
HATS OFF: Alberto Contador, center, poses on Paris’s Avenue des Champs-Élysées with Andy Schleck, left, who finished second, and
third-place finisher Lance Armstrong at the end of the three-week bicycle race. Mr. Contador also won the race in 2007.

By Justin Lahart

The government will re-
port on Friday how the U.S.
economy performed in the sec-
ond quarter, and economists
expect it will say the economy
contracted at about a 1.5% an-
nual rate, marking the third
consecutive decline.

That typically would be
seen as bad news—but not af-
ter gross domestic product,
the value of all goods and ser-
vices produced by the econ-
omy, shrank by 6.3% in the
fourth quarter and 5.5% in
first, causing many econo-

mists to worry about the possi-
bility of a depression.

“Policy makers seem to
have collectively succeeded
and we’re going to avoid the
big ‘D,’ ” says Robert Barbera,
an economist at research and
trading firm ITG.

Most economists think that
consumers and businesses con-
tinued to cut back on spending
in the second quarter. But con-
sumers trimmed their spend-
ing by much less than they did
in the fourth quarter, when the
financial crisis came to a head.
And businesses cut less than
they did in the first quarter,
when a $170 billion reduction
in plant and equipment invest-
ment accounted for four-fifths
of the decline in GDP.

All this augurs well for the
Please turn to page 31Breaking news at europe.WSJ.com
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Divergent paths

Editorial&Opinion

U.S. enters fund debate
Washington joins U.K. in lobbying EU for less-stringent regulations

Looming presence

Behind Honduran crisis, the
long arm of Hugo Chávez
News In Depth, pages 16-17

PCT
CLOSE CHG

DJIA 9093.24 +0.26
Nasdaq 1965.96 -0.39
DJ Stoxx 600 219.67 -0.05
FTSE 100 4576.61 +0.37
DAX 5229.36 -0.34
CAC 40 3366.45 -0.22

Euro $1.4200 -0.34
Nymex crude $68.05 +1.33

n The U.K. economy is shrinking,
while Germany sees hope ..... 8

Bonds
take page
from rally
in stocks

A returning champion takes center stage at Tour de France

Visitors from Beijing
The Sino-U.S. talks cover
everything from trade to
nukes. Pages 13 and 15.

Money & Investing: European investors should return to the business of stock picking
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By Annelena Lobb

And Rob Copeland

While the U.S. stock-mar-
ket rally is hogging the head-
lines, corporate bonds are
staging their own remarkable
surge.

The average junk-rated
company is now no longer
“distressed,” meaning yields
have fallen to less than 10 per-
centage points above the
benchmark Treasury bond.
Yields on higher-quality com-
panies also are dramatically
lower as investors feel less
leery about corporate debt.
As yields fall, bond prices rise.

Stocks and corporate
bonds are benefiting from the
same generally upbeat mood
this earnings season on signs
in quarterly reports that the
U.S. economy is winding to-
ward the end of the recession.

Still, it’s hard to blame in-
vestors for not plowing all
their cash into stocks. Some in-
vestors are choosing to hedge
their bets, preferring corpo-
rate bonds over stocks. They
say even risky bonds are a
smart cushion against uncer-
tainty about the stock-market
rally’s staying power.

“If you believe in a
V-shaped recovery, then you
buy stocks. If you believe
we’re going to bump along,
then you have to go with
credit,” says Kent Wosepka,
chief investment officer of ac-
tive fixed income at the
Standish Mellon Asset Man-

Please turn to page 31

U.S. economic data

could herald upturn

By Alistair MacDonald

As its hedge-fund and pri-
vate-equity industries worry
about new rules, the U.S. is
quietly lobbying Europe to
change the terms of proposed
financial regulation that
could place strict new rules
on any U.S. hedge- or private-
equity fund doing business in
the region, according to a se-
nior Treasury official.

The move wades the U.S.
into a fierce battle between
the U.K. and other parts of Eu-

rope over how tough regula-
tion should be. Some nations,
led by Germany and France,
are calling for wholesale regu-
lation of financial services in
the wake of last fall’s crisis,
but the U.K. says that overly
stringent rules would dam-
age its large financial sector
and close off U.S. and other
funds to European investors.

The U.S. and U.K. are lin-
ing up to change the Euro-
pean Union’s proposed Alter-
native Investment Funds Di-
rective, a sweeping bid to

overhaul regulation of hedge
funds, private equity and
other alternative investment
funds. In its current form, the
directive would, among other
things, place limits on how
much debt funds can take on;
require them to hold capital
to cover potential losses and
redemptions; and place strict
disclosure requirements on
private-equity portfolios.

The directive would effec-
tively apply to all funds and fi-
nancial firms, including
those based in the U.S., if they

want to raise cash or provide
services in Europe. This so-
called equivalence test may
block some U.S. companies
from operating in Europe,
given that the European direc-
tive goes much further than
proposed increases in U.S.
fund regulation. The U.S gov-
ernment wants hedge funds
to register and provide more
information but isn’t looking
at rules such as leverage
caps.

The U.S. signaled its posi-
Please turn to page 31
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A Kuwaiti investment banker
accused by the SEC of mak-
ing more than $1 million in
trading profits following the
dissemination of false news
about two U.S. companies was
found dead in his home, local
media reports said. Page 3

n Hillary Clinton reassured
Moscow that the White
House remained committed
to resetting relations be-
tween the countries. Page 9

n French President Sarkozy
was under doctor observation
in a Paris hospital, where he
was taken after he felt faint
while jogging. Page 3

n Ericsson has made a trio
of deals, including its $1.13
billion purchase Friday of
Nortel’s most-profitable unit,
to power up in the U.S. tele-
com-gear market. Page 2

n Ericsson’s profit fell 56%
in the second quarter, hurt
by restructuring charges and
losses at the telecom compa-
ny’s joint ventures. Page 2

n Arson investigators in the
U.S. have stepped in to help
determine the source of a
fire inside an American Air-
lines jet last month. Page 3

n The U.S. government guar-
antee on new debt issued by
financial firms will save those
companies about $24 billion
in borrowing costs. Page 19

n Microsoft will give Euro-
pean users of Windows soft-
ware a choice of Web brows-
ers, yielding to pressure
from EU regulators. Page 29

n Italy’s government won a
key parliamentary confidence
vote, paving the way for ap-
proval of measures aimed at
bolstering the economy.

n The U.S. envoy to the Mid-
east pledged to seek a quick
resumption of peace talks
between Israel and Syria over
the Golan Heights. Page 11

n Taliban militants resumed
attacks in Pakistan’s Swat Val-
ley, frustrating army efforts
to flush them out as refugees
return. Page 10

n A suicide bomber killed
six people and injured at
least 10 near a concert hall
in the capital of Chechnya.

n Ousted leader Zelaya set-
tled in near the Honduran
border to pressure the coun-
try’s interim government to
let him retake the presidency.

n Raul Castro said Cuba
can’t pin all of its problems
on a U.S. trade embargo, in a
Revolution Day speech.

– fuel for thought –

Energy from algae.
The energy from algae holds potential as an
economically viable, low emissions transportation
fuel. ExxonMobil is partnering with Synthetic
Genomics, Inc.,as part of a major long-term research
and development program aimed at developing algae
as a viable fuel source. And because they consume
CO2, algae could help reduce greenhouse gases.

To learn more, go to www.exxonmobil.com.
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The Bank of England has
gotten itself into a mess of
its own making over quanti-
tative easing.

Early this month, the U.K.
central bank spooked the
markets by unexpectedly de-
ciding against extending its
policy of printing money to
buy government bonds. Now
a member of the BOE’s Mone-
tary Policy Committee has an-
gered investors by suggest-
ing that quantitative easing
may be put on hold, appar-
ently triggering a gilt selloff.

That may be unfair to the
BOE. Andrew Sentance’s
comments had little impact
on the price of a £5 billion
($8.22 billion) index-linked
gilt syndicated sale that had
closed earlier that day.
What’s more, the wider sell-
off in gilts mirrored a fall in
U.S. Treasury prices on
Thursday, suggesting it
owed more to the latest opti-
mistic U.S. economic data.

Even so, if investors are
jittery, it is because the BOE
has done a poor job of ex-

plaining quantitative easing.
Until recently, it spent too
much time talking about the
impact of quantitative eas-
ing on gilt yields, with the
predictable result that many
market participants as-
sumed reducing yields was
the purpose of the policy.

Taken to its conclusion, it
risked creating a feedback
loop whereby, the more gilts
the BOE purchased, the

higher that inflation expecta-
tions and gilt yields rose,
forcing the BOE to buy even
more. Worse, it distracted
attention from the real ratio-
nale for the policy, which is
to increase the stock of low-
yielding central-bank money
on investor balance sheets
in the hope that they use it
to fund purchases of riskier
assets. That should, over
time, lead to lower yields on

risky assets, allowing for the
usual six- to nine-month lag
for monetary policy to take
effect, but that is different
to targeting yields.

Over the past few weeks,
the BOE has clearly recog-
nized its mistake. Recently,
officials have stopped talk-
ing about yields and empha-
sized the stock of money.
That was the clue to the deci-
sion to signal a pause to the
policy at the last MPC meet-
ing. Parts of the market sim-
ply weren’t listening to what
the BOE was saying.

But even if the BOE has
cleared up one source of con-
fusion, a greater one re-
mains. The BOE’s inflation
model relies almost entirely
on estimates of the output
gap, a subjective process
that depends on what one
believes to be the productive
potential of the economy.
Modern central-bank theory
has little place for the
money supply or credit
growth in inflation. As the
BOE flounders over quantita-
tive easing, that is a serious
omission. —Simon Nixon

More at WSJ.com/Heard

Anglo American’s big test
Anglo American can pat

itself on the back for batting
away Xstrata’s proposal of a
nil-premium merger. But
chief executive Cynthia Car-
roll still faces a test on July
31. The miner’s interim re-
sults will be a de facto de-
fense presentation, even
though there is no concrete
bid on the table.

At stake is Ms. Carroll’s job
as well Anglo’s independence.

Ms. Carroll must con-
vince investors there’s more
hidden value in Anglo than
any premium Xstrata might
yet offer—and that she is
able to deliver it. The oppor-
tunity is there. Strip out An-
glo Platinum, the South Afri-
can platinum mining unit
that is unlikely to break even
this year, and the rest of An-
glo trades on six to seven
times this year’s earnings, a
big discount to BHP Billiton,
Rio Tinto and Xstrata, which
trade on eight to nine times.

Restoring Amplats to
profitability will be key to
any re-rating. Ms. Carroll ex-
pects the business to pro-
vide the bulk of the $1 bil-

lion of cost savings targeted
by 2011. But investors are
skeptical Anglo can drive
out so much cost so soon af-
ter the last restructuring. In
the best of times, change
comes slowly at deep-level
mines. And this year’s re-
bound in platinum metal
prices has been more than
offset by the rise in the
South African rand.

Similar doubts surround
Anglo’s three flagship devel-
opment projects in South
America. Minas Rio in Brazil
could turn Anglo into a ma-
jor iron producer alongside
Rio, Vale, and BHP, but it is
behind schedule.

At least Ms. Carroll has
some protection. Incoming
Chairman John Parker can
be expected to shield execu-
tives from undue criticism,
if he is satisfied they are
making good on improving
Anglo’s operating perform-
ance. But with a proven
record of creating value for
shareholders, he might find
new managers to get the
most out of Anglo’s assets, if
he thinks Ms. Carroll’s team
can’t. —Matthew Curtin

Asian countries revisit social safety net
Moves to bolster aid
will take time to lift
consumer spending

By Patrick Barta

BANGKOK—Asian countries are
beginning to build extensive social-
welfare programs like those that
long have existed in the West, a

move they hope
will encourage
their people to save
less, spend more
and help put the re-

gion—and the world—on a stronger
economic footing in the years ahead.

But creating a reliable social
safety net is hard work, and it may
be a long time, perhaps decades, be-
fore Asia sees results.

Analysts have long worried that
Asians lack sufficient health, unem-
ployment and other benefits to tide
them over when downturns or emer-
gencies occur, or to prepare for old
age. Only about 30% of Asia’s elderly
receive a pension, according to the
United Nations. Just 20% of its un-
employed have access to unemploy-
ment benefits or other work-related
social programs.

Partly as a result, Asians tend to
save more and spend less of their in-
come than their counterparts in the
West. That contributed to the global
imbalances that are one cause of the
current world recession: U.S. con-
sumers went deep into debt to fi-
nance consumption while Asians
socked away money and relied on ex-
ports to Western consumers.

Social-welfare programs are one
way of addressing those imbalances.
The idea is that if Asian consumers

have more confidence in their gov-
ernments to take care of them in
times of trouble, they will be more
willing to spend today, igniting new
demand for consumer goods and
leaving the world economy less de-
pendent on Western shoppers.

China recently said it will invest
$120 billion to improve health care
by building clinics and extending ba-
sic medical coverage to 90% of its 1.3
billion people within three years.
Vietnam is implementing a national
unemployment-benefits system. In-
dia has unveiled a voluntary pension
systemfor upto several hundredmil-
lionpeoplewho workatsmallcompa-
nies, and is developing a nationwide
identificationdatabaseto better pro-
vide health care and other benefits.

Those programs build on efforts
undertaken in recent years. Thai-
land launched a national health-
care program in 2001 that offers ba-
sic medical care for about $1 to most
citizens. India’s latest national bud-
get expands a program begun in
2005 that guarantees 100 days of
work per year for rural laborers.

But many governments, includ-
ing India, suffer from large budget
deficits or lax tax collection, and
may find it hard to finance expanded
welfare programs.

In addition, a stronger safety net
is no guarantee Asians will consume
more. Europeans enjoy one of the
world’s most robust safety nets and
tend to save more than Americans.

And it can take years before con-
sumers build up enough trust in wel-
fare programs to modify spending
behavior. In many Asian countries,
such as Indonesia, services provided
by social programs are dismal, with
many residents avoiding govern-
ment medical clinics altogether.

“The credibility of the systems

has to be tested, and people have to
be comfortable” that they still will be
around after changes in government
or economic crises, says Joseph Zveg-
lich, an Asian Development Bank
economist. Although he supports ef-
forts to expand social safety nets, he
says, “it’s going to take time for peo-
ple’s activities to change.”

Some analysts say a better way

to wean Asia off exports and encour-
age domestic consumer spending
would be to let Asian currencies ap-
preciate. That would make Asian ex-
ports less attractive to foreign con-
sumers, give local consumers more
spending power to buy imported
goods, and force Asian business to
diversify beyond exports. But Asian
authorities may be unlikely to risk

putting exporters in jeopardy by al-
lowing their currencies to rise.

Those countries that have ex-
panded their safety nets over the
past decade have seen mixed results.
In Thailand, residents were quick to
take advantage of the country’s new
national health-care program. More
than 45 million people registered to
participate by mid-2003. Consumer
spending shot up soon after the pro-
gram was introduced, but econo-
mists believe the surge was driven
more by an expansion of consumer
credit and a sharp uptick in growth
that occurred as Thailand’s econ-
omy rebounded from the 1997-98
Asian financial crisis.

Growth in consumer spending
later slowed, and in recent years Thai-
land’s savings rate has begun climbing
again after several years of declines,
according to the Asian Development
Bank. Most other major Asian coun-
tries have likewise seen their savings
rates increase or stay about the same
since the late 1990s, including Viet-
nam, where savings climbed to about
32% of gross domestic product in re-
cent years from roughly 18% in 1995.
Those trends could intensify in the fu-
ture as the region struggles to fully re-
cover from the current recession.

None of that means Asian govern-
ments should stop investing in wel-
fare programs. Such programs can
greatly improve residents’ lives
even if they don’t ultimately affect
spending patterns. And the benefits
in terms of changed consumer be-
havior may show up later.

Upgrading safety nets “isn’t
something that’s going to get us out
of the [current financial] crisis,”
says Mr. Zveglich, the Asian Develop-
ment Bank economist. But if invest-
ments in the social safety net are
made now, it may help the next time.

BOE makes quantitative mess

Sources: Asian Development Bank; OECD; World Bank

Save or spend?
Asians save more than people in 
other parts of the world, in part 
because their governments spend 
relatively little on social welfare.
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Unintended consequences
10-year U.K. government-bond yields since the beginning 
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INDEX TO BUSINESSES

Weak reception
Ericsson’s net profit dropped more than half in the second quarter, and 
shares fell by 8% on Friday

Sources: the company (profit); Thomson Reuters Datastream (share price)

Net profit
In billions  of Swedish kronor

52-week share performance
Friday’s close: 71.50 Swedish kronor
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Egypt gas field lures suitors

Ericsson buys Nortel unit
Winning bid gives
Swedish gear maker
major U.S. presence

By Gustav Sandstrom

STOCKHOLM—Telefon AB
L.M. Ericsson posted a 56% drop
in second-quarter profit, weighed
down by restructuring charges
and losses at its joint ven-
tures.

The company, which un-
til now has been relatively
resilient amid the eco-
nomic downturn, said the
slowdown has started to
hit some of its markets.

“The effects of the glo-
bal economic climate on
the mobile infrastructure
market are now more nota-
ble, especially in markets
with currencies under
pressure and a tougher
credit environment,” said
Chief Executive Carl-Henric Svan-
berg. “At the same time the con-
sumer demand for new services
and broadband capabilities are
quickly accelerating,” he added.

Ericsson, the world’s largest
telecommunications-network
company by sales, said profit fell
to 831 million Swedish kronor
($111.3 million) from 1.9 billion kro-
nor. Sales increased 7% to 52.14 bil-
lion kronor.

The results were dragged down

by restructuring charges of 3.6 bil-
lion kronor; a loss of Œ213 million
($303 million) at Sony Ericsson,
its handset joint venture with
Sony Corp. of Japan; and a loss of
$213 million at ST-Ericsson, its
semiconductor tie-up with STMi-

croelectronics.
Ericsson’s second-

quarter restructuring
charges related to a previ-
ously announced cost-cut-
ting plan. The company is
aiming for annual cost re-
ductions of 10 billion kro-
nor by the second half of
2010.

The report was mixed,
said Redeye analyst
Greger Johansson. Mr. Jo-
hansson noted the strong
results from the service

segment, but flagged weakness at
the dominant networks unit. He
said Ericsson is now feeling the
pinch of the economic slump in
some markets, where previously it
had said these effects were lim-
ited.

Still, he said the much weaker-
than-expected net profit mainly re-
flected one-time charges and
weak results at Ericsson’s joint
ventures, and shouldn’t therefore
be too worrying for investors.

Ericsson profit falls 56%
as charges hurt results

By Sara Silver

Telefon AB L.M. Ericsson’s
$1.13 billion purchase of Nortel
Networks Corp.’s most-profitable
unit completes a trio of recent
deals that makes Ericsson a formi-
dable player in the lucrative U.S.
market for telecommunications
equipment.

The Swedish company bought
bankrupt Nortel’s profitable but
declining CDMA business, which
sells a key wireless voice technol-
ogy prevalent in the U.S. The deal
also includes a group of 400 re-
searchers working on a high-speed
broadband technology called LTE.
Nortel, based in Toronto, will ask
bankruptcy courts in the U.S. and
Canada to approve the sale this
week.

Nokia Siemens Networks, a
joint venture of Nokia Corp. of Fin-
land and Siemens AG of Germany,
set off the auction process this

spring with an unsolicited $650
million bid aimed at increasing its
presence in the U.S. market. One of
Nortel’s largest bondholders,
MatlinPatterson Global Advisers
LLC, entered a higher bid, saying
the unit could generate higher re-
turns for creditors if restructured
and run as a standalone business.

Ericsson and Nokia Siemens
faced off late Friday night at a live
auction in New York that ended
with Ericsson agreeing to pay
$480 million more than Nokia Sie-
mens’s bid.

“Our goal is to be a major sup-
plier of services and equipment in
North America,” said Hans Vest-
berg, who takes over as chief execu-
tive officer of Ericsson in January.

Analysts are divided on how
fast sales of CDMA equipment, a so-

called second-generation technol-
ogy that originally carried only
voice signals, will shrink. Some be-
lieve the networks, mostly up-
graded to handle data traffic, will
be maintained—and highly profit-
able—for a decade or more.

Others see the decision of Veri-
zon Wireless, a joint venture of Ver-
izon Communications Inc. and
Vodafone Group PLC, and other
carriers to soon roll out LTE, a
fourth-generation technology, as a
sign that CDMA will decline much
faster.

Ericsson has greatly expanded
its presence among North Ameri-
ca’s biggest CDMA-based carriers.
In addition to the deal with Veri-
zon Wireless, which chose Erics-
son in February as principal sup-
plier for the LTE upgrade, Ericsson
earlier this month signed a $5 bil-
lion, seven-year deal to run the net-
works of Sprint Nextel Corp., the
first major U.S. carrier to out-
source its network operations.

The combination will leave
North America the largest region
within Ericsson. Last year, Nortel’s
CDMA operations generated reve-
nue of about $2 billion.

Ericsson is getting the assets
debt free and says the purchase
will add to its earnings within a
year of closing.
 —Ben Dummett

and Gustav Sandstrom
contributed to this article.
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presence in North
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AT&T Inc. saw consumers dis-
connect 772,000 landlines in the sec-
ond quarter. A Global Business Brief
Friday about the company’s earn-
ings incorrectly gave the number of
disconnections as 3.3 million.

A transaction announced in
September in which Citigroup
Inc. planned to buy Wachovia
Corp.’s banking operations was in-
correctly described in an Interna-
tional Investor article July 17 as a
merger agreement.

By Liam Moloney

ROME—Italian energy company
Edison SpA has received interest
from at least three parties for a
stake in Egyptian natural-gas field
Abu Qir, Chief Executive Umberto
Quadrino said Friday.

More are expected to show inter-
est soon, Mr. Quadrino said during a
conference call about the compa-
ny’s first-half results. He didn’t
name the three interested parties.

Mr. Quadrino said the Milan-
based company is ready to sell a stake
of 25% to 40% in Abu Qir, depending
on the offers it receives. Edison won
the tender for the field in December
in a deal valued at $3.1 billion.

The CEO said he expects the

stake sale to be agreed on toward the
end of the year or the start of 2010.

Edison, which is controlled by
A2A SpA and Electricité de France
SA, said its first-half net profit rose
20% to Œ122 million ($173 million)
from Œ102 million a year earlier,
when its earnings were hit by tax
charges. Revenue declined 7.8% to
Œ4.82 billion.

Mr. Quadrino said Edison isn’t
planning to tap into the bond mar-
ket again after last week’s sale of
bonds worth Œ700 million. Edison re-
ceived requests valued at more than
Œ7.2 billion for its bonds last week.
The energy company doesn’t ex-
clude returning to the bond market
if the conditions are right,
Mr. Quadrino said.

THE WALL STREET JOURNAL EUROPE (ISSN 0921-99)

Boulevard Brand Whitlock 87, 1200 Brussels, Belgium

Telephone: 32 2 741 1211 Fax: 32 2 741 1600

SUBSCRIPTIONS, inquiries and address changes to:
Telephone: +44 (0) 207 309 7799
 Calling time from 8am to 5.30pm GMT
E-mail: WSJUK@dowjones.com Website: www.services.wsje.com

Advertising Sales worldwide through Dow Jones
International. Frankfurt: 49 69 971428 0; London: 44 207 842 9600;
Paris: 33 1 40 17 17 01

Printed in Belgium by Concentra Media N.V. Printed in Germany by
Dogan Media Group / Hürriyet A.S. Branch Germany. Printed in
Switzerland by Zehnder Print AG Wil. Printed in the United Kingdom by
Newsfax International Ltd., London. Printed in Italy by Telestampa
Centro Italia s.r.l. Printed in Spain by Bermont S.A. Printed in Ireland
by Midland Web Printing Ltd. Printed in Israel by The Jerusalem Post
Group. Printed in Turkey by GLOBUS Dünya BasInevi.

Registered as a newspaper at the Post Office.
Trademarks appearing herein are used under license from Dow Jones
& Co. © 2009 Dow Jones & Company All rights reserved.
Editeur responsable: Patience Wheatcroft M-17936-2003

2 MONDAY, JULY 27, 2009 T H E WA L L ST R E ET JO U R NA L .

Corporate bonds stage an impressive rally in U.S., echoing stocks’ surge

U.S. government’s GDP report could herald economic upturn

U.S. enters debate over Europe’s proposed new fund rules
FROM PAGE ONE

agement Company LLC unit of Bank
of New York Mellon Corp. “If I told
you that you could get 10%-plus in
equities, you would jump at it.”

Even if the default rate on high-
yield corporate bonds hits the 14%

rate by the end of
2009 projected by
analysts at Citi-
group, returns
from the junk that

survives would more than offset the
default-related losses, says Mr.
Wosepka, who oversees $186 billion
in assets.

In addition, bondholders typi-
cally get some money back follow-
ing a default. Stock investors usu-
ally are wiped out when a company
files for bankruptcy protection.

Since early March, the Standard
& Poor’s 500-stock index has rock-
eted 45% higher, while the Dow
Jones Industrial Average is up 39%.
The Dow rose 4% last week, and the
S&P 500 gained 4.1%.

Meanwhile, the spread between
investment-grade bond yields and
U.S. Treasurys has been halved to
about three percentage points, ac-
cording to Merrill Lynch. High-yield

spreads are down sharply from their
all-time high of 21.8 percentage
points in December.

Total yields on junk bonds aver-
age about 12.3%, above their 10-year
average of 10.7%, Merrill calculates.
Returns on high-yield bonds could
reach the midteens over the next
year, as long as the recession
doesn’t deepen, the recovery is slug-
gish and Treasury bond yields don’t
change much, says Martin Fridson,
chief executive of Fridson Invest-
ment Advisors.

Other investors still think stocks
will outperform bonds as layoffs
and other cost-cutting moves posi-
tion companies for an earnings re-
bound. Last week, Goldman Sachs
analysts predicted that the S&P 500
would hit 1060 by year end, up 8.2%
from Friday’s close.

Some bears are steering clear of
corporate bonds and stocks for now.
“People buying into the stock mar-
ket are buying into hope,” says
Thomas Mangan, a portfolio man-
ager at the James Balanced: Golden
Rainbow Fund. Mr. Mangan recently
bought Treasurys, since he believes
the U.S. economy may fall into a
deeper recession.

Corporates “are not a place to go
as a safe haven,” adds Mr. Mangan.
His fund manages about $540 mil-
lion.

But Michael Kaminsky, a portfo-
lio manager at Neuberger Berman
LLC, says economic uncertainty
makes bonds from low-rated compa-
nies with strong balance sheets and
cash flows look more attractive than
their stocks over the next three
years.

“You can still make 8% to 12% in
noninvestment-grade credits to-
day,” he says. He bought investment-
grade bonds when they notched sim-
ilarly high returns late last year,
though now favors dividend-paying
large-company stocks.

Among below-investment-grade
companies, Mr. Kaminsky holds the
stock and debt of cellular-tower
company American Tower and en-
ergy companies Enterprise Product
Partners and Regency Energy Part-
ners. He also owns Terex bonds, but
not the industrial company’s stock.

Those holdings are in one of the
two investment strategies Mr. Ka-
minsky co-manages for Neuberger,
worth about $4 billion. It now holds
about 45% stocks, 40% bonds and

15% cash, compared with 80% stocks
and 20% cash a year ago.

Junk-bond issuers must pay
higher rates to investors, because
ratings agencies consider them
more likely to miss payments or de-
fault than investment-grade bond is-
suers.

“I’m looking for stock-market-
like returns without all the risk of
stocks,” says Keith Springer, presi-
dent of Capital Financial Advisory
Services. The Sacramento, Calif.,

firm manages about $80 million,
about half of which is in corporate
bonds, 30% in dividend-paying
stocks and 20% in cash. He recently
bought triple-C-rated GMAC bonds
that offer about 12% a year for three
years, and one-year Sallie Mae
bonds with a 9.25% yield to maturity.

“Maybe the companies don’t
make money, but I don’t care. You
just need a company to stay in busi-
ness to pay the bonds, even if the
stocks don’t rally,” he says.

Continued from first page

current quarter, which began July 1.
Economists expect to see GDP
nudge higher this quarter, reinforc-
ing a sense that the recession that
began in December 2007 is at or
near its end.

With more investors coming to
believe that the beginning of an eco-
nomic recovery is approaching,
stocks have been advancing. Last
week, the Dow Jones Industrial Aver-
age cleared 9000 for the first time
since the beginning of the year, put-
ting it 39% above its March low
point. Surveys show that consumer
and business attitudes also have im-
proved markedly from earlier this
year.

“You had a shock to confidence,
but as you got into the second quar-
ter, the fear factor began to fade,”
says J.P. Morgan economist Michael
Feroli. “That broke the free fall.”

A favorable—or at least less nega-
tive—GDP report may advance the
credibility of President Barack
Obama’s stimulus plan, says Tom

Gallagher, a Washington-based ana-
lyst with Wall Street research firm
ISI Group. It fuels the White House
argument that the stimulus is work-
ing, with a lag. A good report also
will improve the job outlook for Ben
Bernanke, whose term as Federal Re-
serve chairman ends in January. “It
probably helps Bernanke’s chances
of getting renominated,” Mr. Gal-
lagher says.

Mr. Feroli expects the govern-
ment’s Bureau of Economic Analysis
to report that the economy con-
tracted at a 1% annual rate in the sec-
ond quarter, as both consumer and
business spending fell slightly. But
like many other economists, he
thinks businesses sharply reduced
inventories in the second quarter.
Because they were selling goods
they already had on hand, they pro-
duced less, and that reduced GDP.
Absent the effect of falling invento-
ries, Mr. Feroli thinks that GDP
would be flat, which would be a wel-
come improvement. Excluding in-
ventory changes, GDP fell at a 6.2%

annual rate in the fourth quarter
and by 3.3% in the first quarter.

GDP predictions from Wall
Street economists polled Friday by
Dow Jones Newswires range from a
2% contraction to 0.7% growth. Fore-

casting GDP entails a fair amount of
guesswork, in part because the Com-
merce Department itself relies on es-
timates for data that even it doesn’t
yet have. When the data arrive, revi-
sions to GDP can be substantial.

As they released second-quarter
results this month, a number of com-
panies have commented on inven-
tory reductions. Last week, Caterpil-
lar Inc. said dealers of its bulldoz-
ers, backhoes and other machines
had cut $1.2 billion of its equipment
from their inventories. Texas Instru-
ments Inc. Chief Financial Officer
Kevin March characterized the chip
maker’s inventory levels as “some-
what lean,” and said the company
will likely raise inventory levels as
business stabilizes. Shoemaker
Skechers U.S.A. Inc. said the value
of its inventory at the end of June
was 25% lower than at the end of
last year.

The more companies cut invento-
ries in the second quarter, the bigger
the bounce GDP could see in the
third quarter, because they will need

to produce more of what they sell.
“It looks like there was a record

plunge in inventories,” says UBS
economist James O’Sullivan. He esti-
mates that after dropping 1.5% in
the second quarter, GDP will grow
by 2% in the third quarter.

An inventory-related bounce in
the economy won’t be enough to
bring economic recovery. With the
unemployment rate approaching
10% and Americans struggling to re-
build wealth lost in the housing and
stock market declines, consumer
spending could be at risk for some
time. Consumer spending is equal to
about 70% of GDP.

But the government’s stimulus
package may gain more traction in
the economy as spending on infra-
structure and other public projects
materializes. Stimulus funds could
pack more punch once the economy
has stabilized, says AllianceBern-
stein economist Joseph Carson, in
part because in a stable economy
businesses and consumers are more
likely to spend funds they receive.

Continued from first page
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Sources: WSJ Market Data Group (S&P); Merrill Lynch (Bond spreads)

Doubling up 
As the S&P 500 rallied, corporate bonds also gained, narrowing spreads
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tion in a little-noticed speech late
last month by Mark Sobel, the U.S.
Acting Secretary for International
Affairs. “In a world of mobile capi-
tal…we cannot go our own ways, de-
viating significantly from interna-
tional standards,” Mr. Sobel told
the Federation Bancaire Francaise,
a Paris-based banking association.
“Nor should we impose standards
on one another if we are not identi-
cal.”

U.S. Treasury officials have
made their presence felt in the de-
bate by talking with both their coun-
terparts in European governments
and European Commission officials
in Brussels. The U.S. is also pushing
its agenda on regulation in interna-
tional forums such as meetings of
the Group of Seven industrialized
nations. Funds have told the Trea-
sury of their concern and are doing
their own lobbying in Brussels, and
in capitals like London through in-

dustry bodies such as the Managed
Funds Association, according to a
person familiar with the matter.

The U.K., which already regu-
lates hedge-fund managers, be-
lieves the European rules go too far
and will drive funds out of Europe
in what was described as a “weak
form of protectionism” by Paul My-
ners, a U.K. government minister re-
sponsible for London’s financial
center. The stakes are high for Brit-
ain, where 80% of Europe’s hedge
funds are managed and which has a
large private-equity industry.

“It is perhaps easy for other Eu-
ropean countries to make political
capital out of demanding intrusive
regulation of an industry of which
they have little or no direct experi-
ence,” Mr. Myners said in a recent
speech to the fund industry.

The funds themselves say the fi-
nancial crisis was caused by banks,
not them, and that the new regula-
tion is the fulfillment of a long-held

desire of countries like Germany,
who dislike their boardroom inter-
ventions, to control them. Acknowl-
edging hedge funds played little
role in the financial crisis, a spokes-
man for the Commission said that
these rules are to prevent future
risks to the system, which these
funds could pose.

The directive has been contro-
versial even within Continental Eu-
rope. Sweden and Finland, for exam-
ple, believe that private equity,
which has proved a big investor in
their countries, shouldn’t be sub-
jected to the same rules as hedge
funds; Ireland wants to change the
strict rules on hedge-fund custodi-
ans, a big sector in Dublin.

But few are seeking the sort of
large-scale overhaul the British
want—and to succeed the U.K. will
need to win over a majority of the
EU’s 27 states. Even countries advo-
cating more flexibility within the di-
rective, like Finland, Sweden, Hun-

gary and the Netherlands, aren’t
calling for a revamp.

“The U.K. will need to do a lot of
foot work to get the majority sup-
porting their criticisms,” said Ilkka
Harju, a senior Finance Ministry of-
ficial in Finland.

Any politician challenging the di-
rective would be swimming against
public opinion, which blames the fi-
nancial sector as a whole for the
deep recession the region is cur-
rently suffering.

Critics of the E.U.’s plans also
say that political horse trading is to
blame for the strict nature of the di-
rective’s rules. The heads of social-
ist parties in the European Parlia-
ment told Jose Manuel Barroso, the
president of the EU’s executive arm,
the Commission, that unless he
helped push through stricter regula-
tion they wouldn’t back him in his
bid to be re-elected to this post, peo-
ple familiar with the matter say.
Having been endorsed by EU gov-

ernments, Mr. Barroso now needs
his re-election to be sanctioned by
the European Parliament.

A spokesman for the Commis-
sion said that while Mr. Barroso did
have input on this directive, the
idea this was part of a deal to get
him re-elected “is absurd and com-
pletely without substance.”

The directive is currently being
discussed in a series of working
groups, and countries want to get a
version ready before the Septem-
ber G20 meeting in Pittsburgh,
where regulatory reform will be
high on the agenda. It will be dis-
cussed by the European Parliament
and European finance ministers in
the autumn. Ahead of this U.K. Trea-
sury officials are embarking on a
tour of European capitals to put
their case forward.

“We are confident that we will
get the changes we need, but it will
take time,” a U.K. Treasury spokes-
man said.

Continued from first page
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Sarkozy is hospitalized following jog Arson investigators probe fire
inside American Airlines jet

Iran’s president backs down on appointment

Kuwaiti banker being probed is found dead
SEC said fake news
fueled big profits
on stock trading

By David Gauthier-Villars

PARIS—French President Nico-
las Sarkozy was placed in a hospital
for medical observation overnight
Sunday after he felt faint while jog-
ging near his weekend retreat, his of-
fice said.

The 54-year-old president felt
dizzy and was forced to lie down dur-
ing a jog in the alleys of the Château
de Versailles near Paris, but never
lost consciousness, the Elysée presi-
dential palace said in a statement.

Mr. Sarkozy, who has earned the
nickname “Energizer bunny” be-
cause of his whirlwind activities, un-
derwent blood, brain and heart tests
in the hospital. The results were all
normal, the statement said.

Mr. Sarkozy’s office said the pres-

ident had been jogging for 45 min-
utes when he felt bad. He was trans-
ported to the Val-de-Grâce military
hospital in Paris by helicopter and
was to remain there at least
until Monday. The exact
cause of his malaise wasn’t
disclosed.

The well-being of French
presidents, who have a his-
tory of glossing over their
health problems, is closely
watched in part because the
head of state has the sole
power to decide whether to
use the country’s nuclear
weapons.

President François Mit-
terrand, who was diagnosed with
cancer soon after his first election
in 1981, released statements saying

he was in good health almost until
the end of his second mandate. In
2005, when President Jacques
Chirac was hospitalized for a week,

he didn’t warn Premier Do-
minique de Villepin that
he was about to undergo
an operation.

On Wednesday, Mr.
Sarkozy had followed an
Alpine stage of the Tour de
France cycling race and
said he was impatient to
get on his bicycle during
his holiday break in Au-
gust.

The French constitu-
tion provides for the head

of the Senate to temporarily suc-
ceed the president when the latter
dies or is incapacitated.

By Andy Pasztor

Federal arson investigators in the
U.S. have been called in to help deter-
mine the source of a fire inside the
cabin of an American Airlines jet last
month en route to Zurich from New
York, according to government and in-
dustry officials.

The Boeing 767 aircraft made an
emergency landing in Halifax, Can-
ada, after flight attendants used sev-
eral fire extinguisherstoput outa lava-
tory blaze, without any injuries.

Six weeks later, investigators are
still trying to determine the cause. It
isn’t clear whether foul play was in-
volved. Investigators are declining to
commenton the specifics,but the con-
duct of the investigation—particu-
larlytheemphasis on safeguarding ev-
idence—highlights concerns about
possible wrongdoing.

The probe is unusual and has cre-
ated a stir among air-safety experts,
these officials said, because the air-
line initially asked U.S. law enforce-
ment to get involved when mechanics
failed to find the source of the flames.

Accident investigators from the
National Transportation Safety Board
and agents from the Bureau of Alco-
hol, Tobacco, Firearms and Explosives
haven’t pinpointed the likely ignition
source on the June 9 flight. Findings
are likely to be released in the next few
weeks, though the extent ofdamage to
portionsofthe lavatorycouldmake de-
finitive conclusions difficult to reach.

At the outset, the investigation
was delayed by bureaucratic tussles
over the role of the two agencies, ac-
cording to people familiar with the de-
tails. The NTSB ended up in charge of
the overall effort. The safety board
has recently investigated an array of
airborne fire or smoke incidents, in-
cluding electrical shorts affecting
cockpit windshields on various air-
craft models.

From the moment the jet was fer-

ried back to a U.S. maintenance base,
it wasn’t treated as a run-of-the-mill
electricalshort. Because it was “some-
thing we had never seen before,”
Americanalerted law-enforcementof-
ficials with “the expertise to come in
and look at it,” an airline spokesman
said Friday.

American mechanics didn’t find
any indications of problems with cir-
cuitbreakersorotherelectricalorme-
chanical parts, according to the air-
line. American became suspicious
when fire damage was discovered to-
ward the ceiling, according to people
familiar with the details. As a result,
the airline contacted the Federal Bu-
reau of Investigation, which then
handed over that part of the probe to
arson investigators from the ATF.

Under U.S. law, the FBI and other
law-enforcement agencies have au-
thority to take over airline accident or
incident investigations only if the Jus-
tice Department determines there is
probable cause a crime has been com-
mitted.

In another unusual twist, the twin-
engine Boeing 767 remained
grounded for several weeks while me-
chanics removed and replaced large
portions of the damaged lavatory. The
water heater, for example, “didn’t
show any obvious signs of failure” and
was sent to the manufacturer for fur-
ther analysis, a Federal Aviation Ad-
ministration spokesman said last
week.

ATF officials declined to comment.
A spokesman for the safety board,
which recently finished interviewing
flightattendants, said, “We aren’t pre-
pared at this time to discuss a proba-
ble cause…but hope to have some-
thing to say later this summer.”

As an interim step, American, a
unit of AMR Co., has instructed em-
ployees to take extra precautions that
paper goods and other supplies stored
in lavatories don’t spill into compart-
ments containing the water heater.

Security personnel stands at the entrance of the home, left, of Kuwaiti financier Hazem Al Braikan after he was found dead.

By Margaret Coker

A Kuwaiti investment banker ac-
cused by the Securities and Ex-
change Commission of making more
than $1 million in trading profits fol-
lowing the dissemination of false
news about two U.S. companies was
found dead in his home in Kuwait, ac-
cording to local media reports Sun-
day.

In the civil lawsuit filed in U.S.
District Court in New York on Thurs-
day, Hazem Al Braikan, chief execu-
tive of Al Raya Investment Co., and
three related entities of “highly prof-
itable” and “suspicious” trades
based on a fake press release claim-
ing that a Middle Eastern invest-
ment group planned to buy Harman
International Industries Inc., an
electronic-systems maker in Stam-
ford, Conn.

The accusations already were a
hot topic in Kuwait. Mr. Al Braikan,
believed to be in his thirties, denied
the allegations in a statement pub-
lished Sunday morning.

In the late afternoon, pan-Arab

news channel Al Arabiya and a local
Kuwaiti channel reported that po-
lice had found Mr. al Braikan dead in
his home in an upscale neighbor-
hood. The Associated Press, citing
unnamed security officials, re-
ported that the trader had been
found in his bed with a gunshot
wound to his head.

Kuwaiti police wouldn’t com-
ment on the death or whether they

plan to investigate. Telephone calls
Sunday to Al Raya’s corporate of-
fices in Kuwait and Mr. Al Braikan’s
cell phone weren’t answered.

Al Raya is a little-known Islamic
banking services firm started up
last year in Kuwait. It launched oper-
ations in June 2008. At the time, Citi-
group held a 10% share in the firm.

Citigroup declined to comment
Sunday. Spokesman at the SEC and

Harman also declined to comment.
The SEC says Al Raya, Bahrain-

based United Gulf Bank BSC and Ku-
wait’s KIPCO Asset Management
Co. traded shares based on two false
reports of impending takeovers. Mr.
Al Braikan held positions in each of
those companies.

The SEC said one such announce-
ment announcing that a Middle East-
ern firm had made an offer to ac-

quire Harman had been faxed to re-
gional media outlets July 19 and sub-
sequently reported by the Kuwaiti
newspaper Al Rai.

The SEC lawsuit says that in the
week prior to the Harman takeover
hoax, Mr. Al Braikan bought $3.6 mil-
lion worth of shares of Harman
stock, some of which were pur-
chased on margin. On June 20, the
day after the phony takeover bid
was published, he and his affiliated
companies liquidated their posi-
tions, the SEC says.

Regarding shares of Texton, KA-
MCO made more than $377,000 by
selling stock on April 9 after a false
takeover bid was announced for
that company, the lawsuit said, add-
ing that Al Raya, meanwhile, gar-
nered $147,000 in the same manner.

The three companies named in
the SEC suit are part of the Kuwait
Projects Co. (KIPCO) group , a hold-
ing company run by the son of Ku-
wait’s ruler, Sheikh Sabah al Sabah.

KAMCO and United Gulf Bank
said in statements released on Fri-
day they made no gain from trading
in Harman and Textron.

Al-Raya Investment Co. and Mr.
Al Braikan denied any wrongdoing
in a statement published Sunday in
Kuwaiti newspapers.

 —Oliver Klaus and Robin Sidel
contributed to this article.

Nicolas Sarkozy

LEADING THE NEWS

By Margaret Coker

And Roshanak Taghavi

Iran’s President Mahmoud Ah-
madinejad heeded an order from the
country’s supreme leader and re-
scinded a decision to make one of his
relatives the country’s vice president.

The move on Friday, reported by
Iran’s state news agency, followed a
weeklong standoff between Mr. Ah-
madinejad and Ayatollah Ali Khama-
nei, who last month gave his blessing
to the president’s re-election de-
spite allegations by opposition can-
didates and clericsthat the vote was
marred by fraud.

On Saturday, however, Mr. Ah-
madinejadappointedthe relative,Es-
fandiar Rahim Mashaie, as his chief
of staff, the Associated Press said,
setting up another potential tussle
with conservatives.

The president’s office also an-
nounced Sunday the dismissal of In-
telligence Minister Gholam Hossein
Mohseni Ejehi, who was reported to

have differed with Mr. Ahmadinejad
over the appointment.

At the same time, however, a
group of hard-line students asked
Iranian lawmakers to summon Mr.
Ahmadinejad to parliament to ques-
tion why he waited almost a week to
obey Mr. Khamenei’s order to re-
scind the appointment, the AP re-
ported.

The semiofficial Mehr news
agency also reported Sunday that
three other ministers had been fired,
including Culture Minister Moham-
mad Hossein Saffar Harandi, who
walked out of a Cabinet meeting
Wednesday to protest Mr. Mashaie
appointment. However, the presi-
dent’s office denied the Mehr report
and state-run Press TV later said the
other dismissals had been revoked.

As the final arbiter on matters of
state, Mr. Khamanei was expected to
prevail in the matter. And the per-
ception that he has cemented his
power over government is seen as a
crucial boost for his reputation, bat-

tered over his management of the
election controversy.

At the same time, the incident as
well as the public defiance of Mr. Ah-
madinejad by members of his politi-
cal base also raises questions about
the unity of the country’s ruling elite.

Mr. Mashaie, whose daughter is
married to Mr. Ahmadinejad’s son,
headed Iran’s cultural heritage foun-
dation during the president’s first
term. The two men are considered
close friends, despite a controversy
over friendly comments about Israel
that Mr. Mashaie made last year.

Also on Sunday, the AP quoted op-
position leader Mir Hossein
Mousavi’s top aide, Ali Reza Be-
heshti, as saying that Mr. Mousavi
and fellow pro-reform presidential
candidate Mahdi Karroubi sent a re-
quest to the Interior Ministry to
hold a memorial service in Tehran’s
Mosalla mosque Thursday to com-
memorate the end of the 40-day
mourning cycle for at least 10 peo-
ple killed on June 20.
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By Evan Ramstad

SEOUL—Samsung Electronics
Co. reported a surprisingly strong
profit in the second quarter, its best
in two and a half years, but execu-
tives tempered expectations for the
rest of the year because higher mar-
keting spending will raise costs and
the prospect of a stronger Korean
won will erode profit margins.

Samsung’s semiconductor and
flat-panel divisions returned to the
black in the second quarter after six
months of operating losses. Its cell-
phone division remained Samsung’s
biggest source of revenue and
profit, but it reported a lower operat-
ing profit margin compared to the
year-ago quarter and the first quar-
ter of this year.

Samsung’s consumer electronics
division, which usually reports an
operating loss under the Korean ac-
counting rules the company relies
on for financial disclosure, experi-
enced a sizable operating profit for
the second quarter in a row.

In announcing the results Friday,
executives said they expected the
various divisions’ operating per-
formance to continue to improve in
the second half, though profitability
may be hurt by greater spending
and a stronger Korean won.

“In the third quarter, the Korean
won appreciation, intensified price
competition and increase in market-
ing expenditures…may increase neg-
ative pressure on profitability,” said
Robert Yi, chief of investor relations
for Samsung.

But he added that, with the chip
and LCD businesses likely to con-
tinue a cyclical upturn in profits,
“We cautiously expect overall profit-
ability for the third quarter to im-

prove over the second quarter.”
For the latest quarter, Samsung

said its net income was 2.25 trillion
won, or about $1.8 billion, up 5%
from 2.14 trillion won a year ago. An-
alysts, who revised forecasts up-
ward earlier this month when Sam-
sung pre-announced its perform-
ance, were expecting a profit of
around 1.8 trillion won, according to
a survey by Dow Jones Newswires.

Revenue was 21 trillion won, up
from 18.14 trillion won a year ago.

Lining up all four businesses in
the black is a rare feat for Samsung
due to the varying profit cycles in
the sectors of the electronics indus-
try. It last happened in the first quar-
ter of last year and before that in the
first quarter of 2004, when the com-
pany had its biggest quarterly profit
ever, of 3.14 trillion won.

Samsung’s component busi-
nesses, while back in the black, per-
formed well below their year-ago

level and historic norms. The chip
business reported an operating
profit margin of 3%, compared with
6% a year ago. The flat-panel compo-
nent division had an operating
profit margin of 4.2%, compared
with 21% a year ago.

Meanwhile, the cellphone busi-
ness reported an operating profit
margin of 7.1%, down from 13% a year
agoand 12%in thefirstquarter.Exec-
utives said the company spent more
money on marketing in the quarter.
Unit shipments were 52.3 million,
slightly below the 53 million level re-
ported in both the first quarter and
fourth quarter but up from 45.7 mil-
lion in the second quarter a year ago.

The consumer electronics busi-
ness reported an operating profit
margin of 4.6%, compared to a loss
in the year-ago period. The business
was helped by higher profits from a
new line of ultra-thin LCD-TVs that
was introduced in March.

Samsung said it would begin to
report its results using interna-
tional financial standards in the
first quarter. In preparation, the
company in recent quarters began
to disclose much of its performance,
including sales and operating prof-
its, using consolidated accounting,
though it stopped short of providing
net income that way. In an illustra-
tion of the difference, Samsung’s
revenue in the latest quarter was
32.5 trillion won on a consolidated
basis versus the Korean accounting-
based figure of 21 trillion.

Separately, South Korea’s Hynix
Semiconductor Inc., the second-
largest maker of memory chips after
Samsung, reported a sharply nar-
rower net loss for the second quar-
ter of 58 billion won, compared with
a 711 billion won net loss a year ago.
Hynix, which reports on a consoli-
dated basis, said its sales fell 10% to
1.68 trillion won.

Samsung sees its profit surge
Electronics giant says marketing spending, stronger won threaten margins rest of year

By William Horobin

Danone SA reported a 6% rise in
first-half earnings, boosted by fall-
ing raw-material prices and capital
gains from disposals.

The world’s largest yogurt
maker by volume said profit rose to
Œ932 million ($1.32 billion) from
Œ879 million a year earlier.

Excluding capital gains from dis-
posals such as Australasian drinks
business Frucor and the Britannia op-
erations in India, profit would have
risen3% to Œ722 million.First-half rev-
enue fell 2.2% to Œ7.52 billion.

The company confirmed its 2009
outlook, saying it expects “no signifi-
cant improvement or dramatic break-
down” in its markets.

Danone, whose dairy products in-
clude brands such as Activia and Ac-
timel, said that after five consecutive
quarters of contraction, volumes in
its dairy division rose 2.7% in the sec-
ond quarter as it cut prices by 2% and
increased promotions.

Dairy volumes, which are keenly
watched by investors, had fallen in
2008 when Danone increased its
prices to pass on the rising cost of
raw materials, especially milk.

“Danone’s pricing actions and ad-
vertising and promotions invest-
ment are beginning to pay off,” Bern-
stein analyst Andrew Wood said in a
note to clients.

Danone began reducing prices
with a 0.2% cut in the first quarter
this year, but volumes still fell 1%.

“Finally, it appears that the worst is
over for dairy volumes,” Mr. Wood
added.

The combination of a fall in prices
and a rise in volumes meant second-
quarter revenue in the dairy division
rose 0.7% on a like-for-like basis,
which excludes foreign-exchange
fluctuations and the impact of acqui-
sitions and disposals, Danone said.
However, fist-half revenue at the
dairy unit still slipped 2.2%.

Danone also sells baby food, med-
ical-nutrition products and bottled
water, including Evian.

Revenue at the baby-food unit
grew 4.6%, while medical-nutrition
sales rose 6.2% and sales at the wa-
ters unit fell 11%.

Despite the overall fall in reve-
nue, Danone said profit margins im-
proved as raw-material prices fell,
especially in the key dairy division
and the baby nutrition division.

Reliance’s profit falls again
as oil-refining margins sag

Samsung Electronics
Net income/loss, in trillions of won
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A consumer shops at Samsung’s 
store in Seoul last week.
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Danone’s profit increased amid capital gains from disposals and lower costs for
materials. Above, a Paris shopper chooses a Danone yogurt.

Danone gets boost from lower costs

MARKETPLACE

By Sunil Raghu

And Santanu Choudhury

NEW DELHI—Reliance Indus-
tries Ltd., India’s biggest company
by market value, Friday posted a
drop in profit for the third straight
quarter as refining margins
plunged and depreciation costs
climbed.

Profit in the first quarter ended
June 30 slid 12% from a year ear-
lier to 36.36 billion rupees ($756
million), India’s biggest private re-
finer by output said. Net sales de-
clined 23% to 320.55 billion ru-
pees, while depreciation costs
rose 41% to 16.28 billion rupees.

“The fall [in profit] is primarily
due to depreciation provision and
higher provision for interest pay-
ments,” Deepak Pareek, analyst
with Angel Broking Ltd., said after
the earnings were announced.
“Petrochemicals and refining have
disappointed us, and the surpris-
ing aspect has been the explora-
tion and production business.”

Reliance’s first-quarter reve-
nue from its refining business fell
23% from a year earlier to 251.8 bil-
lion rupees, while revenue from
the petrochemicals business
slipped 22% to 115.4 billion rupees.
In contrast, revenue from its explo-

ration and production business
more than doubled to 18.64 billion
rupees from 7.87 billion rupees a
year earlier.

The company’s gross margin
from refining a barrel of crude fell
to $7.50 a barrel in the first quar-
ter from $15.70 a barrel a year ear-
lier. Gross refining margin, the dif-
ference in the price of the refined
product and the cost of buying the
crude, was $9.90 a barrel in the
fourth quarter of the past fiscal
year.

Although crude prices have
fallen sharply due to the global eco-
nomic slowdown, last year the
company agreed to buy crude oil
at high prices on expectations of a
rise in demand. Current lower
prices mean cargoes are worth
much less when they are deliv-
ered.

Reliance Industries operates a
660,000 barrels a day refinery in
Jamnagar in the western state of
Gujarat. Its unit Reliance Petro-
leum Ltd. began operations at a
second refinery in the same com-
plex that can process 580,000 bar-
rels of crude oil a day.

Reliance Petroleum, which is in
the process of being merged with
its parent, reported net profit of
1.05 billion rupees on net sales of
76.39 billion rupees.

By Kathy Sandler

LONDON—Vodafone Group PLC
on Friday reported a fiscal-first-
quarter drop in a closely watched
revenue measure, which neverthe-
less came as a relief to investors wor-
ried that declines in European tele-
com revenues had accelerated.

U.K.-based Vodafone and its Eu-
ropean peers face fresh competi-
tion, new regulations and a reces-
sion and have had to respond with
sharp cost cuts to protect profits.

Vodafone reported a 2.1% decline
in what it calls organic services reve-
nue, which comes from mobile ser-
vices such as voice and data, ad-
justed to eliminate the effects of
changes in exchange rates and acqui-
sitions. With those factors added in,
revenue rose 9.3% to £10.74 billion
($17.65 billion) in the three months
to June 30 from £9.83 billion a year
earlier.

In Europe, Vodafone reported a
4.4% decline in organic services rev-
enue, but analysts had expected a de-
cline of at least 5%.

Shares in Vodafone rose 3.35
pence, or 2.9%, Friday to close at
120.25 pence in London.

Vodafone draws steady income
from its 45% stake in U.S.-based Veri-
zon Wireless, majority-owned by Ve-
rizon Communications Inc. In addi-
tion, Vodafone can balance Euro-
pean weakness with growth from
emerging markets.

Organic revenue in the Asian-Pa-
cific region and the Middle East rose
14% to £1.57 billion amid growth in
India.

Organic revenue in Africa and
Central Europe fell 2.5% to £1.7 bil-
lion because of problems in Turkey
and Romania.

Vodafone gauge
for revenue eases
telecom worries

Bl
oo

m
be

rg
N

ew
s

30 MONDAY, JULY 27, 2009 T H E WA L L ST R E ET JO U R NA L .



Valero says the cost advantage of refining heavy crude has ‘all but disappeared.’ Above, Valero’s Paulsboro Refinery in New Jersey.

Refiners hit as heavy crude loses benefit
Reduced supply has driven the fuel’s prices higher, squeezing refining margins in comparison to lighter oils

An undated photograph of Stern Hu,
who joined Rio Tinto in the mid-’90s.

Rio executive found success in a rising China

Re
ut

er
s

By Ana Campoy

U.S. refiners that turned to
cheaper, dirtier crude oil in recent
years in a bid to boost profits are see-
ing the strategy backfire as supplies
of the oil dwindle.

In past years, many of the na-
tion’s refiners invested in pricey
equipment to process so-called
heavy crude, a more viscous grade
of oil that usually contains more con-
taminants such as sulfur and nickel.
The heavy oil cost much less than
more desirable, lighter crude, so re-
finers could boost profit margins by
processing the cheaper oil.

But in recent months, a barrel of
heavy crude has been selling for
nearly as much as a barrel of light
crude. “That cost advantage has all
but disappeared,” said Bill Day, a
spokesman for Valero Energy
Corp., the nation’s largest refiner.

The change in the heavy crude
market is adding to the woes of U.S.
refiners already hurt by feeble de-
mand for gasoline and diesel as con-
sumers and industry cut back in the
recession. As fuel inventories pile
up, refiners are also facing increas-
ing competition from new, more
cost-efficient refineries in Asia.

Valero expects Tuesday to post a
second-quarter loss of about 50
cents a share partly due to the
shrinking heavy-crude oil discount.
Houston oil producer ConocoPhil-
lips, too, warned that its refining
earnings will be hurt for the same
reason. Other heavy-crude refiners,

such as Frontier Oil Corp. and Te-
soro Corp., are likely to be affected
as well, analysts say.

In an attempt to shore up oil
prices, members of the Organiza-
tion of Petroleum Exporting Coun-
tries have been scaling back oil pro-
duction, and much of the cuts have
been in heavy crude. OPEC has
agreed to reduce production of all
grades by 4.2 million barrels a day.

“The heaviest are the least-prof-
itable grades for them so they are
the first grades they like to cut,”
said Antoine Halff, analyst with bro-
kerage firm Newedge.

Heavy-oil supplies from Mexico,
another big oil producer, are also
less plentiful because of aging fields
and lack of investment. Overall
heavy-crude supply figures aren’t
available.

As a result, the difference in
price between light and heavy oil
has collapsed in recent months. Ear-
lier this month, a barrel of Maya
crude, a heavy grade from Mexico,
sold for $62.62 a barrel, 2% or $1.22
more than a barrel of West Texas In-
termediate, the light, sweet crude
widely used as a benchmark for oil
prices, data from energy consulting
firm Muse, Stancil & Co. showed.

During the first half of last year,
when WTI rapidly climbed above
$100 a barrel, Maya was 17%
cheaper.

More recently, the gap in price be-
tween Maya and WTI has widened
again as oil prices have risen, and
last week the Mexican heavy crude
sold for an average 13% less than
WTI.

In addition, processing the
heavier varieties requires more en-
ergy and is more expensive, so refin-
ers are trying to cut their heavy-
crude runs to a minimum.

Valero shut down its heavy-
crude-processing refinery in Aruba
earlier this month, citing poor eco-
nomics. The company said it will re-
visit its decision in two or three
months.

Refiners also have been running
their plants at lower rates—last
week, only 85.8% of the nation’s re-
fining capacity was in use, accord-
ing to the Energy Information Ad-
ministration, the lowest level for
this time of year since 1991, when
the government started compiling
figures for July.

Independent oil refiner Frontier
shifted to lighter crude and reduced
production rates at units that break
down heavy oil for part of the sec-
ond quarter. More recently, though,
the price difference between the
heavy Canadian oil it usually pro-
cesses and lighter crudes has wid-
ened again, and the company is grad-
ually reversing those measures, said
spokeswoman Kristine Boyd.

CORPORATE NEWS

By Gordon Fairclough

SHANGHAI—For years, Stern
Hu, the Australian mining execu-
tive detained here for allegedly
stealing state secrets, has worked
at the intersection of powerful eco-
nomic and political forces.

On one side: his Anglo-Austra-
lian employer Rio Tinto, one of the
world’s biggest iron-ore produc-
ers, and a company whose success
lately has been driven largely by
China’s voracious appetite for com-
modities.

On the other: China’s steel mills
and its government, frustrated by
their lack of bargaining power in an-
nual price talks miners and deeply
concerned about their dependence
on foreigners for raw materials.

Mr. Hu, manager of Rio Tinto’s
iron-ore operations in China, and
three colleagues who are Chinese
citizens, are being held by the State
Security Bureau in the Detention
House of Shanghai, a red-brick com-
pound next to farm fields on a small
road not far from the city’s finan-
cial center. Authorities allege they
bribed steel-mill operators to ob-
tain secrets related to iron-ore
price talks, damaging China’s “eco-
nomic security.”

No formal charges have been
filed against Mr. Hu, who was de-
tained July 5. Rio Tinto says allega-
tions that its employees were in-
volved in bribery are “wholly with-
out foundation.” Australian offi-
cials have called for China to move
quickly with the case.

Mr. Hu couldn’t be reached to
comment. In China, suspects in

state-secrets cases aren’t accorded
the right to meet with a lawyer
while being investigated.

The detentions come amid Chi-
na’s mounting dissatisfaction with
its lack of bargaining power in an-
nual price talks with miners, and
deep concern about its dependence
on foreigners for economically vi-
tal raw materials.

For Mr. Hu, that would have com-
plicated his job considerably. Mr.
Hu, who is in his 50s, has been in
charge of managing Rio Tinto’s rela-
tionships with China’s biggest
state-owned steel mills.

Mr. Hu in many ways personi-
fies China’s recent history of mar-
ketization and opening to the out-
side world.

Mr. Hu, who was born in the
northern port city of Tianjin, was
among the first generation of stu-
dents admitted to universities
when they reopened after the
chaos of the Cultural Revolution.
He graduated from Peking Univer-
sity with a degree in history and
then studied at the Chinese Acad-
emy of Social Sciences—and still
maintains a scholarly mien, accord-
ing to industry analysts who say he
regularly attended research confer-
ences. As a graduate student, Mr.
Hu cowrote a book, “The Art of En-
trepreneur Leadership,” according
to Chinese business magazine
Caijing.

In the mid-1980s, he went to
work at the China International
Trust & Investment Co., now
known as Citic Group. Citic pio-
neered business contacts between
a cautiously reforming communist

state and the capitalist outside
world with the aim of obtaining for-
eign technology, capital and re-
sources.

Mr. Hu left Citic after several
years to join an Australian technol-
ogy company in Beijing. Then, in
the mid-1990s, he joined Rio as its
main iron-ore salesman for north-
ern China. In 1997, he became an
Australian citizen.

“He was not quite typical for an
iron-ore salesman,” recalls Philip
Kirchlechner, an Australia-based
consultant who at the time was
leading Rio Tinto’s iron-ore sales ef-
fort for southern China from the
Shanghai office. Unlike others in
the business, “He was not into
drinking,” Mr. Kirchlechner says.
“No alcohol, no smoking.”

Mr. Hu’s abstemious habits
didn’t hold him back. “He was ener-
getic, diligent, conscientious,” says
Mr. Kirchlechner. “He was always
very eager to make a sale.”

In the late 1990s, after the Asian
financial crisis hit, that wasn’t al-
ways easy. “We really had to go out
there, visit the mills, take people to
dinner, build relationships,” says
Mr. Kirchlechner. Mr. Hu, he says,
was able to use his north China heri-
tage to establish strong bonds with
the region’s steel-mill executives.

The two men also spent consid-
erable time trying to forecast steel
mills’ buying behavior. “We wanted
to understand future iron-ore de-
mand. It’s perfectly legitimate, I
think,” Mr. Kirchlechner says. He
says there was regular information-
sharing between the mills and their
suppliers that benefited both sides.

Mr. Kirchlechner left Shanghai
in 2001, and around that time Mr.
Hu became head of iron-ore sales
for all of China. Mr. Hu and his wife
and two children settled in Shang-
hai, just before the global iron-ore
business was transformed by Chi-
na’s economic rise. In 2003, China
surpassed Japan as the largest im-
porter of iron ore.

Spurred in part by rising de-
mand, iron-ore prices marched up-
ward, driving sales and profits for
Rio Tinto and other big miners. But
China’s steel mills continued to fol-
low pricing deals reached first in
other countries. Some in China
complained Rio Tinto and Anglo-
Australian miner BHP Billiton
weren’t doing enough to boost ca-
pacity to meet Chinese demand and
keep ore prices from jumping.

Last year, according to figures
compiled by Mr. Kirchlechner,
China spent more than $57 billion
on iron ore and the freight costs of
bringing it to China—equivalent to
more than 1% of the nation’s gross
domestic product. In 2002, it spent
less than $3 billion on iron ore.

Ensuring flows of the natural re-
sources required to feed China’s in-
dustrial-development machine has
become a major preoccupation for
the government.

“Economic security is viewed as
a component of regime and state se-
curity in China in a way that it isn’t
in more advanced industrial coun-
tries,” says M. Taylor Fravel, a polit-
ical scientist at the Massachusetts
Institute of Technology who stud-
ies Chinese national-security is-
sues. “The incessant need to mod-

ernize and develop creates huge in-
centives to get the technology and
inputs they need.”

Rio Tinto has sparked contro-
versy in recent years, with com-
plaints by some in China’s steel in-
dustry that it was trying to take ad-
vantage of contract terms and
price fluctuations to maximize prof-
its. Rio Tinto says it adheres to con-
tract terms.

This year, Rio Tinto rebuffed an
effort by Aluminum Corp. of China
to increase its stake in the miner.
And this year’s annual price negoti-
ations between Rio Tinto and steel
makers have been especially con-
tentious, analysts say, with China
holding out for bigger concessions
from Rio Tinto and other ore suppli-
ers than other countries have got-
ten. So far, Rio Tinto has refused.
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Cab service offers haven to Beirut’s women
Pink-hued ‘girl taxi’
driven by females is
part of regional trend

By Charles Forelle

BRUSSELS—Bending to pres-
sure from European antitrust regu-
lators, Microsoft Corp. agreed to
give European users of its Win-
dows software a choice of Web
browsers.

The move goes well beyond
what U.S. authorities achieved dur-
ing their pursuit of the company in
the 1990s, and could give a big
boost to alternative browser mak-
ers including Microsoft rival Goo-
gle Inc.

Microsoft said it will send a no-
tification over the Internet that
will ask all Windows users in Eu-
rope who currently have Mi-
crosoft’s Internet Explorer as
their default browser whether
they’d like to install a different
one. The choices will include Goo-
gle’s Chrome and Mozilla’s Fire-
fox. Users can opt to turn Internet
Explorer off.

Microsoft had earlier argued
that a so-called ballot screen,
sought by EU regulators, was too
onerous. Its reversal will likely set-
tle a fast-moving EU investigation
that was on the cusp of resulting in
formal monopoly charges and an-
other antitrust fine.

The company relented in a se-
ries of negotiations that included
a telephone call Friday between
Microsoft Chief Executive Steve
Ballmer and EU antitrust commis-
sioner Neelie Kroes.

One change that lessened the
burden on PC manufacturers and

Microsoft, which is racing to re-
lease its new Windows 7 in Octo-
ber, was to distribute the ballot
screen over the Internet as an up-
date to Windows. The EU had origi-
nally wanted it shipped on new
computers.

Web delivery means the notice
will be sent to millions of existing
PC users running Windows XP and
Vista as well as those buying new
PCs loaded with Windows 7.

If accepted, “this proposal will
fully address the European compe-
tition law issues relating to inclu-
sion of Internet Explorer in Win-
dows,” said Brad Smith, Mi-

crosoft’s general counsel. “This
would mark a big step forward in
addressing a decade of legal is-
sues.”

Microsoft said its proposal was
contingent on the EU settling the
case without a fine; the ballot-
screen mechanism would be in
place for five years from the date
of the settlement.

The browsers featured in the
ballot would be determined by
market share; the five with the
highest—at the moment, Internet
Explorer, Firefox, Apple Inc.'s Sa-
fari, Opera and Chrome—would be
“prominently” displayed. The

change won’t affect PCs outside of
Europe.

The European Commission, the
EU’s executive arm, said it “wel-
comes” Microsoft’s proposal and
would “investigate its practical ef-
fectiveness.”

People familiar with the matter
said the case will likely end in a set-
tlement that makes the ballot-
screen compulsory and spares Mi-
crosoft a fine. The company has al-
ready racked up more than $2 bil-
lion in EU fines in other antitrust
cases.

“This is a happy day for us,”
said Hakon Wium Lie, the chief
technology officer of Opera Soft-
ware ASA, the small Norwegian
browser maker whose complaint
to the EU prompted the investiga-
tion. “If people are given a genuine
choice of browsers, more will
choose non-IE browsers.”

Google, which had pressed for a
ballot-screen remedy, and Apple
declined to comment. John Lilly,
chief executive of Mozilla Corp.,
which oversees the Firefox
browser, welcomed the change but
said he wanted to see the specifics
of proposal.

EU authorities began investi-
gating the “tying” of Internet Ex-
plorer to Windows in early 2008,
months after winning a landmark
court case upholding a 2004 find-
ing that Microsoft had illegally
tied its Media Player software to
Windows. Antitrust law in the EU
forbids the maker of a dominant
product from using that domi-

nance to block competitors in a re-
lated market.

This spring, Microsoft offered
to strip Internet Explorer from
Windows 7 in Europe and sell the
operating system without a Web
browser. The EU was nonplussed:
it worried that Microsoft would
simply ship manufactures Win-
dows and Internet Explorer on sep-
arate disks, but the effect would
be the same.

Also Friday, Microsoft said it
would share technical information
with rivals to let their products
work better with a gamut of Mi-
crosoft software, including Win-
dows, the Exchange email system
and the Office suite.

That move is designed to head
off a second EU antitrust investiga-
tion that centers around such in-
teroperability information. The
EU was particularly concerned
that Microsoft was making it hard
for rivals to develop competitors
to Office by keeping file formats
and other details under wraps. Mi-
crosoft has moved to open up its
file formats, but the new pledge is
much wider.

It isn’t clear whether the in-
teroperability disclosures will be
enough to forestall that EU investi-
gation, which is in an earlier stage
than the browser probe. The EU
Friday said that Microsoft pro-
posal required “further investiga-
tion.”
 —Nick Wingfield

contributed to this article.

Microsoft yields to EU on giving users choice of browsers

By Don Duncan

BEIRUT—In Beirut, you don’t
hail a cab, it hails you, with a rau-
cous honk. The city’s ubiquitous,
banged-up Mercedes-Benz taxis—
with their hissing engines, torn up-
holstery and smoking drivers—are
icons in Lebanon.

But these days the city’s trans-
port staple is facing some serious
competition from a growing army of
female taxi drivers, dressed in stiff-
collared white shirts, dark shades,
pink ties and small pink flowers
tucked into their flawlessly coiffed
hair.

All of them drive for Banet Taxi,
or “girl taxi” in Arabic. It is Leba-
non’s first cab service for women, by
women. You can’t miss the compa-
ny’s signature candy-pink cars.

“I chose pink because the first
idea that comes to mind when you
see pink is girls,” says Nawal Fakhri,
45 years old, founder of Banet Taxi.

Ms. Fakhri cut her teeth in busi-
ness running a pink- and pastel-hued
beauty salon in east Beirut. The aes-
thetic legacy of that experience is
clear in her current venture.

She launched Banet Taxi in
March with just three cars and three
drivers. Her fleet of late-model Peu-
geots has grown five-fold since then
with enough drivers to provide
24-hour service. She is hoping to dou-
ble her fleet this summer, to 24 cars.

The company is part of a re-
gional trend. Entrepreneurs
across the Middle East have rec-
ognized the business potential
in offering secure transporta-
tion options for women. Banet
Taxi follows on the heels of suc-
cessful women-only transporta-
tion models in Dubai, Tehran
and Cairo.

In Beirut, the growing com-
pany is a sign the private sector
is succeeding where the politi-
cally volatile public sector fails.

“I like being one of the few
female taxi drivers in Leba-
non,” says Maya Buhaidai, 34,
as she takes a sharp turn on a
windy road in the mountains
overlooking Beirut. “And I like
the work. It's easy, it’s fun and I
get to talk and laugh with my
passengers.”

As the sun sets, Ms. Buhaidai
drives passenger Lamia Sa-
maha, 37, from a suburb on the
mountain slope to the busy cen-
tral Beirut district of Hamra.
Along the way, they chat about the
news, TV shows and children.

“I am at ease because I am accom-
panied by a woman. I sometimes
find men hard to handle,” says Ms.
Samaha, causing her and her driver
to laugh heartily.

But, as with many of the pink
fleet’s passengers, Ms. Samaha is
also serious about her choice.

“One of my daughters is 15 years
old and I send her in this taxi all the
time, especially at night … and not
have to worry.”

It is the promise of a safe and un-
eventful ride that attracts a wide
range of female passengers: older
women who want a quiet drive,

young women out partying until late
at night, and even preschoolers put
in the cars by their teachers.

Passengers’ reasons for choos-
ing Banet are based, in part, on
their cultural and religious back-
grounds. Beirut’s population breaks
down roughly into thirds, Christian,
Sunni and Shiite. Conservative Mus-
lim women might take Banet Taxi to
accommodate rules against travel-
ing with unknown men. Others just
want to put comfort and safety
first.

“I studied Lebanese society well
and my first customer is the Leba-
nese woman,” says Ms. Fakhri. “I am
well aware that I could be making a

lot more money with this if I also ac-
cepted male customers, but to me it
is clear that in Lebanon, women
need a service like this.”

Lebanon has no shortage of
women who are skittish about tak-
ing regular taxis. Reporting of sexual
harassment remains low in a coun-
try with much taboo surrounding
abuse and victimhood.

Yasmine Hajjar, a 23-year-old stu-
dent in Beirut, says most of her fe-
male friends have a story about be-
ing harassed in a taxi. In one ex-
treme example, she says she nar-
rowly escaped being abducted by a
taxi driver when she was 15 years
old—by pulling out her knife and

holding it to the driver’s
throat.

“I think the pink taxis are
a good thing,” says Ms. Haj-
jar. “It’s the safest way to
go.”

Banet Taxi is positioned
to reap the benefits of the
summer tourist season, an es-
timated $1.7 billion industry,
with about 30% of revenues
coming from conservative
Muslim visitors from Gulf
states.

Once the summer bump
in business is over, Ms. Fa-
khri expects demand for her
fleet to remain as strong as it
has been in her first quarter
of business. That will put her
on target to bring in at least
$200,000 in sales for
2009—a full return on her ini-
tial investment, she says.

Many women here protest
any separation of the sexes as
a step back in the fight for gen-
der equality. But Beirut

women of various political stripes
seem to like the idea of Banet Taxi.

“As a feminist, I don’t believe in
segregation, but I also think women
should have safe space,” says Lina
Abou-Habib, director of the Collec-
tive for Research and Training on De-
velopment Action.Even some of the
city’s old-school competitors ap-
prove.

“Yeah, it’s a good idea,” says Ibra-
him Heisham, a Beiruti in his sixties
who has been driving taxis for 35
years. He smiles and takes a final
puff on his dying cigarette. “And you
know, I think women actually are
good drivers. Sometimes, they are
even better drivers than men.”

Microsoft will provide a choice of Web browsers to European users of the firm’s
Windows software. Above, CEO Steve Ballmer speaking in France last month.

MARKETPLACE

Don Duncan

A pink Banet Taxi, exclusively serving female customers, pulls out into traffic on Hamra Street in Beirut.
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 24.70 $25.45 –0.03 –0.12%
Alcoa AA 27.10 11.02 0.22 2.04%
AmExpress AXP 31.10 29.51 0.06 0.20%
BankAm BAC 180.20 12.51 –0.18 –1.42%
Boeing BA 4.80 42.37 0.42 1.00%
Caterpillar CAT 16.60 42.00 0.74 1.79%
Chevron CVX 8.60 68.43 0.54 0.80%
CiscoSys CSCO 39.50 21.88 –0.02 –0.09%
CocaCola KO 7.80 49.36 0.18 0.37%
Disney DIS 8.30 26.58 –0.22 –0.82%
DuPont DD 7.30 30.04 –0.11 –0.36%
ExxonMobil XOM 16.90 72.29 0.68 0.95%
GenElec GE 57.00 12.03 0.08 0.67%
HewlettPk HPQ 10.80 41.72 0.08 0.19%
HomeDpt HD 10.50 25.32 0.04 0.16%
Intel INTC 48.10 19.36 –0.12 –0.62%
IBM IBM 5.90 117.64 0.58 0.50%
JPMorgChas JPM 31.40 37.92 –0.23 –0.60%
JohnsJohns JNJ 10.60 61.51 1.29 2.14%
KftFoods KFT 11.30 28.12 –0.25 –0.88%
McDonalds MCD 11.80 56.08 –0.01 –0.02%
Merck MRK 23.80 30.99 0.74 2.45%
Microsoft MSFT 206.80 23.45 –2.11 –8.26%
Pfizer PFE 49.70 16.48 0.33 2.04%
ProctGamb PG 8.20 55.84 0.68 1.23%
3M MMM 5.80 69.42 –0.01 –0.01%
TravelersCos TRV 3.00 43.22 0.61 1.43%
UnitedTech UTX 7.20 52.23 –1.15 –2.15%
Verizon VZ 14.40 31.50 0.23 0.74%
WalMart WMT 12.60 48.94 0.18 0.37%

Dow Jones Industrial Average P/E: 14
LAST: 9093.24 s 23.95, or 0.26%

YEAR TO DATE: s 316.85, or 3.6%

OVER 52 WEEKS t 2,277.45, or 20.0%

 Note: Price-to-earnings ratios are for trailing 12 months
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Tracking
credit
markets &
dealmakers

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

Behind Europe’s deals: Bank revenue rankings, Global
Behind every IPO, bond offering, merger deal or syndicated loan is one or more investment banks. Here are
investment banks ranked by year-to-date revenues from recent deals.

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

JPMorgan $3,053 10.2% 52% 28% 15% 5%

Goldman Sachs 2,067 6.9% 48% 22% 28% 1%

Bank of America Merrill Lynch 1,973 6.6% 35% 37% 20% 8%

Morgan Stanley 1,846 6.2% 48% 26% 26% 1%

Citi 1,784 6.0% 30% 39% 23% 8%

UBS 1,494 5.0% 45% 26% 27% 3%

Credit Suisse 1,423 4.8% 44% 35% 18% 3%

Deutsche Bank 1,406 4.7% 35% 40% 19% 5%

Barclays Capital 1,070 3.6% 23% 60% 12% 5%

Source: Dealogic

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

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

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

Fiat 480 –81 –197 –390 Casino Guichard Perrachon 120 ... –10 –21

Porsche Automobil Hldg  218 –79 –90 –243 E.ON  65 ... ... –4

TUI 1663 –61 –288 89 Invensys  165 ... –10 –16

Rallye 1107 –54 –139 –224 BP  35 ... –3 –4

ThyssenKrupp  370 –32 –74 –94 EMI Group  717 ... 3 20

Glencore Intl 446 –29 –72 –127 BAE Sys  58 ... –7 –27

Valeo 242 –28 –64 –47 Allied Domecq  101 2 –16 –21

Renault 346 –25 –66 –117 Havas 383 2 2 6

Contl 758 –22 –202 –147 Ladbrokes 193 2 –12 –8

GKN Hldgs  256 –22 –56 –92 Intl Pwr  516 4 –13 –125

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

Vodafone Grp U.K. Mobile Telecoms $114.9 1.20 2.87% –9.5% 0.9%

BG Grp U.K. Integrated Oil & Gas 64.4 10.97 2.05 –1.0 53.0

ING Groep Netherlands Life Insurance 24.9 8.42 1.89 –59.9 –73.6

ABB Switzerland Industrial Machinery 41.4 19.12 1.86 –29.5 22.4

Soc. Generale France Banks 36.6 44.43 1.74 –27.4 –59.1

L.M. Ericsson Tel B Sweden Telecoms Equipment $28.6 71.50 –7.74% 7.5 –38.4

Bayer Germany Specialty Chemicals 47.2 40.18 –1.93 –28.2 2.8

Nokia Finland Telecoms Equipment 49.2 9.25 –1.91 –48.6 –40.5

ENI Italy Integrated Oil & Gas 98.0 17.23 –1.37 –21.9 –28.3

GDF Suez France Multiutilities 84.4 26.30 –1.29 –35.7 –3.6

...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

Banco Santander 110.8 9.57 1.54% –15.3% –13.7%
Spain (Banks)
Astrazeneca 68.7 28.78 1.34 21.7 –11.7
U.K. (Pharmaceuticals)
Barclays 56.9 3.15 1.34 –11.6 –49.0
U.K. (Banks)
Roche Hldg Part. Cert. 105.8 161.40 1.25 –14.6 –26.3
Switzerland (Pharmaceuticals)
Daimler 47.2 31.31 1.02 –19.5 –22.6
Germany (Automobiles)
British Amer Tob 60.6 18.23 1.00 –1.2 27.2
U.K. (Tobacco)
Iberdrola S.A. 41.0 5.78 0.96 –27.6 –17.0
Spain (Conventional Electricity)
Rio Tinto 61.1 24.30 0.83 –40.6 5.4
U.K. (General Mining)
Koninklijke Phlps 21.2 15.34 0.56 –29.4 –40.9
Netherlands (Consumer Electronics)
Telefonica S.A. 113.8 17.04 0.53 5.7 28.0
Spain (Fixed Line Telecoms)
UniCredit 47.3 1.99 0.51 –40.5 –61.0
Italy (Banks)
Deutsche Bk 44.9 50.90 0.48 –14.6 –44.2
Germany (Banks)
Banco Bilbao Viz 53.4 10.04 0.40 –15.0 –39.2
Spain (Banks)
Intesa Sanpaolo 42.3 2.52 0.30 –31.8 –44.9
Italy (Banks)
HSBC Hldgs 162.2 5.75 0.23 –20.4 –32.3
U.K. (Banks)
Royal Dutch Shell A 92.3 18.33 0.14 –20.9 –34.6
U.K. (Integrated Oil & Gas)
France Telecom 61.4 16.55 –0.03 –14.7 0.7
France (Fixed Line Telecoms)
BP 173.3 5.11 –0.05 –1.3 –21.5
U.K. (Integrated Oil & Gas)
UBS 44.6 14.84 –0.07 –31.3 –75.2
Switzerland (Banks)
AXA S.A. 42.7 14.40 –0.14 –23.8 –46.5
France (Full Line Insurance)

BNP Paribas S.A. 75.9 51.16 –0.23% –21.1% –33.9%
France (Banks)
SAP 54.8 31.51 –0.28 –8.0 –12.1
Germany (Software)
BASF 44.8 34.29 –0.32 –18.0 9.5
Germany (Commodity Chemicals)
Sanofi-Aventis S.A. 86.2 46.15 –0.35 –2.2 –38.2
France (Pharmaceuticals)
Tesco 47.5 3.68 –0.43 –2.4 1.1
U.K. (Food Retailers & Wholesalers)
ArcelorMittal 57.7 26.05 –0.46 –47.7 ...
Luxembourg (Iron & Steel)
Total S.A. 135.3 40.19 –0.50 –16.9 –25.1
France (Integrated Oil & Gas)
E.ON 72.2 25.41 –0.51 –36.6 –20.7
Germany (Multiutilities)
BHP Billiton 56.9 15.54 –0.51 0.1 50.3
U.K. (General Mining)
GlaxoSmithKline 108.7 11.59 –0.52 –2.5 –22.4
U.K. (Pharmaceuticals)
Nestle S.A. 152.8 42.78 –0.56 –3.3 6.2
Switzerland (Food Products)
Credit Suisse Grp 56.9 51.50 –0.58 1.7 –25.2
Switzerland (Banks)
Novartis 116.3 47.18 –0.59 –23.1 –32.2
Switzerland (Pharmaceuticals)
Deutsche Telekom 52.6 8.50 –0.70 –22.3 –30.8
Germany (Mobile Telecoms)
Diageo 41.2 9.09 –0.71 2.4 –4.2
U.K. (Distillers & Vintners)
Unilever 45.2 18.56 –0.88 –0.8 –0.6
Netherlands (Food Products)
Siemens 71.5 55.10 –0.93 –25.1 –12.6
Germany (Diversified Industrials)
Allianz SE 45.2 70.44 –1.07 –35.5 –43.0
Germany (Full Line Insurance)
Assicurazioni Gen 31.3 15.65 –1.07 –28.7 –37.3
Italy (Full Line Insurance)
Anglo Amer 42.2 19.16 –1.14 –28.3 –16.4
U.K. (General Mining)

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 -0.70% 0.17% 1.7% 4.0% -4.4%
Event Driven 0.03% 0.63% 4.0% 6.7% -21.0%
Equity Market Neutral -0.01% 0.86% -0.8% -3.1% -10.7%
Equity Long/Short 0.61% 1.17% 3.0% 1.9% -14.9%

*Estimates as of 07/23/09, 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 0.96 104.06% 0.02% 1.87 0.95 1.32

Eur. High Volatility: 11/1 1.86 108.31 0.04 3.89 1.86 2.64

Europe Crossover: 11/1 6.51 111.93 0.10 9.71 6.51 7.86

Asia ex-Japan IG: 11/1 1.48 109.01 0.04 3.84 1.48 2.36

Japan: 11/1 1.71 115.24 0.05 4.33 1.41 2.42

 Note: Data as of July 23

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.
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By David Pearson

PARIS—The seven North Atlantic
Treaty Organization governments
behind the Airbus A400M military
transport aircraft program pledged
Friday to continue looking for negoti-
ated solutions to the troubled pro-
gram through the end of the year.

Defense ministers from the
A400M core customer countries,
meeting in Le Castellet, in southern
France, renewed their support for the
program and said they will continue
to negotiate with Airbus Military,
which is overseeing the program.

In March, the governments
agreed to a three-month moratorium
effectively preventing them from
backing out of the program to build
the airlifter. They agreed in June to
extend the freeze to the end of July.

European Aeronautics Defence
& Space Co. issued a statement say-
ing it “welcomes the ministers’ state-
ment that the A400M is still their
preferred choice for future air trans-
port,” and their agreement to enter
into detailed negotiations with its
unit Airbus up to the end of the year.

EADS has been forced to set aside
more than Œ2 billion ($2.84 billion)
in provisions against costs stemming
from the program delay. It also said
EADS and its Airbus subsidiary “are
fully committed to finding an agree-
ment that is technically and contrac-
tually acceptable to both sides.”

The Œ20 billion program is al-
ready running three years late due
to development problems chiefly re-
lated to the aircraft’s engine man-
agement system.

The states and the European
arms procurement agency, OCCAR,
are at loggerheads and are trying to
renegotiate the terms of the con-
tract. The moratorium allows the
states to preserve their contractual
rights, the French Defense Ministry
said in a statement.

Airbus has said the plane is now
expected to make its maiden flight
around the turn of the year. Deliver-
ies to the air forces of France, Ger-
many, the U.K., Spain, Belgium, Lux-
embourg and Turkey won’t start un-
til three years later.

The armed forces of France and
the U.K. are eager to get their planes
quickly to replace their aging fleets
of tactical airlifters and put them to
use for their troops in foreign war
zones such as Afghanistan.

EADS officials acknowledge that
the initial contract with OCCAR
signed in 2003 was deeply flawed, as
it was crafted like a commercial con-
tract and not a military one, with
EADS assuming all the risks for poten-
tial overruns. The six-and-a-half-year
development time allotted was also
much tooshort for such a complex mil-
itary program, with the work shared
among the seven customer countries.

The A400M is an all-new aircraft
powered by four turboprop engines
that were developed specially for
the aircraft. It has multiple capabili-
ties: it can be adapted to carry
troops, to refuel aircraft in flight, to
transport military vehicles and
carry out humanitarian missions.

Fortune Brands earnings slip 27%
Golf, home products
drag down results;
forecast is trimmed

Airbus expects the
A400M to make its
maiden flight around
the turn of the year.

By Kerry Grace Benn

And Anjali Cordeiro

Fortune Brands Inc.’s second-
quarter earnings fell 27% on contin-
ued weakness in its home-products
businesses and slow sales of golf
products, but the conglomerate’s
earnings beat expectations.

The company also lowered the
top end of its full-year earnings out-
look, with Chairman and Chief Exec-
utive Bruce Carbonari saying the
prior projection assumed an im-
provement in the company’s mar-
kets that hasn’t occurred.

Fortune Brands’ home and hard-

ware segment sells products such as
Moen faucets and Kitchen Craft cabi-
netry. The business—which pro-
vides about 45% of the company’s

revenue—has been hit hard by the
U.S. housing slump.

Sales in the the home and hard-
ware segment dropped 25% though

the unit swung to a profit, as ex-
pected, due to lowered costs and
other restructuring moves by the
Deerfield, Ill., company.

In a conference call Friday, execu-
tives offered a cautious view on the
home business. They said the indus-
try is on track to fall 25% in 2009,
and the new-construction market is
likely to decline more than 40%,
greater than previously expected.

Another big player in the home-
products business, Black & Decker
Corp., said its second-quarter profit
plunged 60%. Sales of power tools
and accessories, by far its largest
segment, fell 21%.

Fortune’s spirit and wine sales,
meantime, slid 1.3% while earnings
rose 1.2%. Golf sales and earnings
fell 19% and 36%, respectively. The
company posted overall profit of
$99.8 million, down from $136 mil-
lion in the year-earlier quarter.
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Slicing into sales
Second-quarter sales at 
Fortune Brands, in billions

Fortune Brands’ Moen faucets, 
on sale at Home Depot

GolfSpirits
Home and hardware

20082009

$1.74 billion

$1.04$0.78

$0.45$0.37

$0.61$0.60

$2.1 billion

Source: the company

Governments
pledge support
for plane project

www.goodentrepreneur.com

CNBC and Allianz have launched a competition to find entrepreneurs with environmentally
sustainable business concepts. Do you have an idea that could lead to a greener future?

The winner will receive a prize worth more than €250,000,which includes financial
and business support from Allianz and CNBC. Entries must be received by 31 July 2009.

Visit The Good Entrepreneur website to learn more.

All it takes is one good thought,
one good idea, to inspire the world.

Have you got a GOOD
idea that could change
the world?

Last chance tO enter!

cLOsinG Date: 31 JuLy
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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.

2.56% 13 World -a % % 197.44 0.28%–23.6% 4.46% 12 U.S. Select Dividend -b % % 556.78 0.66%–18.0%

2.21% 14 Global Dow 1158.80 0.75% –19.7% 1747.64 0.41% –27.3% 4.40% 16 Infrastructure 1284.10 –0.13% –15.3% 1738.53 –0.47% –23.3%

3.37% 26 Stoxx 600 219.70 –0.05% –22.0% 232.97 –0.39% –29.4% 1.69% 7 Luxury 754.80 0.28% –11.1% 908.67 –0.06% –19.4%

3.53% 17 Stoxx Large 200 236.00 –0.09% –22.4% 248.90 –0.43% –29.7% 6.24% 5 BRIC 50 367.10 0.83% –12.2% 497.05 0.49% –20.4%

2.54% -17 Stoxx Mid 200 200.90 0.05% –19.6% 211.92 –0.29% –27.2% 4.33% 11 Africa 50 711.50 0.19% –23.6% 641.24 –0.15% –30.8%

2.74% -28 Stoxx Small 200 125.20 0.32% –20.3% 132.05 –0.02% –27.8% 3.63% 6 GCC % % 1357.09 0.08% –52.6%

3.35% 19 Euro Stoxx 238.30 –0.09% –24.5% 252.74 –0.42% –31.6% 3.19% 13 Sustainability 727.40 0.37% –18.3% 872.15 0.03% –25.9%

3.51% 14 Euro Stoxx Large 200 254.40 –0.14% –24.9% 268.12 –0.47% –32.0% 2.43% 13 Islamic Market -a % % 1727.28 0.25% –20.2%

2.58% -12 Euro Stoxx Mid 200 221.90 0.11% –22.6% 233.78 –0.22% –29.8% 2.72% 12 Islamic Market 100 1555.20 0.48% –9.1% 1889.94 0.14% –17.7%

2.82% 16 Euro Stoxx Small 200 134.70 0.24% –21.7% 141.84 –0.10% –29.0% 2.72% 12 Islamic Turkey -c % % % %

5.96% 8 Stoxx Select Dividend 30 1218.80 0.07% –28.5% 1481.20 –0.27% –35.2% 2.04% 13 DJ U.S. TSM % % 10061.55 0.38% –21.6%

5.19% 9 Euro Stoxx Select Div 30 1421.20 –0.41% –34.1% 1733.83 –0.74% –40.3% % DJ-UBS Commodity 119.60 0.50% –33.2% 123.32 0.16% –39.5%

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

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

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

Australia 1.2268 2.0136 1.1443 0.1646 0.0396 0.1964 0.0130 0.3176 1.7421 0.2340 1.1352 ...

 Canada 1.0808 1.7738 1.0081 0.1450 0.0349 0.1730 0.0114 0.2798 1.5347 0.2061 ... 0.8809

 Denmark 5.2426 8.6046 4.8900 0.7035 0.1692 0.8394 0.0554 1.3570 7.4444 ... 4.8508 4.2732

 Euro 0.7042 1.1558 0.6569 0.0945 0.0227 0.1128 0.0074 0.1823 ... 0.1343 0.6516 0.5740

 Israel 3.8633 6.3408 3.6034 0.5184 0.1247 0.6185 0.0408 ... 5.4858 0.7369 3.5746 3.1489

 Japan 94.7050 155.4393 88.3360 12.7079 3.0558 15.1632 ... 24.5143 134.4811 18.0647 87.6290 77.1940

 Norway 6.2457 10.2511 5.8257 0.8381 0.2015 ... 0.0659 1.6167 8.8689 1.1913 5.7790 5.0909

 Russia 30.9915 50.8663 28.9073 4.1586 ... 4.9621 0.3272 8.0221 44.0079 5.9115 28.6759 25.2612

 Sweden 7.4525 12.2317 6.9513 ... 0.2405 1.1932 0.0787 1.9291 10.5825 1.4215 6.8956 6.0745

 Switzerland 1.0721 1.7596 ... 0.1439 0.0346 0.1717 0.0113 0.2775 1.5224 0.2045 0.9920 0.8739

 U.K. 0.6093 ... 0.5683 0.0818 0.0197 0.0976 0.0064 0.1577 0.8652 0.1162 0.5638 0.4966

 U.S. ... 1.6413 0.9327 0.1342 0.0323 0.1601 0.0106 0.2588 1.4200 0.1907 0.9253 0.8151

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 327.25 –11.50 –3.39% 707.00 302.00
Soybeans (cents/bu.) CBOT 915.00 –17.00 –1.82 1,557.50 670.00
Wheat (cents/bu.) CBOT 516.25 –15.50 –2.91 1,072.00 512.00
Live cattle (cents/lb.) CME 89.750 –0.350 –0.39 118.500 81.250
Cocoa ($/ton) ICE-US 2,907 24 0.83% 3,237 1,950
Coffee (cents/lb.) ICE-US 123.95 –0.60 –0.48 183.30 109.00
Sugar (cents/lb.) ICE-US 18.43 0.17 0.93 18.49 11.05
Cotton (cents/lb.) ICE-US 59.61 –2.11 –3.42 101.50 45.25
Crude palm oil (ringgit/ton) MDEX 2,122.00 22 1.05 2,685 1,965
Cocoa (pounds/ton) LIFFE 1,841 22 1.21 1,985 1,177
Robusta coffee ($/ton) LIFFE 1,474 –34 –2.25 2,324 1,250

Copper (cents/lb.) COMEX 252.20 –0.20 –0.08 375.35 129.55
Gold ($/troy oz.) COMEX 955.90 –1.70 –0.18 1,060.00 494.00
Silver (cents/troy oz.) COMEX 1387.50 10.50 0.76 2,009.00 886.00
Aluminum ($/ton) LME 1,811.00 81.00 4.68 2,986.00 1,288.00
Tin ($/ton) LME 14,700.00 460.00 3.23 22,595.00 9,750.00
Copper ($/ton) LME 5,550.00 65.00 1.19 8,070.00 2,815.00
Lead ($/ton) LME 1,757.00 38.00 2.21 2,225.00 870.00
Zinc ($/ton) LME 1,698.50 27.50 1.65 1,915.00 1,065.00
Nickel ($/ton) LME 16,625 255 1.56 21,195 9,000

Crude oil ($/bbl.) NYMEX 68.05 0.89 1.33 142.60 44.28
Heating oil ($/gal.) NYMEX 1.8083 0.0143 0.80 4.0400 1.2589
RBOB gasoline ($/gal.) NYMEX 1.8880 0.0067 0.36 3.0875 1.1450
Natural gas ($/mmBtu) NYMEX 3.861 0.151 4.07 12.059 3.366
Brent crude ($/bbl.) ICE-EU 70.32 1.07 1.55 134.00 44.13
Gas oil ($/ton) ICE-EU 574.75 5.00 0.88 1,086.00 411.50

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on July 24
Per In

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

Argentina peso-a 5.4095 0.1849 3.8095 0.2625

Brazil real 2.6991 0.3705 1.9008 0.5261

Canada dollar 1.5347 0.6516 1.0808 0.9253
1-mo. forward 1.5345 0.6517 1.0806 0.9254

3-mos. forward 1.5341 0.6519 1.0803 0.9256
6-mos. forward 1.5338 0.6520 1.0802 0.9258

Chile peso 766.80 0.001304 540.00 0.001852
Colombia peso 2793.50 0.0003580 1967.25 0.0005083

Ecuador US dollar-f 1.4200 0.7042 1 1
Mexico peso-a 18.7646 0.0533 13.2145 0.0757

Peru sol 4.2579 0.2349 2.9985 0.3335
Uruguay peso-e 32.830 0.0305 23.120 0.0433

U.S. dollar 1.4200 0.7042 1 1
Venezuela bolivar 3.05 0.327959 2.15 0.465701

ASIA-PACIFIC
Australia dollar 1.7421 0.5740 1.2268 0.8151
China yuan 9.7006 0.1031 6.8314 0.1464

Hong Kong dollar 11.0049 0.0909 7.7500 0.1290
India rupee 68.4795 0.0146 48.2250 0.0207

Indonesia rupiah 14186 0.0000705 9990 0.0001001
Japan yen 134.48 0.007436 94.71 0.010559

1-mo. forward 134.44 0.007438 94.68 0.010562
3-mos. forward 134.35 0.007443 94.62 0.010569

6-mos. forward 134.18 0.007453 94.49 0.010583
Malaysia ringgit-c 5.0119 0.1995 3.5295 0.2833

New Zealand dollar 2.1669 0.4615 1.5260 0.6553
Pakistan rupee 116.582 0.0086 82.100 0.0122

Philippines peso 68.054 0.0147 47.925 0.0209
Singapore dollar 2.0457 0.4888 1.4407 0.6941

South Korea won 1769.32 0.0005652 1246.00 0.0008026
Taiwan dollar 46.619 0.02145 32.830 0.03046
Thailand baht 48.245 0.02073 33.975 0.02943

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

Euro zone euro 1 1 0.7042 1.4200

1-mo. forward 1.0000 1.0000 0.7042 1.4200

3-mos. forward 1.0000 1.0000 0.7042 1.4200

6-mos. forward 1.0000 1.0000 0.7042 1.4200

Czech Rep. koruna-b 25.559 0.0391 18.000 0.0556

Denmark krone 7.4444 0.1343 5.2426 0.1907

Hungary forint 267.51 0.003738 188.39 0.005308

Norway krone 8.8689 0.1128 6.2457 0.1601

Poland zloty 4.1976 0.2382 2.9561 0.3383

Russia ruble-d 44.008 0.02272 30.992 0.03227

Sweden krona 10.5825 0.0945 7.4525 0.1342

Switzerland franc 1.5224 0.6569 1.0721 0.9327

1-mo. forward 1.5219 0.6571 1.0717 0.9331

3-mos. forward 1.5208 0.6575 1.0710 0.9337

6-mos. forward 1.5183 0.6586 1.0692 0.9353

Turkey lira 2.1147 0.4729 1.4892 0.6715

U.K. pound 0.8652 1.1558 0.6093 1.6413

1-mo. forward 0.8652 1.1558 0.6093 1.6412

3-mos. forward 0.8653 1.1556 0.6094 1.6410

6-mos. forward 0.8653 1.1556 0.6094 1.6410

MIDDLE EAST/AFRICA
Bahrain dinar 0.5353 1.8679 0.3770 2.6525

Egypt pound-a 7.9080 0.1265 5.5690 0.1796

Israel shekel 5.4858 0.1823 3.8633 0.2588

Jordan dinar 1.0057 0.9943 0.7083 1.4119

Kuwait dinar 0.4069 2.4576 0.2866 3.4898

Lebanon pound 2133.55 0.0004687 1502.50 0.0006656

Saudi Arabia riyal 5.3253 0.1878 3.7502 0.2667

South Africa rand 11.0532 0.0905 7.7840 0.1285

United Arab dirham 5.2096 0.1920 3.6688 0.2726

SDR -f 0.9111 1.0976 0.6416 1.5585

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.

 26 EUROPE DJ Stoxx 600 219.67 –0.12 –0.05% 11.6% –22.0%

 14 DJ Stoxx 50 2248.15 –1.97 –0.09 8.8% –21.3%

 19 Euro Zone DJ Euro Stoxx 238.30 –0.21 –0.09 7.0% –24.5%

 16 DJ Euro Stoxx 50 2582.76 –3.03 –0.12 5.4% –22.9%

 9 Austria ATX 2202.00 24.03 1.10% 25.8% –38.8%

 12 Belgium Bel-20 2135.43 –5.42 –0.25 11.9% –30.2%

 9 Czech Republic PX 980.4 23.2 2.42 14.2% –31.6%

 16 Denmark OMX Copenhagen 287.50 0.54 0.19 27.1% –24.2%

 12 Finland OMX Helsinki 5659.88 –2.25 –0.04 4.7% –33.2%

 12 France CAC-40 3366.45 –7.27 –0.22 4.6% –23.1%

 20 Germany DAX 5229.36 –17.92 –0.34 8.7% –18.8%

 … Hungary BUX 16601.23 64.36 0.39 35.6% –23.2%

 8 Ireland ISEQ 2803.19 –24.68 –0.87 19.6% –42.5%

 10 Italy FTSE MIB 20161.18 –81.13 –0.40 3.6% –29.7%

 9 Netherlands AEX 276.15 unch. unch. 12.3% –30.2%

 10 Norway All-Shares 345.90 –1.61 –0.46 28.0% –26.2%

 17 Poland WIG 33997.11 467.61 1.39 24.9% –16.3%

 14 Portugal PSI 20 7253.69 –45.52 –0.62 14.4% –15.8%

 … Russia RTSI 1012.62 36.66 3.76% 60.3% –48.1%

 9 Spain IBEX 35 10438.6 68.8 0.66 13.5% –9.9%

 15 Sweden OMX Stockholm 266.40 –0.34 –0.13% 30.4% –2.6%

 12 Switzerland SMI 5760.90 –4.61 –0.08 4.1% –17.9%

 … Turkey ISE National 100 39395.38 493.41 1.27 46.6% 4.9%

 11 U.K. FTSE 100 4576.61 16.81 0.37 3.2% –14.5%

 21 ASIA-PACIFIC DJ Asia-Pacific 110.37 1.02 0.93 17.9% –19.3%

 … Australia SPX/ASX 200 4089.8 25.7 0.63 9.9% –17.7%

 34 China CBN 600 28791.62 60.57 0.21 95.0% 21.6%

 17 Hong Kong Hang Seng 19982.79 165.09 0.83 38.9% –12.1%

 17 India Sensex 15378.96 147.92 0.97 59.4% 7.7%

 … Japan Nikkei Stock Average 9944.55 151.61 1.55 12.2% –25.4%

 … Singapore Straits Times 2533.43 48.53 1.95 43.8% –13.3%

 11 South Korea Kospi 1502.59 6.10 0.41 33.6% –6.0%

 15 AMERICAS DJ Americas 257.42 0.99 0.39 13.8% –22.1%

 … Brazil Bovespa 54457.29 207.93 0.38 45.0% –4.8%

 18 Mexico IPC 26646.37 –159.05 –0.59 19.1% –1.6%

*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 July 24, 2009

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE

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

3.00% 16 ALL COUNTRY (AC) WORLD* 260.82 1.93% 14.6% –26.6%

3.00% 17 World (Developed Markets) 1,024.71 1.93% 11.4% –26.9%

2.70% 18 World ex-EMU 120.16 1.87% 11.7% –25.7%

2.80% 19 World ex-UK 1,021.92 1.92% 10.6% –26.3%

3.80% 16 EAFE 1,385.79 1.37% 12.0% –29.6%

2.90% 14 Emerging Markets (EM) 822.11 1.93% 45.0% –24.4%

4.40% 11 EUROPE 76.62 1.94% 10.4% –24.3%

4.60% 12 EMU 155.87 2.26% 9.7% –33.1%

4.10% 13 Europe ex-UK 83.84 2.03% 8.1% –23.8%

5.50% 9 Europe Value 85.75 2.27% 10.6% –25.1%

3.30% 15 Europe Growth 66.54 1.60% 10.1% –23.6%

3.50% 12 Europe Small Cap 131.46 1.40% 30.2% –25.1%

2.70% 7 EM Europe 218.75 4.52% 37.7% –46.6%

5.00% 8 UK 1,355.04 1.46% 3.1% –18.7%

3.10% 13 Nordic Countries 120.05 2.70% 22.4% –27.0%

2.00% 6 Russia 587.82 5.70% 42.6% –59.4%

4.20% 10 South Africa 641.80 0.37% 10.9% –10.4%

3.40% 17 AC ASIA PACIFIC EX-JAPAN 346.86 1.25% 40.2% –19.3%

1.70%-117 Japan 561.09 0.33% 5.9% –32.8%

2.40% 16 China 58.95 2.51% 44.5% –5.0%

1.10% 18 India 603.54 2.87% 63.5% 10.8%

1.30% 20 Korea 418.15 –0.04% 36.2% –8.7%

4.40% 29 Taiwan 254.63 –0.01% 46.9% –13.3%

2.20% 22 US BROAD MARKET 1,077.53 2.43% 9.7% –23.5%

1.60% -40 US Small Cap 1,423.07 3.10% 14.1% –21.3%

3.50% 13 EM LATIN AMERICA 3,214.11 2.57% 54.7% –32.4%

*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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Regulatory reaction
Merck KGaA’s 52-week share 
performance on the Frankfurt 
Stock Exchange
Friday’s close: Œ62.62, down 15%

Source: Thomson Reuters Datastream
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By Vanessa O’Connell

De Beers SA, the world’s top dia-
mond producer, posted a 57% de-
cline in sales of rough diamonds in
the first half, evidence of the reces-
sion’s impact on the $77.5 billion glo-
bal retail market for diamond jew-
elry.

On Friday, De Beers, a privately
held company, also reported a 99%
drop in first-half profit to $3 mil-
lion. But the company said its sales
of rough stones have begun to pick
up in recent months, and it forecast
stronger demand for diamond jew-
elry later this year.

“We’re on the way back,”
Stephen Lussier, De Beers’s execu-
tive director, said in an interview.
“The story is looking considerably
better than it was three or four
months ago.”

De Beers posted a second-quar-
ter profit of $189 million on sales of
$1.3 billion, following a first-quar-
ter loss of $186 million on sales of
just $400 million. The first-half
sales were down from $3.7 billion a
year earlier.

De Beers generally reports only
year-end and half-year results. It
said it was presenting the quarterly
sales and earnings to show how its
performance has improved.

De Beers produces and markets
40% of the world’s uncut and un-
polished diamonds by value, ex-
tracting them from 14 mines in
Canada, South Africa, Botswana
and Namibia.

It sells the diamonds to 78 “site-

holders,” or clients, which are prima-
rily diamond-cutting companies.
They polish the rough stones into
gems and sell them to retail stores.
Recently, the siteholders have suf-
fered from a pullback in lending by
banks, as well as a sharp downturn
in demand.

Mr. Lussier blamed excess inven-
tory in the diamond pipeline for the
hit to De Beers’s rough diamond
sales in the first quarter, but he said
that in recent months the inventory
has been cleared.

Earlier this year, De Beers tempo-
rarily ceased production at many of
its mines, resulting in a 73% drop in
first-half output. It anticipates that
output this year will be half of last
year’s 48.1 million total carats.

While most of the mines have re-
sumed production, Damtshaa—
which De Beers operates through a
joint venture with the government
of Botswana—is expected to remain
shut for the rest of the year, the com-
pany said.

Despite the recent plunge in its
sale of rough stones, De Beers esti-
mates retail sales of diamond jew-
elry globally are down just 5% to
10% overall.

De Beers also has 42 jewelry
stores world-wide in a retailing

joint venture with French luxury-
goods company LVMH Moët Hen-
nessy Louis Vuitton.

Mr. Lussier said that venture is
“in the same difficult environment
as Cartier and Tiffany and others,”
but it has seen strong growth in unit
sales, particularly in engagement
rings and other bridal jewelry.

Demand for diamonds priced at
$100,000 and up continues to be
weak. Only in the past six to nine
weeks has De Beers begun to see re-
newed interest in high-priced items,
Mr. Lussier said.

IntheU.S.retail market, whichac-
counts for about half of all jewelry
sales, the rate of the sales decline is
slowing, he said, while in Asia,
“we’re back into growth.”

Underscoring the uncertain out-
look for De Beers earlier this year,
the firm recently received twosignif-
icant loans from its three sharehold-
ers—Anglo American PLC, which
owns 45%, the Oppenheimer family,
with 40%, and the Botswana govern-
ment, which owns 15%.

InFebruary,the shareholderspro-
videdDeBeers with$500 million, fol-
lowing a $300 million loan late last
year. On Friday, the firm said it had
$622 million net cash.

De Beers stays optimistic
Stronger demand
for jewelry is forecast
despite drop in profit

Debswana diamond mine, a joint venture of De Beers and Botswana. De Beers
said its sales of rough stones have begun to pick up in recent months.

Merck KGaA takes hit on drug

CORPORATE NEWS

It estimates retail
sales of diamond
jewelry globally are
down just 5% to 10%.

Fiat SpA

The European Commission Fri-
day cleared Italian car maker Fiat
SpA to buy a 20% stake in Chrysler
Group LLC of the U.S. Fiat is taking
a stake in Chrysler in exchange for
access to foreign markets and tech-
nology to make small cars. It aims
to use Chrysler to return to the
U.S. market, where its namesake
auto brand has long been absent.
It also sees Chrysler as a way to
help it increase its production ca-
pacity toward the minimum it says
is needed to survive the industry
crisis. Fiat currently produces
about two million cars a year and,
together with alliance partner
Chrysler, will make about four mil-
lion. The commission, the Euro-
pean Union’s executive arm, said it
didn’t see competition concerns
with the deal, which it said would
give Fiat the ability “to exercise
sole control” at Chrysler.

By Natascha Divac

FRANKFURT—A European
Union panel Friday dealt a blow to
Merck KGaA’s hopes to extend the
use of Erbitux, its leading oncol-
ogy drug, to lung cancer.

The bad news, coupled with
lackluster second-quarter earn-
ings, sent shares in the German
pharmaceutical and chemicals con-
glomerate sharply lower.

Erbitux, approved for some types
of bowel cancer and head and neck
cancer, generated sales of Œ565 mil-
lion ($802 million) last year. Merck
had hoped the treatment could
reach Œ1 billion in sales by 2010 or
2011. Analysts now say hitting that
goal will probably be delayed.

The Committee for Medicinal
Products for Human, part of the Eu-
ropean Medicines Agency, issued a
so-called negative opinion on the
use of Erbitux in non-small-cell
lung cancer, saying benefits of us-
ing the drug to treat the disease
didn’t outweigh its risks. It added
that Erbitux’s benefits were mod-
est in terms of survival times.

Merck, which markets the drug
in Europe, said it is considering ap-
pealing the decision and added it
requested that the committee re-
examine data demonstrating clini-
cally relevant benefits for patients.

LBBW analyst Hanns Frohnm-
eyer had expected Erbitux to be
launched as a lung-cancer treat-
ment by the end of this year, with
sales of Œ600 million in 2012. Even
if Merck’s appeal is successful,
“we expect a one-year delay of the
launch,” he said.

Investors were also disap-
pointed by Merck’s earnings. The
company’s net profit fell to Œ108.5
million in the three months ended
June 30 from Œ207.4 million a year
earlier, well below analysts’ expec-
tations for Œ128 million. Revenue,
including royalty income, was
steady at Œ1.9 billion.

Chief Executive Karl-Ludwig
Kley said the global economic cri-
sis is hurting Merck, but “to a
lesser extent than many compa-
nies.”

Merck shares closed down 15%
at Œ62.62 in a flat German market.
The stock has lost 20% of its value
over the past 12 months.

Merck isn’t affiliated with
U.S.-based drug company Merck & Co.
 —Allison Connolly

contributed to this article.

GLOBAL BUSINESS BRIEFS

—Compiled from staff
and wire service reports.

British Airways PLC

British Airways PLC’s premium-
class subsidiary, OpenSkies, on Fri-
day said it is suspending its service
between Amsterdam and New York,
starting Aug. 16, citing a significant
drop in demand. OpenSkies will in-
stead focus on the Paris-to-New
York route, it said. Despite the diffi-
cult market conditions for pre-
mium travel, OpenSkies said it had
doubled its market share in the
Paris-to-New York business-class
route to 25% in the past year. Open-
Skies customers who currently
hold tickets for the Amsterdam-to-
New York route will now have a
choice of a refund or flying with
British Airways via London.
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Jet Airways (India) Ltd.

Jet Airways (India) Ltd. said Fri-
day it swung to a fiscal-first-quarter
loss as a decline in global air travel
offset gains from lower fuel costs.
The Indian airline posted a net loss
of 2.25 billion rupees ($46.5 million)
for the three months ended June 30,
compared with a net profit of 1.43 bil-
lion rupees a year earlier. Revenue
fell 26% from a year earlier to 20.85
billion rupees. Separately, the com-
pany’s directors approved a pro-
posal to raise as much as $400 mil-
lion, though the method for the fund-
raising hasn’t been finalized. The
company’s international operations
contributed about 57% of its operat-
ing revenue during the quarter, up
from 48% a year earlier. Jet Airways
carried 2.59 million passengers in
the first quarter, an 18% decline
from the year-earlier period.

Nufarm Ltd.

Nufarm Ltd. of Australia said it
received a preliminary approach by
China’s Sinochem Corp. for a poten-
tial takeover, the latest in a series of
overtures by Chinese state-owned
entities to acquire assets in Austra-
lia. Nufarm, which makes and dis-
tributes agricultural chemicals, has
a market capitalization of 2.43 bil-
lion Australian dollars, or roughly
US$2 billion, based on Friday’s clos-
ing prices. Sinochem on Sunday con-
firmed the talks. Buying Nufarm
would expand Sinochem’s share of
the market for herbicides and pesti-
cides in the global market, securing
critical supplies for China, the
world’s largest and fastest-growing
consumer of grains.

Ranbaxy Laboratories Ltd.

Ranbaxy Laboratories Ltd. on Fri-
day reported a higher-than-expected
consolidated profit in thesecond quar-
ter, as a stronger rupee helped the ge-
neric-drug maker record foreign-ex-
change gains. The India-based com-
pany also retained its financial guid-
ance for the year, even as it said it ex-
pects to meet soon with U.S. Food and
Drug Administration officials to move
forward on the resolution of pending
regulatory issues. Consolidated profit
for the quarter ended June 30 rose to
6.93 billion rupees ($144 million)
from 229 million rupees a year earlier,
helped by foreign-exchange gains of
8.07 billion rupees, Ranbaxy said. Ran-
baxy,a unit of DaiichiSankyo Co. ofJa-
pan, had reported losses in the past
three quarters, hit by unfavorable cur-
rency bets, regulatory issues and the
economic slowdown.

Saab AB

Swedish aerospace and defense
company Saab AB said Friday that
its second-quarter profit fell 14%,
blaming weaker demand, project
delays and order cancellations.
The results weren’t as bad as ex-
pected, however, causing the com-
pany’s shares to rally. Profit in the
April to June period fell to 294 mil-
lion Swedish kronor ($39.4 mil-
lion) from 341 million kronor in
the year-earlier period. Sales rose
5% to 6.3 billion kronor amid favor-
able exchange rates.Despite the
tougher market conditions, Stock-
holm-based Saab said it expects
sales for the full year to be higher
than in 2008, although operating
margins are likely to fall. In its
forecast for the full year, Saab said
its development depends on Swed-
ish defense plans and that it will
also continue to be affected by the
global economy.

Schlumberger Ltd.

Schlumberger Ltd.’s second-
quarter profit fell 57% on sluggish
activity in the hard-hit North Ameri-
can oil sector. The oil-services gi-
ant’s North American operations
seem to have reached “some stabil-
ity” after the precipitous fall it expe-
rienced in the first half of the year,
said Chief Executive Andrew Gould.
But a major boost in onshore activ-
ity by natural gas-producing compa-
nies is unlikely during the rest of the
year as storage levels remain high.
This means that prices for Schlum-
berger's services in the region “will
remain depressed,” he said. Schlum-
berger, the largest oilfield-services
company by sales, reported a profit
of $613 million, or 51 cents a share,
down from $1.42 billion, or $1.16 a
share, a year earlier. The latest quar-
ter included 17 cents a share in re-
structuring-related charges. Reve-
nue fell 18% to $5.53 billion.

TeliaSonera AB

TeliaSonera boosts outlook
as earnings increase 8.2%

TeliaSonera AB Friday raised its
earnings margin estimates for the
full year and said it aimed to keep
costs below last year’s level as it
posted an 8.2% rise in second-quar-
ter net profit. In April, TeliaSonera,
the Nordic region’s largest telecom
operator, cut its 2009 guidance, fore-
casting sales at around the same
level or slightly below 2008. Telia-
Sonera cut costs by 5.8% in the sec-
ond quarter compared with last
year. “We expect that our efforts to
lower addressable costs and capital
expenditure will offset the negative
impact from declining gross domes-
tic product and rising unemploy-
ment in our markets,” said Chief Ex-
ecutive Lars Nyberg. Net profit rose
to 4.47 billion Swedish kroner
($594.9 million) and sales increased
8.7% to 27.48 billion kroner.
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EFG-Hermes Telecom OT EQ BMU 05/29 USD 28.96 12.9 –18.6 –8.2

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

n HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 07/23 USD 307.05 25.1 0.1 0.9
Sel Emerg Mkt Equity GL EQ GGY 07/23 USD 180.50 37.8 –23.0 –16.7
Sel Euro Equity EUR US EQ GGY 07/22 EUR 83.00 11.4 –26.3 –28.5
Sel European Equity EU EQ GGY 07/23 USD 159.73 16.2 –33.4 –27.0
Sel Glob Equity GL EQ GGY 07/23 USD 168.05 17.0 –27.5 –24.8
Sel Glob Fxd Inc GL BD GGY 07/23 USD 133.45 3.5 –8.4 –2.8
Sel Pacific Equity AS EQ GGY 07/23 USD 121.06 33.9 –22.5 –15.6
Sel US Equity US EQ GGY 07/23 USD 110.92 10.1 –25.1 –21.0
Sel US Sm Cap Eq US EQ GGY 07/23 USD 151.10 15.6 –27.6 –24.6

n SEB Sicav 2
Nordic Small Cap -C- OT OT LUX 07/24 EUR 103.86 NS NS NS

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 07/23 EUR 23.70 –9.6 –52.7 –48.0
MP-TURKEY.SI OT OT SVN 07/23 EUR 27.46 40.6 –20.7 –29.3

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810

Eastern European Bond Fund OT OT LVA 07/23 USD 12.72 45.9 –10.3 –3.2
Parex Caspian Sea Eq EU EQ LVA 07/23 EUR 2.91 38.6 –63.1 –47.0
Parex Eastern Europ Bd EU BD LVA 07/23 USD 12.72 45.9 –10.3 –3.2
Parex Russian Eq EE EQ LVA 07/23 USD 14.88 71.8 –47.8 –25.7

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 07/24 USD 150.41 35.6 –20.2 –18.8
PF (LUX)-Asian Eq-Pca AS EQ LUX 07/24 USD 143.68 35.0 –20.9 –19.5
PF (LUX)-Biotech-Pca OT EQ LUX 07/23 USD 284.26 –0.3 –22.4 –3.4
PF (LUX)-CHF Liq-Pca CH MM LUX 07/23 CHF 124.17 0.2 0.6 1.3
PF (LUX)-CHF Liq-Pdi CH MM LUX 07/23 CHF 93.73 0.2 0.6 1.3
PF (LUX)-Digital Comm-Pca OT EQ LUX 07/23 USD 102.05 25.5 –6.1 –10.4
PF (LUX)-East Eu-Pca EU EQ LUX 07/23 EUR 232.57 74.2 –39.6 –31.6
PF (LUX)-Emg Mkts LC-Pca GL EQ LUX 07/24 USD 133.71 43.5 –27.3 –20.7
PF (LUX)-Emg Mkts-Pca GL EQ LUX 07/24 USD 435.28 43.1 –28.5 –20.9
PF (LUX)-Eu Indx-Pca EU EQ LUX 07/23 EUR 87.35 14.3 –20.5 –22.8
PF (LUX)-EUR Bds-Pca EU BD LUX 07/23 EUR 375.02 0.4 6.3 2.0
PF (LUX)-EUR Bds-Pdi EU BD LUX 07/23 EUR 285.39 0.4 6.3 2.0
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 07/23 EUR 139.09 11.4 8.9 2.9
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 07/23 EUR 97.78 11.4 8.9 2.9
PF (LUX)-EUR HiYld-Pca EU BD LUX 07/23 EUR 122.56 35.9 –6.1 –8.9
PF (LUX)-EUR HiYld-Pdi EU BD LUX 07/23 EUR 71.05 35.9 –6.1 –8.9
PF (LUX)-EUR Liq-Pca EU MM LUX 07/23 EUR 135.73 0.8 2.3 2.9
PF (LUX)-EUR Liq-Pdi EU MM LUX 07/23 EUR 97.82 0.8 2.2 2.9
PF (LUX)-EUR Sov Liq-Pca OT OT LUX 07/23 EUR 102.36 0.5 1.9 NS
PF (LUX)-EUR Sov Liq-Pdi OT OT LUX 07/23 EUR 101.00 0.5 1.9 NS
PF (LUX)-Europ Eq-Pca EU EQ LUX 07/23 EUR 351.55 14.9 –23.6 –28.3
PF (LUX)-EuSust Eq-Pca EU EQ LUX 07/23 EUR 115.00 13.7 –20.1 –25.6
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 07/23 USD 221.60 17.0 11.1 7.3
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 07/23 USD 150.75 17.0 11.1 7.3
PF (LUX)-Gr China-Pca AS EQ LUX 07/24 USD 313.63 47.4 –7.8 –10.2
PF (LUX)-Indian Eq-Pca EA EQ LUX 07/24 USD 303.44 58.3 –10.6 –12.9
PF (LUX)-Jap Index-Pca JP EQ LUX 07/24 JPY 8829.79 8.4 –31.2 –27.6
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 07/24 JPY 7712.57 5.6 –35.7 –32.3
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 07/24 JPY 7501.50 5.3 –36.1 –32.8
PF (LUX)-JpEq130/30-Pca JP EQ LUX 07/24 JPY 4348.96 10.8 –29.9 –27.7
PF (LUX)-Pacif Idx-Pca AS EQ LUX 07/24 USD 216.80 36.9 –22.7 –15.8
PF (LUX)-Piclife-Pca CH BA LUX 07/23 CHF 741.34 7.5 –4.7 –8.5
PF (LUX)-PremBrnds-Pca OT EQ LUX 07/23 EUR 53.22 20.6 –11.1 –21.8
PF (LUX)-Rus Eq-Pca OT OT LUX 07/23 USD 44.31 94.0 –49.8 NS
PF (LUX)-Security-Pca GL EQ LUX 07/23 USD 86.86 21.6 –8.0 –14.5
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 07/23 EUR 388.24 19.0 –24.2 –27.3
PF (LUX)-US Eq-Ica US EQ LUX 07/23 USD 89.97 10.2 –24.5 –17.3
PF (LUX)-USA Index-Pca US EQ LUX 07/23 USD 78.98 9.0 –22.6 –19.2
PF (LUX)-USD Gov Bds-Pca US BD LUX 07/23 USD 501.86 –5.4 5.7 6.1
PF (LUX)-USD Gov Bds-Pdi US BD LUX 07/23 USD 368.25 –5.4 5.7 6.1

PF (LUX)-USD Liq-Pca US MM LUX 07/23 USD 130.89 0.5 1.3 2.3
PF (LUX)-USD Liq-Pdi US MM LUX 07/23 USD 85.46 0.5 1.3 2.3
PF (LUX)-USD Sov Liq-Pca OT OT LUX 07/23 USD 101.56 0.3 1.4 NS
PF (LUX)-USD Sov Liq-Pdi OT OT LUX 07/23 USD 100.85 0.3 1.4 NS
PF (LUX)-Water-Pca GL EQ LUX 07/23 EUR 111.64 8.4 –15.5 –17.1
PF (LUX)-WldGovBds-Pca GL BD LUX 07/24 USD 161.07 –2.3 5.2 8.5
PF (LUX)-WldGovBds-Pdi GL BD LUX 07/24 USD 133.32 –2.3 5.2 8.5
PTF (LUX)-MidEast&NorAfr-Pca OT OT LUX 07/23 USD 45.27 9.1 –53.3 NS

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 07/23 USD 11.40 45.4 –7.5 –14.8
Japan Fund USD JP EQ IRL 07/24 USD 15.87 8.0 0.1 –8.6
Polar Healthcare Class I USD OT OT IRL 07/23 USD 11.25 NS NS NS
Polar Healthcare Class R USD OT OT IRL 07/23 USD 11.25 NS NS NS

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

n PT CIPTADANA ASSET MANAGEMENT
Tel: 521-3479 Fax: 521-3478 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 07/22 USD 97.52 67.4 –18.7 –9.4

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 07/23 EUR 606.24 7.6 –23.7 NS
Core Eurozone Eq B EU EQ IRL 07/23 EUR 720.56 9.6 –21.6 NS
Euro Fixed Income A EU BD IRL 07/23 EUR 1172.44 3.6 –1.6 –3.6
Euro Fixed Income B EU BD IRL 07/23 EUR 1248.38 3.9 –1.0 –3.0
Euro Small Cap A EU EQ IRL 07/23 EUR 1010.33 19.2 –27.2 –32.2
Euro Small Cap B EU EQ IRL 07/23 EUR 1079.41 19.6 –26.8 –31.8
Eurozone Agg Eq A EU EQ IRL 07/23 EUR 558.73 12.4 –24.3 –27.1
Eurozone Agg Eq B EU EQ IRL 07/23 EUR 800.86 12.8 –23.9 –26.7
Glbl Bd (EuroHdg) A GL BD IRL 07/23 EUR 1290.95 7.8 3.1 0.6
Glbl Bd (EuroHdg) B GL BD IRL 07/23 EUR 1366.64 8.2 3.8 1.2
Glbl Bd A EU BD IRL 07/23 EUR 1036.04 5.7 10.3 0.7
Glbl Bd B EU BD IRL 07/23 EUR 1100.03 6.0 10.9 1.3
Glbl Real Estate A OT EQ IRL 07/23 USD 726.13 8.9 –37.3 –27.2
Glbl Real Estate B OT EQ IRL 07/23 USD 746.62 9.3 –37.0 –26.8
Glbl Real Estate EH-A OT EQ IRL 07/23 EUR 662.95 5.7 –36.6 –28.3
Glbl Real Estate SH-B OT EQ IRL 07/23 GBP 62.05 4.7 –37.3 –28.0
Glbl Strategic Yield A EU BD IRL 07/23 EUR 1380.78 22.1 –4.9 –3.8
Glbl Strategic Yield B EU BD IRL 07/23 EUR 1473.78 22.6 –4.3 –3.2
Japan Equity A JP EQ IRL 07/23 JPY 11670.00 12.9 –27.9 –28.0
Japan Equity B JP EQ IRL 07/23 JPY 12405.00 13.3 –27.4 –27.6
PacBasn (Ex-Jap) Eq A AS EQ IRL 07/23 USD 1871.41 45.5 –14.4 –14.9
PacBasn (Ex-Jap) Eq B AS EQ IRL 07/23 USD 1991.90 46.0 –13.9 –14.4
Pan European Eq A EU EQ IRL 07/23 EUR 822.86 14.5 –23.3 –25.8
Pan European Eq B EU EQ IRL 07/23 EUR 874.86 14.9 –22.9 –25.4
US Equity A US EQ IRL 07/23 USD 760.73 13.7 –24.2 –19.3
US Equity B US EQ IRL 07/23 USD 812.34 14.1 –23.7 –18.8
US Small Cap A US EQ IRL 07/23 USD 1119.18 11.3 –26.5 –21.7
US Small Cap B US EQ IRL 07/23 USD 1195.85 11.7 –26.1 –21.2

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

n SEB Fund 1
Asset Sele C EUR OT OT LUX 07/24 EUR 13.49 –4.5 15.4 8.5
Asset Sele C H-CHF OT OT LUX 07/24 CHF 93.79 NS NS NS
Asset Sele C H-GBP OT OT LUX 07/24 GBP 94.46 NS NS NS
Asset Sele C H-JPY OT OT LUX 07/24 JPY 9410.77 NS NS NS
Asset Sele C H-NOK OT OT LUX 07/24 NOK 108.12 –3.9 NS NS
Asset Sele C H-SEK OT OT LUX 07/24 SEK 135.42 –5.0 16.3 8.8
Asset Sele C H-USD OT OT LUX 07/24 USD 94.50 NS NS NS
Asset Sele D H-SEK OT OT LUX 07/24 SEK 127.09 –5.0 NS NS
Choice Global Value -C- GL EQ LUX 07/24 SEK 67.14 11.6 –27.3 –29.4
Choice Global Value -D- OT OT LUX 07/24 SEK 64.32 11.5 –27.4 NS
Choice Global Value -I- OT OT LUX 07/24 EUR 5.64 15.9 –34.4 –33.5
Choice Japan Fd -C- OT OT LUX 07/24 JPY 48.21 7.2 –31.0 –29.5
Choice Japan Fd -D- OT OT LUX 07/24 JPY 43.35 7.2 –31.0 –29.5
Choice Jpn Chance/Risk JP EQ LUX 07/24 JPY 50.43 12.6 –35.7 –31.1
Choice NthAmChance/Risk US EQ LUX 07/24 USD 3.43 22.6 –28.4 –18.8
Ethical Europe Fd OT OT LUX 07/24 EUR 1.69 13.4 –26.8 –29.0
Europe 1 Fd OT OT LUX 07/24 EUR 2.43 16.7 –25.7 –28.9
Europe 3 Fd EU EQ LUX 07/24 EUR 3.51 14.9 –26.8 –29.3
Global Chance/Risk Fd GL EQ LUX 07/24 EUR 0.52 10.6 –20.8 –23.7
Global Fd -C- OT OT LUX 07/24 USD 1.85 11.2 –29.3 –22.6
Global Fd -D- OT OT LUX 07/24 USD 1.16 11.2 NS NS
Nordic Fd OT OT LUX 07/24 EUR 4.85 24.3 –11.2 –17.2

n SEB Fund 2
Choice Asia ex. Japan -C- OT OT LUX 07/24 USD 6.43 41.8 –13.2 –15.3

Choice Asia ex. Japan -D- OT OT LUX 07/24 USD 1.13 41.8 NS NS
Currency Alpha EUR -IC- OT OT LUX 07/24 EUR 10.51 –3.7 –1.1 1.2
Currency Alpha EUR -RC- OT OT LUX 07/24 EUR 10.43 –4.0 –1.5 0.7
Currency Alpha SEK -ID- OT OT LUX 07/24 SEK 97.76 –7.5 –5.1 NS
Currency Alpha SEK -RC- OT OT LUX 07/24 SEK 110.39 –4.0 –1.5 0.7
Generation Fd 80 OT OT LUX 07/24 SEK 7.21 12.9 –9.8 NS
Nordic Focus EUR NO EQ LUX 07/24 EUR 65.69 31.7 –19.8 NS
Nordic Focus NOK NO EQ LUX 07/24 NOK 72.43 31.7 –19.8 NS
Nordic Focus SEK NO EQ LUX 07/24 SEK 74.04 31.7 –19.8 NS
Russia Fd OT OT LUX 07/24 EUR 6.19 85.4 –40.1 –25.9

n SEB Fund 3
Choice North America Eq. Fd US EQ LUX 07/24 USD 1.58 13.8 –23.0 –20.3
Ethical Glbl Fd -D- OT OT LUX 07/24 USD 0.70 17.8 –24.4 –21.3
Ethical Sweden Fd NO EQ LUX 07/24 SEK 36.95 34.0 3.4 –13.2
Index Linked Bd Fd SEK OT BD LUX 07/24 SEK 12.81 0.6 3.1 4.8
Medical Fd OT EQ LUX 07/24 USD 2.91 1.3 –17.5 –11.7
Short Medium Bd Fd SEK NO MM LUX 07/24 SEK 8.80 1.1 2.0 2.8
Technology Fd -C- OT OT LUX 07/24 USD 0.18 NS NS NS
Technology Fd -D- OT OT LUX 07/24 USD 2.15 38.0 –10.8 –12.1
World Fd -C- OT OT LUX 07/24 USD 25.17 NS NS NS
World Fd -D- OT OT LUX 07/24 USD 1.91 19.1 –19.8 –15.9

n SEB Fund 4
Short Bond Fd EUR -C- OT OT LUX 07/24 EUR 1.27 0.1 0.4 1.4
Short Bond Fd EUR -D- OT OT LUX 07/24 NA 0.50 NS NS NS
Short Bond Fd SEK NO MM LUX 07/24 SEK 21.91 1.6 2.2 2.9
Short Bond Fd USD US MM LUX 07/24 USD 2.49 –0.2 0.6 1.7

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 07/24 SEK 10.14 0.8 –0.3 0.4
Alpha Bond Fd SEK -B- NO BD LUX 07/24 SEK 8.78 0.8 –0.4 0.4
Alpha Bond Fd SEK -C- NO BD LUX 07/24 SEK 25.39 0.7 –0.5 0.2
Alpha Bond Fd SEK -D- NO BD LUX 07/24 SEK 7.91 0.7 –0.5 0.2
Alpha Short Bd SEK -A- NO MM LUX 07/24 SEK 11.06 2.4 2.9 3.3
Alpha Short Bd SEK -B- NO MM LUX 07/24 SEK 10.12 2.4 2.9 3.3
Alpha Short Bd SEK -C- NO MM LUX 07/24 SEK 21.63 2.3 2.8 3.2
Alpha Short Bd SEK -D- NO MM LUX 07/24 SEK 8.19 2.3 2.8 3.2
Bond Fd SEK -C- NO BD LUX 07/24 SEK 42.19 1.5 11.4 6.5
Bond Fd SEK -D- NO BD LUX 07/24 SEK 12.25 1.6 11.5 5.9
Corp. Bond Fd EUR -C- EU BD LUX 07/24 EUR 1.19 8.7 3.1 0.3
Corp. Bond Fd EUR -D- EU BD LUX 07/24 EUR 0.91 8.8 3.2 0.2
Corp. Bond Fd SEK -C- NO BD LUX 07/24 SEK 11.69 8.8 –1.4 –1.2
Corp. Bond Fd SEK -D- NO BD LUX 07/24 SEK 8.84 8.8 –1.4 –1.1
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 07/24 EUR 102.08 –1.7 5.8 NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 07/24 EUR 106.49 2.8 10.5 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 07/24 SEK 1126.91 2.8 10.5 NS
Flexible Bond Fd -C- NO BD LUX 07/24 SEK 21.33 2.2 6.5 4.6
Flexible Bond Fd -D- NO BD LUX 07/24 SEK 11.67 2.2 6.5 4.6

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 07/24 USD 2.21 43.6 –20.4 –14.3
Eastern Europe Fd OT OT LUX 07/24 EUR 2.05 23.6 –31.2 –26.8

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 07/24 SEK 27.20 62.1 8.7 –16.9
Eastern Europe SmCap Fd OT OT LUX 07/24 EUR 1.88 48.6 –33.5 –32.3
Europe Chance/Risk Fd EU EQ LUX 07/24 EUR 894.84 17.4 –28.8 –31.1
Listed Private Equity -C- OT OT LUX 07/24 EUR 101.22 22.9 NS NS
Listed Private Equity -IC- OT OT LUX 07/24 EUR 57.22 38.5 NS NS
Listed Private Equity -ID- OT OT LUX 07/24 EUR 55.58 34.7 NS NS
Nordic Small Cap -IC- OT OT LUX 07/24 EUR 103.92 NS NS NS

n SEB Sicav 3
Asset Sele Defensive Acc -A- OT OT LUX 07/24 SEK 77.37 –3.4 –23.5 –16.2
Asset Sele Defensive Acc EUR -C- OT OT LUX 07/24 EUR 98.85 NS NS NS
Asset Sele Defensive Acc SEK -C- OT OT LUX 07/24 SEK 98.94 NS NS NS
Asset Sele Defensive Acc USD -C- OT OT LUX 07/24 USD 100.12 NS NS NS
Asset Sele Defensive Inc -D- OT OT LUX 07/24 SEK 70.69 –3.4 –23.5 –17.5
Asset Sele Opp C H NOK OT OT LUX 07/24 NOK 97.53 NS NS NS
Asset Sele Opp C H SEK OT OT LUX 07/24 SEK 96.68 NS NS NS
Asset Sele Opp IC EUR OT OT LUX 07/24 EUR 97.35 NS NS NS
Asset Sele Opp ID H GBP OT OT LUX 07/24 GBP 97.23 NS NS NS
Asset Sele Opp ID H SEK OT OT LUX 07/24 SEK 97.38 NS NS NS
Asset Sele Original C EUR OT OT LUX 07/24 EUR 99.23 NS NS NS
Asset Sele Original D GBP OT OT LUX 07/24 GBP 99.30 NS NS NS
Asset Sele Original ID GBP OT OT LUX 07/24 GBP 99.20 NS NS NS

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
MENA Real Estate Fund OT OT BMU 07/16 USD 945.15 0.5 –45.7 –17.1
MENA Special Sits Fund OT OT BMU 06/30 USD 1028.16 5.9 NS NS

UAE Blue Chip Fund OT OT ARE 07/16 AED 5.24 14.2 –57.1 –24.1

n WWW.SGAM.COM
SGAM FUND
Bonds ConvEurope A OT OT LUX 07/23 EUR 28.81 1.6 –5.0 0.6
Bonds Eur Corp A OT OT LUX 07/22 EUR 22.27 7.4 5.8 0.5
Bonds Eur Hi Yld A OT OT LUX 07/22 EUR 18.00 35.4 –5.0 –9.2
Bonds EURO A OT OT LUX 07/23 EUR 40.19 1.8 10.3 5.1
Bonds Europe A OT OT LUX 07/23 EUR 38.41 1.4 9.4 4.1
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 07/23 USD 34.76 10.2 11.7 7.9
Bonds World A OT OT LUX 07/22 USD 40.93 2.8 5.0 8.6
Eq. China A OT OT LUX 07/23 USD 21.66 45.0 –5.1 –12.1
Eq. ConcentratedEuropeA OT OT LUX 07/23 EUR 23.51 14.1 –25.4 –27.0
Eq. Eastern Europe A OT OT LUX 07/23 EUR 17.94 35.8 –47.7 –36.1
Eq. Equities Global Energy OT OT LUX 07/23 USD 16.10 13.0 –34.2 –17.7
Eq. Euroland A OT OT LUX 07/23 EUR 9.50 3.7 –27.5 –28.3
Eq. Euroland MidCapA OT OT LUX 04/30 EUR 14.61 1.4 –45.7 –33.8
Eq. EurolandCyclclsA OT OT LUX 07/23 EUR 15.69 14.2 –23.8 –22.3
Eq. EurolandFinancialA OT OT LUX 07/23 EUR 9.99 18.6 –29.8 –30.7
Eq. Glbl Emg Cty A OT OT LUX 07/23 USD 8.45 41.3 –24.9 –17.9
Eq. Global A OT OT LUX 07/23 USD 24.07 14.4 –23.1 –22.8
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 07/23 USD 25.78 23.3 –8.4 –3.2
Eq. Japan Sm Cap A OT OT LUX 07/23 JPY 1083.49 19.6 –15.2 –28.2
Eq. Japan Target A OT OT LUX 07/24 JPY 1761.80 12.6 –10.1 –15.6
Eq. Pacific A OT OT LUX 07/23 USD 8.61 34.9 –19.6 –17.2
Eq. US ConcenCore A OT OT LUX 07/23 USD 19.65 21.0 –14.3 –13.6
Eq. US Lg Cap Gr A OT OT LUX 07/23 USD 13.39 24.2 –28.0 –18.3
Eq. US Mid Cap A OT OT LUX 07/22 USD 24.50 22.3 –27.1 –18.1
Eq. US Multi Strg A OT OT LUX 07/23 USD 18.73 17.3 –27.8 –21.6
Eq. US Rel Val A OT OT LUX 07/23 USD 18.03 16.1 –27.9 –25.5
Eq. US Sm Cap Val A OT OT LUX 07/23 USD 14.16 9.4 –36.1 –30.4
Eq. US Value Opp A OT OT LUX 07/23 USD 14.36 10.8 –35.8 –30.3
Money Market EURO A OT OT LUX 07/23 EUR 27.35 0.8 2.7 3.5
Money Market USD A OT OT LUX 07/23 USD 15.82 0.5 1.6 2.7

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

n YMR-N Series
YMR-N Growth Fund OT OT IRL 07/24 JPY 8983.00 4.4 –32.8 –35.6
YMR-N Japan Fund OT OT IRL 07/24 JPY 10012.00 6.1 –32.6 –32.7
YMR-N Small Cap Fund OT OT IRL 07/24 JPY 6956.00 8.4 –25.8 –34.7

n Yuki 77 Series
Yuki 77 General JP EQ IRL 07/24 JPY 6205.00 5.1 –35.4 –34.1
Yuki 77 Growth JP EQ IRL 07/24 JPY 5842.00 –1.3 –38.2 –38.5

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 07/24 JPY 6590.00 5.6 –33.3 –34.7
Yuki Chugoku JpnLowP JP EQ IRL 07/24 JPY 8268.00 1.0 –27.5 –29.5

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 07/24 JPY 6979.00 3.1 –36.3 –35.1

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 07/24 JPY 4614.00 1.4 –39.4 –35.5
Yuki Hokuyo Jpn Inc JP EQ IRL 07/24 JPY 5350.00 1.3 –30.7 –29.6
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 07/24 JPY 5124.00 8.9 –24.1 NS

n Yuki Mizuho Series
Yuki Mizuho Gen Jpn III OT OT IRL 07/24 JPY 4380.00 3.1 –42.0 –38.0
Yuki Mizuho Jpn Dyn Gro OT OT IRL 07/24 JPY 4680.00 4.2 –41.9 –38.7
Yuki Mizuho Jpn Exc 100 OT OT IRL 07/24 JPY 6665.00 9.2 –35.9 –34.3
Yuki Mizuho Jpn Gen OT OT IRL 07/24 JPY 8488.00 5.8 –32.9 –34.4
Yuki Mizuho Jpn Gro OT OT IRL 07/24 JPY 6493.00 3.9 –31.3 –35.8
Yuki Mizuho Jpn Inc OT OT IRL 07/24 JPY 7752.00 –2.5 –34.9 –32.2
Yuki Mizuho Jpn Lg Cap OT OT IRL 07/24 JPY 5117.00 2.7 –34.7 –33.2
Yuki Mizuho Jpn LowP OT OT IRL 07/24 JPY 12061.00 6.4 –22.7 –26.9
Yuki Mizuho Jpn PGth OT OT IRL 07/24 JPY 8075.00 5.7 –35.5 –35.2
Yuki Mizuho Jpn SmCp OT OT IRL 07/24 JPY 7073.00 15.3 –24.5 –33.6
Yuki Mizuho Jpn Val Sel OT OT IRL 07/24 JPY 5750.00 10.7 –29.5 –29.9
Yuki Mizuho Jpn YoungCo OT OT IRL 07/24 JPY 2835.00 18.8 –30.5 –40.7

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 07/24 JPY 4928.00 9.5 –39.1 –36.2

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 07/24 JPY 5353.00 5.0 –34.4 –36.3

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 06/30 USD 1354.00 0.5 4.1 5.9
CMA MultHdge Arbtrge OT OT CYM 05/29 USD 1752.69 0.7 –8.8 –4.4
CMA MultHdge Balncd OT OT CYM 05/29 USD 1246.22 0.4 4.8 5.8
CMA MultHdge Growth OT OT CYM 06/30 USD 1691.59 2.7 7.0 6.4
CMA MultiHdge Lvrgd OT OT CYM 06/30 USD 952.17 –0.3 1.6 6.7

n D'AURIOL FUNDS WWW.DAURIOL.BIZ
2 FUNDS OF FUNDS OF HEDGE FUNDS
D'Auriol Alt Non-Lev A EU OT CYM 05/29 EUR 98.91 0.5 –22.5 –11.4
D'Auriol Opp F3 EUR EU MM CYM 05/29 EUR 989.59 –0.7 –25.0 –15.0

n HERMITAGE CAPITAL MANAGEMENT LTD.
Tel: +7501 258 3160 www.hermitagefund.com
The Hermitage Fund GL EQ JEY 07/03 USD 684.20 51.7 –61.3 –32.6

n HORSEMAN CAPITAL MANAGEMENT LTD.
T: +44(0)20 7838 7580, F: +44(0) 20 7838 7590, www.horsemancapital.com
Horseman EmMkt Opp EUR GL EQ GBR 06/30 EUR 183.32 –14.6 –4.6 11.2
Horseman EmMkt Opp USD GL EQ USA 06/30 USD 184.82 –15.8 –6.8 10.5
Horseman EurSelLtd EUR EU EQ GBR 06/30 EUR 176.67 –15.5 –18.2 2.7
Horseman EurSelLtd USD EU EQ GBR 06/30 USD 183.41 –15.7 –18.7 2.5
Horseman Glbl Ltd EUR GL EQ CYM 06/30 USD 412.16 –16.3 –3.1 8.8
Horseman Glbl Ltd USD GL EQ CYM 06/30 USD 412.16 –16.3 –3.1 8.8

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Absolute Companies
Global Absolute OT OT GGY 07/10 GBP 0.98 4.8 NS NS
Global Absolute EUR OT OT NA 07/10 EUR 1.46 5.5 NS NS
Global Absolute USD OT OT GGY 07/10 USD 1.85 5.1 NS NS

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 06/30 EUR 79.67 4.4 –32.1 –13.9
Special Opp Inst EUR OT OT CYM 06/30 EUR 75.05 4.5 –31.8 –13.4
Special Opp Inst USD OT OT CYM 06/30 USD 84.99 5.3 –29.0 –11.4

Special Opp USD OT OT CYM 06/30 USD 83.52 4.9 –29.5 –12.0

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 06/30 CHF 104.40 4.6 –16.2 –6.8
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 06/30 GBP 123.85 5.1 –16.2 –5.1
GH Fund Inst EUR OT OT JEY 05/29 EUR 91.86 10.0 –10.4 NS
GH Fund Inst USD OT OT JEY 06/30 USD 104.58 6.0 –13.1 –3.7
GH FUND S EUR OT OT CYM 06/30 EUR 119.59 5.8 –15.1 –4.8
GH FUND S GBP OT OT JEY 06/30 GBP 123.88 5.3 –15.2 –4.1
GH Fund S USD OT OT CYM 06/30 USD 140.13 6.2 –12.7 –3.2
GH Fund USD OT OT GGY 06/30 USD 257.06 5.5 –13.8 –4.5
Hedge Investments OT OT JEY 06/19 USD 130.39 5.2 NS NS
Leverage GH USD OT OT GGY 06/30 USD 107.33 10.0 –30.8 –14.5
MultiAdv Arb CHF Hdg OT OT JEY 06/30 CHF 89.05 6.0 –20.7 –12.6
MultiAdv Arb EUR Hdg OT OT JEY 06/30 EUR 96.33 6.6 –20.3 –11.6
MultiAdv Arb GBP Hdg OT OT JEY 06/30 GBP 103.76 7.1 –21.1 –11.5
MultiAdv Arb S EUR OT OT CYM 06/30 EUR 102.40 7.0 –19.7 –10.6
MultiAdv Arb S GBP OT OT CYM 06/30 GBP 106.98 7.3 –26.7 –10.2
MultiAdv Arb S USD OT OT CYM 06/30 USD 116.92 7.9 –16.9 –9.1
MultiAdv Arb USD OT OT GGY 06/30 USD 181.37 7.5 –17.9 –10.2

n HSBC Uni-folio
Alpha AdvantEdge OT OT JEY 06/30 USD 111.58 4.2 –14.9 –7.1
Asian AdbantEdge EUR OT OT JEY 06/30 EUR 95.44 7.6 –12.3 –6.4
Asian AdvantEdge OT OT JEY 06/30 USD 174.75 7.9 –10.3 –5.2
Emerg AdvantEdge OT OT JEY 06/30 USD 156.51 11.5 –16.9 –8.5
Emerg AdvantEdge EUR OT OT JEY 06/30 EUR 87.22 11.0 –20.0 –10.7
Europ AdvantEdge EUR OT OT JEY 06/30 EUR 122.38 6.2 –13.4 –8.1
Europ AdvantEdge USD OT OT JEY 06/30 USD 129.65 6.3 –12.0 –7.3
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 06/30 EUR 102.77 4.0 NS NS
Real AdvantEdge USD OT OT NA 06/30 USD 102.80 4.2 NS NS
Trading Adv JPY OT OT NA 06/30 JPY 9542.58 NS NS NS
Trading AdvantEdge OT OT GGY 06/30 USD 144.92 –4.5 –2.8 8.7
Trading AdvantEdge EUR OT OT GGY 06/30 EUR 131.85 –4.2 –2.5 8.2
Trading AdvantEdge GBP OT OT GGY 06/30 GBP 139.00 –4.5 –1.5 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 06/30 EUR 190.43 NS NS NS
Integrated Dir Trading USD OT OT CYM 06/30 USD 94.58 3.5 –4.4 5.3
Integrated Emg Markets EUR OT OT CYM 06/30 EUR 76.09 6.9 –21.7 –12.8
Integrated European EUR OT OT CYM 06/30 EUR 151.17 1.4 –4.1 –1.0
Integrated Event Driven USD OT OT CYM 06/30 USD 82.54 0.3 –22.8 –11.0
Integrated Lg/Sh Sel A USD OT OT CYM 06/30 USD 85.01 –1.6 –14.8 –6.9
Integrated MultSt B USD OT OT VGB 06/30 USD 119.05 3.3 –16.3 –6.8
Integrated Relative Value USD OT OT CYM 06/30 EUR 94.14 3.1 –5.3 –3.0

n INVENTUM ASSET MANAGEMENT S.A.
info@inventumcapital.com
Tel. +7 495 792 5595 www.inventumcapital.com
Inv Absolute Return Fund OT OT BMU 06/30 USD 123.48 22.0 NS NS

n MERIDEN GROUP
Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 07/17 USD 239.65 24.7 –67.0 –45.8
Antanta MidCap Fund EE EQ AND 07/17 USD 400.51 38.2 –75.2 –48.0
Meriden Opps Fund GL OT AND 07/15 EUR 75.42 –13.4 –28.1 NS
Meriden Protective Div OT OT AND 11/24 EUR 78.88 –2.8 NS NS

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

n SEB ALTERNATIVE INVESTMENT
SEB KEY Europe Equity Long Short

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

n SEB KEY Hedge

Key Hedge EUR -IC- OT OT LUX 06/30 EUR 97.46 7.5 –2.8 NS
Key Hedge EUR-RC- OT OT LUX 06/30 EUR 96.90 7.2 –3.3 NS

n SEB KEY Market Independent II
Key Market Independent II EUR -RC- OT OT LUX 06/30 EUR 91.98 7.2 –7.3 NS
Key Market Independent II SEK -I- OT OT LUX 06/30 SEK 89.48 7.7 –7.4 NS

n SEB KEY Recovery
Key Recovery -IC- OT OT LUX 06/30 EUR 83.89 5.3 –15.7 NS
Key Recovery -RC- OT OT LUX 06/30 EUR 83.40 5.0 –16.2 NS

n SUPERFUND ASSET MANAGEMENT GMBH
For information about open funds, please contact us on Tel: +43 1 24700
www.superfund.com *Closed for New Investments
Superfund Cayman* OT OT CYM 07/21 USD 46.14 –31.8 –23.2 1.3
Superfund GCT USD* OT OT LUX 07/21 USD 2313.00 –36.7 –37.9 –12.3
Superfund Gold A (SPC) OT OT CYM 07/21 USD 906.14 –22.1 –33.5 5.6
Superfund Gold B (SPC) OT OT CYM 07/21 USD 903.94 –32.9 –43.8 –0.8
Superfund Q-AG* OT OT AUT 07/21 EUR 6648.00 –24.1 –24.5 –4.3

n WINTON CAPITAL MANAGEMENT LTD
Tel: +44 (0)20 7610 5350 Fax: +44 (0)20 7610 5301
Winton Evolution EUR GL OT VGB 06/30 EUR 1202.78 –7.1 –12.8 1.9
Winton Evolution GBP GL OT VGB 06/30 GBP 1183.94 –7.2 –12.5 2.9
Winton Evolution JPY OT OT VGB 02/27 JPY 115254.95 0.7 –3.8 7.1
Winton Evolution USD GL OT CYM 06/30 USD 1171.62 –7.3 –13.2 1.9
Winton Futures EUR GL OT VGB 06/30 EUR 192.43 –6.5 –4.0 11.4
Winton Futures GBP GL OT VGB 06/30 GBP 207.39 –6.6 –3.4 12.8
Winton Futures JPY Lead Series 2 GL OT VGB 06/30 JPY 13617.90 –7.7 –7.1 8.1
Winton Futures USD GL OT VGB 06/30 USD 682.01 –7.1 –4.8 11.4

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

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

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

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

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 06/30 USD 1328.84 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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The fortunes of two of Europe’s
biggest economies are shifting: The
U.K. economy posted a steep drop
last quarter, dashing hopes of a
quick recovery, while industry sur-
veys in Germany implied the coun-
try’s recession could end sooner
than expected.

U.K. gross domestic product fell
by 0.8% in the second quarter from
the first, and dropped 5.6% year-over-
year, the largest annual decline since
quarterly records began in 1955. The
data punctured recent optimism that
the U.K. was rebounding from its
worst recession of the postwar era.

Meanwhile, the closely watched
Ifo and purchasing managers index
surveys in Germany showed that
companies’ activity is starting to
pick up, after collapsing since the au-
tumn. Global demand, especially
from Asian countries with large gov-
ernment stimulus plans, is benefit-
ing export-dependent Germany
more than other European coun-
tries, analysts say.

“There’s certainly a real contrast
between the German and U.K. data,”
says Howard Archer, chief European
economist at IHS Global Insight in
London. “The U.K.’s GDP number is a
shock, and a reality check to people
who thought the U.K.’s recession
might even have ended.”

By contrast, says Mr. Archer, “it
does seem that German manufactur-
ing is coming back from the huge
plunges since late last year.”

Briton John Lambert, who owns a
car dealership and a construction
business, wasn’t surprised by the
GDPnews. “People keep talking about
the green shoots of recovery, but this
is going to be a long haul,” he says.

Over the past two years Mr. Lam-
bert made the first layoffs of his
30-year career, letting half of his
eight-strong car-sales team go. To
compensate, he is putting in longer
hours, while waiting—along with
businessesacross the U.K.—forlend-
ing and spending to pick up. “There
is only so much harder you can work,
and I can’t cut any more,” he says.

Mr. Lambert’s predicament differs
from that of German firm Karl Mayer
GmbH, a family-owned maker of ma-
chines for the textiles industry, which
is ramping up production after having
little to do all winter and spring.

The company, based near Frank-
furt, won 68 new machinery orders
from China in the past month, re-
flecting an increase in Chinese busi-
ness investment and consumer
spending after Beijing’s sweeping ef-

forts to stimulate demand.
Karl Mayer recently laid off 350

workers—aquarter of its staff in Ger-
many—after turnover fell by two-
thirds early this year. “Some of the
workers are questioning why we just
made these layoffs,” says staff repre-
sentative Manfred Hohm. “Now
we’re working overtime again.”

Germany’s Ifo business-climate
index rose to 85.9 in July, the fourth
consecutive rise. Crucially, firms’
current activity is up as well as ex-
pectations for the months ahead, es-
pecially at export-dependent manu-
facturing companies, the Munich-
based Ifo economics institute said.

The PMI for Germany rose to 48.9
in July, up from 44 in June, hitting
the highest level since before the col-
lapse of Lehman Brothers in the fall.

Other recent German data includ-
ing exports and new orders in indus-
try show that Germany’s economy,
the world’s fourth largest, is stabiliz-
ing quickly after recording a 3.8%
drop in GDP in the first quarter from
the fourth of last year.

Economists say they expect Ger-
many’s second-quarter GDP data, due
for release on Aug. 13, to show only a
slight contraction, with growth re-
turning as soon as the third quarter.

Most of Germany’s neighbors in
Europe are on a slower pathto recov-
ery. The PMI survey for the 16-nation
euro currency zone—which includes
Germany but not the U.K.—rose
more modestly to 46.8 in July from
44.6 in June. France’s services sec-
tor and consumer confidence have
taken hits recently, surveys show.

Eastern Europe continues to be a
concern, with the European Bank
for Reconstruction and Develop-
ment warning Friday that those
economies face a rise in nonperform-
ing loans and corporate defaults se-
vere enough to destabilize their
shaky banking systems.

Euro-zone member Spain’s unem-
ployment rose to 17.9% in the second
quarter, the highest unemployment
rate in Europe. The increase of half a
percentage point last quarter was
much smaller than the surges in job-
lessnessinpreviousquarters,indicat-
ing that Spain’s labor market is start-
ingtostabilize,thankspartlytopublic
works, which are aiding the battered
construction sector, analysts said.

The U.K. and Germany are both
expected to return to growth in the
second half of this year. But both

countries’ recoveries—and their
prospects in the medium term—are
fragile, economists say.

The U.K. is still thought to be bet-
ter positioned to recover than most
of the euro zone. The pound is down
almost 10% against the euro and 17%
against the dollar since July 2008,
which should help exporters. The
Bank of England’s key interest rate,
at 0.5%, is lower than the European
Central Bank’s 1%.

Businesses in both the U.K. and
Germany complain of banks’ reluc-
tance to lend, but fears of a possible
credit crunch are higher in Germany
because the U.K. government has
done more to help banks overcome
losses on U.S. mortgage-related and
other toxic securities.

“Germany is offering banks help
but the conditions are so restrictive
that banks don’t want to use it,” said
Jürgen Michels, an economist at Citi-
groupinLondon.“Theclean-upandre-
capitalization of the German banking
sector will take longer, and that will be
a drag on the economy,” he says.

Also, British companies raise
moreoftheirmoneyfromcapitalmar-
kets,which have rebounded this year.

The U.K.’s consumers, banks and

government are saddled with more
debt than many other European
countries or the U.S., and unwinding
that debt will take demand out of
the economy.

Germany’s fiscal-stimulus mea-
sures, equivalent to 3.5% of GDP over
two years, are much larger than the
U.K.’s, which run only 1.5% of GDP, ac-
cording to the International Mone-
tary Fund.

Germany’s manufacturing focus
meant it was hit harder than the U.K.
by the downturn in global trade. But
German households and businesses
entered the recession in relatively
strong financial shape, because
fewer of them binged on credit dur-
ing the bubble years.
 —Laurence Norman in London

and Loretta Chao in Beijing
contributed to this article.

Eastern Europe faces threat of more defaults
By Joe Parkinson

And Joel Sherwood

Eastern European economies
face a rise in nonperforming loans
and corporate defaults severe
enough to destabilize their already
shaky banking systems, the Euro-
pean Bank for Reconstruction and
Development warned Friday.

EBRD President Thomas Mirow
warned former communist bloc coun-
triesofapossiblesecondwaveoffinan-
cial crisis, according to the text of his
speechin Vienna marking the 20than-
niversaryofthefalloftheIronCurtain.

The warning came as Latvia, a
prominent casualty of the region’s fi-
nancialturmoil, steppedup effortsto
deliver reforms requested by the In-
ternational Monetary Fund. Latvian

Prime Minister Vladis Dombrovskis
said Friday he has told his cabinet to
look for $1 billion in cuts to next
year’s budget. That is a reduction of
10.7% from 2009 spending,
according to Ieva Aile, com-
munications head at the
prime minister’s office.

Nonperforming loans are
rising across the EBRD coun-
tries and have doubled in the
past year in Turkey, Roma-
nia, Ukraine and Albania, ac-
cording to the EBRD. Recent
data from national central
banks show commercial
banks in Romania are no
longer collecting interest on
more than 8% of the loans they’ve ex-
tended, and the figure is nearing 5% in
Turkey,wherecreditcardsarealready

defaulting at a double-digit pace.
“The immediate challenges we

face are a severe rise in nonperform-
ing loans and possible corporate de-

faults, resulting in rising un-
employment, knock-on ef-
fects on other companies
and on bankbalance sheets,”
said Mr. Mirow.

Many of the once fast-
growing ex-communist
economies lately have been
hit by collapsing demand
and vanishing foreign in-
vestment flows, leaving
large foreign-currency
debts and current-account
deficits.Already,manyhave

turned to the IMF in the crisis, which
so far has toppled governments in
Latvia, Hungary and Bulgaria.

To prevent a recurrence, Mr.
Mirow said Eastern European coun-
tries need to restructure private
debt, reduce foreign-exchange expo-
sure and adequately capitalize banks.

He cautioned that,although the re-
gion’s economies have stabilized in re-
cent months, the impact of the “un-
precedented market crisis” still poses
major risks. “This is a severe chal-
lenge which we must not underesti-
mate, neither economically nor politi-
cally, and we must not allow a sense of
complacency to take hold,” he said.

In Latvia, Mr. Dombrovskis’ direc-
tive comes just a month after the Riga
government agreed to cut spending
for this year by the same amount to
keep international aid flowing in.
 —Christopher Emsden

contributed to this article.

Data jolt hopes for European recovery
U.K. economy fell sharply last quarter, while stepped-up business activity in July brightened German outlook

Waiting for recovery
While U.K. GDP disappointed, German firms' hopes are up 

Sources: Eurostat (GDP); Ifo
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German surveys show business activity is picking up after falling since last fall. Above, a technician at a Siemens Energy factory.
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Gl Value B GL EQ LUX 07/23 USD 8.89 12.8 –35.3 –30.5
Gl Value I GL EQ LUX 07/23 USD 10.21 14.0 –34.1 –29.3
India Growth A - OT OT LUX 07/23 USD 102.90 NS NS NS
India Growth AX OT OT LUX 07/23 USD 89.85 55.5 5.0 –5.7
India Growth B - OT OT NA 07/23 USD 108.28 NS NS NS
India Growth BX OT OT LUX 07/23 USD 77.15 54.7 4.0 –6.6
India Growth I EA EQ LUX 07/23 USD 92.90 55.8 5.3 –5.4
Int'l Health Care A OT EQ LUX 07/23 USD 120.49 2.6 –17.9 –14.5
Int'l Health Care B OT EQ LUX 07/23 USD 102.08 2.0 –18.8 –15.4
Int'l Health Care I OT EQ LUX 07/23 USD 131.18 3.1 –17.3 –13.9
Int'l Technology A OT EQ LUX 07/23 USD 93.57 27.9 –20.7 –17.0
Int'l Technology B OT EQ LUX 07/23 USD 81.44 27.2 –21.5 –17.9
Int'l Technology I OT EQ LUX 07/23 USD 104.55 28.5 –20.1 –16.4
Japan Blend A JP EQ LUX 07/23 JPY 5909.00 10.1 –33.5 –29.9
Japan Growth A JP EQ LUX 07/23 JPY 5797.00 4.2 –33.8 –30.2
Japan Growth I JP EQ LUX 07/23 JPY 5943.00 4.7 –33.3 –29.6
Japan Strat Value A JP EQ LUX 07/23 JPY 5920.00 14.8 –34.4 –30.3
Japan Strat Value I JP EQ LUX 07/23 JPY 6056.00 15.3 –33.9 –29.7
Real Estate Sec. A OT EQ LUX 07/23 USD 11.79 10.5 –33.6 –25.4
Real Estate Sec. B OT EQ LUX 07/23 USD 10.82 9.8 –34.3 –26.2
Real Estate Sec. I OT EQ LUX 07/23 USD 12.63 11.0 –33.0 –24.8

Short Mat Dollar A US BD LUX 07/23 USD 6.98 5.3 –6.1 –9.2
Short Mat Dollar A2 US BD LUX 07/23 USD 9.26 5.7 –6.1 –9.2
Short Mat Dollar B US BD LUX 07/23 USD 6.98 5.1 –6.5 –9.6
Short Mat Dollar B2 US BD LUX 07/23 USD 9.23 5.4 –6.5 –9.6
Short Mat Dollar I US BD LUX 07/23 USD 6.98 5.6 –5.6 –8.7

n BANC INTERNACIONAL D'ANDORRA. BANCA MORA.
Avgd. Meritxell 96, Andorra la Vella. Andorra. Ph. +376.884884 www.bibm.ad
Andfs. Anglaterra UK EQ AND 07/23 GBP 6.99 4.9 –12.3 –14.7
Andfs. Borsa Global GL EQ AND 07/23 EUR 5.74 –1.0 –28.0 –24.7
Andfs. Emergents GL EQ AND 07/23 USD 14.60 46.1 –20.5 –15.0
Andfs. Espanya EU EQ AND 07/23 EUR 11.94 10.4 –14.9 –17.5
Andfs. Estats Units US EQ AND 07/23 USD 13.25 8.7 –24.6 –19.3
Andfs. Europa EU EQ AND 07/23 EUR 6.90 6.4 –21.8 –22.9
Andfs. Franca EU EQ AND 07/23 EUR 8.50 2.7 –22.8 –25.1
Andfs. Japo JP EQ AND 07/23 JPY 480.65 9.7 –27.4 –27.8

Andfs. Plus Dollars US BA AND 07/23 USD 8.76 3.9 –13.1 –10.0

Andfs. RF Dolars US BD AND 07/23 USD 10.79 5.6 –4.4 –1.9

Andfs. RF Euros EU BD AND 07/23 EUR 10.20 14.0 –2.2 –4.7

Andorfons EU BD AND 07/23 EUR 13.54 13.5 –4.0 –7.6

Andorfons Alternative Premium OT OT AND 05/31 EUR 94.40 2.2 –17.8 –9.4

Andorfons Mix 30 EU BA AND 07/23 EUR 8.72 7.8 –16.6 –14.7

Andorfons Mix 60 EU BA AND 07/23 EUR 8.34 2.5 –25.8 –21.7

n CHARTERED ASSET MANAGEMENT PTE LTD - TEL NO: 65-6835-8866
Fax No: 65-6835 8865, Website: www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited AS EQ MUS 07/17 USD 196146.09 45.4 –15.4 –16.4

n DJE INVESTMENT S.A.
internet: www.dje.lu email: info@dje.lu phone:+00 352 269 2522 0 fax:+00 352 269 25252
DJE Real Estate P OT OT LUX 07/24 EUR 9.38 –6.9 –8.6 –4.2

DJE-Absolut P GL EQ LUX 07/24 EUR 183.04 4.4 –17.8 –15.3

DJE-Alpha Glbl P EU BA LUX 07/24 EUR 160.37 4.3 –14.2 –11.6

DJE-Div& Substanz P GL EQ LUX 07/24 EUR 190.01 8.6 –12.0 –12.5

DJE-Gold&Resourc P OT EQ LUX 07/24 EUR 146.06 11.7 –16.3 –11.0
DJE-Renten Glbl P EU BD LUX 07/24 EUR 125.93 5.2 4.5 1.5
LuxPro-Dragon I AS EQ LUX 07/24 EUR 140.80 51.6 7.4 –6.2
LuxPro-Dragon P AS EQ LUX 07/24 EUR 137.30 51.3 6.8 –7.2
LuxTopic-Aktien Europa EU EQ LUX 07/24 EUR 15.27 6.6 –7.4 –9.5
LuxTopic-Pacific AS EQ LUX 07/24 EUR 13.75 51.9 –20.8 –19.1

n HERMES FINANCIAL MANAGEMENT (EGYPT) LIMITED, AMSALES@EFG-HERMES.COM
Tel: 9714 363 4041 *Middle East & Developing Africa Fund
EFG-Hermes Egypt GL EQ BMU 06/30 USD 38.55 11.5 –37.7 –10.1
EFG-Hermes MEDA* GL EQ BMU 05/29 USD 22.16 5.8 –44.0 –11.0
EFG-Hermes Saudi Arabia Equity EA EQ SAU 07/19 SAR 5.52 16.5 –39.8 NS
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Macquarie Group forgoes fees in fund
Company to give up
management role
at its airports fund

By Alexander Kolyandr

LONDON—Russian aluminum pro-
ducer United Co. Rusal is “very close”
to signing an agreement to restruc-
ture its $7.4 billion in debt to 72 inter-
national banks, as it has agreed on
some major parameters of the deal
with the lenders’ coordinating com-
mittee, people familiar with the mat-
ter said.

Rusal’s lenders are scheduled to
meet Wednesday, when details are ex-
pected to be announced, the people
said.

The restructuring of Rusal’s debt
to international banks is an acid test
for Russian companies’ ability to man-
age more than $400 billion in foreign
debt.

Rusal and the coordinating com-
mittee, made up
ofthelargestlend-
ers, have agreed
on restructuring
the debt over
seven years and
to restrict pay-
ment of dividends
to shareholders.

The people fa-
miliar with the
matter said Rus-
al’s shareholders
won’treceivedivi-
dendsuntil thera-
tio of debt to earnings before interest,
taxes, depreciation and amortization,
or Ebitda, reaches a certain level.
They didn’t disclose that level.

Creditors also will grant Rusal an
extension of the standstill agreement
until Sept. 18, the people said. This
agreement, which allows a halt on re-
payment, expires on Tuesday.

Rusal, which is majority owned by
Russia businessman Oleg Deripaska,
signed an initial standstill agreement
with its international lenders in
March, and later extended it.

Separately, one of the people also
said Russian state VEB bank is ready
to extend Rusal’s repayment period
for at least a year on a $4.5 billion bail-
out debt that comes due in November.

VEB granted Rusal the bailout loan
last fall to prevent the company from
losing to foreign creditors a 25% stake
in Russia’s OAO Norilsk Nickel that it
had pledged as security on a loan.

Rusal had bought the stake as a
first step to a merger with Norilsk, but
as the economic crisis worsened, that
idea was put on ice.

Rusal has launched an ambitious
cost-cutting program, which together
with gains in the price of aluminum to
about $1,800 per ton improves the
company’s ability to withstand the fi-
nancial turmoil.

Rusal’s total debt is about $16.8 bil-
lion.

Struggling family firms a test for Gulf lenders

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

Oleg Deripaska

Source: Thomson Reuters Datastream
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Macquarie Group Ltd. agreed to
give up a profitable management
role at its listed airports fund in one
of the most significant moves away
from a business model that the Aus-
tralian investment bank pioneered.

As a result of an agreement be-

tween the two sides, Macquarie
Group will no longer reap manage-
ment and performance fees from
Macquarie Airports, which owns
stakes in major airports in Sydney,
Brussels and Copenhagen. The
fund’s assets will be managed inter-
nally instead, resulting in cost-sav-
ings that will ultimately boost the
share price, the fund said.

Friday’s announcement would
seem to vindicate critics of an ar-
rangement that provided the Austra-
lian investment bank with fees at
the expense of its funds. But the
bank won’t end up empty-handed:
In return for giving up its fee in-

come, it will receive 150 million
newly issued securities in the fund,
valued by the fund at a total of 345
million Australian dollars (US$282
million) or A$2.30 apiece.

The new shares boost the invest-
ment bank’s stake in Macquarie Air-
ports to about 27.3% from 22% cur-
rently, keeping the parent as the
fund’s largest single shareholder.

Essentially, “Macquarie is being
paid [by the fund] to go away,” says
Martin Lawrence, a Melbourne-
based analyst at RiskMetrics Group

who has previously criticized the
bank’s relationship with its funds.

A Macquarie Group spokes-
woman said that cutting manage-
ment ties is one of an array of initia-
tives, all supported by the bank,
aimed at closing “the gap between
the funds’ value and the prices of
their listed securities.”

Macquarie’s funds typically hold
infrastructure assets such as toll
roads or airports that are believed
to generate a dependable stream of
earnings. But they also have de-
pended heavily on debt to increase
their returns, a growing concern as
refinancing that debt has grown
more costly. Arrangements for the
funds to pay management fees to
Macquarie have also raised ques-
tions about conflicts of interest.

The new management setup is
“easier to understand,” says Cam-
eron McDonald, an analyst at Deut-
sche Bank. “It also removes any con-
flicts of interest, real or perceived.”

Investors didn’t seem to cheer
the news. Macquarie’s stock price
ended down 4.3% at A$40 on Friday,
while Macquarie Airports lost 6.8%
to A$2.46, though both stocks are up
sharply since early March.

Macquarie Airports’ manage-
ment says its assets are actually val-
ued at about A$4.30 per share, but

the shares haven’t traded at that
level since late 2007. Weakness in
air travel has weighed on the fund.
In June, traffic declined at all of its
key airports.

Since the airport fund’s listing in
2002, base and performance fees
paid to Macquarie have totaled
A$547 million, the fund says. The av-
erage annual base fee has been
about A$44.1 million since listing,
the fund says.

Trevor Gerber, independent
board committee chairman of the
management company overseeing
the fund, said the plan initially will
deliver mild gains to earnings, but
he said bigger earnings benefits
would come in years ahead.

In June, another listed vehicle,
Macquarie Leisure Trust Group also
took management in-house, cutting
that relationship with Macquarie.
Earlier this year, Canada Pension
Plan Investment Board purchased
Macquarie Communications Infra-
structure Group, which owns broad-
cast towers, for A$1.36 billion.

Macquarie says its listed funds
represent “only a small part” of the
overall group’s operations and earn-
ings and that the listed funds pro-
vided less than 5% of operating in-
come before impairments for the
year ending March 31.

Rusal reported
close to a deal
to refinance debt
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By Cynthia Koons in Sydney
and Laura Santini in Hong Kong

By Stefania Bianchi

And Mirna Sleiman

A total of 30 Persian Gulf-based
lenders have almost $10 billion of
exposure to the troubled privately
held Saudi conglomerates Saad
Group and Ahmad Hamad Al Gos-
aibi & Brothers Co.

In a survey of the region’s top
banks, credit-ratings firm Stan-
dard & Poor’s found that total
gross exposure to the two family-
owned firms stood at $9.6 billion,
with almost two-thirds of those ex-
posed located in Saudi Arabia and
the United Arab Emirates.

Some analysts have pegged po-
tential bank losses on the two com-
panies as high as $16 billion, and
as low as $4 billion. But the S&P
numbers are so far the most com-
prehensive view of the losses,
which it called “significant but
manageable” in a statement.

Both Saad and AHAB, as Ahmad
Hamad is known, defaulted on
debts earlier this year and are rac-
ing to restructure. Even if manage-
able, their struggles are already
changing the nature of banking in
the Persian Gulf, where companies
tend to keep financial information
close to the vest.

Banks active in the six-member
Gulf Cooperation Council states,
which include Saudi Arabia and the
U.A.E., have started reviewing
their lending requirements to seek
more guarantees and better corpo-
rate governance from family busi-
nesses at a time when most lenders
are faced with the fallout from the
financial crisis, bankers say.

Earlier this month, U.A.E. Cen-
tral Bank Governor Sultan bin
Nasser Al Suwaidi said that there
will be total disclosure on local
banks’ exposure to the groups and
that lenders will have to provide de-
tails in their year-end results.

“We can say that what hap-
pened in Saudi Arabia was an eye-
opener to family businesses in the
Gulf,” said Henry Azzam, Deutsche
Bank’s regional chief executive of-
ficer for the Middle East and North
Africa.

As banks have entered negotia-
tions with Saad, AHAB and regula-
tors in a bid to seek solutions to the
groups’ financial troubles, new
lending to family enterprises is be-
ing scaled back.

Family-run businesses are
deeply rooted in the Arab Gulf re-
gion. According to some estimates,
more than 80% of businesses in the

Middle East are family-run or fam-
ily-owned and about $1 trillion in
family-owned assets is expected to
be handed down to the next genera-
tion within the next five to 10
years.

Over decades, they built up a
reputation as conservative busi-
nesses and reliable borrowers. In
the past five years, family groups—
like other companies—benefited
from a spending spree by regional
governments blessed with windfall
oil revenue as crude prices soared
to record highs of as much as $147 a
barrel in July 2008.

However, with the onset of the
global financial crisis last year,
bank liquidity dried up and credit
lines to family businesses were
squeezed.

Although most family busi-
nesses disclose little, if anything,
about their financials, world-wide
economic developments are likely
to have affected at least some re-
gional groups. As a result, banks
are set to take a closer look at fam-
ily enterprises seeking to secure
funding.

“We want more transparency
and better adherence to corporate
governance,” said Ibrahim Dab-
doub, group chief executive of Na-

tional Bank of Kuwait, or NBK.
More-transparent businesses

and those that have corporate-gov-
ernance guidelines in place will be
better positioned than others in
their dealings with lenders in the fu-
ture, Deutsche Bank’s Mr. Azzam
said

However, while bankers are call-
ing for better transparency among
family groups, some businesses say
a fair share of the blame for the de-
velopments at Saab and AHAB lies
with the lenders themselves.

“I blame what’s happening on
the ignorance of financial analysts
and the bankers who got too loose.
All banks who are in trouble should
investigate their own employees
and management,” said Abdulrah-
man Al Zamil, chairman of Saudi op-
erations at Al Zamil Group, one of
Saudi Arabia’s best-known and old-
est family businesses.

But Mr. Al Zamil acknowledged
that some changes will ultimately
need to happen at conservative fam-
ily-run businesses.

Most family businesses, how-
ever, seem to think otherwise. A fam-
ily-business survey by Ernst &
Young last year showed that only
20% of family businesses in the Mid-
dle East are planning to go public.

T H E WA L L ST R E ET JO U R NA L . MONDAY, JULY 27, 2009 25



By Peter Spiegel

And Alan Cullison

U.S. Secretary of State Hillary
Clinton said the Obama administra-
tion considered Russia a “great
power” and wanted it to be a strong
and prosperous country, in an ap-
parent effort to reassure Moscow
that the White House remains com-
mitted to efforts to “reset” bilat-
eral relations.

Mrs. Clinton made the remarks
in response to a question about
Vice President Joe Biden’s sugges-
tion, during a Wall Street Journal
interview published on Saturday,
that Russia’s weakening economy
was likely to make it more amena-
ble to cooperate with the West on
national security issues.

“We view Russia as a great
power,” Ms. Clinton said on NBC

News’s “Meet
the Press” on
Sunday. “Every
country faces
challenges. We
have our chal-
lenges, Russia
has their chal-
lenges. There
are certain is-
sues that Russia
has to deal with
on its own.”

She said the
Obama administration didn’t be-
lieve it has an upper hand in its ties
with Moscow, and noted that Mr.
Biden had been the first senior ad-
ministration member to publicly
call for a “reset” in the two coun-
tries’ relationship, in an address in
Munich, Germany, in February.

Mr. Biden’s comments to the
Journal raised concerns in Mos-
cow, which questioned whether he
was speaking for the U.S. govern-
ment. “The question is: Who is
shaping the U.S. foreign policy—
the president or the respectable
members of his team?” asked presi-
dential aide Sergei Prikhodko. He
said it was “perplexing” that Mr.
Biden delivered the comments just
as the U.S. was talking about a re-
set in relations.

On Sunday, Russian President
Dmitry Medvedev criticized the U.S.
over its contin-
ued support of
membership in
the North Atlan-
tic Treaty Organi-
zation for the
former Soviet re-
p u b l i c s o f
Ukraine and Geor-
gia, saying the al-
liance “is not
ready” to absorb
them. Mr. Biden
visited both
states during his trip through the re-
gion last week, and reaffirmed U.S.
support for both to join the alliance.

“We don’t think it’s right to drag
certain countries into military and
political alliances against the will
of their people,” Mr. Medvedev said
on Russia’s NTV television.

Mrs. Clinton reiterated the ad-
ministration’s view that the coun-
tries have a right to join any alli-
ance they choose. She said differ-
ences with Moscow over the issue
wouldn’t halt White House efforts
to reach out to Russia.

“The Russians know we have
continuing questions about some
of their policies, and they have con-
tinuing questions about some of
ours,” she said.

Poll observers slam Kyrgyz leader’s landslide

Joe Biden

By Alan Cullison

MOSCOW—European observers
issued a stiff censure of presidential
elections in Kyrgyzstan, where Presi-
dent Kurmanbek Bakiyev claimed a
landslide victory that would cement
his hold on power over the moun-
tainous Central Asian nation.

But the European disapproval is
unlikely to alter the vote’s outcome.
Both Russia and the U.S. have been
courting Kyrgyzstan as an ally in a
struggle for influence in the region.
Since he came to power in 2005, Mr.
Bakiyev has turned Kyrgyzstan—
once a hoped-for island of democ-
racy in Central Asia—into an authori-
tarian state with a system of political
controls starkly similar to Russia’s.

The U.S. Embassy in Kyrgyzstan’s
capital, Bishkek, declined to com-
ment on Thursday’s election, which
by official figures appeared to give
Mr. Bakiyev more than 85% of the
vote. A Moscow-dominated mission
of election observers, meanwhile,
called the voting “open and free.”

The European assessment, deliv-
ered Friday by observers from the
Organization for Security and Coop-
eration in Europe, was unusually
harsh, and criticized the Kyrgyz gov-
ernment for lopsided media cover-
age before the polling, as well as bal-
lot-stuffing and other irregularities.
The severity of the marks was “quite
rare,” an OSCE spokesman said.

Kyrgyzstan hosts a U.S. air base
that is a linchpin to the resupply of
U.S.-led troops in Afghanistan, and
lately the Kyrgyz president has used
Russian resentment of the U.S. pres-
ence to play Washington and Mos-
cow off against one another.

After accepting a massive aid
package from Russia this year, Mr.
Bakiyev announced he was closing
the U.S. base. In June, he backped-
aled and said he would allow an-
other one to be reopened at much
higher rent.

This month, Mr. Bakiyev’s gov-
ernment said it may let Russia open
another air base of its own—its sec-
ond in Kyrgyzstan—in the country’s
restive south that would be home to
a rapid deployment force the Krem-
lin has said could rival that of the
North Atlantic Treaty Organization.

Mr. Bakiyev has steadily
amassed power in the country, ap-
pointing friends and family to top
posts in government and the secu-
rity services. His political oppo-
nents were weakened by attacks, ar-
rests and disappearances in the
run-up to voting. Rival candidates
had little chance to advertise in the
state-run media, the OSCE said.
More than half of the OSCE observ-
ers came back with a “negative” or
“very negative” assessment of the
count at polling stations, said Jens-

Hagen Eschenbaecher, a spokesman
for the observers.

The main opposition candidate,
Almazbek Atambayev, dismissed
Thursday’s election as fraudulent
and called for a rerun. The govern-
ment’s election commission called
the voting fair and said there would
be no rerun.

Mr. Atambayev’s campaign man-
ager, Bakyt Beshimov, said he hoped
that the U.S. would echo the OSCE
disapproval of the election. But Mr.
Beshimov said he doesn’t expect any
harsh criticism from Washington be-
cause “the U.S. only seems to care
about the base.”

The U.S. opened air bases in Kyr-
gyzstan and Uzbekistan soon after
the al Qaeda attacks on New York
and Washington in 2001, using both
as launchpads for the invasion of Af-
ghanistan and the resupply of
troops there. While Russia at first
supported the bases, it began call-
ing for their closure after a chill in re-
lations and the U.S.-led invasion of
Iraq, which Russia opposed.

The U.S. lost use of its base in
Uzbekistan in 2005 after Washing-
ton criticized that government’s
bloody repression of protests in the
city of Andijan. As the U.S. base in
Kyrgyzstan became the hub for ferry-
ing troops and supplies into Afghani-
stan, Mr. Bakiyev pressured the U.S.
for higher rent.

Mr. Bakiyev said that he was clos-
ing that base earlier this year in Mos-
cow at a Kremlin news conference
where Russian President Dmitry
Medvedev promised his govern-
ment $2.1 billion in aid. Mr. Bakiyev
reversed course in June and said he
would allow the U.S. to continue to
operate out of a transit center near
the closed military base, where the
U.S. would pay an annual $60 mil-
lion in rent, more than triple the
amount paid for the air base.

Russia, which supports the U.S.
war effort in Afghanistan, said it
didn’t oppose the U.S. efforts to
keep a base in Kyrgyzstan.

Spain’s despair rises as jobs fail
Homes now lacking
a working member
exceed one million

Soaring unemployment
After the collapse of a decade-long 
housing boom, Spain has the 
highest unemployment rate among 
the 30 industrialized nations of the 
Organization for Economic 
Cooperation and Development.

Note: All data as of May except for Spain
*Figure as of end of June

Sources: OECD; Spain’s National
Statistics Institute Japan
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The Sanchez family put up their home for sale in this gated community outside
Madrid more than six months ago, but it has not sold. 
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President Bakiyev at a news conference
after voting in Bishkek on Thursday.

ECONOMY & POLITICS

Clinton assures
Moscow of effort
to ‘reset’ ties
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By Jonathan House

MONTEPRINCIPE, Spain—Luis
Sanchez, 41 years old, can’t sell his
home in a gated community with
swimming pools nestled among
pine trees that he bought three
years ago at the peak of the long
boom that followed Spain’s adop-
tion of the euro in 1999.

Having ridden the boom to wealth
in jobs ranging from stockbroker and
financial director, Mr. Sanchez now
finds himself jobless with an unman-
ageable mortgage. He isn’t planning
a vacation this year, has negotiated
lower fees at his children’s schools,
and is avoiding restaurants.

Mr. Sanchez’s predicament is ech-
oed across Spain, as anxiety grows at
the end of a boom that hinged on spec-
ulative housing investment and cheap
credit. The low morale that comes
fromhigh debtandjoblessnessisa rea-
son Spain could take longer than other
countries to pull out of recession.

Government data out Friday
showed that more than one million
households in Spain have no work-
ing members. The country’s unem-
ployment rate more than doubled on
the year to 17.92% in the second quar-
ter, by far the highest rate among the
30 nations in the Organization for
Economic Cooperation and Develop-
ment, following the collapse of
Spain’s labor-intensive construc-
tion industry. In comparison, the
U.S. had a 9.4% unemployment rate
in May, according to the most recent
OECD data.

Other large European countries
have yet to feel the degree of pain
Spain is suffering from the global
economic downturn.

Spain’s joblessness has room to
grow even further. As builders strug-
gle to unload more than one million
unsold homes, they will continue to
cut jobs. Economists say consumer
spending will be damped for years.

As a result, Spanish GDP will con-
tract around 3.2% this year and 1%
next year, the European Commis-
sion forecasts. It projects that all
other European countries will post
at least one quarter of growth in
2010, but Spain won’t. “Spain will be
one of the last countries to exit reces-
sion,” said Ben May of Capital Eco-
nomics in London. “When it does,

it’s very optimistic to expect it to re-
turn to the growth it had before.”

Spain’s fall to earth removes an im-
portant engine of European growth.
From 1999 to 2007, Spanish GDP grew
at 3.7% a year, 1.5 percentage points
more than the average of the coun-
tries using the euro. Spain also cre-
ated more than one-third of all euro-
zone jobs and absorbed four million
immigrants during the period.

The government of Prime Minis-
ter José Luis Rodriguez Zapatero
has introduced an Œ8 billion ($11.37
billion) local infrastructure plan de-
signed to create temporary jobs and

extend unemployment benefits. But
the effort has pushed Spain’s ac-
counts deep into the red.

Critics say Mr. Zapatero has shied
away from structural reforms. Busi-
ness leaders want labor-market de-
regulation to make it easier to lay off
workers, saying this would make it
easier for them to hire some of the
millions losing their jobs. The crash
comes after three decades of spectac-
ular success, when the country
climbed out of poverty of the years of
Francisco Franco’s dictatorship.

Mr. Sanchez’s father, Antonio,
grew up in Morocco. In 1941, his fam-
ily fled Spain’s turmoil and food
shortages after the Civil War that
brought Franco to power. But after
Franco’s death in 1975, Spain em-
braced democracy and joined the Eu-
ropean Union. “The gap with the
rest of Europe was rapidly closing,”
says the older Mr. Sanchez.

In 1999, Spain adopted the euro
currency, ushering in a period of
low interest rates that helped fuel
the biggest growth spurt in the
country’s modern history. Income
per capita surpassed that of Italy,
and Mr. Zapatero boasted it would
soon surpass that of France and
Germany. Households and compa-
nies borrowed freely and invested
in real estate. Luis Sanchez seized
on modern Spain’s opportunities,
taking a law degree, studying in Se-
attle for a year, and then becoming
a stockbroker.

Mr. Sanchez bought his home—a
white, Andalusian-style villa with a
pool, a garden and flower-lined walk-
ways—in 2006. Now, with a large
mortgage and no job, he says he
thinks he is unlikely to be able to af-
ford a house like that again.

He doesn’t yet know where his
family will end up, but says he is pre-
pared to move out of Spain if neces-
sary. “Living standards in Spain had
reached European levels, but the
gains were fictitious,” he says.
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Gl Bond B2 US BD LUX 07/23 USD 13.30 5.8 3.7 2.1
Gl Bond I US BD LUX 07/23 USD 8.88 6.4 5.4 3.7
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Gl Conservative B2 US BA LUX 07/23 USD 15.04 7.5 –9.2 –8.2
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Gl Eq Blend B GL EQ LUX 07/23 USD 9.57 13.0 –35.3 –29.0
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Gl Growth A GL EQ LUX 07/23 USD 36.70 13.8 –34.7 –26.8
Gl Growth B GL EQ LUX 07/23 USD 30.77 13.2 –35.3 –27.5
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Gl High Yield A US BD LUX 07/23 USD 3.74 32.9 –6.1 –4.6
Gl High Yield A2 US BD LUX 07/23 USD 7.69 33.5 –6.3 –4.7
Gl High Yield B US BD LUX 07/23 USD 3.74 32.0 –7.4 –5.7
Gl High Yield B2 US BD LUX 07/23 USD 12.42 32.8 –7.2 –5.6
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Hang Seng hits 2009 high,
Nikkei rally reaches 8 days
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5 Danske Inv Danske Invest DKKiDenmark 42.65 15.46 11.05 13.04
Bioteknologi Inc

3 FCP OP Oppenheim Asset EURiLuxembrg 60.09 15.29 –1.68 6.40
MEDICAL BioHe@lth-Trds EUR Mgmt Services S.à r.l.

4 Dexia Eqs L Dexia Asset USDiLuxembrg 34.11 2.28 2.25 9.77
Biotechnology C Acc Management

3 RH&amp Partner Invest Pictet Funds (Europe) S.A. iUSD Luxembourg 22.67 0.93 3.74
Global Life Sc

5 UniSector Union Investment EURiLuxembrg 22.20 0.70 –1.24 12.46
GenTech A Luxembourg S.A.
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Worldwide Pharmaceutical LLC

2 UBS (LUX) EF UBS Global Asset USDiLuxembrg 13.86 –6.08 3.17 4.82
Biotech B USD P Management

3 Franklin Franklin Templeton USDiLuxembrg 7.15 –8.11 –3.12 3.66
Biotechnology Discovery A Acc $ Investment Funds
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By V. Phani Kumar

And Rosalind Mathieson

Hong Kong’s benchmark index
briefly crossed 20000 Friday, finish-
ing at a high for the year, as Asian
markets extended their gains.

Refiners and
metal producers
lifted Chinese
shares and a weak-
ened yen helped Ja-

pan’s exporters.
Hong Kong’s Hang Seng Index

jumped at the opening bell to break
above 20000 for the first time since
September, but couldn’t quite hold
that level. The index finished at
19982.79, up 0.8% on the day and
6.3% for the week.

Hopes for strong corporate earn-
ings drove up the shares of Petro-
China and China Petroleum & Chem-
ical, or Sinopec. PetroChina rose
1.7% in Hong Kong and 5.4% in Shang-
hai, while Sinopec gained 0.4% in
Hong Kong and 3.5% in Shanghai.

Among metal producers, Alumi-
num Corp. of China, or Chinalco,
soared by the daily limit of 10% in
Shanghai, while in Shenzhen, Yun-
nan Copper hit the 10% upper limit
for a second straight session. In
Hong Kong, Chinalco gained 6.1%.

China’s Shanghai Composite

rose 1.3% to 3372.60, its best finish
since June 3, 2008 and its sixth suc-
cessive week of gains.

“Buoyant retail investor senti-
ment is a positive sign for growth
prospects. … That said, excessively
strong investor confidence may
lead to a stock market bubble, which
is a significant risk to the economy,”
said Sherman Chan, an economist at
Moody’s Economy.com.

Japan’s Nikkei Stock Average of
225 companies rose 1.6% to 9944.55
after the yen fell against the dollar
in New York trading. The index fin-
ished higher eight days running and
is up 7.1% over the past two weeks.

India’s Sensitive Index, or
Sensex, rose 1% to 15378.96 and is up
14% over the past two weeks. Fri-
day’s gains were paced by automo-
bile stocks after Maruti Suzuki’s
strong quarterly performance a day
earlier. Shares of Maruti gained
6.4% and Tata Motors jumped 9.7%.

Singapore’s Straits Times Index
added 2% to close at 2533.43.

In Australia, crop-protection
company Nufarm surged 13% after
saying it had been approached
about a potential takeover by Si-
nochem International, which rose
1.7%.
 —Wei-Zhe Tan

contributed to this article.

OPEC braces for price drop
Fuel stockpiles grow
to a 24-year high;
refiners cutting back

UBS hires Merrill’s Magnus in Asia
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By Jin-Young Yook

Hana Financial Group reported a
36% drop in second-quarter net
profit as the company felt the full ef-
fects of the economic downturn, but
it did show some improvement from
the first quarter.

Hana Financial, the holding com-
pany of Hana Bank, South Korea’s
fourth-largest bank by assets, re-
ported a net profit of 196.6 billion
won ($157.6 million), down from
309.6 billion won a year earlier. How-
ever, it was an improvement from
the net loss of 323.3 billion won re-
ported in the first quarter.

The company said the turn-
around was due to an easing in the
rate of decline in its net interest mar-
gin, an increase in interest income
and a stabilizing foreign-exchange
rate. In the quarter, it set aside 82 bil-
lion won in loan-loss provisions.

Hana Financial
net drops 36%
in second quarterBy Luke Jeffs

And Harry Wilson

LONDON—J.P. Morgan Chase &
Co. reshuffled its senior equities
staff in a bid to prepare the U.S. bank
for a further push into prime broker-
age, according to three people famil-
iar with the situation.

Richard Berliand, formerly the
global head of cash equities and
prime services and a 22-year vet-
eran with the firm, has given up his
equities role to focus solely on J.P.
Morgan’s prime business. He took
sole responsibility for the prime-ser-
vices division two weeks ago.

The unit is partly based on the
Bear Stearns prime brokerage fran-
chise acquired in March 2008, to
help challenge Goldman Sachs
Group and Morgan Stanley, the two
largest brokers for hedge funds.

David Long, previously head of
equity derivatives for the Americas,
becomes global co-head of cash equi-

ties, based in London. Jim Brett,
former head of cash equities for the
Americas, becomes the other global
co-head, based in New York. The
two will report to Carlos Hernan-
dez, head of the investment bank’s
global equities business and a mem-
ber of the firm’s executive commit-
tee.

Lee Cook, head of equities for Eu-
rope, Middle East and Africa for the
past six years, left the bank two
weeks ago after 14 years with the
firm, these people said. He was re-
sponsible for all equity trading, re-
search and sales of European cash
shares in the region. One person
said Mr. Cook had left to “pursue
other interests.”

It wasn’t clear who will succeed
him.

A J.P. Morgan spokeswoman con-
firmed the management changes.
Messrs. Cook and Berliand were un-
available for comment.
 —From Financial News

J.P. Morgan Chase shuffles
its senior equities staff
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By Spencer Swartz

And Ana Campoy

The Organization of Petroleum
Exporting Countries is preparing
for a drop in crude prices in coming
weeks, as huge reserves of oil-based
fuels continue to pile up and the
space to store them runs out.

Stockpiles of fuels such as diesel
and heating oil are at a 24-year high
in the U.S. because of tepid demand
from industries and consumers hurt
by the global economic downturn.
Conditions in the futures market

have also made it profitable for trad-
ers to store these fuels.

OPEC has been able to head off a
sustained collapse in oil prices
through big production cuts. But if
the anticipated turnaround doesn’t
materialize, supplies will grow even
larger, dragging down oil prices de-
spite the cartel’s efforts.

When people realize there are no
green shoots of recovery yet, “this
distillate overhang will be a main
factor pushing prices down,” a se-
nior OPEC delegate said.

This concern is prompting some
at OPEC—whose 12 members pump
about four of every 10 barrels of oil
consumed around the world every
day— to consider further output re-
ductions. The OPEC official
wouldn’t rule out an agreement to
cut production at the group’s next

policy meeting Sept. 9.
But any further announced cuts

may not have much market credibil-
ity. Some OPEC members, including
Angola, Iran and Venezuela, are al-
ready selling more barrels than they
agreed to in order to capture more
revenue. Some members may have
no appetite for more reductions
when other OPEC nations are shirk-
ing their commitments.

Oil refiners may decide to pro-
cess less crude to reduce invento-
ries and increase their profit mar-
gins. There are already signs U.S. re-
finers are throttling back produc-
tion. For the week ended July 17, the
nation's refineries ran at 85.8% of ca-
pacity, down from 87.9% the previ-
ous week, according to U.S. govern-
ment data.

By Rick Carew

HONG KONG—UBS AG hired
Keith Magnus from Merrill Lynch to
run the Swiss bank’s Singapore and
Malaysia investment-banking team,
according to a person familiar with
the situation, the latest blow to
Bank of America Corp.’s efforts to
keep its Asia investment-banking
team intact.

Singapore is a key market for in-
vestment banks in Asia. The city-

state is home to two of the world’s
most important state-owned in-
vestment firms, Temasek Holdings
Pte. Ltd. and Government of Sin-
gapore Investment Corp. Sin-
gapore’s equity market has stood
out for investment-banking activ-
ity this year as local firms launched
rights issues to strengthen their
balance sheets.

Mr. Magnus has advised on a num-
ber of those deals in recent months,
including a rights issue totaling 1.84

billion Singapore dollars (US$1.28
billion) for Singaporean property de-
veloper CapitaLand Ltd.

Bank of America has lost several
key Merrill bankers in recent
months. They include its regional
head of mergers and acquisitions, Kal-
pana Desai, and senior China banker
Margaret Ren. One former Merrill
banker, Sheldon Trainer, has won
mandates from some of Merrill’s cli-
ents in the region for his own bou-
tique firm, PacBridge Partners Ltd.
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Taliban resume attacks
Swat Valley refugees
are returning home
to renewed violence

Pakistani soldiers in the town of Mingora on Sunday stand beside weapons,
computers, vehicles and other items confiscated from militants in the Swat Valley.

Taliban militants driven from
the Swat Valley by Pakistan’s army
in recent months are again infiltrat-
ing the region’s towns and villages,
kidnapping and beheading per-
ceived enemies and ambushing sol-
diers, as hundreds of thousands of
refugees return home.

Whether the latest violence rep-
resents the last gasp of a dying insur-

gency or the first sign of the mili-
tants’ recovery is hard to tell. But
the renewed violence is a sharp re-
minder that the offensive for the
strategic valley, which won effusive
praise from the U.S. and European
nations, remains far from complete.

One of the most recent incidents
took place around midnight Thurs-
day, when eight bearded men with
Kalashnikovs and dressed in army
uniforms came looking for Jahan
Zada, the head clerk of a small-town
police station in Swat. Three took up
positions on the roof of the boxy, two-
story brick home, said a neighbor
who witnessed the incident. The
other five kicked down the front door.

“That’s when we knew they were
Taliban,” said the witness, who asked
that he be identified as Junaid. “They
dragged him out and took him away.”

Within hours, four of the alleged

Taliban kidnappers were killed by se-
curity forces, officials say. Mr. Zada
is still missing.

Pakistan’s military declared the
valley secure two weeks ago, after
weeks of intense fighting against the
Taliban in what has been viewed as
the start of a major pushback by Paki-
stani forces against the militants’
spread. The military has since been en-
couraging the more than two million
people who fled the area to return. But
some of the militants who melted
away in theface of theoffensive are re-
emerging, while others remain holed
up in mountainside redoubts.

Pakistan’s military spokesman,
Maj. Gen Athar Abbas, said that until
the military has a better handle on the
valley, it is unlikely to open another
front in the tribal areas along the Af-
ghan border, the Taliban’s most im-
portant strongholds in Pakistan and

the rear base for militants fighting
U.S. and allied forces in Afghanistan.

In the past week, three civilians

have been beheaded by the Taliban
in and around Mingora, the valley’s
main town. Mr. Zada was kidnapped
in a nearby town, Sangota. In an-
other nearby village, the janitor at a
police station was killed, say military
officers, diplomats and aid workers.

The army, meanwhile, is engaged
in near-daily firefights with pockets
of Taliban resisters. Most clashes are
small, but dozens of militants have
been killed in recent days, along with
a few soldiers, the army says.

“The situation is still uncertain,”
said Shazeb Ali, 28 years old, who re-
turned to his home and mobile-
phone shop in Mingora two weeks
ago. “We can hear the sound of fir-
ing some distance away.”

The violence in Swat is making it
difficult to rebuild: Pakistani officials
and Western diplomats say authori-
ties are having trouble recruiting po-
lice and administrators because can-
didates fear being targeted.

The violence is also making it
hard to re-establish some semblance
of the valley’s social order, which
was upended by nearly two years of
unrest in which the Taliban imposed
a harsh brand of Islamic law and fo-
mented a peasants’ rebellion by chas-
ing off the small class of landlords
who controlled most of the valley’s
business. A faltering reconstruction
could leave the strategic valley again
exposed for what would be the third
Taliban takeover since 2007.

The military says it has deci-
mated the Swat Taliban’s command-
and-control abilities and its logis-
tics infrastructure, and soldiers
now control the main roads, towns
and villages on the banks of the
Swat River. But the “Taliban are still
entrenched in some mountainous ar-
eas,” said Brig. Tahir Hameed Rana,
a commander in Mingora.

The valley’s Taliban command-
ers, especially its leader, Maulana Fa-
zlullah, also remain at large, which
“is, frankly speaking, our biggest fail-
ure,” said Gen. Abbas, the spokes-
man. “We’re going to continue these
raids and these snatch-and-grab op-
erations until we have them,” he said.
“We can’t allow them to continue in-
stilling fear in the population.”

Military commanders say they are
banking on residents to help root out
Taliban holdouts. Gen. Abbas cited an
example of residents of a small moun-
tainside village, Shamo Zai, leading
soldiers to a graveyard where the Tali-
ban had stashed weapons.

Authorities in Peshawar said Sun-
day they had arrested Sufi Moham-
med, the radical cleric who negoti-
ated the failed Swat peace deal on be-
half of the Taliban, and two of his
sons for allegedly encouraging vio-
lence and terrorism.There was no
immediate comment from Mr. Mo-
hammed’s spokesman.

 —Rehmat Mehsud in Islamabad
contributed to this article.

ECONOMY & POLITICS

By Matthew Rosenberg
in Peshawar, Pakistan,
and Zahid Hussain
in Mingora, Pakistan

A
ss

oc
ia

te
d

Pr
es

s

BlackBerry®, RIM®, Research In Motion®, SureType® and related trademarks, names and logos are the property of Research In Motion Limited and
are registered and/or used in the U.S. and countries around the world. Used under license from Research In Motion Limited.

* Full access to subscriber content for a limited time only.

OR DURING PHIL’S

PRESENTATION
ON THE TRAIN

Download the free* Mobile Reader from your BlackBerry® smartphone atDownload the free* Mobile Reader from your BlackBerry® smartphone at

www.wsjmobilereader.com

FOR WHEN YOU

ARE ON A PLANE

BROWSE

HEADLINES

SAVE FOR

LATER

TRACK YOUR

STOCKS

SEND TO A

FRIEND

ACCESS TO CRITICAL NEWS,

ANYWHERE, ANYTIME.

DOWNLOAD FULL

ARTICLES

©2009 Dow Jones & Company. All Rights Reserved. 4WJE216BW

10 MONDAY, JULY 27, 2009 T H E WA L L ST R E ET JO U R NA L .

Conglomerates Berkshire Hath-
away Inc. and Leucadia National
Corp. made a bid to buy parts of
CIT Group Inc. but were rebuffed
by CIT, according to people famil-
iar with the matter, because the
price was too low.

Now CIT and its advisers are
evaluating a similar breakup, this
time with the threat of bankruptcy
bearing down, and its shares
worth roughly a quarter of their
value when the offer appeared last
spring.

CIT’s aviation-finance and rail-
finance operations are the units
most likely to be sold, said these
people, who cautioned the analy-
sis is still in early stages.

Asset sales are an essential
part of plans to reduce the belea-
guered lender’s $75 billion bal-
ance sheet, “to half or much less of
that,” said one person involved
with the company. The reductions
are essential because CIT can’t
raise new funding in the market-
place.

“The company needs to de-le-
ver and get out of businesses that
don’t make sense,” said a person in-
volved in the situation. “The en-
tire [credit] spread for what they
do is warped. So there are parts
that absolutely must go.”

CIT is likely to keep its corpo-
rate-finance department, which is
its largest division, handling asset-
based loans and other commercial
loans. Another sector expected to
remain is its factoring business,
which provides trade finance to re-
tailers and many small retail ven-
dors.

Less certain is the fate of its
vendor-financing business, which
allows companies like Dell and
Konica Minolta to finance their
customers purchase—but a divi-
sion that is losing business rap-
idly. Earlier this week, Microsoft
Corp. said it terminated its vendor-
financing agreement with CIT.

In its preliminary analysis, CIT
and its bankers have determined
that the company will struggle to
make money in its aviation and rail-
car businesses. CIT owns 116,000
railcars, which are leased to ship-
pers and railroads. It also leases
airplanes to 100 airlines around
the world.

Last year, CIT explored a sale of
its railcar-leasing business and col-
lected bids from potential buyers.
But executives squelched a sale, de-
termining that the bids were too
low.

Despite raising $3 billion in res-
cue financing from some of its larg-
est bondholders over the week-
end, CIT’s future remains murky.
The lender is trying to restructure
its debt out of court, but the lead

adviser to some bondholders told
them on a call Wednesday that a
bankruptcy at CIT remains a dis-
tinct possibility next month.

Houlihan Lokey Chief Execu-
tive Jeffrey Werbalowsky said the
company may still have to file for
bankruptcy if it doesn’t get the sup-
port from bondholders on a tender
offer to buy $1 billion in debt—due
Aug. 17—at 82.5 cents on the dol-
lar.

CIT needs the backing of hold-
ers who control at least 90% of the
issue, said Mr. Werbalowsky on
the call. His firm represents six
large bondholders who lent CIT
the $3 billion and have already
agreed to the tender. If CIT falls
well short of 90%, it would have to
file for a bankruptcy, Mr. Wer-
balowsky told the bondholders.

If CIT falls well short of 90%, it
would have to file for a bank-
ruptcy, Mr. Werbalowsky told the
bondholders.

Such threats are common in ne-
gotiations for companies on the
verge of default. Mr. Wer-
balowsky, however, seems to be
taken seriously by holders. He told
bondholders that “the company is
really serious about filing if they
don't get 90% of the bonds ten-
dered,” said one bondholder on
the call.

If successful with this tender of-
fer, CIT would then try swap bil-
lions more of outstanding debt
into equity or longer-dated bonds.

These steps, along with asset
sales, would be done in part to con-
vince the Federal Deposit Insur-
ance Corp. to permit CIT to trans-
fer loans to its bank, where it could
eventually fund operations with
bank deposits.

The potential sale of CIT assets
comes after the company had in
better times turned down take-
over offers for parts or all of the
company.

In the spring, Warren Buffett’s
Berkshire Hathaway and Leucadia
National, a holding company often
described as a “mini-Berkshire,”
made a joint offer to buy parts of
CIT, but were rebuffed. Berkshire
declined to comment. Leucadia
couldn’t be reached to comment.

In 2007, CIT bankers from Mor-
gan Stanley shopped the entire
company to J.P. Morgan Chase &
Co., Wells Fargo and Wachovia,
but nothing came of it, said these
people. Goldman Sachs was inter-
ested in some parts of CIT, they
added.

After rebuff of Buffett,
CIT considers a breakup
Asset sales essential
to plans to reduce
firm’s balance sheet

Hedge-fund manager investigated

CIT is likely
to keep its
corporate-finance
department.
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* First quarter 2009
Source: the company

Asset audit
Airline and rail units may be 
the first to go as CIT rushes to 
shrink its balance sheet.
CIT’s assets, by industry:
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By Jenny Strasburg

And Amir Efrati

A Long Island, N.Y., hedge-fund
firm that has drawn ire from inves-
tors and attention from federal regu-
lators promoted its funds’ perform-
ance last year days before it for-
mally barred clients from withdraw-
ing money, documents show.

NIR Group, run by Corey Ri-
botsky, sought in September and Oc-
tober to raise money, noting its
funds’ robust profits in 2008 and
prior years, according to emails re-
viewed by The Wall Street Journal. In
mid-October the firm, based in Long
Island’s village of Roslyn, announced
to clients that it would freeze with-
drawals.

Hundreds of hedge funds limited
investor withdrawals last year, as
dysfunctional credit markets and
market turmoil hurt managers’ abil-
ity to sell assets to raise cash for re-
funds. It isn’t unusual for funds that
run into difficulty selling assets to
disclose the difficulties to current
and potential investors, asking for
patience.

An issue that has raised concern
with private investors and U.S. inves-
tigators is NIR’s messages of
strength during the weeks leading
up to the freezing of withdrawals, ac-
cording to investors and people fa-
miliar with the investigation.

Plans to freeze redemptions con-
stitute “material information to any
potential new investor,” and “typi-
cally when a manager suspends re-
demptions, they also suspend fund
raising,” said Jay Gould, a former

SEC investment-management law-
yer who runs the hedge-fund prac-
tice at Pillsbury Winthrop Shaw and
Pittman in San Francisco and isn’t in-
volved with NIR legal matters.

Investigators from the Federal Bu-
reau of Investigation and the Securi-
ties and Exchange Commission, as
well as criminal prosecutors in the
U.S. attorney’s office in Brooklyn, are
probing whether Mr. Ribotsky’s firm
misled clients about the returns and
assets held in NIR’s funds, people fa-
miliar with the matter said.

No charges have been brought. A
spokesman for NIR said it is fully co-
operating with the SEC, which has
subpoenaed the firm. The spokes-
man said the firm had no knowledge
of a criminal investigation. In re-
sponse to a private investor lawsuit,
Mr. Ribotsky argued that shutting off
redemptions became routine during
market volatility and that he en-
gaged in no wrongdoing.

The largest NIR fund, AJW Off-
shore Ltd., had $435.9 million in as-
sets as of June 2008 and posted an-
nual returns between 17% and 540%,
with no negative years, between
1999 and 2008, according to fund
documents.

Those returns beat an index of
comparable hedge-fund returns ev-
ery year during that period, accord-
ing to fund data from Hedge Fund Re-
search Inc.

Mr. Ribotsky, 38 years old,
started NIR in 1998 with a focus on
raising money from wealthy individ-
uals and institutions and in turn in-
vesting it in troubled companies, ac-
cording to marketing materials. He

has said the firm managed $770 mil-
lion.

“We are very proud to continue
to make large positive absolute re-
turns on behalf of our investors (in-
cluding during these challenging
times),” Evan Katz, who marketed
the firm’s funds, wrote to current
and prospective investors in AJW
on Oct. 6. He reported that AJW
funds were up between 8.2% and
11.1% for the year through Septem-
ber, according to an email reviewed
by the Journal.

“If you would like to make an ini-
tial investment, or an additional fol-
low-on allocation, please let me
know before the end of the month,”
Mr. Katz wrote in his email.

On Oct. 16, NIR barred withdraw-
als and sought to restructure funds
in question, according to docu-
ments.

Mr. Katz declined to comment
Friday.

NIR and its affiliates have taken
stakes in 300 firms through invest-
ments known as PIPE transactions,
according to public filings of the com-
panies. These transactions are typi-
cally used by companies that need
cash quickly and are willing to sell
stock at a discounted price to do so.

Mr. Ribotsky’s firms have been in
litigation in federal court in New
York with numerous companies it
took stakes in, who claimed NIR ma-
nipulated their share prices, accord-
ing to court documents. NIR has de-
nied wrongdoing and accused the
companies of failing to repay loans,
documents show. Most lawsuits
were resolved.
 —Joseph Checkler

contributed to this article.
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