

Of course, bottled water isn’t the
only beverage whose sales are suf-
fering. U.S. sales of non-alcoholic
beverages, including soda, juices,
sports drinks and energy drinks, de-
clined 2% last year, according to Bev-
erage Marketing Corp.

Brandon Leck, director of Coca-
Cola North America’s water brands,
said the company expects bottled-
water sales to improve with the
economy. “We anticipate positive
growth will return, but not double-
digit growth,” Mr. Leck said.

“As the economy recovers, we’re
confident that consumers’ demand
for value, convenience, and purity
will prevail,” said Pepsi spokesman
Bart Casabona.

Timothy F. Brown, head of retail
operations for Nestlé, said his com-
pany remains bullish on bottled wa-
ter and has a cost advantage: it
makes its own bottles and delivers
directly to stores, allowing it to pro-
duce bottled water more cheaply
than Coke or Pepsi. While Nestlé has
been involved in cutting prices, he
said much of the discount pricing
was set by retailers eager to drive
traffic to their stores.

MARKETPLACE

Source:  Beverage Digest

Leveling off
Per capita consumption of 
bottled water, in gallons

15

12

9

6

3

0
1998 ’00 ’02 ’04 ’06 ’08

Fl
yb
ar

Online today
See a video about extreme pogoing

at WSJ.com/Video

T H E WA L L ST R E ET JO U R NA L . MONDAY, AUGUST 31, 2009 29



Source: Comité des Constructeurs Français d’Automobiles

Bargain prices
Renault's Romanian-built Dacia models have flourished 
in recession-struck Europe. Market share in France
Logan Sandero
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Germans debate whether car trade-in plan will backfire

Demand for Dacia is Renault dilemma
Sales of low-price car models support French auto maker’s revenue, but may undercut its higher-end brands

Source: Verband der Automobilindustrie

Scrapping stimulus
New-car registrations, change 
from a year earlier

–20

0

20

40

60%

A customer looks at a Volkswagen 
Passat at a dealership in Nuremberg, 
Germany, in July.
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By David Pearson

PARIS—Renault SA’s vehicle
sales are being underpinned by a
surge in demand for its low-cost Da-
cia models, but the growing popular-
ity of these cars—which lack power
steering, electric windows or air con-
ditioning—presents a challenge for
other parts of Renault.

Analysts say the no-frills Dacias,
made even less expensive by govern-
ment bonuses, have set price expecta-
tions low and undercut sales of
Renault’s more-expensive cars.

Dacia sales over the first seven
months were up 18% from a year be-
fore, a bigger gain than any other
brand. Sales of Dacia’s Sandero and
Logan models in France surged 58%
in July, in an overall market that
grew by 3.1%. Dacia was the eighth
biggest-selling brand in France, over-
taking such volume car makers as
Fiat SpA and Nissan Motor Co., a
Renault affiliate.

In Germany, where the company
faces no real competition in the low-
cost category, Dacia’s sales have
boomed 346% over the first seven
months propelled by “cash for
clunker” incentives that are more
generous than those being offered in
France.

“Renault is selling lots of cheap
cars that they’re not making a lot of
money on,” said Paul Newton, an au-
tomobile analyst at IHS Global In-
sight in London.

Renault took over Dacia, which
builds cars in Romania, 10 years ago
in a move to cash in on growing de-
mand for vehicles in the emerging
economies of Latin America and
Eastern Europe. Initially, the French
company didn’t plan to sell Dacia
cars in its core markets in Western
Europe, to avoid polluting the
Renault brand, but was forced to re-
think the strategy when market re-
search promised strong demand
from low-income families.

In just over a year since its launch,
the Sandero now accounts for two
out of every three Dacia sales. “We’re
seeing enormous demand. There’s no
equivalent product on the market,”
said Guillaume Josselin, Renault’s
head of marketing for France.

The Dacia Logan—a plain, no-
frills four-door sedan—has seen a
50% drop in sales over the first seven
months, in part because of compari-
sons to high sales at the end of 2007
and early 2008.

Renault branded models have
had mixed results. Sales of the
Renault Twingo city car, which is
smaller than the two Dacia models,
have surged more than 60%, also
boosted by the incentives. But sales
of the more attractive Renault Clio, a
subcompact with modern features,
were down 18% in the January to
July period. Renault officials say this
was partly due to a face-lift that
forced the company to halt Clio pro-
duction for a few weeks, but industry
analysts say the cheaper Dacia offer-

ings also hurt Clio sales.
Scrapping and other government

incentives to underpin vehicle pro-
duction in France, Germany, the U.K.,
Italy, Spain and some other Euro-
pean countries have given the Dacia
brand an advantage. Demand is so
great and waiting times are so long
that Renault is studying an increase
in capacity at Dacia’s assembly plant
at Pitesti, Mr. Josselin said.

Much of the appeal of the Dacia
brand comes down to price: Consum-
ers can pick up a brand new Sandero
or a Logan with a three-year guaran-
tee for less than the sticker price of
many motorbikes. That has struck a
chord with motorists squeezed by
the recession and those who have
never before been able to afford to
buy new vehicles.

Car buyers are being tempted into
Dacia showrooms in France by a
Œ1,000, or about $1,400, government
check for scrapping cars more than
eight years old. But the cherry on the
cake is an older incentive plan that of-

fers discounts of up to Œ2,000 for
cars capable of using liquefied petro-
leum gas.

Dacia started selling a version of
the Sandero in March that can run on
either gasoline or LPG, the dual fuel
tanks giving it a range of nearly 1,200
kilometers, or roughly 750 miles. The
cost of LPG at a French pump is about
two-thirds that of gasoline due to a
much lighter tax bite.

A net price tag of Œ5,990 after de-
ducting the two bonuses puts the
basic version of the Sandero within
reach of families with modest in-
comes who normally would be look-
ing at second-hand cars at that
price level.

Romain Braud, a salesman at a
Renault/Dacia dealership west of
Paris, said demand for the Sandero
is such that he can’t guarantee deliv-
ery before December for cars or-
dered today.

Mr. Braud said he would prefer
to sell more Renault Clios that re-
tail for upwards of Œ12,000 and, the-

oretically, offer dealers fatter
profit margins.

But Renault has said that Dacia
models don’t necessarily have thin
margins for the parent company.
Renault has indicated in the past
that the Logan and its derivatives
offer margins above 6% thanks to
low manufacturing costs and be-
cause they are built on a platform of
an earlier incarnation of the Clio.
Renault hasn’t specified the mar-
gins for its other models.

Ultimately, Renault hopes that
sales of the Dacia brands will feed
demand for Renault cars, rather
than undermine it. Most of the peo-
ple looking to buy Logans and Sand-
eros have never bought new cars be-
fore, company officials say. The
hope is that owning a Dacia will give
new owners a taste for Renault, as
both brands are usually sold under
the same roof.

Michael Tyndall, an auto-indus-
try specialist at Nomura in London,
says Renault’s aggressive pricing
strategy through Dacia could back-
fire when government supports
eventually disappear. “There’s a
genuine risk that a price-competi-
tive model like the Sandero can set
expectations among consumers
that new cars should be at or close
to that price level,” he says.

Over the past year, Renault and
other volume car makers have seen
an unprecedented swing in con-
sumer preference for smaller, more
economical cars, to the detriment
of larger, more profitable models,
and persuading buyers to move up-
market again may prove difficult,
Mr. Tyndall says.

With European car sales ex-
pected to sag further in 2010 as the
incentives wind down or expire—
some experts are predicting a fall of
10% next year after a 2% decline in
2009—Renault will be relying even
more on Dacia as its engine to
power sales.

By Geoffrey T. Smith

FRANKFURT—Germany’s auto
makers are worried about slumping
sales when the government’s “cash
for clunkers” program expires this
fall after running through its alloca-
tion of Œ5 billion, or $7.15 billion.
Even so, they don’t agree with the
dire forecasts in a study issued by
German management consultancy
Roland Berger.

In the study, published Friday, Ro-
land Berger said car sales in Ger-
many may fall more than 20% next
year, and that as many as 90,000
jobs may be lost across the industry
by the end of 2011. One in two car
dealerships could be threatened
with failure, and gross domestic
product could take a hit, it said.

The detailed report by a well-
known company with a long history
in the auto sector caused a stir, un-
derscoring nagging fears of a slump
in demand and another sharp rise in
unemployment once the Germany
government winds down this part of
its fiscal stimulus.

The car scrappage program,
which subsidizes new car purchases
on old trade-ins, was a model for
similar plans adopted elsewhere, in-

cluding the U.S. Since early this
year, it has bolstered Germany’s big
auto industry and helped gross do-
mestic product to return to growth
in the second quarter after a year-
long recession.

“The German car market is good
for roughly 3 million to 3.3 million
cars a year. This year, we will proba-
bly sell 3.7 million, and our forecasts
are for 2.7-2.8 million next year,”
said Ralf Landmann, a partner with
Roland Berger.

“If you have 20% less demand for
your products, its clear there’s go-
ing to be an impact on the labor mar-
ket,” Mr. Landmann said.

The Federal Statistics Office cal-
culates that Germans spent Œ36 bil-
lion on new cars in the first half of
the year, generating a modest 0.1%
increase in overall private consump-
tion. But without the scrappage
scheme, consumption would have
fallen 1%, and the economy would
have shrunk by even more. As it is,
output in the second quarter was
still down 5.9% from a year earlier.

Carsten Dreger, an economist
with the DIW research institute in
Berlin, contends that not only was
the cash-for-clunkers plan increas-
ing 2009 demand at the cost of

2010’s, it is also cannibalizing poten-
tial demand for other consumer
goods this year.

Germany’s car makers have al-
ready laid off most of the 100,000
temporary workers they employed a
year ago, according to a spokesman
for the Federal Association for Tem-

porary Work in Berlin.
The Roland Berger forecasts re-

fer to cuts in their core personnel,
an acutely sensitive topic.

A spokesman for the Association
of German Automakers, an industry
body, disagreed with the Roland
Berger forecasts, saying the indus-

try hadn’t taken on excess labor in
the boom years in any case. “What
wasn’t built up in the first case
doesn’t need to be reduced,” the
spokesman said.

Volkswagen AG has even prom-
ised to add jobs at Porsche AG once
it completes its planned takeover of
the company. VW has also just
started its annual pay round negotia-
tions with the IG Metall union.

With unemployment already
nearly at 3.5 million, and a jobless
rate of 8.3%, the government is hop-
ing that the recent economic im-
provement will be strong enough to
stop another wave of job losses.

The fate of Adam Opel GmbH’s
German employees has been one of
the key sticking points in negotia-
tions over the restructuring of GM’s
European operations, with the Ger-
man government anxious to avoid
any job losses.

The Federal Labor Office is due
to report August’s unemployment
data Tuesday. Analysts predict an-
other 30,000 increase in those out
of work. The government has subsi-
dized companies to keep their work-
ers on shorter working hours,
rather than lay them off.
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 19.80 $26.21 –0.21 –0.79%
Alcoa AA 19.80 12.50 0.10 0.81%
AmExpress AXP 10.10 34.24 0.28 0.82%
BankAm BAC 180.70 17.98 0.06 0.33%
Boeing BA 11.20 51.04 –0.78 –1.51%
Caterpillar CAT 7.30 46.71 –0.37 –0.79%
Chevron CVX 6.50 70.68 –0.32 –0.45%
CiscoSys CSCO 32.70 22.00 0.12 0.55%
CocaCola KO 5.90 49.06 –0.38 –0.77%
Disney DIS 8.50 26.84 –0.17 –0.63%
DuPont DD 6.10 32.56 0.23 0.71%
ExxonMobil XOM 15.10 70.12 –0.74 –1.04%
GenElec GE 62.80 14.08 –0.11 –0.78%
HewlettPk HPQ 17.50 44.76 –0.05 –0.11%
HomeDpt HD 11.50 27.69 0.14 0.51%
Intel INTC 94.80 20.25 0.78 4.01%
IBM IBM 5.70 118.22 –1.21 –1.01%
JPMorgChas JPM 25.60 42.92 –0.53 –1.22%
JohnsJohns JNJ 9.90 60.29 –0.20 –0.33%
KftFoods KFT 4.30 28.34 –0.08 –0.28%
McDonalds MCD 8.00 56.07 –0.59 –1.04%
Merck MRK 11.00 32.32 –0.55 –1.67%
Microsoft MSFT 52.00 24.68 –0.01 –0.04%
Pfizer PFE 31.00 16.81 –0.05 –0.30%
ProctGamb PG 7.80 53.19 0.13 0.25%
3M MMM 3.10 71.92 0.29 0.40%
TravelersCos TRV 3.60 49.61 0.41 0.83%
UnitedTech UTX 3.40 59.64 –0.37 –0.62%
Verizon VZ 12.50 31.02 –0.03 –0.10%
WalMart WMT 13.70 51.13 –0.11 –0.21%

Dow Jones Industrial Average P/E: 15
LAST: 9544.20 t 36.43, or 0.38%

YEAR TO DATE: s 767.81, or 8.7%

OVER 52 WEEKS t 1,999.35, or 17.3%

 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

Contl  770 –9 –36 –9 Nielsen  661 5 –7 45

Alcatel Lucent 711 –8 –47 16 Glencore Intl 336 5 –31 –25

Carlton Comms  444 –7 –38 20 Aegon  187 5 –12 30

Renault 382 –6 –35 28 Xstrata  206 6 –30 1

Tomkins  154 –4 –13 –1 Bco Espirito Santo  130 6 3 27

Peugeot 362 –4 –36 54 Alliance Boots Hldgs  309 7 –1 –17

Schneider Elec 66 –3 –5 –16 Norske Skogindustrier  1106 7 –40 –21

Cable & Wireless  247 –3 –12 22 Intl Pwr  479 8 12 –3

Dong Energy  78 –3 –2 ... ACCOR 204 11 15 74

ITV  450 –3 –41 9 Grohe Hldg 1839 28 1 –83

Source: Markit Group

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

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

ING Groep Netherlands Life Insurance $32.0 10.72 3.13% –49.8% –68.7%

Nokia Finland Telecomms Equipment 52.2 9.70 3.08 –43.2 –39.9

UBS Switzerland Banks 65.4 19.41 3.08 –19.6 –69.0

Barclays U.K. Banks 68.3 3.80 3.08 7.7 –42.0

L.M. Ericsson Tel B Sweden Telecomms Equipment 29.1 68.80 2.99 –5.8 –42.7

France Telecom France Fixed Line Telecommns $67.6 18.00 –2.49% –10.6 8.6

BG Grp U.K. Integrated Oil & Gas 59.3 10.17 –2.31 –16.6 46.5

Astrazeneca U.K. Pharmaceuticals 67.3 28.40 –1.01 5.5 –17.3

GDF Suez France Multiutilities 96.1 29.59 –0.84 –23.3 3.9

GlaxoSmithKline U.K. Pharmaceuticals 112.1 12.03 –0.78 –7.2 –19.2

...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

Intesa Sanpaolo 52.0 3.06 2.43% –16.8% –42.4%
Italy (Banks)
Anglo Amer 44.2 20.21 2.17 –31.1 –15.7
U.K. (General Mining)
Soc. Generale 47.4 56.75 2.14 –14.2 –51.4
France (Banks)
ArcelorMittal 57.7 25.70 2.11 –52.2 –4.1
Luxembourg (Iron & Steel)
ABB 45.6 20.74 1.97 –21.6 32.0
Switzerland (Indus Machinery)
BASF 48.8 36.96 1.79 –6.2 14.3
Germany (Commodity Chemicals)
Rio Tinto 60.3 24.14 1.75 –44.1 8.8
U.K. (General Mining)
BHP Billiton 59.2 16.28 1.65 –5.2 61.7
U.K. (General Mining)
Sanofi-Aventis S.A. 91.0 48.17 1.58 –0.9 –31.9
France (Pharmaceuticals)
Bayer 51.1 42.97 1.54 –20.4 11.9
Germany (Specialty Chemicals)
Daimler 48.7 31.97 1.44 –19.9 –22.5
Germany (Automobiles)
Siemens 80.2 61.03 1.28 –17.8 –8.3
Germany (Diversified Industrials)
HSBC Hldgs 188.6 6.72 1.28 –10.9 –19.3
U.K. (Banks)
Iberdrola S.A. 46.2 6.43 1.26 –22.0 –11.4
Spain (Conventional Electricity)
BP 179.3 5.32 1.20 0.6 –10.7
U.K. (Integrated Oil & Gas)
Allianz SE 53.0 81.55 1.19 –28.5 –38.7
Germany (Full Line Ins)
Deutsche Bk 43.2 48.40 1.10 –16.9 –46.0
Germany (Banks)
UniCredit 62.3 2.59 1.07 –17.0 –51.1
Italy (Banks)
Unilever 48.2 19.57 1.03 3.9 5.3
Netherlands (Food Prod)
Royal Dutch Shell A 99.2 19.46 0.96 –18.3 –28.1
U.K. (Integrated Oil & Gas)

Banco Santander 127.1 10.84 0.84% –0.1% –3.9%
Spain (Banks)
Assicurazioni Gen 35.7 17.62 0.80 –20.4 –32.4
Italy (Full Line Ins)
Credit Suisse Grp 61.0 54.40 0.74 6.4 –20.5
Switzerland (Banks)
ENI 94.9 16.48 0.61 –25.9 –31.0
Italy (Integrated Oil & Gas)
SAP 59.9 34.02 0.46 –10.9 –8.3
Germany (Software)
Telefonica S.A. 119.8 17.72 0.45 4.8 31.9
Spain (Fixed Line Telecomms)
BNP Paribas S.A. 85.9 57.15 0.44 –7.0 –31.4
France (Banks)
Koninklijke Phlps 22.5 16.09 0.44 –27.7 –39.9
Netherlands (Consumer Elec)
Total S.A. 137.4 40.31 0.27 –17.8 –23.7
France (Integrated Oil & Gas)
Deutsche Telekom 58.8 9.39 0.27 –17.0 –17.5
Germany (Mobile Telecomms)
Banco Bilbao Viz 67.7 12.57 0.20 10.5 –29.2
Spain (Banks)
Tesco 48.2 3.76 0.19 –1.5 –1.1
U.K. (Food Rtlrs & Whlslrs)
E.ON 85.9 29.86 0.10 –25.1 –10.2
Germany (Multiutilities)
AXA S.A. 47.4 15.80 0.03 –27.7 –46.3
France (Full Line Insurance)
Nestle S.A. 155.7 42.90 –0.05 –11.7 0.9
Switzerland (Food Prod)
Roche Hldg Part. Cert. 112.2 168.50 –0.12 –9.4 –25.2
Switzerland (Pharmaceuticals)
Diageo 42.9 9.54 –0.21 –6.2 1.4
U.K. (Distillers & Vintners)
Novartis 123.1 49.16 –0.24 –20.1 –30.1
Switzerland (Pharmaceuticals)
British Amer Tob 61.9 18.74 –0.43 0.7 29.7
U.K. (Tobacco)
Vodafone Grp 126.1 1.33 –0.45 –5.9 15.7
U.K. (Mobile Telecomms)

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 0.23% 0.98% 2.8% 5.7% -3.9%
Event Driven 0.35% 2.21% 5.3% 9.6% -19.3%
Equity Market Neutral -0.12% -0.10% 0.0% -3.6% -9.4%
Equity Long/Short -0.03% 1.07% 3.3% 3.0% -13.9%

*Estimates as of 08/27/09, 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 0.92 104.16% 0.02% 1.87 0.85 1.24

Eur. High Volatility: 11/1 1.76 108.64 0.04 3.89 1.56 2.45

Europe Crossover: 11/2 6.03 113.75 0.10 6.51 5.81 6.09

Asia ex-Japan IG: 11/1 1.37 109.39 0.04 3.84 1.21 2.14

Japan: 11/1 1.65 115.27 0.05 4.33 1.41 2.26

 Note: Data as of August 27

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, Middle East & Africa: 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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Lukoil’s earnings drop 44%
as oil prices weigh on sales

GM aims to double sales
of Chevrolet in Europe

Weak demand hits Iberia
Spanish airline posts
second-quarter loss;
strategy backfires

Lufthansa deal gains clearance

GM plans to double Chevrolet-brand sales in Europe. The Chevy Orlando, shown
at the Detroit auto show in January, is among its planned offerings.

Bloomberg News

CORPORATE NEWS

Airline

Year-to-year
percentage change

on revenue*

* Figures are for quarter ended June 30.                                                                                                                                                                          Source: the companies

Steep descent  
The economic crisis 
has pummeled 
Europe's big airlines, 
while low-cost 
carriers have fared 
slightly better.

AIR France-KLM

Lufthansa

British Airways

Iberia

SAS

Ryanair

easyJet

-21.0%

-19.0%

-12.0%

-23.0%

-15.0%

-0.3%

12.0%

The Franco-Dutch airline pulled out of the tender for CSA Czech Airlines, citing the need to
preserve cash amid the downturn. 

The German flag carrier warned that falling revenue per passenger was more serious than
softening demand and hopes to save Œ1 billion by the end of 2011 at its passenger operation. 

The U.K. flag carrier reported its first ever fiscal first-quarter pretax loss as a private airline.
It plans to cut 3,700 jobs in the current fiscal year.  

The economic downturn has hit demand for long-haul and business-class services—two of
the Spanish airline's big bets during the boom years. 

The Scandinavian airline presented a new 2 billion Swedish kronor ($272 million) cost-savings
program, resulting in 1,000 to 1,500 additional layoffs. 

Europe's largest low-cost carrier by passenger numbers has been pulling out of airports with
higher charges to cut ticket prices. 

The British budget airline said it expects to be one of the few airlines to make a profit this year.
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An Iberia Airlines plane
departs El Prat International
Airport in Barcelona

By John D. Stoll

The new head of General Motors
Co.’s Chevrolet division aims to dou-
ble its sales in Europe in coming
years, which could provide the auto
maker with a stronger brand in the re-
gion to accompany or replace GM’s
high-volume Opel.

Brent Dewar, recently named to
head Chevy’s global operations, told
reporters Friday that Chevy sales in
Europe are expected to expand to one
million from the 500,000 vehi-
cles—or 2.5% of the market—sold in
2008. He didn’t provide a timetable
for the growth target, but said new
products—including Chevy Volt elec-
tric cars and Malibu sedans shipped
from the U.S.—will fuel the effort.

Chevrolet in recent years has be-
come a more prominent participant
in Eastern Europe, selling smaller,
fuel-efficient cars developed and
built mainly in Asia to customers in
Russia and other markets that had
been booming before the global
credit crisis. Unlike the cars that are
built by GM’s Adam Opel GmbH busi-
ness and sold primarily in Western
Europe, the current European Chev-
rolet models are relatively inexpen-
sive to develop and assemble.

Chevy has remained a minor
player in Western Europe, mostly be-
cause of the company’s heavy focus
on the Opel, Saab and Vauxhall
brands. GM recently agreed to sell

Saab, and the future of Opel-Vauxhall
operations are uncertain.

Until recently, GM planned to sell
Opel, and its British affiliate Vaux-
hall, to Canadian parts supplier Ma-
gna International Inc. The compa-
ny's new board, created after GM
emerged from bankruptcy last
month, has asked the management
team to reconsider its options for
the brands.

As GM restructures into a leaner
company with fewer brands, Chevy
is becoming more important. In the
U.S., Chevy sales are expected to rep-
resent 65% to 70% of GM’s total vol-
ume. The division aims to capture
buyers both from brands that GM
has sold or discontinued, such as
Pontiac and Saturn, and from im-
port brands that have a better repu-
tation for fuel economy or that ap-
peal to young buyers.

Chevy is also becoming more im-
portant in Europe because of the tu-
mult at Opel. GM could restructure
Opel by either selling control of it
while winning financing from the Ger-
man government to help close the
deal, or by creating a separate $4.3
billion financing plan that would al-
low the company to keep Opel.

Even as the future of Opel is uncer-
tain, GM is pushing forward with a
plan to convert Chevrolet into a more
global brand. Mr. Dewar said the com-
pany sees big opportunities to ex-
pand in China, India and Europe.

By Jason Sinclair

MADRID—Iberia airlines said Fri-
day it swung to a net loss in the sec-
ond quarter, hit by falling demand
for air travel as the recession grips
Spain.

The country’s largest airline by
sales reported a net loss of Œ72.8 mil-
lion ($104 million) compared with a
year-earlier net profit Œ21.2 million.
Revenue dropped 23% to Œ1.07 bil-
lion from Œ1.39 billion.

In recent years, Iberia Líneas
Aéreas de España SA has been reduc-
ing domestic flights in favor of more
lucrative long-haul flights, mostly to
Latin America. However,the interna-
tional financial crisis has pummeled
demand for long flights and has also
hit the airline’s other strategic bet
during Spain’s boom years: an ex-
panded business section.

At the same time, the weaker
economy in Iberia’s home market
has hurt domestic demand. Total oc-
cupancy rates, or passenger load fac-
tor, fell 0.7 percentage point to
78.9% in the first half, in spite of the
company’s attempts to adjust to
lower demand.

Iberia has been adjusting to the
weaker demand for seats by cutting
routes and frequencies as well as op-
erating smaller aircraft on some
routes. It said Friday that it had in-
creased capacity cuts to 6%, a
deeper reduction than the 4.3% cut
it had originally set out in its contin-
gency plan last year.

To reach these targets, Iberia
said it would ground three more
short and medium-haul aircraft and
delay the order of an additional new
long-haul Airbus A-340-600, taking
the number of grounded planes to 10.

However, Chairman Antonio
Vázquez told a conference call that
passenger-revenue deterioration
probably bottomed out in the sec-
ond quarter.

For the first six months of the
year, Iberia’s operating costs fell

9.6% to Œ2.44 billion as it scaled
back operations and cut personnel
and other costs. The carrier also ex-
pects expenses to decline further
through the third and fourth quar-
ters thanks to lower fuel costs and
other reductions.

So far this year, Iberia has spent
Œ580.1 million on fuel, down from
Œ732.1 million, as it used less fuel for
fewer planes and oil prices fell.

Iberia has had a long-standing
code-sharing agreement with British
Airways PLC and the two airlines be-
gan negotiating the terms of a tie-up
last year. Hopes of a merger were re-
kindled in July when Iberia named
Mr. Vázquez as its new chairman, but
BA’s pension deficit and differences
about the valuations of the two com-
panies remain major obstacles.

“We are continuing discussions
and remain positive,” Mr. Vázquez
said Friday in a conference call with
analysts. “We will continue to work
on the pending issues, but we don’t
have a lot of new information to
share.”
 —Santiago Perez

contributed to this article.

By Jan Hromadko

FRANKFURT—Deutsche
Lufthansa AG on Friday completed
its latest deal in a string of acquisi-
tions, receiving conditional antitrust
approval for its purchase of Austrian
Airlines AG. The transaction makes
Lufthansa Europe’s largest airline
group by passenger numbers.

The deal with Lufthansa is con-
sidered crucial to maintaining the
solvency of Austrian Airlines, which
has been hit hard over the past year
by soaring oil prices and the global
economic crisis.

Despite weak trading conditions
that have put airlines around the
world under immense cost pres-
sure, with sharply lower demand
and average revenue per passenger,
Lufthansa has embarked on a buy-
ing spree over the past year. Apart
from the acquisition of Austrian Air-

lines, the carrier has taken a 45%
stake in SN Holding SA, the parent
of a small Brussels-based airline,
and raised its stake in British Mid-
land Airways Ltd., or bmi, to 80%.

The European Commission on
Friday gave its approval to the Aus-
trian Airlines deal, ending months
of negotiations over competition
concerns. To satisfy the commis-
sion, Lufthansa must reduce its num-
ber of flights from Vienna to Frank-
furt, Munich, Stuttgart, Cologne
and Brussels, allowing new entrants
to offer flights on those routes.

The commission also cleared
Œ500 million ($715 million) in restruc-
turing aid from the Austrian govern-
ment for Austrian Airlines, which
was a key condition of the deal.

In a written statement,
Lufthansa said the conditions are
“economically acceptable” for the
company. Lufthansa added that Aus-

trian Airlines will be integrated into
the group starting in September.

Lufthansa said at least 75% of
Austrian Airlines’ shares have been
tendered at Œ4.49 each for a total
value of about Œ166 million.

Shareholders who haven’t yet
tendered their shares may do so
within eight stock-exchange trading
days after the fulfillment of the of-
fer conditions is formally made pub-
lic, Lufthansa said.

It added that it will seek a squeeze-
out of the minority shareholders of
Austrian Airlines thereafter.

Austrian Airlines said in a sepa-
rate statement that it expects the
takeover to close within the next 10
trading days.
 —Matthew Dalton and

Carolyn Henson in Brussels, and
Flemming Hansen in Vienna,

contributed to this article.

By Jacob

Gronholt-Pedersen

MOSCOW—OAO Lukoil Hold-
ings said lower oil prices pushed sec-
ond-quarter net profit down 44%.

The Russian oil producer, which
is 20%-owned by ConocoPhillips,
Friday reported a net profit of
$2.32 billion, compared with $4.13
billion a year earlier. However, net
profit more than doubled from the
previous quarter thanks to lower
export duties.

Revenue fell 37% to $20.12 bil-
lion, as oil prices dropped and de-
spite a 4.8% rise in crude-oil produc-
tion during the quarter.

The increase in output came
amid new production at the Yuzh-
noye Khylchuyu oil field, located in
the Timan-Pechora region. The field
produced 1.7 million tons of crude
oil, or almost 140,000 barrels a day,
in the three months ended June 30.

Oswald Clint, analyst at Bern-
stein brokerage in London, said the
results were higher than expected
thanks to greater sales in the down-
stream segment, in particular at
Lukoil’s Italian Isab refinery.

Lukoil increased its presence in
Europe when it took a 49% stake in
ERG SpA’s Isab refinery in Priolo,
Sicily, in November, and agreed to
buy a 45% stake in Dutch refinery
Total Raffinaderij Nederland, or
TRN, in June.

Lower tax payments, in particu-
lar in the Timan-Pechora region,
also surprised analysts and sup-
ported second-quarter earnings be-
fore interest, taxes, depreciation
and amortization, or Ebitda, which
came in at $4.12 billion, down from
$6.23 billion.

Since bottoming in mid-Febru-
ary, Lukoil’s stock has gained more
than 70% this year. It rose 3.9% in
London on Friday.
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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.

2.39% 16 DJ Global Index -a % % 210.30 0.81% –17.3% 4.29% 13 U.S. Select Dividend -b % % 586.22 –0.28% –19.2%

2.00% 17 Global Dow 1206.60 –0.31% –20.2% 1841.90 0.72% –22.0% 4.34% 16 Infrastructure 1297.30 –0.65% –17.3% 1777.79 0.37% –19.3%

3.13% 31 Stoxx 600 237.50 0.97% –17.6% 254.96 2.00% –19.5% 1.56% 8 Luxury 815.30 0.65% –9.1% 993.50 1.69% –11.3%

3.28% 20 Stoxx Large 200 253.80 0.89% –18.1% 271.01 1.93% –20.0% 6.12% 5 BRIC 50 370.20 –0.19% –11.4% 507.36 0.83% –13.5%

2.38% -11 Stoxx Mid 200 222.10 1.24% –14.7% 237.07 2.28% –16.8% 4.24% 13 Africa 50 732.80 0.00% –24.0% 668.53 1.03% –25.8%

2.42% 252 Stoxx Small 200 139.60 1.53% –14.6% 149.02 2.57% –16.6% 3.48% 8 GCC % % 1481.43 0.12% –43.7%

3.17% 22 Euro Stoxx 260.60 0.98% –18.4% 279.72 2.02% –20.4% 2.91% 15 Sustainability 774.70 0.31% –16.2% 940.09 1.34% –18.2%

3.31% 16 Euro Stoxx Large 200 276.40 0.89% –19.1% 294.89 1.92% –21.0% 2.32% 14 Islamic Market -a % % 1787.52 0.70% –16.5%

2.40% -13 Euro Stoxx Mid 200 249.10 1.34% –16.0% 265.66 2.38% –18.0% 2.59% 13 Islamic Market 100 1578.40 –0.62% –12.8% 1941.60 0.40% –14.9%

2.71% 22 Euro Stoxx Small 200 153.10 1.67% –13.8% 163.15 2.72% –15.9% 2.59% 13 Islamic Turkey -c % % % %

5.65% 9 Stoxx Select Dividend 30 1351.30 0.65% –23.3% 1662.20 1.68% –25.1% 2.04% 14 DJ U.S. TSM % % 10579.61 –0.16% –19.4%

4.90% 11 Euro Stoxx Select Div 30 1659.80 1.29% –25.5% 2049.60 2.33% –27.2% % DJ-UBS Commodity 122.50 –0.14% –31.0% 127.84 0.88% –32.7%

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

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

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

Australia 1.1839 1.9311 1.1219 0.1678 0.0374 0.1975 0.0127 0.3103 1.7016 0.2287 1.0927 ...

 Canada 1.0835 1.7672 1.0267 0.1535 0.0343 0.1808 0.0116 0.2839 1.5572 0.2093 ... 0.9151

 Denmark 5.1775 8.4450 4.9064 0.7336 0.1637 0.8639 0.0554 1.3568 7.4414 ... 4.7787 4.3732

 Euro 0.6958 1.1349 0.6593 0.0986 0.0220 0.1161 0.0074 0.1823 ... 0.1344 0.6422 0.5877

 Israel 3.8160 6.2242 3.6162 0.5407 0.1206 0.6367 0.0408 ... 5.4845 0.7370 3.5220 3.2231

 Japan 93.4750 152.4671 88.5809 13.2446 2.9550 15.5963 ... 24.4959 134.3469 18.0541 86.2753 78.9537

 Norway 5.9934 9.7758 5.6796 0.8492 0.1895 ... 0.0641 1.5706 8.6140 1.1576 5.5318 5.0623

 Russia 31.6325 51.5958 29.9763 4.4820 ... 5.2779 0.3384 8.2895 45.4638 6.1096 29.1961 26.7184

 Sweden 7.0576 11.5117 6.6881 ... 0.2231 1.1776 0.0755 1.8495 10.1435 1.3631 6.5140 5.9612

 Switzerland 1.0553 1.7212 ... 0.1495 0.0334 0.1761 0.0113 0.2765 1.5167 0.2038 0.9740 0.8913

 U.K. 0.6131 ... 0.5810 0.0869 0.0194 0.1023 0.0066 0.1607 0.8812 0.1184 0.5659 0.5178

 U.S. ... 1.6311 0.9476 0.1417 0.0316 0.1669 0.0107 0.2621 1.4372 0.1931 0.9230 0.8446

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.

WSJ.com

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 329.00 –0.25 –0.08% 707.00 302.00
Soybeans (cents/bu.) CBOT 1011.00 15.00 1.51% 1,557.50 670.00
Wheat (cents/bu.) CBOT 495.25 –7.75 –1.54 1,155.75 485.50
Live cattle (cents/lb.) CME 86.700 –0.875 –1.00 118.500 81.250
Cocoa ($/ton) ICE-US 2,799 –22 –0.78 3,217 1,961
Coffee (cents/lb.) ICE-US 122.30 0.95 0.78 189.00 112.00
Sugar (cents/lb.) ICE-US 23.52 1.03 4.58 23.63 11.05
Cotton (cents/lb.) ICE-US 58.34 0.70 1.21 101.50 45.25
Crude palm oil (ringgit/ton) MDEX 2,370.00 24 1.02 3,635 1,435
Cocoa (pounds/ton) LIFFE 1,825 –13 –0.71 1,953 1,187
Robusta coffee ($/ton) LIFFE 1,411 9 0.64 2,256 1,275

Copper (cents/lb.) COMEX 295.05 7.85 2.73 378.00 131.15
Gold ($/troy oz.) COMEX 958.80 11.50 1.21 1,060.00 494.00
Silver (cents/troy oz.) COMEX 1481.50 56.40 3.96 2,200.00 740.00
Aluminum ($/ton) LME 1,912.50 49.50 2.66 2,733.00 1,288.00
Tin ($/ton) LME 14,000.00 5.00 0.04 19,995.00 9,750.00
Copper ($/ton) LME 6,499.00 214.00 3.40 7,449.00 2,815.00
Lead ($/ton) LME 2,125.00 90.00 4.42 2,125.00 870.00
Zinc ($/ton) LME 1,880.00 37.00 2.01 1,927.50 1,065.00
Nickel ($/ton) LME 19,550 300 1.56 21,150 9,000

Crude oil ($/bbl.) NYMEX 72.74 0.25 0.34 125.66 45.13
Heating oil ($/gal.) NYMEX 1.8865 0.0015 0.08 4.0556 1.2820
RBOB gasoline ($/gal.) NYMEX 1.8999 0.0115 0.61 2.9500 1.0349
Natural gas ($/mmBtu) NYMEX 3.033 –0.173 –5.40 12.115 3.025
Brent crude ($/bbl.) ICE-EU 72.79 0.28 0.39 116.93 44.75
Gas oil ($/ton) ICE-EU 603.25 16.00 2.72 1,265.00 421.00

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on Aug. 28
Per In

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

Argentina peso-a 5.5313 0.1808 3.8485 0.2598

Brazil real 2.6934 0.3713 1.8740 0.5336

Canada dollar 1.5572 0.6422 1.0835 0.9230
1-mo. forward 1.5571 0.6422 1.0834 0.9230

3-mos. forward 1.5571 0.6422 1.0834 0.9230
6-mos. forward 1.5575 0.6421 1.0836 0.9228

Chile peso 790.81 0.001265 550.23 0.001817
Colombia peso 2928.29 0.0003415 2037.43 0.0004908

Ecuador US dollar-f 1.4372 0.6958 1 1
Mexico peso-a 19.0860 0.0524 13.2795 0.0753

Peru sol 4.2155 0.2372 2.9330 0.3409
Uruguay peso-e 32.410 0.0309 22.550 0.0443

U.S. dollar 1.4372 0.6958 1 1
Venezuela bolivar 3.09 0.324022 2.15 0.465701

ASIA-PACIFIC
Australia dollar 1.7016 0.5877 1.1839 0.8447
China yuan 9.8166 0.1019 6.8301 0.1464

Hong Kong dollar 11.1403 0.0898 7.7512 0.1290
India rupee 69.7569 0.0143 48.5350 0.0206

Indonesia rupiah 14444 0.0000692 10050 0.0000995
Japan yen 134.35 0.007443 93.48 0.010698

1-mo. forward 134.32 0.007445 93.46 0.010700
3-mos. forward 134.27 0.007448 93.42 0.010704

6-mos. forward 134.18 0.007453 93.36 0.010712
Malaysia ringgit-c 5.0613 0.1976 3.5215 0.2840

New Zealand dollar 2.0886 0.4788 1.4532 0.6882
Pakistan rupee 119.364 0.0084 83.050 0.0120

Philippines peso 70.246 0.0142 48.875 0.0205
Singapore dollar 2.0670 0.4838 1.4382 0.6953

South Korea won 1787.22 0.0005595 1243.50 0.0008042
Taiwan dollar 47.265 0.02116 32.886 0.03041
Thailand baht 48.888 0.02045 34.015 0.02940

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

Euro zone euro 1 1 0.6958 1.4373

1-mo. forward 1.0000 1.0000 0.6958 1.4373

3-mos. forward 1.0000 1.0000 0.6958 1.4372

6-mos. forward 1.0002 0.9998 0.6959 1.4370

Czech Rep. koruna-b 25.389 0.0394 17.665 0.0566

Denmark krone 7.4414 0.1344 5.1775 0.1931

Hungary forint 271.46 0.003684 188.88 0.005295

Norway krone 8.6140 0.1161 5.9934 0.1669

Poland zloty 4.0726 0.2455 2.8336 0.3529

Russia ruble-d 45.464 0.02200 31.633 0.03161

Sweden krona 10.1435 0.0986 7.0576 0.1417

Switzerland franc 1.5167 0.6593 1.0553 0.9476

1-mo. forward 1.5163 0.6595 1.0550 0.9479

3-mos. forward 1.5155 0.6599 1.0544 0.9484

6-mos. forward 1.5138 0.6606 1.0533 0.9494

Turkey lira 2.1510 0.4649 1.4966 0.6682

U.K. pound 0.8812 1.1349 0.6131 1.6311

1-mo. forward 0.8812 1.1348 0.6131 1.6310

3-mos. forward 0.8812 1.1348 0.6131 1.6310

6-mos. forward 0.8813 1.1347 0.6132 1.6309

MIDDLE EAST/AFRICA
Bahrain dinar 0.5418 1.8456 0.3770 2.6526

Egypt pound-a 7.9466 0.1258 5.5290 0.1809

Israel shekel 5.4845 0.1823 3.8160 0.2621

Jordan dinar 1.0172 0.9831 0.7078 1.4129

Kuwait dinar 0.4124 2.4247 0.2870 3.4849

Lebanon pound 2159.47 0.0004631 1502.50 0.0006656

Saudi Arabia riyal 5.3900 0.1855 3.7503 0.2666

South Africa rand 11.0740 0.0903 7.7050 0.1298

United Arab dirham 5.2791 0.1894 3.6731 0.2723

SDR -f 0.9190 1.0881 0.6394 1.5639

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 600 237.51 2.27 0.96% 20.6% –17.6%

 15 DJ Stoxx 50 2412.02 17.18 0.72 16.8% –17.3%

 22 Euro Zone DJ Euro Stoxx 260.58 2.54 0.98 17.0% –18.4%

 18 DJ Euro Stoxx 50 2803.65 26.03 0.94 14.4% –16.7%

 15 Austria ATX 2554.82 55.75 2.23 45.9% –29.3%

 13 Belgium Bel-20 2393.66 17.81 0.75 25.4% –23.7%

 12 Czech Republic PX 1132.7 –26.0 –2.24% 32.0% –23.4%

 17 Denmark OMX Copenhagen 318.09 2.99 0.95 40.6% –19.1%

 14 Finland OMX Helsinki 6305.56 100.56 1.62 16.7% –25.8%

 15 France CAC-40 3693.14 44.61 1.22 14.8% –17.6%

 19 Germany DAX 5517.35 47.02 0.86 14.7% –14.1%

 … Hungary BUX 19363.91 326.35 1.71 58.2% –7.8%

 16 Ireland ISEQ 3115.20 48.40 1.58 32.9% –30.7%

 11 Italy FTSE MIB 22672.54 197.76 0.88 16.5% –21.2%

 … Netherlands AEX 300.20 3.30 1.11 22.1% –27.3%

 13 Norway All-Shares 358.60 5.34 1.51 32.7% –27.4%

 17 Poland WIG 38232.13 394.74 1.04 40.4% –5.6%

 16 Portugal PSI 20 7840.27 13.26 0.17 23.6% –8.8%

 … Russia RTSI 1089.46 18.97 1.77% 72.4% –33.8%

 10 Spain IBEX 35 11442.7 85.8 0.76 24.4% –2.3%

 15 Sweden OMX Stockholm 283.27 4.99 1.79 38.7% 1.1%

 13 Switzerland SMI 6211.58 42.39 0.69 12.2% –14.2%

 9 Turkey ISE National 100 47559.69 175.92 0.37 77.0% 19.4%

 12 U.K. FTSE 100 4908.90 39.55 0.81 10.7% –12.9%

 35 ASIA-PACIFIC DJ Asia-Pacific 117.15 1.04 0.90 25.2% –8.9%

 … Australia SPX/ASX 200 4489.6 38.8 0.87 20.6% –12.6%

 25 China CBN 600 24569.67 –803.59 –3.17% 66.4% 29.7%

 19 Hong Kong Hang Seng 20098.62 –144.13 –0.71 39.7% –5.5%

 19 India Sensex 15922.34 141.27 0.90 65.0% 9.3%

 … Japan Nikkei Stock Average 10534.14 60.17 0.57 18.9% –19.4%

 … Singapore Straits Times 2642.80 0.57 0.02 50.0% –3.5%

 11 South Korea Kospi 1607.94 8.61 0.54 43.0% 9.1%

 18 AMERICAS DJ Americas 270.09 0.18 0.07 19.4% –19.5%

 … Brazil Bovespa 57700.57 –3.28 –0.01 53.7% 3.6%

 18 Mexico IPC 28599.92 162.66 0.57 27.8% 8.8%

*P/E ratios use trailing 12-months, as-reported earnings
Note: Americas index data are as of 5:00 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. 28, 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* 275.31 –0.18% 20.9% –20.4%

2.80% 19 World (Developed Markets) 1,085.78 –0.08% 18.0% –20.6%

2.50% 20 World ex-EMU 126.93 0.00% 17.9% –19.5%

2.60% 21 World ex-UK 1,084.29 –0.01% 17.4% –19.9%

3.50% 18 EAFE 1,483.19 –0.46% 19.9% –22.1%

2.40% 16 Emerging Markets (EM) 843.99 –0.93% 48.8% –19.0%

4.00% 12 EUROPE 81.84 –0.51% 17.9% –17.5%

4.20% 13 EMU 167.98 –0.50% 18.2% –26.0%

3.70% 15 Europe ex-UK 90.36 –0.45% 16.5% –16.7%

4.90% 10 Europe Value 94.55 –0.43% 22.0% –15.5%

3.00% 16 Europe Growth 68.74 –0.60% 13.7% –19.5%

3.20% 15 Europe Small Cap 146.22 –0.75% 44.8% –12.9%

2.40% 8 EM Europe 233.08 –1.65% 46.8% –39.1%

4.50% 9 UK 1,449.51 –0.43% 10.2% –9.6%

2.90% 14 Nordic Countries 128.65 –0.36% 31.2% –20.7%

1.80% 7 Russia 605.81 –1.79% 47.0% –50.1%

3.60% 12 South Africa 670.19 0.06% 15.8% –2.5%

2.90% 19 AC ASIA PACIFIC EX-JAPAN 360.77 –0.52% 45.9% –13.5%

1.70%-118 Japan 595.72 –1.25% 12.4% –27.5%

2.10% 18 China 58.27 –1.20% 42.9% –8.3%

1.00% 20 India 626.80 –0.04% 69.8% 9.3%

0.90% 23 Korea 450.75 –0.95% 46.9% 3.5%

2.80% 31 Taiwan 244.97 –0.47% 41.3% –9.0%

2.00% 25 US BROAD MARKET 1,140.65 0.26% 16.1% –18.3%

1.50% -44 US Small Cap 1,540.47 0.19% 23.5% –16.1%

3.50% 14 EM LATIN AMERICA 3,343.35 –0.99% 60.9% –22.9%

*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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By Christina Passariello

PARIS—French retailer Carre-
four SA posted a first-half loss as
it poured hundreds of millions of
euros into price cuts and other pro-
motions to resuscitate sales in its
home market.

Carrefour, the world’s second-
largest retailer by sales after Wal-
Mart Stores
Inc., swung to a
loss of Œ58 mil-
lion ($82.9 mil-
l ion) from a
profit of Œ747
million a year
earlier, on a
1.6% drop in
sales to Œ41.28
billion. The com-
pany reiterated
it expects this
year’s operating
profit to fall as much as 18%, to be-
tween Œ2.7 billion and Œ2.8 billion.

“Consumers are more and more
sensitive to promotional activity,”
said Chief Executive Lars Olofs-
son, who joined Carrefour from
food and drink maker Nestlé SA at
the start of the year. “The price im-
age of the Carrefour brand is mov-
ing in the right direction in
France.”

Carrefour has for years suf-
fered from stiff price competition
in France, which accounts for 43%
of its sales. The economic down-
turn has exacerbated Carrefour’s
image as a high-priced retailer as
consumers turned to deep-dis-
count stores and private-label
products. To overhaul Carrefour’s
reputation, Mr. Olofsson pledged
to cut costs this year by Œ500 mil-
lion and put Œ600 million toward
price cutting, promotions and loy-
alty cards.

The Swedish executive said the
group spent Œ353 million of its bud-
get in the first half, and saw its
market share rise 0.3%. The expen-
diture, however, drove down first-
half operating profit by 28% to Œ1
billion. In May, the company un-
veiled a new Carrefour Discount
line of private-label products de-
signed to take business from deep-
discount stores such as Lidl Dien-
stleistung GmbH and E. Leclerc.

To make the Carrefour brand
more prominent, Mr. Olofsson is
accelerating a program to rename
its hundreds of Champion super-
markets as Carrefour Market. Dur-
ing the first half, sales in the re-
named stores were 7% higher than
under the old name. The group is
also converting other stores to its
deep-discount Dia brand.

Yet Mr. Olofsson is only begin-
ning to address Carrefour’s most
serious dilemma, the supercenter.
The big-box stores have struggled
to sell general merchandise, and
Mr. Olofsson said the format
needed to be reinvented. He said
the company will test new models
next year before rolling out its so-
lution in 2011.

In September, Carrefour will un-
veil price promotions and a new
world-wide advertising cam-
paign. “Carrefour has not been a
loved retailer for the last couple of
years,” Mr. Olofsson said.
 —Mimosa Spencer

contributed to this article.

Tiffany raises earnings outlook
Jeweler posts drop
in sales as Hermès
sees higher revenue

Aegis issues gloomy outlook as it posts a loss

Lars Olofsson

News Corp. criticizes U.K. state support of BBC

High-end jeweler Tiffany said ‘the tide may be slowly turning’ as it sees smaller
sales declines. Above, Tiffany’s London store.

CORPORATE NEWS

By Vanessa O’Connell

And Amelie Baubeau

High-end jewelry retailer Tiffany
& Co. Friday posted sharply lower
profit and sales for its latest quarter
but said sales trends are improving
and raised its earnings outlook.

Another luxury-goods maker,
Hermès International SCA, re-
ported modestly higher first-half
revenue, though its finance chief
said there is “no change in trend
emerging.” Chief Financial Officer
Mireille Maury, in an interview,
said there has been a pickup in or-
ders for perfume, but not for
watches and tableware.

Tiffany’s fiscal second-quarter
earnings fell 30% to $56.8 million, or
46 cents a share, in the quarter
ended July 31, from $80.8 million a
year earlier.

Sales at the 172-year-old jew-
elry chain, known for its iconic blue
boxes, fell 16% from the year-ear-
lier quarter to $612.5 million with
the steepest declines coming in the
U.S. Sales at U.S. stores open at
least a year were down 27%. Sales

at Tiffany’s flagship store in New
York plunged 30%.

On a conference call Friday, Tif-
fany executives said they see de-
clines in sales at U.S. stores open at
least a year lessening, to the “high-
teens” and a “midteen” decline in
sales in the Americas for the full year.

The jewelry retailer’s sales are

holding up better in Europe and
Asia, where the company is project-
ing low-single-digit percentage de-
clines for the year.

“Our geographical diversification
is a significant advantage,” said
Mark Aaron, a Tiffany vice president.

In the latest quarter, the greatest
declines were for items priced at

$50,000 and up, and the smallest de-
clines at lower price points, it said.

Tiffany, which like other retail-
ers has been trying to rein in its in-
ventory, raised its forecast for the
full year, to earnings of between
$1.65 and $1.75 a share on a world-
wide sales decline of 10%. It had pre-
viously forecast between $1.50 and
$1.60 a share on an 11% sales decline.
Last year Tiffany earned $1.74 a
share on sales of $2.86 billion.

“It appears to us that the tide
may be slowly turning in our favor,”
Mr. Aaron said. Its shares rose 11% to
$37.57 in 4 p.m. New York Stock Ex-
change trading.

Paris-based Hermès said its first-
half sales rose 7.6% to Œ874.9 million
($1.25 billion). The maker of high-
end scarves and Birkin handbags
logged sales gains in all regions ex-
cept Japan, where they dropped 4%.

The company’s profit dropped to
Œ125.4 million from Œ134.9 million a
year earlier. It blamed the drop on
currency fluctuations and a lower
rate of return on investments.

With scarf sales holding strong de-
spite the global recession, the com-
pany said it will continue to expand
for the rest of 2009, opening or reno-
vating at least 10 stores, mostly in
Asia and the U.S. It opened five stores
in the first half. Hermès maintained
its prediction for steady full-year
sales and a “slight” drop in profit.

By Ruth Bender

Aegis Group PLC posted a small
first-half net loss and cautioned that
it doesn’t expect any upturn in the ad-
vertising market in the second half.

Still, the U.K.-based advertising
and marketing company Friday
turned in a 10.8% drop in organic rev-
enue—a closely watched metric in
the advertising industry that strips
out currency effects, acquisitions
and disposals—and analysts said
the company’s results showed a
solid performance given the chal-
lenging business environment.

The downbeat outlook echoes
comments from rival WPP PLC, the
world’s biggest advertising company
by sales, which said Wednesday that
improving sentiment in the world
economy isn’t yet translating into ris-
ing orders for expensive advertising
campaigns.

Like others in the industry, Aegis
has been cutting costs to offset the
impact of declining revenue as com-
panies curb spending on marketing.
It said Friday it had intensified cost-

cutting efforts in the second quarter
and would continue to manage ex-
penses tightly. The company has
shed about 900 staff, or 5.5% of its
work force, since announcing a cost-
savings plan at the end of last year.

Analysts have been concerned
that smaller advertising holding com-
panies such as Aegis and France’s Ha-
vas SA would be more vulnerable to
the downturn as their businesses are
less diversified. Still, Aegis, which
owns media-buying agency Carat
and digital-planning group Isobar,
won several large accounts in the
past months, such as Nokia Corp.’s
global media-buying and planning
budget, estimated to be valued at
about £300 million, or about $430
million. Other major clients include
Kellogg Co. and Adidas AG.

Analysts at Altium Securities
said though the company’s market-
ing division, Aegis Media, has con-
tinued to secure new business, mar-
ket-research unit Synovate has
found life more difficult and the com-
pany is accelerating cost-reduction
measures there.

Partly thanks to the cost-cutting
drive, Aegis said it should meet mar-
ket consensus for full-year underly-
ing profit.

“The rate of delivery of savings is
increasing, and with strong new
business wins in Aegis Media and an
improved Synovate secured net rev-
enue position, we expect to deliver a
full-year profit outcome in line with
the current market consensus,”
John Napier, the company’s chair-
man and interim chief executive,
said in a statement.

In a conference call with report-
ers, Mr. Napier said the market con-
sensus on which the forecast is based
is for full-year adjusted operating
profit of £1.64 billion to £1.74 billion.
The adjusted figures exclude items
such as profit and losses on disposals
of investments, amortization of pur-
chased intangible assets, and taxes.

For the six months ended June
30, Aegis posted a net loss of £2.1 mil-
lion, compared with a net profit of
£30 million in the year-earlier pe-
riod. The latest results were
weighed down by restructuring

charges of £15.7 million.
Revenue rose 4.8% to £636.7 mil-

lion from £607.6 million, helped by
currency movements. Organic reve-
nue—which excludes the effect of
currency fluctuations, as well as ac-
quisitions and disposals—fell 10.8%.
Analysts had forecast a drop of 11%.

Aegis is nearly 30% owned by Vin-
cent Bolloré, the French industrialist
who is also a controlling stockholder
and chairman of Havas. Mr. Bolloré
has in the past pushed for a combina-
tion of the two companies. Mr.
Napier said Friday there are no talks
about a possible merger with Havas,
which is scheduled to report first-
half earnings Monday.

Aegis is due to name a new chief
executive by year end, after former
CEO Robert Lerwill left last year, but
until then, its strategic direction re-
mains unclear. A number of high-
level managers left the company last
year, including head of Aegis Media,
Mainardo de Nardis, and the chief ex-
ecutive of Aegis Media Americas,
David Verklin.

Carrefour incurs
loss as discounts
damage results

By Shira Ovide

James Murdoch, News Corp.’s
top executive in Europe and Asia, on
Friday criticized U.K. media regula-
tion and the publicly funded British
Broadcasting Corp., saying state sup-
port gives the BBC an unfair edge
over commercial media firms.

In a keynote speech at the Edin-
burgh International Television Festi-
val, Mr. Murdoch called for a “dra-
matic reduction” of government in-
volvement in U.K. media, which he
said stifles innovation, according to
his prepared remarks.

Mr. Murdoch described as “chill-
ing” what he called the BBC’s im-

proper expansion and influence in
the U.K. media industry. The BBC pro-
duces many TV and radio programs
and owns a popular news Web site.

The BBC Trust, which governs
the BBC, has been a target of criti-
cism from News Corp. and its BSkyB
satellite TV service. BSkyB and
other TV companies are critical of
the annual license fees the BBC col-
lects from U.K. households.

In a statement Friday, Sir
Michael Lyons, chairman of the
BBC Trust, said, “British broadcast-
ing is admired around the world. Its
diversity of broadcasters and their
variety of funding is a strength and
not a weakness.” He added, “the

public tell us that they...trust the
BBC and value the wide range of ser-
vices we provide.”

Mr. Murdoch, a son of News Corp.
Chief Executive Rupert Murdoch, is
the company’s chairman and CEO
for Europe and Asia, overseeing
News Corp.’s newspapers in the
U.K., BSkyB and the Star television
service in Asia. News Corp. also
owns Wall Street Journal publisher
Dow Jones & Co.

In his comments, Mr. Murdoch
contrasted government-backed or-
ganizations that provide “free, state-
sponsored” news with efforts by
news outlets that want to charge con-
sumers “a fair price” for online infor-

mation. News Corp. has said it plans
to start charging for access to its
news Web sites by next summer.

Mr. Murdoch in his speech also
said the U.K.’s television regulator,
known as Ofcom, hurts TV compa-
nies by tightly controlling the adver-
tising TV companies can sell and by
restricting what programs can air.
Mr. Murdoch called for a “radical re-
orientation of the regulatory ap-
proach” in the U.K.

Ofcom said Friday it is “commit-
ted to its duty to protect consumers’
and viewers’ interests and to pro-
mote competition and innovation.”

—Paul Sonne
contributed to this article.
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EFG-Hermes Saudi Arabia Equity EA EQ SAU 08/25 SAR 5.60 18.2 NS NS
EFG-Hermes Telecom OT EQ BMU 07/31 USD 29.36 14.5 –10.6 –7.9

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 08/27 USD 321.91 31.1 4.8 4.8
Sel Emerg Mkt Equity GL EQ GGY 08/27 USD 186.01 42.0 –12.9 –10.6
Sel Euro Equity EUR US EQ GGY 08/27 EUR 91.70 23.8 –18.2 –21.9
Sel European Equity EU EQ GGY 08/27 USD 172.86 25.7 –21.8 –20.6
Sel Glob Equity GL EQ GGY 08/27 USD 178.16 24.0 –19.6 –19.2
Sel Glob Fxd Inc GL BD GGY 08/27 USD 137.04 6.3 –3.6 –1.7
Sel Pacific Equity AS EQ GGY 08/27 USD 129.38 43.1 –7.6 –8.4
Sel US Equity US EQ GGY 08/27 USD 116.09 15.2 –21.6 –17.5
Sel US Sm Cap Eq US EQ GGY 08/27 USD 161.90 23.8 –22.1 –19.0

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 08/27 EUR 25.88 –1.3 –43.7 –46.5
MP-TURKEY.SI OT OT SVN 08/27 EUR 31.50 61.3 –14.8 –18.6

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 08/27 EUR 3.15 50.0 –56.2 –41.5
Parex Eastern Europ Bal OT OT LVA 08/27 EUR 12.59 46.7 –8.4 –4.7
Parex Eastern Europ Bd EU BD LVA 08/27 USD 13.48 54.6 –4.0 0.5
Parex Russian Eq EE EQ LVA 08/27 USD 16.08 85.7 –29.9 –19.7

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 08/28 USD 149.51 34.8 –10.8 –15.4
PF (LUX)-Asian Eq-Pca AS EQ LUX 08/28 USD 142.70 34.1 –11.6 –16.2
PF (LUX)-Biotech-Pca OT EQ LUX 08/27 USD 284.73 –0.1 –21.8 –4.7
PF (LUX)-CHF Liq-Pca CH MM LUX 08/27 CHF 124.20 0.2 0.4 1.3
PF (LUX)-CHF Liq-Pdi CH MM LUX 08/27 CHF 93.75 0.2 0.4 1.3
PF (LUX)-Digital Comm-Pca OT EQ LUX 08/27 USD 102.12 25.6 –3.3 –8.6
PF (LUX)-East Eu-Pca EU EQ LUX 08/27 EUR 252.91 89.4 –27.5 –24.2
PF (LUX)-Emg Mkts-Pca GL EQ LUX 08/28 USD 446.77 46.8 –17.0 –14.9
PF (LUX)-Eu Indx-Pca EU EQ LUX 08/27 EUR 93.51 22.3 –14.3 –17.8
PF (LUX)-EUR Bds-Pca EU BD LUX 08/27 EUR 381.80 2.2 5.2 2.4
PF (LUX)-EUR Bds-Pdi EU BD LUX 08/27 EUR 290.55 2.2 5.2 2.4
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 08/27 EUR 142.70 14.3 9.1 4.0
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 08/27 EUR 100.32 14.3 9.1 4.0
PF (LUX)-EUR HiYld-Pca EU BD LUX 08/27 EUR 131.35 45.7 –1.3 –4.0
PF (LUX)-EUR HiYld-Pdi EU BD LUX 08/27 EUR 76.15 45.7 –1.3 –4.0
PF (LUX)-EUR Liq-Pca EU MM LUX 08/27 EUR 135.82 0.9 1.9 2.9
PF (LUX)-EUR Liq-Pdi EU MM LUX 08/27 EUR 97.88 0.9 1.9 2.9
PF (LUX)-EUR Sov Liq-Pca OT OT LUX 08/27 EUR 102.38 0.5 1.6 NS
PF (LUX)-EUR Sov Liq-Pdi OT OT LUX 08/27 EUR 101.02 0.5 1.6 NS
PF (LUX)-Europ Eq-Pca EU EQ LUX 08/27 EUR 371.48 21.4 –18.3 –23.1
PF (LUX)-EuSust Eq-Pca EU EQ LUX 08/27 EUR 122.70 21.3 –14.6 –20.7
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 08/27 USD 230.48 21.7 14.1 10.2
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 08/27 USD 156.79 21.7 14.1 10.2
PF (LUX)-Gr China-Pca AS EQ LUX 08/28 USD 301.88 41.9 –3.3 –9.6
PF (LUX)-Indian Eq-Pca EA EQ LUX 08/28 USD 311.52 62.6 0.4 –7.4
PF (LUX)-Jap Index-Pca JP EQ LUX 08/28 JPY 9304.56 14.2 –20.7 –21.6
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 08/28 JPY 8146.19 11.6 –25.4 –26.6
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 08/28 JPY 7918.36 11.1 –25.9 –27.0
PF (LUX)-JpEq130/30-Pca JP EQ LUX 08/28 JPY 4605.04 17.3 –20.0 –21.3
PF (LUX)-MidEast&NorAfr-Pca OT OT LUX 08/27 USD 48.34 NS NS NS
PF (LUX)-Pacif Idx-Pca AS EQ LUX 08/28 USD 238.01 50.3 –5.5 –8.0
PF (LUX)-Piclife-Pca CH BA LUX 08/27 CHF 766.16 11.1 –3.1 –5.8
PF (LUX)-PremBrnds-Pca OT EQ LUX 08/27 EUR 56.33 27.6 –8.9 –16.8
PF (LUX)-Rus Eq-Pca OT OT LUX 08/27 USD 46.88 105.3 –33.6 NS
PF (LUX)-Security-Pca GL EQ LUX 08/27 USD 87.99 23.1 –8.7 –11.7
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 08/27 EUR 417.63 28.0 –17.6 –20.6
PF (LUX)-US Eq-Ica US EQ LUX 08/27 USD 94.21 15.4 –20.1 –12.8
PF (LUX)-USA Index-Pca US EQ LUX 08/27 USD 83.52 15.2 –18.2 –14.9
PF (LUX)-USD Gov Bds-Pca US BD LUX 08/27 USD 509.25 –4.0 4.6 5.9
PF (LUX)-USD Gov Bds-Pdi US BD LUX 08/27 USD 373.68 –4.0 4.6 5.9
PF (LUX)-USD Liq-Pca US MM LUX 08/27 USD 130.97 0.6 1.2 2.3
PF (LUX)-USD Liq-Pdi US MM LUX 08/27 USD 85.52 0.6 1.2 2.3
PF (LUX)-USD Sov Liq-Pca OT OT LUX 08/27 USD 101.56 0.3 1.2 NS

PF (LUX)-USD Sov Liq-Pdi OT OT LUX 08/27 USD 100.85 0.3 1.2 NS
PF (LUX)-Water-Pca GL EQ LUX 08/27 EUR 115.40 12.0 –15.7 –13.6
PF (LUX)-WldGovBds-Pca GL BD LUX 08/28 USD 163.91 –0.6 8.8 8.4
PF (LUX)-WldGovBds-Pdi GL BD LUX 08/28 USD 135.67 –0.6 8.8 8.4

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 08/27 USD 11.34 44.6 –9.4 –11.0
Japan Fund USD JP EQ IRL 08/28 USD 17.05 16.1 16.8 –1.3
Polar Healthcare Class I USD OT OT IRL 08/27 USD 11.86 NS NS NS
Polar Healthcare Class R USD OT OT IRL 08/27 USD 11.86 NS NS NS

n Hemisphere Management (Ireland) Limited
Discovery USD A OT OT CYM 07/31 USD 123.37 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 07/31 USD 129.28 2.4 15.2 10.4
Europn Forager USD B OT OT CYM 07/31 USD 201.50 12.6 4.4 –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 08/26 USD 110.91 80.6 1.5 2.6

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 08/27 EUR 656.78 16.6 –16.8 NS
Core Eurozone Eq B EU EQ IRL 08/27 EUR 779.53 18.6 –13.1 NS
Euro Fixed Income A EU BD IRL 08/27 EUR 1197.41 5.8 –1.2 –2.8
Euro Fixed Income B EU BD IRL 08/27 EUR 1275.70 6.2 –0.6 –2.2
Euro Small Cap A EU EQ IRL 08/27 EUR 1111.18 31.1 –18.2 –25.2
Euro Small Cap B EU EQ IRL 08/27 EUR 1187.81 31.6 –17.7 –24.7
Eurozone Agg Eq A EU EQ IRL 08/27 EUR 610.06 22.8 –16.1 –21.0
Eurozone Agg Eq B EU EQ IRL 08/27 EUR 874.94 23.2 –15.6 –20.5
Glbl Bd (EuroHdg) A GL BD IRL 08/27 EUR 1338.96 11.8 4.6 2.1
Glbl Bd (EuroHdg) B GL BD IRL 08/27 EUR 1418.28 12.3 5.3 2.8
Glbl Bd A EU BD IRL 08/27 EUR 1073.74 9.5 8.2 1.5
Glbl Bd B EU BD IRL 08/27 EUR 1141.18 10.0 8.8 2.1
Glbl Real Estate A OT EQ IRL 08/27 USD 811.78 21.8 –24.4 –22.0
Glbl Real Estate B OT EQ IRL 08/27 USD 835.16 22.3 –23.9 –21.5
Glbl Real Estate EH-A OT EQ IRL 08/27 EUR 739.95 18.0 –25.9 –23.4
Glbl Real Estate SH-B OT EQ IRL 08/27 GBP 69.39 17.0 –26.7 –23.0
Glbl Strategic Yield A EU BD IRL 08/27 EUR 1449.56 28.2 –0.4 –0.8
Glbl Strategic Yield B EU BD IRL 08/27 EUR 1547.97 28.7 0.2 –0.2
Japan Equity A JP EQ IRL 08/27 JPY 12396.83 19.9 –17.6 –21.5
Japan Equity B JP EQ IRL 08/27 JPY 13185.71 20.4 –17.1 –21.0
PacBasn (Ex-Jap) Eq A AS EQ IRL 08/27 USD 1972.73 53.4 –0.5 –8.9
PacBasn (Ex-Jap) Eq B AS EQ IRL 08/27 USD 2100.98 54.0 0.1 –8.3
Pan European Eq A EU EQ IRL 08/27 EUR 893.05 24.3 –16.1 –20.1
Pan European Eq B EU EQ IRL 08/27 EUR 950.04 24.8 –15.7 –19.6
US Equity A US EQ IRL 08/27 USD 804.93 20.3 –19.7 –15.1
US Equity B US EQ IRL 08/27 USD 860.04 20.8 –19.2 –14.6
US Small Cap A US EQ IRL 08/27 USD 1183.86 17.7 –22.6 –16.9
US Small Cap B US EQ IRL 08/27 USD 1265.68 18.2 –22.1 –16.4

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

n SEB Fund 1
Asset Sele C EUR OT OT LUX 08/28 EUR 13.65 –3.4 15.8 12.3
Asset Sele C H-CHF OT OT LUX 08/28 CHF 94.81 NS NS NS
Asset Sele C H-GBP OT OT LUX 08/28 GBP 95.67 NS NS NS
Asset Sele C H-JPY OT OT LUX 08/28 JPY 9520.01 NS NS NS
Asset Sele C H-NOK OT OT LUX 08/28 NOK 109.38 –2.8 NS NS
Asset Sele C H-SEK OT OT LUX 08/28 SEK 137.13 –3.8 16.7 12.6
Asset Sele C H-USD OT OT LUX 08/28 USD 95.65 NS NS NS
Asset Sele D H-SEK OT OT LUX 08/28 SEK 128.69 –3.8 NS NS
Choice Global Value -C- GL EQ LUX 08/28 SEK 70.25 16.7 –21.2 –24.4
Choice Global Value -D- OT OT LUX 08/28 SEK 67.31 16.7 –21.2 NS
Choice Global Value -I- OT OT LUX 08/28 EUR 6.17 26.7 –26.0 –26.6
Choice Japan Fd -C- OT OT LUX 08/28 JPY 50.59 12.5 –20.8 –23.0
Choice Japan Fd -D- OT OT LUX 08/28 JPY 45.49 12.5 –20.7 –23.0
Choice Jpn Chance/Risk JP EQ LUX 08/28 JPY 52.71 17.7 –24.5 –25.5
Choice NthAmChance/Risk US EQ LUX 08/28 USD 3.66 30.7 –23.8 –13.2
Ethical Europe Fd OT OT LUX 08/28 EUR 1.85 23.7 –21.7 –23.0
Europe 1 Fd OT OT LUX 08/28 EUR 2.65 26.9 –20.8 –22.9
Europe 3 Fd EU EQ LUX 08/28 EUR 3.75 22.9 –23.0 –24.1
Global Chance/Risk Fd GL EQ LUX 08/28 EUR 0.55 17.8 –18.3 –18.6
Global Fd -C- OT OT LUX 08/28 USD 1.99 19.4 –21.3 –16.9
Global Fd -D- OT OT LUX 08/28 USD 1.24 19.4 NS NS
Nordic Fd OT OT LUX 08/28 EUR 5.31 30.4 –9.6 –12.9

n SEB Fund 2
Choice Asia ex. Japan -C- OT OT LUX 08/28 USD 6.48 43.1 –2.6 –10.9
Choice Asia ex. Japan -D- OT OT LUX 08/28 USD 1.14 43.1 NS NS
Currency Alpha EUR -IC- OT OT LUX 08/28 EUR 10.43 –4.5 –2.6 0.9
Currency Alpha EUR -RC- OT OT LUX 08/28 EUR 10.34 –4.8 –3.0 0.4
Currency Alpha SEK -ID- OT OT LUX 08/28 SEK 96.99 –8.2 –6.5 NS

Currency Alpha SEK -RC- OT OT LUX 08/28 SEK 104.87 –4.8 –3.0 0.4
Generation Fd 80 OT OT LUX 08/28 SEK 7.40 16.0 –10.0 NS
Nordic Focus EUR NO EQ LUX 08/28 EUR 72.55 45.4 –13.9 NS
Nordic Focus NOK NO EQ LUX 08/28 NOK 77.78 45.4 –13.9 NS
Nordic Focus SEK NO EQ LUX 08/28 SEK 78.36 45.4 –13.9 NS
Russia Fd OT OT LUX 08/28 EUR 6.85 105.2 –24.6 –18.7

n SEB Fund 3
Choice North America Eq. Fd US EQ LUX 08/28 USD 1.67 20.3 –19.2 –15.7
Ethical Glbl Fd -C- OT OT LUX 08/28 USD 0.77 16.0 NS NS
Ethical Glbl Fd -D- OT OT LUX 08/28 USD 0.75 24.9 –17.0 –16.0
Ethical Sweden Fd NO EQ LUX 08/28 SEK 39.52 43.3 8.4 –7.3
Index Linked Bd Fd SEK OT BD LUX 08/28 SEK 13.03 2.3 2.5 4.8
Medical Fd OT EQ LUX 08/28 USD 3.04 6.1 –14.4 –8.3
Short Medium Bd Fd SEK NO MM LUX 08/28 SEK 8.80 1.1 1.7 2.7
Technology Fd -C- OT OT LUX 08/28 USD 0.19 NS NS NS
Technology Fd -D- OT OT LUX 08/28 USD 2.25 44.5 –9.1 –7.4
World Fd -C- OT OT LUX 08/28 USD 27.44 NS NS NS
World Fd -D- OT OT LUX 08/28 USD 2.08 29.9 –9.4 –8.9

n SEB Fund 4
Short Bond Fd EUR -C- OT OT LUX 08/28 EUR 1.27 0.1 0.1 1.4
Short Bond Fd EUR -D- OT OT LUX 08/28 NA 0.50 NS NS NS
Short Bond Fd SEK NO MM LUX 08/28 SEK 21.94 1.7 1.9 2.8
Short Bond Fd USD US MM LUX 08/28 USD 2.49 –0.2 0.4 1.6

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 08/28 SEK 10.26 1.9 –0.9 0.5
Alpha Bond Fd SEK -B- NO BD LUX 08/28 SEK 8.88 1.9 –0.9 0.5
Alpha Bond Fd SEK -C- NO BD LUX 08/28 SEK 25.67 1.8 –1.0 0.3
Alpha Bond Fd SEK -D- NO BD LUX 08/28 SEK 7.99 1.8 –1.0 0.3
Alpha Short Bd SEK -A- NO MM LUX 08/28 SEK 11.08 2.5 2.6 3.2
Alpha Short Bd SEK -B- NO MM LUX 08/28 SEK 10.13 2.5 2.6 3.3
Alpha Short Bd SEK -C- NO MM LUX 08/28 SEK 21.66 2.4 2.5 3.1
Alpha Short Bd SEK -D- NO MM LUX 08/28 SEK 8.20 2.4 2.5 3.1
Bond Fd SEK -C- NO BD LUX 08/28 SEK 42.29 1.8 10.0 6.1
Bond Fd SEK -D- NO BD LUX 08/28 SEK 12.28 1.8 10.1 5.5
Corp. Bond Fd EUR -C- EU BD LUX 08/28 EUR 1.22 12.2 4.1 1.7
Corp. Bond Fd EUR -D- EU BD LUX 08/28 EUR 0.94 12.3 4.1 1.5
Corp. Bond Fd SEK -C- NO BD LUX 08/28 SEK 12.12 12.8 0.4 0.4
Corp. Bond Fd SEK -D- NO BD LUX 08/28 SEK 9.17 12.9 0.4 0.5
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 08/28 EUR 103.61 –0.2 4.4 NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 08/28 EUR 108.04 4.3 9.0 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 08/28 SEK 1095.62 4.3 9.0 NS
Flexible Bond Fd -C- NO BD LUX 08/28 SEK 21.33 2.3 5.7 4.4
Flexible Bond Fd -D- NO BD LUX 08/28 SEK 11.67 2.3 5.7 4.4

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 08/28 USD 2.30 49.6 –8.9 –7.5
Eastern Europe Fd OT OT LUX 08/28 EUR 2.40 39.1 –19.0 –19.7

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 08/28 SEK 25.17 49.9 8.7 –16.7
Eastern Europe SmCap Fd OT OT LUX 08/28 EUR 2.22 67.5 –20.8 –25.4
Europe Chance/Risk Fd EU EQ LUX 08/28 EUR 969.49 27.1 –24.2 –24.9
Listed Private Equity -C- OT OT LUX 08/28 EUR 120.72 46.6 NS NS
Listed Private Equity -IC- OT OT LUX 08/28 EUR 70.20 70.0 NS NS
Listed Private Equity -ID- OT OT LUX 08/28 EUR 68.15 65.2 NS NS
Nordic Small Cap -C- OT OT LUX 08/28 EUR 117.01 NS NS NS
Nordic Small Cap -IC- OT OT LUX 08/28 EUR 117.25 NS NS NS

n SEB Sicav 3
Asset Sele Defensive Acc -A- OT OT LUX 08/28 SEK 77.74 –2.9 –20.8 –13.5
Asset Sele Defensive Acc EUR -C- OT OT LUX 08/28 EUR 99.35 NS NS NS
Asset Sele Defensive Acc SEK -C- OT OT LUX 08/28 SEK 99.42 NS NS NS
Asset Sele Defensive Acc USD -C- OT OT LUX 08/28 USD 100.66 NS NS NS
Asset Sele Defensive Inc -D- OT OT LUX 08/28 SEK 71.03 –2.9 –20.8 –14.8
Asset Sele Opp C H NOK OT OT LUX 08/28 NOK 100.58 NS NS NS
Asset Sele Opp C H SEK OT OT LUX 08/28 SEK 99.57 NS NS NS
Asset Sele Opp IC EUR OT OT LUX 08/28 EUR 100.31 NS NS NS
Asset Sele Opp ID H GBP OT OT LUX 08/28 GBP 100.32 NS NS NS
Asset Sele Opp ID H SEK OT OT LUX 08/28 SEK 100.29 NS NS NS
Asset Sele Original C EUR OT OT LUX 08/28 EUR 100.72 NS NS NS
Asset Sele Original D GBP OT OT LUX 08/28 GBP 100.90 NS NS NS
Asset Sele Original ID GBP OT OT LUX 08/28 GBP 100.74 NS NS NS

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
MENA Real Estate Fund OT OT BMU 08/20 USD 973.65 3.6 –37.6 –14.0
MENA Special Sits Fund OT OT BMU 07/30 USD 1066.11 9.8 NS NS

UAE Blue Chip Fund OT OT ARE 08/20 AED 5.62 22.5 –48.1 –18.3

n WWW.SGAM.COM
SGAM FUND
Bonds ConvEurope A OT OT LUX 08/26 EUR 29.24 3.1 –5.2 2.7
Bonds Eur Corp A OT OT LUX 08/27 EUR 22.69 9.4 4.8 1.2
Bonds Eur Hi Yld A OT OT LUX 08/26 EUR 19.00 42.9 –1.4 –5.6
Bonds EURO A OT OT LUX 08/27 EUR 40.97 3.8 9.5 5.6
Bonds Europe A OT OT LUX 08/27 EUR 39.30 3.7 8.7 4.9
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 08/26 USD 36.00 14.1 14.0 9.0
Bonds World A OT OT LUX 08/27 USD 41.70 4.7 9.5 9.2
Eq. China A OT OT LUX 08/27 USD 20.93 40.1 1.0 –15.3
Eq. ConcentratedEuropeA OT OT LUX 08/26 EUR 25.50 23.8 –17.7 –20.8
Eq. Eastern Europe A OT OT LUX 08/26 EUR 19.49 47.5 –35.1 –29.5
Eq. Equities Global Energy OT OT LUX 08/27 USD 16.25 14.0 –33.9 –12.6
Eq. Euroland A OT OT LUX 08/26 EUR 10.12 10.4 –20.7 –23.3
Eq. Euroland MidCapA OT OT LUX 04/30 EUR 14.61 1.4 –45.7 –33.8
Eq. EurolandCyclclsA OT OT LUX 08/27 EUR 16.33 18.9 –20.5 –18.1
Eq. EurolandFinancialA OT OT LUX 08/27 EUR 11.65 38.3 –12.2 –22.7
Eq. Glbl Emg Cty A OT OT LUX 08/26 USD 8.59 43.7 –11.8 –12.6
Eq. Global A OT OT LUX 08/27 USD 25.39 20.7 –15.8 –18.0
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 08/27 USD 25.33 21.1 6.8 3.8
Eq. Japan Sm Cap A OT OT LUX 08/27 JPY 1161.65 28.3 –3.9 –19.8
Eq. Japan Target A OT OT LUX 08/28 JPY 1849.48 18.2 0.8 –9.1
Eq. Pacific A OT OT LUX 08/27 USD 8.92 39.7 –9.3 –13.4
Eq. US ConcenCore A OT OT LUX 08/27 USD 20.23 24.6 –13.0 –10.5
Eq. US Lg Cap Gr A OT OT LUX 08/27 USD 13.98 29.7 –24.7 –13.8
Eq. US Mid Cap A OT OT LUX 08/27 USD 26.69 33.2 –18.8 –13.7
Eq. US Multi Strg A OT OT LUX 08/27 USD 19.91 24.6 –22.5 –16.5
Eq. US Rel Val A OT OT LUX 08/27 USD 19.47 25.3 –20.9 –20.4
Eq. US Sm Cap Val A OT OT LUX 08/27 USD 15.27 18.0 –32.6 –25.2
Eq. US Value Opp A OT OT LUX 08/27 USD 15.11 16.6 –32.4 –25.7
Money Market EURO A OT OT LUX 08/27 EUR 27.36 0.9 2.3 3.3
Money Market USD A OT OT LUX 08/27 USD 15.83 0.5 1.3 2.5

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

n YMR-N Series
YMR-N Growth Fund OT OT IRL 08/28 JPY 9526.00 10.7 –21.0 –28.8
YMR-N Japan Fund OT OT IRL 08/28 JPY 10418.00 10.4 –22.6 –27.5
YMR-N Small Cap Fund OT OT IRL 08/28 JPY 7556.00 17.7 –10.7 –27.0

n Yuki 77 Series
Yuki 77 General JP EQ IRL 08/28 JPY 6572.00 11.3 –24.5 –28.0
Yuki 77 Growth JP EQ IRL 08/28 JPY 6151.00 4.0 –30.3 –32.7

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 08/28 JPY 6872.00 10.1 –23.9 –28.5
Yuki Chugoku JpnLowP JP EQ IRL 08/28 JPY 8666.00 5.8 –17.0 –22.6

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 08/28 JPY 7296.00 7.8 –25.5 –29.1

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 08/28 JPY 4819.00 5.9 –29.1 –29.1
Yuki Hokuyo Jpn Inc JP EQ IRL 08/28 JPY 5580.00 5.7 –24.1 –22.8
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 08/28 JPY 5539.00 17.7 –11.0 NS

n Yuki Mizuho Series
Yuki Mizuho Gen Jpn III OT OT IRL 08/28 JPY 4620.00 8.7 –31.6 –32.1
Yuki Mizuho Jpn Dyn Gro OT OT IRL 08/28 JPY 4932.00 9.8 –31.1 –32.8
Yuki Mizuho Jpn Exc 100 OT OT IRL 08/28 JPY 6978.00 14.4 –25.2 –28.6
Yuki Mizuho Jpn Gen OT OT IRL 08/28 JPY 8887.00 10.8 –22.2 –29.2
Yuki Mizuho Jpn Gro OT OT IRL 08/28 JPY 6779.00 8.4 –20.5 –29.7
Yuki Mizuho Jpn Inc OT OT IRL 08/28 JPY 8095.00 1.8 –27.2 –26.2
Yuki Mizuho Jpn Lg Cap OT OT IRL 08/28 JPY 5351.00 7.4 –24.7 –28.2
Yuki Mizuho Jpn LowP OT OT IRL 08/28 JPY 12846.00 13.4 –10.9 –19.0
Yuki Mizuho Jpn PGth OT OT IRL 08/28 JPY 8490.00 11.1 –25.7 –30.2
Yuki Mizuho Jpn SmCp OT OT IRL 08/28 JPY 7600.00 23.9 –10.0 –26.1
Yuki Mizuho Jpn Val Sel OT OT IRL 08/28 JPY 6067.00 16.8 –17.2 –24.0
Yuki Mizuho Jpn YoungCo OT OT IRL 08/28 JPY 3183.00 33.3 –10.5 –33.1

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 08/28 JPY 5111.00 13.6 –29.2 –31.4

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 08/28 JPY 5605.00 9.9 –23.7 –29.7

Continued from previous page

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 07/31 USD 1355.14 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 07/31 USD 1687.07 2.7 7.0 6.4
CMA MultiHdge Lvrgd OT OT CYM 07/31 USD 946.07 –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 07/31 EUR 99.19 0.8 –20.2 –11.9
D'Auriol Opp F3 EUR EU MM CYM 07/31 EUR 985.72 –1.0 –23.2 –15.4

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 08/14 GBP 1.01 7.3 NS NS
Global Absolute EUR OT OT NA 08/14 EUR 1.49 8.0 NS NS
Global Absolute USD OT OT GGY 08/14 USD 1.90 7.6 NS NS

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 07/31 EUR 82.39 8.0 –25.1 –12.5
Special Opp Inst EUR OT OT CYM 07/31 EUR 77.61 8.1 –24.9 –12.1
Special Opp Inst USD OT OT CYM 07/31 USD 87.94 8.9 –21.7 –10.1

Special Opp USD OT OT CYM 07/31 USD 86.38 8.5 –22.2 –10.7

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 07/31 CHF 106.05 6.2 –11.7 –6.1
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 07/31 GBP 125.89 6.8 –11.9 –4.5
GH Fund Inst EUR OT OT JEY 05/29 EUR 91.86 10.0 –10.4 NS
GH Fund Inst USD OT OT JEY 07/31 USD 106.35 7.8 –8.5 –3.1
GH FUND S EUR OT OT CYM 07/31 EUR 121.65 7.6 –10.8 –4.2
GH FUND S GBP OT OT JEY 07/31 GBP 125.98 7.1 –10.9 –3.5
GH Fund S USD OT OT CYM 07/31 USD 142.57 8.0 –8.1 –2.6
GH Fund USD OT OT GGY 07/31 USD 261.23 7.2 –9.3 –3.9
Hedge Investments OT OT JEY 07/31 USD 133.20 7.5 –8.4 –3.1
Leverage GH USD OT OT GGY 07/31 USD 110.58 13.4 –23.1 –13.3
MultiAdv Arb CHF Hdg OT OT JEY 07/31 CHF 90.21 7.4 –17.2 –12.1
MultiAdv Arb EUR Hdg OT OT JEY 07/31 EUR 97.77 8.2 –16.8 –11.1
MultiAdv Arb GBP Hdg OT OT JEY 07/31 GBP 105.32 8.7 –17.6 –11.0
MultiAdv Arb S EUR OT OT CYM 07/31 EUR 104.03 8.7 –16.1 –10.1
MultiAdv Arb S GBP OT OT CYM 07/31 GBP 108.70 9.0 –16.5 –9.8
MultiAdv Arb S USD OT OT CYM 07/31 USD 118.80 9.7 –13.2 –8.6
MultiAdv Arb USD OT OT GGY 07/31 USD 184.08 9.1 –14.1 –9.7

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 08/21 EUR 97.57 10.9 –7.5 –6.4
Asian AdvantEdge OT OT JEY 08/21 USD 179.02 11.3 –5.3 –5.1
Emerg AdvantEdge OT OT JEY 08/21 USD 160.18 14.7 –12.0 –8.8
Emerg AdvantEdge EUR OT OT JEY 08/21 EUR 89.20 14.2 –15.4 –10.9
Europ AdvantEdge EUR OT OT JEY 08/21 EUR 126.99 8.1 –7.8 –7.2
Europ AdvantEdge USD OT OT JEY 08/21 USD 134.62 8.2 –6.1 –6.4
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 08/21 EUR 105.12 5.4 NS NS
Real AdvantEdge USD OT OT NA 08/21 USD 105.16 5.5 NS NS
Trading Adv JPY OT OT NA 08/21 JPY 9564.40 NS NS NS
Trading AdvantEdge OT OT GGY 08/21 USD 145.21 –4.8 –0.6 8.6
Trading AdvantEdge EUR OT OT GGY 08/21 EUR 132.08 –4.6 –0.3 8.2
Trading AdvantEdge GBP OT OT GGY 08/21 GBP 139.24 –4.9 0.4 9.9
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 07/31 EUR 191.78 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 30.8 NS NS

n MERIDEN GROUP
Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 08/21 USD 296.80 54.5 –52.7 –37.3
Antanta MidCap Fund EE EQ AND 08/21 USD 499.24 72.3 –63.9 –43.5
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 07/31 EUR 88.04 3.7 –9.1 NS
Key Europe Long/Short EUR -RC- OT OT LUX 07/31 EUR 87.47 3.4 –9.6 NS

n SEB KEY Hedge

Key Hedge EUR -IC- OT OT LUX 07/31 EUR 98.83 9.0 –0.2 NS
Key Hedge EUR-RC- OT OT LUX 07/31 EUR 98.22 8.7 –0.7 NS

n SEB KEY Market Independent II
Key Market Independent II EUR -RC- OT OT LUX 07/31 EUR 93.41 10.2 –3.3 NS
Key Market Independent II SEK -I- OT OT LUX 07/31 SEK 90.76 10.5 –3.5 NS

n SEB KEY Recovery
Key Recovery -IC- OT OT LUX 07/31 EUR 85.18 7.0 –12.6 NS
Key Recovery -RC- OT OT LUX 07/31 EUR 84.64 6.7 –13.0 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 08/25 USD 42.86 –48.5 –16.3 4.4
Superfund GCT USD* OT OT LUX 08/25 USD 2200.00 –39.8 –16.4 3.9
Superfund Gold A (SPC) OT OT CYM 08/25 USD 857.77 –26.2 1.5 17.0
Superfund Gold B (SPC) OT OT CYM 08/25 USD 838.20 –37.8 –3.4 15.7
Superfund Q-AG* OT OT AUT 08/25 EUR 6460.00 –26.3 –7.8 6.3

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 –9.2 –3.7 8.2
Winton Futures USD GL OT VGB 07/31 USD 671.62 –8.5 –1.7 11.2

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

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

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

Full-year forecast reaffirmed
as first-half profit edges up

French airports operator
Aéroports de Paris SA said Friday
that its net profit rose 1.3% in the
first half of 2009 and reaffirmed its
earnings forecast for the full year,
thanks to an expected slight in-
crease in passenger traffic in 2010.
Net profit for the six months ended
June 30 edged up to Œ127.3 million
($182.8 million) from Œ125.6 million
a year earlier. Aeroports de Paris ear-
lier this month reported a 5.9% in-
crease in first-half revenue. Chief Fi-
nancial Officer Laurent Galzy noted
that the rise in revenue in the first
half partly reflected the completion
of new installations and the intro-
duction of new service, and that the
increase will be more moderate in
the second half.

Blockbuster Inc.

Blockbuster Inc. sold Irish retail
chain Xtra-vision Ltd. for as much
as $45 million to Birchall Invest-
ments Ltd., boosting liquidity as the
video-rental company tends to its
ailing U.S. operations. Xtra-vision,
which Blockbuster bought in 1997,
has 186 home-entertainment stores
in Ireland and Northern Ireland. Bir-
chall is an Irish company owned by
NCB Ventures and clients of NCB
Group Ltd. Earlier this year, Block-
buster faced doubts about its ability
to continue operating. However, in
April, it refinanced $250 million in
debt, which Chairman and Chief Ex-
ecutive Jim Keyes at the time said
would ensure survival through the
downturn when combined with op-
erating cash flow and cost cutting.

Independent News & Media

Dublin-based newspaper pub-
lisher Independent News & Media
PLC posted a first-half net loss, cit-
ing an advertising slump and said it
expects a full-year operating profit
at the lower end of its target range.
Chief Executive Gavin O’Reilly said
he is confident the company will
reach an agreement with bond hold-
ers on a Œ200 million ($325.6 mil-
lion) bond by Sept. 25. Mr. O’Reilly
said that until advertising picks up,
the company will focus on cost cuts,
reducing debt, selling selected as-
sets and extending market share.
The net loss of Œ34.7 million for the
six months ended June 30 compared
with a net profit of Œ80.5 million a
year earlier. Revenue fell 22% to
Œ608.8 million from Œ780.4 million.

Consumers give lift to technology
Intel, Dell are seeing
signs of a rebound,
but caution lingers

National Express Group PLC

National Express Group PLC re-
jected a sweetened offer from CVC
Capital Partners Ltd. and members
of Spain’s Cosmen family, saying it
undervalued the company. The bus
and train operator also said Friday
it was planning to boost its balance
sheet through a stock offering. The
revised CVC offer, announced Thurs-
day, valued National Express at
£688.5 million ($1.12 billion), or 450
pence ($7.32) a share. National Ex-
press accumulated roughly £1 bil-
lion in debt in recent years in an ag-
gressive acquisition spree. But ris-
ing unemployment has squeezed
commuter traffic and the company’s
earnings. In July, the U.K. govern-
ment took over one of the compa-
ny’s rail franchises.

Japan cellphone merger weighed

Consumers are helping pull the
technology sector out of one of its
worst-ever slumps, and optimism
is building that businesses may
also start switching on their spend-
ing soon.

That upbeat picture emerged as
some bellwether technology suppli-
ers issued numbers that were stron-
ger than Wall Street expected,
though still reflecting the reces-
sion’s harsh effects. Their announce-
ments point to improved demand
for products such as laptop comput-
ers and flat-panel televisions—par-
ticularly in Asia, where the Chinese
government’s stimulus spending ap-
pears to be sparking sales.

The latest evidence came from In-
tel Corp., which supplies the chips
that serve as electronic brains in PCs.
On Friday, the Silicon Valley giant—
which earlier this year pointed to
signs of recovery—boosted its third-
quarter revenue forecast by 6%.

While the news sparked gains in
technology shares Friday, with In-
tel adding 4%, the overall market
struggled to build on its recent
gains. After a big rally that has
stocks up nearly 50% from their
lows, investors are no longer bid-
ding up shares on any good news,
but instead growing worried that
the economy won’t follow the mar-
ket’s upward trajectory. Concerns
linger about the health of con-
sumer and business spending.

Intel’s remarks came one day after
Dell Inc. reported results for its July-
ended quarter that were well below a

year earlier but showed improvement
from the three previous months.

Dell said revenue from consumers
rose 2% sequentially in the quarter,
while revenue from large businesses
fell 3% over the same period. Apple
Inc., which gets nearly all its business
from consumers, has posted record
results in recent quarters.

Dell Chief Executive Michael Dell
also expressed confidence that fac-
tors such as new Windows software
from Microsoft Corp. will drive a
turnaround as companies upgrade
their hardware next year.

“I am here to tell you there’s go-
ing to be a refresh cycle next year,”
he said during a conference call.
“It’s not all going to come in the first
month or the second month, but
over the course of the year, there
will be a big refresh cycle.”

Plenty of question marks remain
about the strength and timing of any
rebound in technology spending by
corporations, which have opted dur-
ing the downturn to keep running
old PCs and server systems as long
as possible.

There are also plenty of signs
that U.S. consumers are still being
cautious. In the second quarter, com-
Score reported that U.S. online re-
tail spending in the June quarter
slipped 1% from a year ago—only the
second quarter on record where
e-commerce spending has fallen.

Then there are customers like
Joe Russo. The lecturer at the Uni-
versity of Nevada in Reno, who is 52,
said the recession has encouraged
his family to “get smarter” about
purchases—but not cut back on cut-
ting-edge gadgets.

“Nothing excites me more than a
box at the front door,” he said. His
wife allows him to buy one new gad-
get each quarter; most recently, he
bought his second Kindle e-book
reader from Amazon.com Inc.

Jon Tew, 25, bought an $800 Dell
laptop earlier this month. He had

just started law school at Temple
University, and the school offered a
back-to-school special through
Dell’s Web site.

“I’ve been toying with the idea
for a while of getting a new com-
puter but absent law school I wasn’t
going to spend the money,” he said.

But analysts say the recent activ-
ity is even more dramatic in China,
which is second to the U.S. in PC
sales and has a greater proportion
of first-time buyers. In the second
quarter, customers there bought
11.7 million computers, up nearly
14% from the year-earlier period.
By contrast, the 16.4 million PCs
sold in the U.S. in the same quarter
represents a slight decline from the
year-earlier period.

Government economic-stimulus
plans appear to have helped. One
gives rural Chinese residents subsi-
dies worth 13% off the price of elec-
tronic goods purchased from partici-
pating companies; Lenovo Group
Ltd., China’s largest PC maker,
launched 15 computer models
priced as low as $365.

Jay Chou, an IDC analyst, said
other stimulus plans are having a
bigger impact by boosting sales in
urban areas, where most of the PC
sales growth is coming from.

In addition to laptop and desktop
PCs, some Chinese consumers are
opting to use the incentives to buy
flat-panel TVs, said Unni Narayanan,
chief executive of Primary Global Re-
search, which provides data to insti-
tutional investors and analysts. Chi-
na’s stimulus spending “has been
very important,” agreed Dale Ford,
an analyst at iSuppli Corp.

Buying decisions are having dif-
ferent impacts on different players
in the electronics food chain. Chip
makers tend to be a leading indica-
tor of an upturn, since manufactur-
ers of PCs and other products place
advance orders for components
they will need based on their own

predictions of customer demand.
Suppliers that not long ago grap-

pled with excess production capacity
and plunging prices are now racing to
fill orders. “So pricing of components
is going up,” Mr. Narayanan said.

Firm prices are good news for
companies such as Intel, which on
Friday predicted that its third-quar-
ter gross profit margin will fall in
the upper half of a previously stated
range. Intel put revenue at $9 bil-
lion, plus or minus $200 million; it
had previously projected $8.5 bil-
lion, plus or minus $400 million. In
the year-earlier period, Intel posted
revenue of $10.2 billion.

Corning Inc., which supplies
glass used to make flat-screen TVs
and computer monitors, has been
unable to raise output quickly
enough to satisfy surging demand
for LCDs, especially in China. Corn-
ing expects LCD glass volume to rise
15% this year, even as prices con-
tinue to increase.

But component prices are a neg-
ative factor for PC makers such as
Dell, which called out increases on
components such as memory chips
and computer displays as a prob-
lem. Another issue for PC makers
is the rise of low-end laptops
called netbooks, which typically
cost less than $300 and carry thin
profit margins. Acer Inc., which
has focused heavily on the cate-
gory, reported a 20% drop in quar-
terly profit Thursday.

The rise of netbooks is adding to
broader pressures on manufactur-
ers to sell PCs with lower prices. The
price cutting was clear in Hewlett-
Packard Co.’s results for the quarter
ended in July. The world’s biggest
PC company said PC shipments rose
2% from the year-earlier period but
revenue dropped 18%.

Another big question mark is the
impact of a new version of Mi-
crosoft’s flagship operating system,
Windows 7, which hits store shelves
Oct. 22. The software has gotten pos-
itive early reviews for some of its
features—notably its faster per-
formance, including speedy
start-up and shut-down times.

Some industry executives, includ-
ing Mr. Dell, predict that the operat-
ing system and a new version of the
Office software suite will help en-
courage customers to upgrade their
systems. “You will love your PC
again,” he said.

Of course, many cash-strapped
businesses and organizations can’t
consider such spending right now.
Debbie Karcher, chief information
officer for the Miami-Dade County
Public Schools, said stimulus money
her district received was used to
save jobs, not buy computers.
 —Nick Wingfield, Jerry A. DiColo,

Yukari Iwatani Kane
contributed to this article.

Powering up
Quarterly factory sales for some technology sectors
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and Ben Worthen

By Yuzo Yamaguchi

And Daisuke Wakabayashi

TOKYO—Japanese electronic-
goods makers NEC Corp., Hitachi
Ltd. and Casio Computer Co. have
begun talks about merging their mo-
bile-handset operations to create
the country’s second-largest cell-
phone maker by shipments, after
Sharp Corp., people familiar with
the matter said.

The talks come amid growing
pressure on Japanese cellphone mak-
ers to boost profitability by consoli-

dating operations to save money in a
domestic market nearing saturation,
while chasing growth in developing
international markets such as China.

The people familiar with the mat-
ter didn’t provide further details
about the talks.

Analysts say a consolidation of
the three could help them share de-
velopment costs and ride out the
tough local market, as well as give
them greater clout in efforts to ex-
pand overseas.

Mizuho Investors Securities ana-
lyst Nobuo Kurahashi said that be-

cause Casio is the smallest of the
three companies involved, any earn-
ings boost would be comparatively
bigger than for the others.

According to data from research
firm BCN Inc., a combined NEC-Hita-
chi-Casio operation would have had
a market share of about 20.2% at the
end of March. That would put it be-
hind Sharp, which had a 21.8% share
of Japan’s huge but stagnating mar-
ket for mobile phones, but ahead of
Panasonic Corp. with 16.8%.
 —Juro Osawa

contributed to this article.
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Cash is king—only perhaps it
isn’t. Money has been one of

the worst-performing asset
classes since March, and some
Asian companies such as Nin-
tendo Co. Ltd. have far too much of
it to be of much use. The company
should put some of that cash to
work through a stock repurchase.

Nintendo sits atop the biggest
net pile of cash in corporate Asia
at $7 billion, or 20% of its market
value, according to FactSet data.
The obvious choices for manage-
ment and its advisers to explore
are acquisitions, a special divi-
dend or a stock buyback. Of the
three, a stock buyback would be a
good start.

Acquisitions by Nintendo have
been rare—and tiny. Its last M&A
foray was in 2007 for a small soft-
ware developer, Monolith Soft-
ware Inc., which set the company
back less than $2 million. Integrat-
ing a large buy into a company that
makes a point of its unique culture
arguably may not be the best use
of its cash.

When it comes to dividends,
the company already has a reason-
ably progressive policy based on
the higher of two options: 33% of
group operating profit or 50% of
group net profit.

That leaves the buyback path.

Its stock has badly lagged the mar-
ket; it dropped 48% in the past 12
months, compared to the 21% de-
cline in the Topix index of all To-
kyo Stock Exchange First Section
issues.

Nintendo’s valuation tends to
swing widely from peak to trough
over the course of five years,
driven by new consoles and games
and by global consumer demand.
It is pretty much at a trough now,
with an enterprise value that is 4.2
times earnings before interest and
tax, only marginally above the
past decade’s nadir of 3.5 times,
scraped in May 2003. Just two
years ago, when Nintendo was the
growth stock of the day, it was go-
ing for 28.4 times Ebit.

Even on pessimistic assump-
tions that the company’s next gen-
eration of machines is mediocre
and that global consumer appetite
remains sickly for another few
years, the stock looks very cheap.

It’s time for Mario to start
spending some real golden coins.
 —Jamie Miyazaki

Banks should learn
from reinsurers

Banks that were chastised for
trading complex financial

products are signaling an immi-
nent return to business as usual.
Reinsurers, which had sought to in-
vigorate their stodgy industry
with higher-return financial ser-
vices, are returning to their core
business of risk management.

Swiss Reinsurance Co., the re-
insurer that pursued the invest-
ment-banking model most enthusi-
astically, recognized losses on
toxic securitized assets. It re-
placed its chief executive, a banker
who favored securitization, with
an internal executive with a tradi-
tional reinsurance background,
Stefan Lippe.

Swiss Re’s chief competitor, Mu-
nich Re AG, returned much earlier
to the classic underwriting model
and has reported five consecutive
years of underwriting profits. The
German reinsurer’s investment
portfolio is the most conservative
in the industry, with less than 2% al-
located to stocks at any time.

A back-to-basics focus on un-
derwriting would reduce annual re-
turns on equity in the reinsurance
industry from in excess of 20% in
the years of the leveraged finance
boom to a sustainable 10% to 12%.

A reinsurance industry focused
on core sustainable earnings may
appear more attractive to investors
than the banking sector. Indeed,
second-quarter earnings announce-

ments from banks highlighted the
generous returns proprietary trad-
ing affords, but also previewed fu-
ture threats, such as deteriorating
credit-sensitive assets, including
commercial real estate.
 —Donna Childs

As video goes online,
build, don’t buy

As with the music industry, the
future of the video industry

will be downloading. The dilemma
for the media world’s giants is
whether to build their own plat-
form to distribute videos, buy into
one or just restrict themselves to
producing content.

For now, it looks as if building a
platform is the way forward. The
reason: buying may be too expen-
sive.

Take Netflix Inc., the leading
U.S. video distributor. It is the sub-
ject of takeover rumors, the key
suspect being Amazon.com Inc.
Both companies declined to com-
ment.

Netflix closed Friday at $44.22
a share, valuing the company at
$2.51 billion. Its customer base has
leapt from three million at the
start of 2005 to about 10 million to-
day, while profitability has in-
creased. Return on equity is
around 27%.

The company’s churn rate is 4%
a month so, on paper, the company
turns over its customer base every
two years. Average revenue from
each subscriber is about $160 a
year. The margin on earnings be-
fore interest, taxes, depreciation
and amortization adjusted for con-
tent library costs is some 11%, im-
plying after-tax Ebitda of $12 annu-
ally from each subscriber. This is
equivalent to about $12 in annual
free-cash flow from each sub-
scriber, which means that inves-
tors are assuming very strong
growth in users. Our analysis sug-
gested an enterprise value of be-
tween $700 million and $1.4 bil-
lion for Netflix, depending on vari-
ous rates of subscriber growth.

At these sorts of values, it is no
surprise that companies such as
Walt Disney Co., News Corp. (the
owner of this newspaper) and Gen-
eral Electric Co.’s NBC Universal
have chosen to build rather than
buy. The trio teamed up with pri-
vate-equity firm Providence Eq-
uity Partners LLC to form online
video streaming site Hulu in 2007,
investing some $100 million in the
project.

A decade ago, Time Warner
made its ill-fated bid for AOL, buy-
ing what was seen as the new me-
dia route into people’s homes. With

hindsight, the premium was nuts.
Current prices suggest that for old
media, building their own platform
is the smarter way forward. That of
course doesn’t rule out a desperate
media firm—someone in Tinsel-
town, perhaps—from bulldozing
its way into distribution.
 —Paul Sharma

and Sameer Bhatia

When civil service
outpays banking

As in the Aesop fable, so with
pensions: The tortoise-like Brit-

ish government worker at 66 years
old ends up earning more per year
than the hare-like finance worker
who had a bigger salary but less job
security, according to a recent re-
port from finance-advisory firm
PriceWaterhouseCoopers.

PwC imagines two 21-year-olds
entering the workforce of Marga-
ret Thatcher’s Britain in 1981. One
steadfastly works for the govern-
ment until retiring at 60. The
other goes into finance and rises
to the middle ranks at a clearing
bank or insurance firm, before re-
tiring at 66 on a defined-contribu-
tion pension carried across sev-
eral jobs. These jobs earn far
higher salaries than the civil ser-
vant’s position but are interrupted
with periods of unemployment in
1988, 2002-3 and in 2008-10. After
the age of 50, the financial work-
er’s pay moderates as the only
work available is as a self-em-
ployed financial adviser.

At 66, the finance worker’s an-
nual pretax pension income, as-
suming returns of about 6% per
year after 2009, amounts to
£11,600 ($18,877), 40% of the civil
servant’s £28,900.

Significantly, the PwC study
finds that the finance worker’s
higher starting salary, spells of un-
employment and later retirement
date don’t make much of a differ-
ence when it comes to retirement
income. What counts is the way
the British government calculates
a civil servant’s pension, basing it
on years of service and final salary.

PwC cautions against drawing
broad statistical conclusions from
this hypothetical case. But it
shows the pension’s power as an in-
centive to keep talented people
within government, says John
Hawksworth, head of macroeco-
nomics at PwC. “It also has draw-
backs in limiting the flow of peo-
ple between the public and private
sectors,” he adds.
 —Robin Moroney
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cash to burn
With shares at a low,
a stock repurchase plan
would be a good move
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By Joe Parkinson

LONDON—Nigeria’s central-
bank chief said he would welcome
foreign ownership, including com-
plete takeovers, at five troubled
banks seized by the government
this month.

“We encourage foreign investors
to have enough of a stake to control
management,” Central Bank Gov. La-
mido Sanusi, installed this summer
with a mandate to clean up Nigeria’s
banking sector, told bankers and po-
tential investors gathered at a hotel
in London. “There is no law that
stops foreign banks owning banks in
Nigeria 100%.”

In mid-August, Mr. Sanusi an-
nounced a $2.6 billion bailout of five
banks, recapitalizing them and tak-
ing government control. He cited
high nonperforming loans at the
banks and blamed bad management
for lax oversight of lending.

The London presentation on Fri-
day was seen as a chance for Mr. Sa-
nusi to explain the recapitalization,
reassure international banking part-
ners, and drum up interest in the
five bailed-out banks.

Luring foreign investors, how-
ever, may be a hard sell. Western
banks, still smarting from their own
troubles at home, may be reluctant
to jump in. And it is unclear how
long the central bank will need to un-
tangle the affected banks’ balance
sheets.

Asian banks, particularly Chi-
nese banks, will likely be more will-
ing to move quickly. Beijing has
been a big investor in African re-
sources, including Nigerian oil
fields.

Nigeria’s central bank has said
the bailed-out banks—Afribank Ni-
geria PLC, Finbank, Intercontinen-
tal Bank, Oceanic Bank Interna-
tional (Nigeria) Ltd. and Union Bank
of Nigeria—will continue to operate
normally. The government has guar-
anteed deposits.

Authorities fired the chief execu-
tives of the five banks, and a trading
ban on their shares will be lifted
next week, Mr. Sanusi said.

The bank bailout, while familiar
ground to the rest of the world,
shocked many Nigerians. The na-
tion’s currency, the naira, fell ini-
tially, and Standard & Poor’s Ratings
Services last week cut Nigeria’s sov-
ereign-credit ratings—already non-
investment grade—by a notch.

But financial markets have stabi-
lized after weathering shocks from
the bailouts. Analysts have praised
Mr. Sanusi for acting swiftly.

Mr. Sanusi forecast the economy
would grow 5% in the second half of
the year.

THE INTERNATIONAL INVESTOR

Acquisitions by Nintendo, maker of
the Wii game system above, are rare.

Nigeria seeks
foreign investors
for seized banks
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Italy's Prime Minister Silvio Berlusconi, left, greets Pope Benedict XVI in Cagliari in September 2008.

By Paul Hannon

LONDON—A new survey indicates
that the euro-zone economy could be
setfor arevival incoming months,but
policy makers are likely to treat such
hints of recovery with caution.

The European Commission sur-
vey of business and consumer confi-
dence in the 16 countries that use
the euro improved for the fifth con-
secutive month in August, with sen-
timent among service providers
surging on an increase in activity.

According to a measure of activ-
ity compiled by the Centre for Eco-
nomic Policy Research and the Bank
of Italy, the euro zone’s economic
contraction slowed in August.

“The recession is easing, although
estimated underlying growth is still
negative,” the CEPR said.

There were more signs that the
euro zone may be emerging from a

period of deflation.
The annual rate at which prices

fell in Spain eased to 0.8% in August
from 1.4%, while in Belgium prices
fell 0.8% in the 12 months to August,
having fallen by 1.7% in the 12
months to July.

Economists forecast that the Eu-
ropean Central Bank will keep inter-
est rates on hold until next year.

The euro-zone economy has
been weakened by the five quarters
of contraction that began in the sec-
ond quarter of 2008, and the Euro-
pean Commission’s survey high-
lighted the ground it will have to
make up to recover.

Euro-zone manufacturers re-
ported that they were operating at
69.5% of capacity in July, down from
70.9% in June and the lowest level
since records began in 1990.

Members of the ECB’s governing
council have indicated that they

aren’t yet convinced that any recov-
ery will be strong and sustained.
Some economists expect the council
to leave policy unchanged at its
meeting on Thursday.

“The bank is likely to treat recent
signsofimprovementintheeconomy
with caution, supporting our view
that monetary policy will remain as
supportive as it is now for some time
to come,” said Jennifer McKeown, an
economist at Capital Economics.

The commission’s headline
measure of business and con-
sumer confidence jumped in Au-
gust to a 10-month high of 80.6
from 76.0 in July.

The pickup in confidence was
strongest among service providers,
who reported a big improvement in
conditions over the past three
months, something they expect to
continue over the coming three
months. The overall measure of ser-
vices sentiment rose to minus 11
from minus 18 in July, its highest
level since October 2008.

Consumer confidence also
strengthened, although more mod-
estly, with the commission’s mea-
sure rising to minus 22 in August
from minus 23 in July, a weaker out-
come than the rise to minus 21 fore-
cast by economists. Consumers be-
came more optimistic about the out-
look for the economy over the next
12 months, but didn’t expect the
jobs market to improve.

Within the wider European
Union, confidence also improved,
with the economic sentiment indica-
tor rising to 80.9 from 75.0. Among
Europe’s largest economies, confi-
dence strengthened most in the
U.K., particularly among service pro-
viders and retailers.

Outside the euro zone, the U.K.’s
Office for National Statistics Friday
confirmed that the economy con-
tracted again in the second quarter,
although by 0.7% rather than its ini-
tial estimate of 0.8%.

By contrast, Poland’s economy
continued to defy the global down-
turn, as its gross domestic product
rose at an annual rate of 1.1% in the
second quarter, up from the 0.8%
rate in the first quarter, according to
official statistics released Friday.

Euro-zone sentiment improves

By Stacy Meichtry

ROME—Italian Prime Minister
Silvio Berlusconi received a rare
public snub from the Vatican after a
newspaper owned by his brother
criticized an influential Roman Cath-
olic newspaper editor for question-
ing the premier’s private life.

Mr. Berlusconi had planned to at-
tend a religious service and dine
with the Vatican’s No. 2 official
when the Holy See issued a state-
ment Friday afternoon withdrawing
the dinner invitation. The statement
also said that Mr. Berlusconi, whose
personal life has been under scru-
tiny for months, wouldn’t attend the
service, known as the “Per-
donanza,” or the annual day of par-
don for sins.

A senior Vatican official said the
snub came in response to a reportpub-
lished Friday in Il Giornale, a national
newspaper owned by Mr. Berluconi’s
brother Paolo. “It was a very strong at-
tack,” the Vatican official said.

Under a front-page banner head-
line, Il Giornale ran an article accus-
ing Avvenire, the official newspaper
of the Italian Bishops Conference, of
running a “moralistic campaign”
against Prime Minister Berlusconi.
The article went on to scrutinize
Dino Boffo, Avvenire’s top editor,
claiming he had a homosexual affair
and accepted a plea bargain in 2002
for harassing the wife of his alleged
lover. In a statement, Mr. Boffo de-
scribed the report as an “absurd” at-
tempt to smear his reputation. Mr.
Boffo described himself as “the first
victim” in the 2001 harassment case.
He didn’t elaborate on the matter.

Friday evening, Mr. Berlusconi is-
sued a statement distancing himself
from the report. “I absolutely do not

agree with what has been published
today in Il Giornale with regard to
the editor of Avvenire and I disasso-
ciate myself with it.”

In an article posted on Il Gior-
nale’s Web site, the newspaper’s top
editor defended the accuracy of the
report, adding he doesn’t answer to
the prime minister.

The dust-up comes at a delicate
time for Mr. Berlusconi, who has
kept a relatively low profile this sum-
mer following months of media scru-
tiny over his private life. Although
support for Mr. Berlusconi remains
strong among many Italians, his rela-
tions with Italy’s Catholic Church

have grown increasingly tense.
In April, the premier’s wife an-

nounced plans for divorce, accusing
him of “consorting with minors.”
Mr. Berlusconi denied having a
“spicy” affair with an 18-year-old as-
piring model. He also said he never
paid for sex after a prostitute went
public with claims that she slept
with Mr. Berlusconi.

On Friday, a lawyer for Mr. Berlus-
coni said the prime minister had filed
lawsuits against several newspapers,
including La Repubblica, a left-lean-
ing Rome newspaper that published
critical articles of Mr. Berlusconi. In
an editorial, La Repubblica’s editor in

chief criticized the lawsuit as an at-
tempt to deflect attention from Mr.
Berlusconi’s personal troubles.

Mr. Berlusconi’s plans to attend
the Perdonanza was seen by the Ital-
ian public as a gesture in the direc-
tion of atonement.

In its statement, the Vatican said
Mr. Berlusconi’s dinner plans with
Cardinal Tarcisio Bertone, who offici-
ated Friday’s service, was called off
partly out of concern that the meet-
ing could be “exploited.” The Vatican
official said the Holy See didn’t want
to be viewed as giving a “benedic-
tion” to Mr. Berlusconi’s political po-
sitions and his personal life.

Vatican slights Berlusconi
Holy See withdraws dinner invitation over attack by newspaper owned by premier’s brother

By Charles Forelle

Iceland’s parliament agreed to re-
imburse the United Kingdom and
the Netherlands almost $6 billion
used to compensate British and
Dutch depositors who lost money in
a failed Icelandic Internet bank.

The deal will saddle the island
nation of 300,000 with a heavy
debt—about half a year’s economic
output, or nearly $20,000 per Ice-
lander—but it averts a diplomatic
crisis that could have derailed Ice-
land’s aspirations to join the Euro-
pean Union.

Iceland’s government reached a
preliminary deal with the two coun-
tries in June, but it required parlia-
mentary approval. The parliament
wrestled with the unpopular bill
for weeks against a backdrop of
protests that decried the whole
country’s suffering for the sins of a
few bankers.

But Iceland, which applied to
join the EU last month and relies on
help from the International Mone-
tary Fund and other foreign bene-
factors, couldn’t afford to snub the
international community. On Fri-
day, lawmakers cleared the deal by
a vote of 34-14, with 14 abstentions—
though they added conditions that
would defer some payments if the
country faces another economic
crunch in the future.

A U.K. Treasury spokesman said
the U.K. will “look carefully at any
conditions,” but called parliament’s
accord a “significant and positive
step forward.” A spokeswoman for
the Dutch Finance Ministry said
that it was “very positive,” and that
Dutch authorities were waiting to
discuss the conditions with their Ice-
landic counterparts.

Under terms, Iceland doesn’t
need to begin payments for seven
years and then it has eight years to
make them. Iceland is unlikely to
have to pay the full amount from its
own coffers: Government officials
say they can recover substantial as-
sets from the collapsed bank that
can be put toward payment.

Jóhanna Sigurdardóttir, Ice-
land’s prime minister, praised the
deal’s passage and called it as “the
single largest financial commit-
ment ever undertaken by the gov-
ernment of Iceland.” During Ice-
land’s financial boom, Landsbanki
Islands, once one of Iceland’s three
major banks, took in billions of dol-
lars of deposits—mostly from sav-
ers in the U.K. lured by high rates—
through an Internet arm called Ice-
save. Between the British and
Dutch versions of Icesave, there
were some 400,000 depositors.

When Landsbanki collapsed in
Iceland’s financial meltdown last
fall, the failure swamped Iceland’s
tiny deposit-insurance fund, and the
U.K. and Dutch governments
stepped in to pay the claims of angry
British and Dutch Icesave custom-
ers, but the countries demanded re-
payment from Iceland.

Under European rules—Ice-
land is a member of the European
Economic Area, which includes
the EU and a few other nations
that subscribe to the bloc’s eco-
nomic and trade regulations—
countries are required to provide
at least Œ20,887, about $30,000, in
deposit insurance to customers of
their banks.
 —Laurence Norman

contributed to this article.

ECONOMY & POLITICS

Note: Seasonally adjusted 
Source: European Commission

Feeling better
Indicator of consumer and business 
confidence in the euro zone

’092008

60

70

80

90

100

By Alkman Granitsas

ATHENS—Property losses from
last week’s Greek forest fires were
less than initially feared even as the
government has faced some criti-
cism for its handling of the devasta-
tion.

Sixty-five homes were destroyed

in the blazes and 143 were partially
damaged, according to Greece’s envi-
ronment and public-works ministry—
much less than the hundreds of resi-
dences suggested by initial reports.

The flames partly or completely
consumed an additional 76 build-
ings, including churches, schools
and stables, the ministry said.

Greek fire damage estimates drop

Iceland plans
to repay U.K.,
the Netherlands
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Weak bank lending drags
China to fourth weekly loss
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By Wei-zhe Tan

And Philip Vahn

Chinese shares dropped sharply
Friday, extending their losing streak
for a fourth week in a row as reports
of weak bank lending in August and

concerns about
fund raising hit
stocks across the
board.

The perform-
ance also dragged on Hong Kong
stocks and capped gains for other
Asian markets.

Japanese shares ranked among
gainers, helped by a weakened yen
and an overnight rise on Wall Street,
though trading was cautious head-
ing into Sunday’s Lower House elec-
tions, which were expected to bring
the opposition party to power.

The Shanghai Composite Index
fell 2.9% to 2860.69. For the week, it
was down 3.4% and has lost 16% over
the past four weeks.

Concerns about large-scale fund-
raising activity weighed on the mar-
ket, after Bank of China President Li
Lihui said the bank may issue new
shares to boost its capital base.
Banking shares also were pressured
by reports that lending by mainland
banks continued to slump, following
record disbursals in the first half.

In Shanghai, Bank of China lost
1.8%, China Construction Bank fell
2.3% and China Merchants Bank
shrank 3.4%. In Hong Kong, China
Construction Bank fell 1% and
China Merchants Bank gave up
1.5%, though Bank of China ended
flat, supported by the lender’s bet-
ter-than-expected half-year results
Thursday.

Japan’s Nikkei Stock Average of
225 companies rose 0.6% to
10534.14 amid expectations of a
change of government. For the
week, it gained 2.9%, and was up six
of the past seven weeks.

In Tokyo, Casio Computer
jumped 8.5% on news the company
is in talks with Hitachi and NEC
Corp. to combine their mobile-hand-
set operations. Hitachi stock
climbed 1.6%, while NEC added 0.6%.

All Nippon Airways gained 2.1%
after Boeing said it would make its
inaugural test flight for the 787
Dreamliner at the end of the year
and deliver its first plane at the end
of 2010.

In deal news, Australia’s Aquila
Resources agreed to sell a 15% stake
to Chinese steel major Baosteel
Group. Aquila shares surged 9.2% in
Sydney, although Baoshan Iron &
Steel, the listed member of the
Baosteel Group, fell 3.8% in Shanghai.

By Elisabeth Behrmann

SYDNEY—China’s largest steel
mill, Baosteel Group Corp., has
agreed to acquire a 15% stake in Aq-
uila Resources Ltd. to fast-track de-
velopment of the miner’s iron-ore,
coal and manganese projects.

Australia-based Aquila said
Baosteel is to invest as much as
285.6 million Australian dollars
(US$240.4 million) in Aquila via a
placement of as many as 43.95 mil-
lion shares at A$6.50 each.

The deal will mark the steel pro-
ducer’s first direct investment in an
Australian company. Baosteel in
2007 entered into an iron-ore joint-
venture agreement with Fortescue
Metals Group Ltd.

Shares in the Western Australian
miner finished up 9.2% at A$7.15 in
Sydney Friday amid the announce-
ment. The benchmark S&P/ASX 200
Index rose 0.9%.

Baosteel said it is confident of
the growth potential of Aquila’s as-
sets, and that it would use its own
funds to pay for the stake.

The deal will be another test for
Australia’s Foreign Investment Re-
view Board, or FIRB, which must ap-
prove the investment, and comes at
a time of strained diplomatic rela-
tions between Australia and its larg-
est trading partner.

But analysts said the FIRB would
likely approve the investment given
its relatively small size and also
given a number of precedents of sim-
ilar magnitude that have received
Australian regulator approval. They
said strained diplomatic ties aren’t
likely to be an impediment.

The deal is also subject to Chi-
nese regulatory approvals, although
it is usually a formality for China to
give official approval to invest-
ments abroad.

“We will lodge the FIRB applica-
tion next week and I don’t envisage

any delays,” Aquila Executive Chair-
man Tony Poli said. “This is an op-
portunity for [Australian Trea-
surer] Wayne Swan to send a posi-
tive message to China.”

The companies have also en-
tered into a memorandum of under-
standing for Aquila’s key develop-
ment projects, allowing Baosteel a
potential direct investment.

UBS AG was running the sale,
Mr. Poli said. A spokeswoman for
UBS couldn’t immediately be
reached for comment.

Aquila’s West Pilbara iron-ore
project is set to conclude a feasibility
study by 2010, and move to produc-
tion by 2013 with annual output of
30 million to 40 million metric tons.

Aside from West Pilbara, Aqui-
la’s key projects include the Thaba-
zimbi iron-ore asset in South Af-
rica, three coal interests in Queens-
land state and the Avontuur manga-
nese asset in South Africa.

RBS analyst Warren Edney said
the deal is positive for Aquila and
will give the company the chance to
accelerate project development, as
well as access to cheap financing
from Chinese institutions. “The
next potential step is for Baosteel to
own projects outright,” he said.

Baosteel Vice President Dai Zhi-
hao has been nominated to the Aq-
uila board.

Australian miner to sell
stake to China’s Baosteel
Deal seeks to give lift
to coal, manganese
and iron-ore projects
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By Selina Williams

LONDON—Heritage Oil PLC,
which is in discussions to acquire
Genel Energy AS of Turkey, said the
U.K.’s Financial Services Authority
was investigating some members of
Genel’s management team.

Heritage shares fell 2.3% Friday
in reaction to the announcement.

According to an earlier state-
ment from Heritage, the investiga-
tion “could potentially affect the
ability of certain members of
Genel’s operational management
team to assume their proposed roles
in the combined entity.”

Members of the Genel team are
assisting the FSA, the statement
added. Analysts said they didn’t
think the investigation would have
an impact on the acquisition.

“That’s not to say that the mar-
ket doesn’t see it as a negative,”
added David Farrell, equity analyst
at Evolution Securities.

A person familiar with the mat-
ter said the investigation could de-
lay the deal’s completion, which was
expected to occur in September, by a
couple of months. Genel General
Manager Orhan Duran told Dow
Jones Newswires he had no further
comment to add to the Heritage
statement, but that “we are OK with
what was expressed by Heritage.”
The deal “will still go ahead, but
might take a bit longer,” he added.

A spokeswoman for the FSA said
it “can’t comment on ongoing inves-
tigations” but would publish infor-
mation on its Web site when the en-
forcement case is finalized, if the rel-
evant Genel staff are found to have
breached any regulations.

In June, Heritage Oil said it was
merging with Genel to create a
$5.5 billion to $6 billion company
concentrated on Iraqi Kurdistan,
where the Turkish company owns
stakes in two different blocks.

Genel Energy is part of Turkey’s
Cukurova Holdings Group.

Heritage shares closed at 525.5
pence ($8.55) on Friday, off 12.5
pence in London.
 —Elizabeth Adams

contributed to this article.
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BEIJING—China said it will abol-
ish the higher taxes it imposes on
some auto-parts imports, after the
World Trade Organization ruled last
year the tariffs violated trade rules.

The ruling was the first time
China lost a case before the world
trade body, but analysts said the can-
cellation shouldn’t have a big impact

on foreign auto makers in China.
China on Friday said that it will

scrap the higher taxes starting Tues-
day.

Under China’s import rules, addi-
tional duties are placed on imported
auto parts if they are used in the pro-
duction of a car in China that doesn’t
meet the local content requirement of

40%. The duties are more than twice
the level for imported auto parts in
cars that meet the requirement.

“There’s only a very small per-
centage of car makers who have not
reached the 40% local content,” said
Gerwin Ho, an analyst at Citigroup.
“That’s why Beijing is not so hung
up on this.”

China to end higher taxes on auto-parts imports

Turkish company
in Heritage talks
faces U.K. probe
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U.S. Senate shifts affect agenda
Kennedy’s death
could move Dodd
from banking post

U.S. Democratic Sen. Tim Johnson, shown in January, could play a key role in
financial regulation if the more liberal Sen. Christopher Dodd changes committees.

Economists split over U.S. inflation outlook

Darling says U.K. will boost funding to the IMF

Major suspect
in cybertheft
to plead guilty

By Damian Paletta

WASHINGTON—The political rip-
ples from the death of U.S. Sen. Ed-
ward Kennedy could complicate the
Obama administration’s effort to
overhaul supervision of financial
markets with tough new consumer
protections.

Shifting committee assignments
could put a person much more skep-
tical of that effort in charge of the
panel with jurisdiction over it.

Though no announcements have
been made, many Capitol Hill aides ex-
pectSenate BankingCommitteeChair-
man Christopher Dodd (D., Conn.) to
succeed Mr. Kennedy as chairman of
the Health, Education, Labor and Pen-
sions Committee, to lead the push for
revamping the nation’s health-care
system. An announcement could
come as soon as this week.

Because a senator can lead only
one panel at a time, Mr. Dodd would
have to surrender his chairmanship
of the powerful banking committee,
which has jurisdiction over financial
regulation. Senate leaders have said
that next in line is Sen. Tim Johnson
(D., S.D.), who is more politically mod-
erate than the liberal Mr. Dodd, par-
ticularly on consumer protection.

At least one of Mr. Johnson’s
more strongly held positions on con-
sumer protection is at odds with
some of the main planks in the White
House’s proposal. Another wild
card: Mr. Johnson is still recovering
from a 2006 cerebral hemorrhage
that has left his mobility limited.

The White House wants to create
a consumer agency to police finan-

cial products such as credit cards
and mortgages. Mr. Johnson has ar-
gued that tougher credit-card rules
hurt consumer choice and could cost
his state jobs. South Dakota is the
headquarters of Citigroup Inc.’s
credit-card division, Citibank
(South Dakota) NA, and Premier
Bankcard, which offers credit cards
to subprime borrowers.

In a letter to the Federal Reserve
and other regulators last year, Mr.
Johnson and two other South Dakota
lawmakers warned about the impact
of federal regulators’ planned restric-
tions on credit-card fees.

“If a company like Premier
Bankcard is no longer able to offer
their current services, many indi-
viduals and communities in South

Dakota could suffer,” they wrote.
Mr. Johnson, 62 years old, also

voted against a White House-en-
dorsed bill earlier this year that
banned certain credit-card prac-
tices and fees, one of only five sena-
tors to do so. The risk that it would
hurt his state and consumers is “too
large for me to support this legisla-
tion,” he said at the time.

A spokeswoman for Mr. Johnson
declined to comment for this article.

Mr. Johnson doesn’t always sup-
portpoliciespushedbybanks.Hehas
argued that large failing financial in-
stitutionsshouldbe broken upby the
government. He was one of a handful
of Democrats who voted against last
year’s $700 billion bank bailout, the
Troubled Asset Relief Program.

Inanop-edhewroteforAmerican
Banker in June, Mr. Johnson argued
that Congress should create a sys-
temic-risk council that would be
“charged with deciding whether a
troubled firm should be forced to
close or allowed to stay open.”

“The sooner we modernize our
resolution structure, the sooner we
can end the ‘too big to fail’ mentality
that has us all wondering what com-
pany will earn the dubious title next,
and thus clear the way for a more sta-
ble economic future,” he wrote.

Mr. Dodd has long fought for
tougher rules on credit-card compa-
nies.Hehassaidthatthecreationofa
consumer financial protection
agency must be a centerpiece of any
legislative changes.

On July 14, Mr. Johnson told
Michael Barr, Treasury assistant
secretary for financial institutions,
that the consumer-protection pro-
posal “seems to create many hur-
dles for both banks that offer these
types of products and consumers
that use them.”
 —Jonathan Weisman

contributed to this article.

ECONOMY & POLITICS

By Keith J. Winstein

Albert Gonzalez, a former Secret
Service informant who is accused of
masterminding the theft of millions
of credit-card numbers from TJX
Cos., 7-Eleven Inc. and other retail-
ers, will plead guilty to some charges
and serve at least 15 years in prison.

According to a plea agreement
filed Friday in U.S. District Court in
Boston, Mr. Gonzalez will admit to
all 19 counts of a 2008 indictment,
including breaking into computer
systems, identity theft and wire
fraud. Prosecutors have requested a
plea hearing be held next month.

Prosecutors and Mr. Gonzalez’s
attorneys proposed a prison term of
between 15 and 25 years and the for-
feiture of more than $2.7 million.

Mr. Gonzalez, 28 years old, was
accused of stealing credit-card
records from companies including
OfficeMax Inc., Barnes & Noble Inc.
and TJX’s Marshalls stores.

Friday’s plea agreement also re-
solves federal criminal charges filed
in New York concerning credit-card
thefts from the restaurant chain
Dave & Buster’s Inc.

The deal doesn’t resolve charges
against Mr. Gonzalez filed earlier
this month. That federal indict-
ment, which alleges the theft of 130
million credit-card numbers from
7-Eleven and Heartland Payment
Systems Inc., is pending. Attorneys
for Mr. Gonzalez declined to com-
ment. Federal prosecutors didn’t re-
turn calls seeking comment.
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By Sara Murray

Business economists are split on
whether the Federal Reserve’s mas-
sive infusion of credit into the U.S.
economy will lead to inflation in the
next couple of years.

Half of 266 members of the U.S.’s
National Association for Business
Economics surveyed in August said
the Fed’s decisions to increase the
money supply won’t lead to infla-
tion in the next few years, the NABE
said Monday. Some 41% disagreed,
though, citing “lagged effects of poli-
cies now in effect,” “monetization of
the debt” and “ineffective exit strat-
egy” as their primary concerns.

The economists overall said they

expect U.S. inflation excluding food
and energy to average 3% from 2014
to 2018. “This may reflect their view
that an excessively stimulative fis-
cal policy and a complicated exit
from its quantitative easing policies
over the medium term will result in
the Fed tolerating a higher level of
inflation than it desires,” the NABE
report said. The Fed aims to keep in-
flation between 1.5% and 2%.

Recent debate over the Fed’s
strategy for reducing its large hold-
ings of government bonds and
mortgage-backed securities has
centered on timing. If the Fed
waits too long to bring the pro-
grams to a close, the economy runs
the risk of inflation. But if it at-

tempts to wind them down too
soon, while the economy is still
weak, it could hinder the recovery.

The economists reached more of
a consensus on overall monetary pol-
icy: Nearly 70% said it was “about
right,” up from 56% a year earlier.
One-quarter of those surveyed said
current policy was too stimulative.

The majority, 56%, said the Fed
was likely to keep interest rates sta-
ble over the next six months,
whereas 44% expect an increase.

As for U.S. fiscal policy, 35% said
it was “about right,” the highest
percentage to say so since March
2008. But 50% of the economists
surveyed said America’s fiscal pol-
icy was too stimulative.

Evaluating a variety of propos-
als for a financial overhaul, the
economists determined that con-
solidation of U.S. regulators and a
revamp of ratings firms would im-
prove financial stability and yield
the most benefits for consumers
and businesses with the least ef-
fect on credit.

The economists ran the gamut
on how to improve health care in
the U.S., but just 46% said current
proposals could improve access to
and quality and cost of health
care. On cap-and-trade proposals
to address climate change, just
15% said such a program could sig-
nificantly reduce greenhouse-gas
emissions globally.

By Summer Said

DUBAI—Al Qaeda named a sui-
cide bomber who tried to kill the
head of Saudi Arabia’s antiterror-
ism efforts as Abdullah al Asiri, who
came from Yemen and was on the
kingdom’s list of wanted militants.

The militant late Thursday
slightly injured Prince Mohammed
bin Nayef, who serves as deputy inte-
rior minister and is a member of the
royal family. Mr. Asiri flew from Naj-
ran near the Yemeni border to Jed-
dah to surrender to authorities, ac-
cording to a statement attributed to
al Qaeda Jihad Organization in the
Arab Peninsula and posted on sev-
eral Islamists Web sites.

“The hero martyr on the list of 85
wanted people ... managed to enter
his [Prince Nayef’s] palace, pass his
guards and blow up an explosive
package,” said the statement, accom-
panied by a picture of Mr. Asiri.

Mr. Asiri managed to get through
security checks at the Yemeni and
Saudi ports and flew on Prince
Nayaf’s private jet, said the state-
ment, which couldn’t be immedi-
ately verified.

Yemeni Foreign Minister
Abubakr al Qirbi told local media
that Mr. Asiri, who came from
Ma’reb, east of the Yemeni capital,
claimed he wanted to hand himself
over to Saudi authorities and called
on other militants to leave al Qaeda.

The Jeddah attack is the first sig-
nificant retaliation by extremists
against the kingdom’s recent ar-
rests of 44 suspected militants alleg-
edly linked to al Qaeda.

Al Qaeda names
attempted killer
of Saudi official

By Laurence Norman

LONDON—The U.K. will increase
its funding to the International Mon-
etary Fund and will urge its Euro-
pean neighbors to do the same,
Chancellor of the Exchequer Alistair
Darling said.

Writing an op-ed in the Guardian
newspaper ahead of this week’s
meeting in London of Group of 20 fi-
nance ministers and central bank-
ers, Mr. Darling also said the G-20
would need to forge ahead on finan-
cial reforms, going further to ensure

tax havens comply with global stan-
dards, and bankers’ pay doesn’t ex-
acerbate risky behavior.

Mr. Darling noted that at April’s
G-20 leaders’ summit in London, the
group agreed to treble IMF re-
sources to $750 billion to stifle the
global economic crisis and said the
European Union has pledged $100
billion in extra funds.

“But Europe should set an exam-
ple and do more to meet the target,
by committing up to $175 billion—
with the U.K. ready to provide up to
an additional $11 billion, to the $15

billion already pledged, taking our
total contribution to over $25 bil-
lion,” he wrote.

In the past, the U.K. has pro-
vided IMF funding from its foreign-
exchange reserves, with the re-
sources drawn down only when
needed and as a loan. The U.K. will
take its argument to Wednesday’s
meeting of European Union finance
ministers.

Mr. Darling added the G-20 will
need to push ahead with financial re-
forms, saying it is necessary “to go
further” on bank pay and bonuses

and “there is more to be done in tack-
ling the risks posed by tax havens.”

The U.K. is one of a number of na-
tions that has signed information-
sharing accords with tax havens, in-
cluding one with Gibraltar last week
and a set of agreements with Liecht-
enstein in August that aim to pre-
vent tax evasion.

Meanwhile, France and Germany
are expected to push hard at the
G-20 meeting for global rules on re-
muneration. The U.K. government
has said it is considering legislation
to toughen rules on bank pay.
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IFLC’s chief seeks to buy
some assets of AIG lease unit

Fiduciary duty hits Wall Street brokers—sort of
Standard is tougher
than ‘suitability’;
debate over definition

MONEY & INVESTING

The founder of American Interna-
tional Group Inc.’s leasing business
is in talks to buy a piece of the unit’s
aircraft portfolio to start his own
firm amid growing frustration at
AIG’s delays in selling the company.

Steven Udvar-Hazy, chairman and
chief executive of International Lease
Finance Corp., is in early discussions
to purchaseabout$2billionofthe leas-
ing giant’s portfolio, according to peo-
ple familiar with the matter. ILFC’s
fleet is valued at just over $40 billion.

ILFC, one of AIG’s most prized as-
sets, has been on the block for almost
a year as part of AIG’s efforts to raise
cash to repay government aid. But
AIG has yet to find a buyer for the
company, which is saddled with more
than $30 billion in debt. New AIG

Chief Executive Robert Benmosche
has called a “pause to the process”
amid a wider review of AIG’s assets,
according to one person familiar with
the matter.

The idea of Mr. Hazy carving out a
piece of the company and starting a
new firm is at a “preliminary stage,”
the people familiar with the matter
say, and would require government
and AIG approval.

Relations between Mr. Hazy and
the government’s advisers have been
strained, according to several people
close to the situation. Mr. Hazy had
been hoping for a quick sale of ILFC,
said these people, and had wanted to
find a private-equity firm or some
buyer to get his company outside the
government purview.

If Mr. Hazy opts to leave ILFC and
set up his own company, most of the
company’s management is expected
to remain, with President John Plue-
ger tipped to take control.

A higher bar
Here are three examples that show the differences between the current suitability standard for brokers 
and the stricter fiduciary standard for registered investment advisers.

Advisers should disclose how 
much they are getting paid to 
sell one fund over another. They 
must offer investments in the 
clients' best interests.

Brokers recommend suitable 
funds. They generally aren't 
required to tell clients if they 
stand to gain personally.

Advisers should provide 
information to the client about 
their fees and background, 
including disciplinary actions. 

Brokers generally aren't 
required to proactively 
disclose past disciplinary 
actions to clients.

Advisers are generally 
prohibited from using 
testimonials from clients, 
celebrities or sports figures in 
their advertising. 

Brokers aren't subject to such 
a prohibition, although rules 
govern their advertising 
practices.

Registered
Investment
Advisers

Investments Disclosure Testimonials

Brokers

By Peter Sanders,
Doug Cameron

and Jeffrey McCracken

By Jane J. Kim

Wall Street finally has agreed
to put its brokers under a tougher
fiduciary standard for their deal-
ings with customers. Now a fight
looms over how tough that stan-
dard will be.

As part of its regulatory over-
haul, the Obama administration pro-
posed holding brokers who give in-
vestment advice to the higher fidu-
ciary duty—a legal standard that
would compel them to act in their cli-
ents’ best interests. Currently, bro-
kers are held to a more lenient “suit-
ability” standard, which means they
can’t put clients in inappropriate in-
vestments. Many investment advis-
ers, by contrast, have operated un-
der the fiduciary standard for
nearly 70 years.

The changes could transform the
brokerage industry by changing the
way products are sold and marketed
and even how brokers are paid. Re-
quiring brokers to operate under the
existing fiduciary standard could
force them to recommend more in-
vestments that are less costly and
more tax-efficient.

They would have to tell clients
aboutany potential conflictsof inter-
est, such as when they stand to gain
personally by favoring one product
over another. For example, a broker
who recommends a mutual fund
with a higher fee—and one he gets a
bigger commission for selling—
would have to disclose that potential
conflict upfront.

Congress isn’t likely to tackle the
fiduciary-standard issue until the
fall, but lobbying already is under
way to shape it and how it is applied.
In July, the Securities Industry and
Financial Markets Association, Wall
Street’s main lobbying group, pro-
vided testimony about what it
would want in such a standard.

Sifma asked that the fiduciary
standard be defined by federal law
and that it “supersedes and im-
proves upon the existing fiduciary
standards, which have been un-
evenly developed and applied over

the years, and which are suscepti-
ble to multiple and differing defini-
tions and interpretations under ex-
isting federal and state law.”

“What we’re calling for is a high
standard of care that is clear and uni-
form across the board—where it
doesn’t matter what certificate is
hanging onyour office wall,” Ira Ham-
merman, Sifma’s general counsel,
said in an interview this past week.

To many people, Sifma’s ap-
proach might seem reasonable. But
not to investment advisers, state
regulators and others who favor
the existing standard.

For years, most investment advis-
ers have been deemed fiduciaries un-
der the Investment Advisers Act of
1940.Brokerswereexcludedfromthat
definition of advisers as long as they
didn’t get paid special compensation
forthatadviceandgaveitas“solelyin-
cidental” to their brokerage services.

Investor groups say the existing
fiduciary standard has been defined
and upheld by more than four de-
cades of legal precedence, including
a 1963 U.S. Supreme Court case, Se-
curities and Exchange Commission
v. Capital Gains Research Bureau.

“If you have a precise definition
offiduciaryduty,whatthat doesisex-
clude a number of features of fidu-
ciary,” said Rex Staples, general
counsel at the North American Secu-
rities Administrators Association
Inc., which represents state securi-

ties regulators.
Trying to define what consti-

tutes a fiduciary duty is like trying
to define the duty not to commit
fraud—any application of it de-
pends on the client’s particular facts
and circumstances, say adviser
groups. Proponents say a fiduciary
standard can’t be defined given the
complexity and changing nature of
the business.

Also, advisers and consumer ad-
vocates say Sifma’s request for a fed-
eral fiduciary standard could pre-
empt stronger state common-law
standards.

“For years, they’ve opposed the fi-
duciary duty,” said Barbara Roper, di-

rector of investor protection at the
Consumer Federation of America, a
consumer-advocacy group. “Now
they’ve embraced it in order to gut it.”

Still, Wall Street’s support of a fi-
duciary standard boosts the odds
that it will eventually apply to bro-
kers. Now, the fight is over the stan-
dard itself.

Investment advisers want to ex-
tend the current standard under the
Investment Advisers Act to all finan-
cial professionals who give invest-
ment advice, while the brokerage in-
dustry wants a new, federal stan-
dard to apply to any broker-dealer
or investment adviser that pro-
vides personalized investment ad-

vice to clients.
Under the Treasury’s proposed

Investor Protection Act of 2009,
the SEC would have the authority
to “promulgate rules” establishing
a fiduciary duty. SEC Chairman
Mary Schapiro said she favors a fi-
duciary standard that would be ap-
plied uniformly to all financial pro-
fessionals.

Some advisers and consumer ad-
vocates are concerned that the SEC
might favor the brokerage industry.
Over the years, brokers have
switched their focus to investment
advice from brokerage, but rather
than regulate them as advisers, the
SEC has generally exempted brokers
from fiduciary and other obligations
under the Investment Advisers Act,
said Mercer Bullard, president of
Fund Democracy.

The proposed fiduciary standard
from the Obama administration
wouldn’t apply to brokers who exe-
cute transactions but don’t dis-
pense advice. That raises the possi-
bility that some brokers could still
operate under a fiduciary standard
when doling out investment advice
but under a lower suitability stan-
dard when selling products.

In order to preserve investor
choice, the brokerage industry also
is proposing that customers be able
to allow potential conflicts—such as
for principal trading—as long as
those conflicts are clearly disclosed
up front in plain English. Clients
could then decide whether they
want to waive a particular conflict in
exchange for potentially better pric-
ing or access to more products.
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