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U.S. stocks rallied Thurs-
day to their highest close in
nearly nine months as second-
quarter earnings results on
the whole continued to top
anlysts’ estimates.

With one trading session to
go, the Dow Jones Industrial
Average has climbed 8.4%%
for the month, putting it on
track for the biggest monthly
gain since October 2002.

Earnings fueled European
markets as well. The pan-Eu-
ropean Dow Jones Stoxx 600
Index climbed 2.2%, its 12th
gain in the past 14 sessions,
aided by BT Group, Rolls

Royce and miner Antofa-
gasta.

Thursday’s earnings re-
ports and smaller-than-ex-
pected rise in U.S. weekly jobs
claims cut to the heart of in-

vestors’ fears about the econ-
omy, including the possibility
that credit will remain scarce
and consumption weak be-
cause of a sagging job market.

“More than anything, it’s

the economics and earnings
data that's gotten us here,”
said Jim Paulsen, chief invest-
ment strategist at Wells Capi-
tal Management. “We have
gotten so close to [1000 in the
Standard & Poor’s 500-share
index], you just sort of sense
that unless there's a horrible
GDP number [on Friday],
we're going to have to go up
and challenge this thing."

U.S. gross domestic prod-
uct is expected have con-
tracted an annualized 1.5% in
the second quarter, a far
smaller decline than the 5.5%
annualized decline seen in
the first quarter.

The S&P 500 climbed 11.60
points, or 1.2%, to 986.75. The
S&P hasn't crossed above

1000 on either an intraday or
a closing basis since Nov. 5,
2008. Its intraday high on
Thursday, at 996.68, was less
than five points from that psy-
chologically important mark.

The Dow Jones Industrial
Average gained 83.74 points,
or 0.9%, to 9154.46. Thursday
was the 15th session this
month in which it has posted
a gain, making it the most
“up” day in a month since
April 2007, which had 17 days.

The technology-focused
Nasdaq Composite Index
gained 16.54 points, or 0.8%,
to 1984.30 after briefly trad-
ing above 2000 for the first
time since October.

Investors were perhaps
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DJIA nears best month in seven years

Banks paid hefty bonuses
Hundreds of employees at firms that got U.S. funds received at least $1 million

The Internet as art

The medium is the new
message in the digital age
Weekend Journal, page W6
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CLOSE CHG

DJIA 9154.46 +0.92
Nasdaq 1984.30 +0.84
DJ Stoxx 600 225.25 +2.21
FTSE 100 4631.61 +1.85
DAX 5360.66 +1.71
CAC 40 3435.49 +2.08

Euro $1.4062 -0.01
Nymex crude $66.94 +5.67

Earnings season | Net income or loss for the latest quarter 

83%Net income  fell to 
Œ283 million from 
Œ1.64 billion  

VOLKSWAGEN   

67%Net income  fell to 
$3.82 billion from 
$11.56 billion 

SHELL

Net income fell to 
Œ1.26 billion from 
Œ1.37 billion 

SIEMENS

Swings
to profit

Swings
to profit

Net income up to 
Œ14 million from a 
loss of Œ1.1 billion   

ALCATEL

Fiscal-year net income 
up to £259 million 
from £127 million loss 

BSKYB

Unchanged
First-half net income 
was unchanged at
Œ3.11 billion

EDF

8%

*Over 200 employees at J.P. Morgan Chase 
  received bonuses of $3 million or more.
Source: Office of New York’s Attorney General

Bank $3 $2
Millions

$1

TARP recipients
How many employees at 
each bank received bonuses 
in excess of:

Bank of America 28 65 172 

Bank of New
York Mellon 12 22 74 

Citigroup 124 176 738 

Goldman Sachs 212 391 953 

J.P. Morgan Chase* 200 –   1,626 

Merrill Lynch 149 –   696 

Morgan Stanley 101 189 428 

State Street 3 8 44 

Wells Fargo 7 22 62 

By Jay Solomon

And Julien Barnes-Dacey

DAMASCUS—The chief of
the Palestinian militant group
Hamas, in a direct appeal to
President Barack Obama, said
his organization is prepared
to cooperate with the U.S. in
promoting a peaceful resolu-
tion to the Arab-Israeli con-
flict if the White House can se-
cure an Israeli settlement
freeze and a lifting of the eco-
nomic and military blockade
of the Gaza Strip.

Khaled Meshaal, 53 years
old, said in a 90-minute inter-
view at Hamas’s Syrian head-
quarters that his political
party and military wing
would commit to an immedi-
ate reciprocal cease-fire with
Israel, as well as a prisoner
swap that would return Ha-
mas fighters for kidnapped Is-
raeli soldier Gilad Shalit.

Hamas’s leader also said
his organization would accept
and respect a Palestinian
state based on 1967 borders
as part of a broader peace
agreement with Israel, pro-
vided Israeli negotiators ac-
cept the right of return for mil-
lions of Palestinian refugees
and the establishment of a cap-
ital for the Palestinian state in
East Jerusalem.

That pledge falls short of
recognizing Israel, a neces-
sary step for Hamas to be in-
cluded in peace talks, but
many Middle East diplomats
say it could mark an impor-

Please turn to page 26

Pipe dreams
The EU is hurting itself by
slapping tariffs on Chinese
steel products. Page 12

News In Depth: Yahoo tie-up is latest sign of a turnaround for Microsoft’s Ballmer
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What’s
News

Buzz in the markets

europe.WSJ.com

By Kerry Grace Benn

And Jessica Papini

Several large, troubled
banks that got U.S. govern-
ment assistance paid hun-
dreds of employees bonuses
of at least $1 million last year,
according to New York Attor-
ney General Andrew Cuomo.

J.P. Morgan Chase & Co.
topped the list of banks that
gave large bonuses, with
1,626 people receiving $1 mil-
lion or more, including more
than 200 people getting at
least a $3 million payment.
Goldman Sachs Group Inc.,
which employs less than a sev-
enth of the number of people
that J.P. Morgan does, paid
953 people bonuses of $1 mil-
lion or more, including 212 of
them who received $3 million
or more.

Both banks have repaid the

federal bailout money and
posted strong profits in the
most recent quarter. J.P. Mor-
gan declined to comment on
the report. Goldman Sachs
didn’t immediately return a
phone call seeking comment.

Mr. Cuomo’s office on
Thursday released the data in
a report that criticized banks
for continuing to pay hefty bo-
nuses, intended to reward
good performance, when the
banks were reporting large
losses or profit declines dur-
ing the financial crisis. Bank
compensation has become
“unmoored” from perform-
ance and the system should
be changed, Mr. Cuomo’s of-
fice said.

The report prompted the
U.S. House of Representa-
tives’ investigative panel to
say it will probe pay practices
at banks that have received

the most government aid. The
Houseis scheduledto vote Fri-
day on a bill that would give
shareholders more say on ex-

ecutive compensation at pub-
lic companies, and would sin-
gle out financial firms for
greater scrutiny on how they
pay their executives. The U.S.
Treasury Department has al-
ready created a pay czar to vet
compensationfor top employ-
ees at businesses receiving
major federal aid.

The report provides a
rare, numbers-based glimpse
into the secretive world of bo-
nuses being paid by major
banks. Shortly after its re-
lease Thursday, employees of
major Wall Street companies
were comparing notes about
which companies paid the
greatest number of large bo-
nuses. The report didn’t re-
lease the names of people
who received bonuses.

Wall Street companies of-
ten allocate as much as half of

Please turn to page 26

Hamas
is ready
to discuss
peace
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The IMF urged EU policy
makers to sustain fiscal stim-
ulus next year, revitalize the
banking sector and keep
rates low, and asserted the
region’s emergence from re-
cession is “highly uncertain.”
GDP is expected to contract
by 4.8% this year. Page 4

n A bomb exploded under a
police car in Majorca, killing
two officers, in the second
strike on security forces in
two days. Both attacks were
blamed on ETA. Page 2

n The Bank of England will
launch a new facility to buy
securities, as banks remain
reluctant to lend to U.K. com-
panies. Page 9

n Volkswagen’s earnings slid
83% while rival Renault
posted a first-half loss of
$3.81 billion amid a sharp
drop in demand. Page 5

n Ford has slowed Volvo
bids in hopes of getting a
better price from a bigger
pool of bidders after GM’s
Opel sale. Page 5

n Exxon and Shell posted
sharply lower profits amid
the global recession’s wither-
ing impact on petroleum
prices and demand. Page 6

n European stocks advanced
for the 12th time in 14 ses-
sions. Page 18

n Iranian police attacked pro-
testers at a graveside memo-
rial for victims of postelec-
tion violence. Page 3

n A German firm warned its
Iranian staff in Iran they will
be fired if caught in antigov-
ernment protests. Page 3

n Air France-KLM posted a
net loss and forecast contin-
ued deterioration in its pas-
senger business for the sec-
ond quarter. Page 7

n EASA will recommend air-
lines change airspeed probes
on large Airbus jets, following
the Rio-Paris crash. Page 7

n Alcatel-Lucent posted a sur-
prise profit helped by asset
sales, and its CEO said it will
look to Asia for growth. Page 8

n European leaders lauded
Moldova’s peaceful repeat of
April’s troubled elections, as
official results confirmed
that opposition parties beat
the ruling Communists.

n Nigerian forces killed more
than 100 believed to be
members of an Islamist sect
connected to attacks on gov-
ernment buildings. Page 11
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Suspected ETA bomb kills 2 on Majorca
Police officers die
in week’s 2nd blast
blamed on Basques

This index of businesses mentioned in today’s issue of The Wall Street Journal Europe is intended to include all significant references to compa-
nies. First reference to these companies appear in boldface type in all articles except those on page one and the editorial pages.
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INDEX TO BUSINESSES

A man views wreckage Thursday in Majorca, where two were killed by a bomb, the second attack blamed on Basque separatists.

By Thomas Catan

And Susana Ferreira

MADRID—A bomb exploded un-
der a police car on the Spanish Med-
iterranean island of Majorca on
Thursday, killing two officers, in
the second strike on security
forces in two days.

Spain’s government and police
blamed both attacks on ETA, the
Basque separatist group, which on
Friday marks the 50th anniversary
of its founding and is seeking to
show that it is still in business after
a crackdown by Spanish and
French police.

For several hours after the
blast, Spanish authorities blocked
planes and ships from leaving the
island, popular with British and
German tourists, as they hunted
for the bombers. Police in Majorca
detonated a second device found at-
tached to the underside of a vehicle
belonging to the Guardia Civil,
Spain’s paramilitary police.

Tour operators struggled to re-
arrange tourists’ travel arrange-
ments and reassure them that they
weren’t in danger. Nick Sandham, a
spokesman for the Thomas Cook
Group PLC., said they had had to
try to get representatives past po-
lice roadblocks to resorts. “We

have members of our team reach-
ing out to holiday-makers,” Mr.
Sandham said.

The attack came a day after a
powerful bomb packed into a van
ripped through a Guardia Civil bar-
racks in the northern Spanish city
of Burgos. More than 60 people
were injured in the predawn blast,
but none seriously.

The government said it was a
miracle that none of the 120 people
sleeping inside—a third of them
children—were killed. ETA often
dispenses with its traditional tele-
phone warnings when attacking se-
curity forces.

The two Guardia Civil officers
killed on Thursday were identified
as Carlos Sáenz de Tejada, 28, and
Diego Salva, 27. Police said several
people also were injured in the
blast, though none seriously.

The bombers “will not escape,”
vowed Prime Minister José Luis Ro-
dríguez Zapatero. “They will be pur-
sued, convicted and spend the rest
of their days in jail.”

The European Union also con-
demned Thursday’s “barbaric at-
tack.” In a statement, the EU’s exec-
utive body said that Spain has “the
complete solidarity of the Euro-
pean Commission in the fight
against terrorism.”

ETA, an acronym for Basque
Homeland and Freedom, has killed
more than 825 people in its four-de-
cade violent campaign for an inde-
pendent Basque nation in the south
of France and north of Spain. It is
classed as a terrorist organization
by the U.S., Spain and the EU.

Since the organization aban-
doned a cease-fire in December
2006, Spanish and French security
forces have arrested dozens of sus-
pected ETA militants and several al-
leged ETA leaders. The Spanish gov-
ernment had claimed the group
was severely weakened by the law-
enforcement assault.

However, the sophisticated

preparations for Wednesday’s at-
tack suggested that the group still
preserves some operational capac-
ity. A police spokesman confirmed
reports that police had checked the
license plate of the van before it ex-
ploded but found it had matched
that of a local resident. Police be-
lieve that ETA cloned the registra-
tion plates and matched the make
and color of the van to confound se-
curity procedures.

Analysts say ETA has spent the
past months rebuilding its opera-
tional structure to deal with
greatly increased cooperation be-
tween French and Spanish security
forces. Joint operations by law en-
forcement on both sides of the bor-
der have denied ETA its traditional

sanctuary in the south of France.
Security officials say that elec-
tronic eavesdropping also has
helped disrupt the group’s commu-
nications.

“They have people, they have ex-
plosives, they have weapons,” said
Juan Frommknecht, a lawyer who
studies ETA. “What they’re miss-
ing is the freedom to move about
that they previously enjoyed, the
ability to coordinate and organize
themselves and contact the leader-
ship.”

ETA, Europe’s last active home-
grown terrorist group, earlier this
decade attempted to follow the
path of the Irish Republican Army,
which laid down its arms to pursue
its goals by purely political means.
In March 2006, ETA declared a “per-
manent cease-fire” and entered
peace talks with Mr. Zapatero’s cen-
ter-left government. But the negoti-
ations collapsed just nine months
later, when ETA detonated a huge
bomb in Madrid’s Barajas airport,
killing two people.

In recent months, the group has
been polling its members on its fu-
ture course, analysts and security
officials say. “The debate has now

ended,” said Mr. Frommknecht.
“The hard-liners have won.”

The tourist industry in Spain
has already been suffering the ef-
fects of the global economic down-
turn, with visitor numbers down
around 10% this summer. ETA’s at-
tack in Majorca raised fears on the
Balearic Islands that tourists could
be scared away.

“This year has been bad because
of the financial crisis,” said Lucía
Sánchez, a travel agent at Viajes
Canales. “This a calm island. Noth-
ing like this has ever happened
here.”

Italian state-controlled defense
and aerospace company Finmeccan-
ica SpA will create a joint venture to
invest in developing civil projects in
Africa and the Middle East with the
Libyan Investment Authority. A
Money & Investing article Thursday
incorrectly said they were defense
projects.

ETA has killed more
than 825 people in
its four-decade
violent campaign.
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BASF, L’Air Liquide report
profits fell amid downturn

Sony’s slump continues,
but cuts give some relief

CORPORATE NEWS

Areva SA

French nuclear group Areva SA
on Thursday said second-quarter
revenue rose 3.5%, helped by a 13%
increase in revenue at a power trans-
mission and distribution unit it
plans to sell. It declined to confirm
full-year guidance, citing “the
launch of several operations likely
to affect its scope of activity and re-
sults.” The state-controlled com-
pany on June 30 disclosed plans to
sell its transmission and distribu-
tion unit. It said revenue rose to
Œ3.52 billion ($4.94 billion) in the
three months to June 30, from Œ3.4
billion the same period a year ago.

British American Tobacco PLC

British American Tobacco PLC
said it is on track to continue grow-
ing in 2009, though at a slightly
slower pace than in the first half. The
big tobacco company said net profit
rose 16% to £1.45 billion ($2.38 bil-
lion) in the half ended June 30 from
£1.25 billion a year earlier. Revenue
rose to £6.78 billion from £5.46 bil-
lion. Michael Prideaux, director of
corporate and regulatory affairs,
said the first-half performance was
driven by the acquisitions of Turkish
tobacco maker Tekel and Danish
pipe-tobacco maker Skandinavisk
Tobakskompagni last year and the
pound’s weakness, which boosted
the value of its overseas sales.

GLOBAL BUSINESS BRIEFS

—Compiled from staff
and wire service reports.

Emaar Properties PSJC
Dubai’s Emaar Properties PSJC

swung to a second-quarter net loss af-
ter a hefty write-down related to its
U.S.-based housing unit. The Middle
East’s largest home builder reported
a net loss of 1.285 billion UAE dirhams
($350 million) in the second quarter
compared with a net profit of 2.11 bil-
lion dirhams a year earlier. Second-
quarter revenue dropped to 1.94 bil-
lion dirhams from 5.6 billion dirhams.
Emaar wrote down the complete
book value, or 1.72 billion dirhams
($470 million), of its JL Homes divi-
sion “due to continued slowdown in
the U.S. real estate market and Chap-
ter 7 proceedings relating to JL
homes,” the company said in an
emailed statement. Analysts had pre-
dicted a major slump in profit, but not
a loss, on lower delivery of units and a
struggling UAE property market.

The word-wide industrial down-
turn weighed on results at some of
European biggest chemical compa-
nies.

Germany’s BASF SE reported a
74% drop in second-quarter net
profit and warned it doesn’t expect
lasting improvement this year.

Net profit fell to Œ343 million
($481 million) from Œ1.3 billion a
year earlier as sales dropped 23% to
Œ12.5 billion.

Sales of chemicals and plastics
declined during the quarter amid
weak demand from key customers
in the auto and construction indus-
tries. The oil and gas business was
hurt by lower sales volumes and the
weaker oil price.

As a result, the company said it
expects a significant decline in full-
year sales and profit and said it’s un-
likely to earn its cost of capital back
this year.

L’Air Liquide SA, the world’s big-

gest supplier of industrial gases by
revenue, meanwhile, said it expects
activity to pick up in the second half,
after first-half net profit slipped
slightly.

Profit for the six months ended
June 30 fell to Œ596 million from
Œ601 million a year earlier, as reve-
nue dropped 6.8% to Œ5.94 billion.

The first half was hit by weak de-
mand, which the company said
reached bottom in April before pick-
ing up amid signs of recovery over
the last two months of the period.

Restructuring costs and falling
demand pushed Clariant AG into a
net loss in the second-quarter, and
the Swiss specialty chemicals com-
pany said it expects full-year sales
to fall by between 16% and 20% in lo-
cal currencies.

The company’s net loss came in
at 65 million Swiss francs ($60 mil-
lion), after a net profit of 48 million
francs a year earlier. Sales dropped
24% to 1.61 billion francs, as demand
in Clariant’s key markets, including
automotive, plastics and construc-
tion, remained weak.

Bulgari SpA

Italian luxury jeweler Bulgari
SpA posted its second straight quar-
terly loss Thursday, but is likely to
perform better in the second half of
the year, its chief executive said. The
Rome-based company posted an
Œ11.2 million ($15.75 million) loss for
the second quarter, compared with
a Œ31.4 million profit a year earlier.
However, the loss was narrower
than the Œ29.3 million deficit the
company recorded for the first quar-
ter. Revenue fell 21% to Œ218.3 mil-
lion, said the world’s third-biggest
jeweler by sales after Tiffany & Co.
and Cie. Financiére Richemont AG’s
Cartier house. Revenue from its seg-
ment including the Middle East and
Australia rose 28%, while sales in
the Americas dropped 45%. Reve-
nue from Bulgari’s biggest product
segment, jewelry, fell 18%.

A WSJ NEWS ROUNDUP

Continental AG swung to a sec-
ond-quarter net loss as the auto mar-
ket was ravaged by weak demand,
but it said that sales and operating re-
sults should recover in the second
half of the year.

The German tire maker and auto-
parts supplier posted a net loss of
Œ190 million ($267 million), com-
pared with a Œ194 million net profit a
year earlier. Revenue dropped to
Œ4.76 billion from Œ6.61 billion as
auto makers slashed production
around the globe.

“The planned plant closures and
the announced production adjust-
ments will result in further restruc-
turing expenses,” said Continental
Chief Executive Karl-Thomas Neu-
mann, in a statement. He added that
the company expects to comply with
its 2009 credit agreements.

The company said its supervi-
sory board was considering a formal
merger between Continental and
Schaeffler Group KG, which took
control of Continental in January.

Continental said its supervisory
board, the equivalent of a U.S. board
of directors, asked the management
board, the equivalent of a U.S. execu-
tive board, to assess all aspects of a
merger of Continental and Schaef-
fler. It said the boards would focus
on the financial feasibility, and that
“this process is to be completed at
the end of July.”

It provided no further details as
to the timing or possibility of a for-
mal merger announcement.

The two companies have already
started joint projects however, fo-
cusing on their synergies, like initi-
ating joint purchasing agreements.

Continental AG swings to a loss

By Geraldine Amiel, Allison
Connolly and Julia Mengewein

By Daisuke Wakabayashi

And Kenneth Maxwell

TOKYO—Sony Corp. posted a sec-
ond straight quarter of losses as its
videogame and digital camera busi-
nesses slumped, but the electronics
giant said its aggressive measures
to reduce costs helped to narrow op-
erating losses beyond its earlier pro-
jections.

The results at Sony’s consumer
products division offers some signs
of progress for Chief Executive
Howard Stringer’s restructuring pro-
gram even though demand for televi-
sions, digital cameras and other elec-
tronics products remain weak, espe-
cially in North America and Europe.

Sony reported a net loss of 37.1 bil-
lion yen, or about $391 million, in its
fiscal first quarter ended June 30 ver-
sus a net profit of 35 billion yen in the
year-ago period. Revenue fell 19% to
1.599 trillion yen.

Sony said its operating loss of 25.7
billion yen was 100 billion yen better
than the company’s own internal esti-

mates, which it doesn’t publicize. In
part, that’s because the yen, which
has risen significantly and hurt Ja-
pan’s big exporters, wasn’t as strong
as the company had projected.

Sony Chief Financial Officer
Nobuyuki Oneda also said low elec-
tronics inventory levels allowed
Sony to sell its products at higher-
than-expected prices. But that trend
may not last, he said.

“We don’t feel like this situation
will continue,” he said, adding Sony
expects prices to start deteriorating.

The company continues to report
challenges on most fronts. In the lat-
est, the company said Sony Ericsson,
its mobile-phone joint venture with
Sweden’s Telefon AB L.M. Ericsson,
is in need of financial support and is
likely to procure additional funding
this year. Mr. Oneda said details
about the funding haven’t been de-
cided yet, but reiterated that Sony is
committed to the venture. An Erics-
son spokesman declined to comment.

 —Gustav Sandstrom in Stockholm
contributed to this article.

Deutsche Postbank AG

Deutsche Postbank AG posted a
second-quarter loss, taking further
hits on structured credits and other
fixed-interest securities, higher pro-
visions for loans turning sour and
lower revenue. The loss, the first
since the fourth quarter of 2008,
was Œ14 million ($19.6 million) after
a net profit of Œ121 million a year ear-
lier. Germany’s largest bank by re-
tail customers didn’t benefit as
much from a positive tax effect that
helped push it into the black in the
first quarter. Deutsche Bank AG
bought a 25%-plus-one-share stake
in Postbank from majority owner
Deutsche Post AG during the first
quarter and has an option to in-
crease the stake during the next sev-
eral years. Postbank has about 14
million customers and has been
listed since 2004.

Reed Elsevier PLC

Reed Elsevier PLC posted a 48%
drop in first-half net profit as the eco-
nomic downturn began to hurt previ-
ously resilient parts of its business.
The Anglo-Dutch publishing group
said it completed the sale of 109.2 mil-
lion new shares, or 9.9% of its share
capital, at 405 pence ($6.63) per Lon-
don share and Œ7.08 ($9.94) per Am-
sterdam share. Reed said first-half
net sank 48% to £161 million ($263.5
million), compared with £309 mil-
lion a year earlier, mainly the result
of declining sales in advertising and
promotion. Adjusted operating
profit—which includes amortiza-
tion, joint ventures and exceptional
items—totaled £782 million, up 26%.

Sanofi-Aventis SA

Merial stake sold by Merck
in animal health-care deal

Sanofi-Aventis SA Thursday
said it will buy out its partner in the
animal-health business Merial, and
holds an option to combine the busi-
ness with Schering-Plough’s Inter-
vet. Faced with looming patent expi-
ries on a number of key drugs,
Sanofi is seeking new areas of
growth. Sanofi said it will spend $4
billion to buy the 50% share it
doesn’t already own in Merial Ltd.,
an animal-health joint venture with
its U.S. competitor Merck & Co. The
deal includes an option for Sanofi to
merge Merial with Schering-
Plough’s animal-health business In-
tervet once Merck and Schering-
Plough’s merger is completed. A
combined Merial-Intervet would be
50% owned by Sanofi, and form the
largest global animal health com-
pany, Sanofi said.

Siemens AG
Siemens AG posted an 8% de-

cline in profit for its fiscal third quar-
ter and a 28% drop in order intake.
Profit fell to Œ1.26 billion ($1.77 bil-
lion) for the three months ended
June 30 from a year earlier, despite
Œ530 million in gains from asset
sales. Sales fell 4.3% to Œ18.35 bil-
lion. The decline in demand was
even more pronounced in the compa-
ny’s order book, which recorded
Œ17.16 billion in new orders, down
Œ23.68 billion a year earlier. New or-
ders from the industry sector de-
clined 42%. Orders from the energy
sector dropped 15%.
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Police attack demonstrators
at Iran graveside memorial

German firm warns Iran staff not to rally
Move by Knauf Gips
to threaten dismissal
demanded by Tehran

By Farnaz Fassihi

And Matthew Karnitschnig

A privately owned German com-
pany, Knauf Gips KG, warned its Ira-
nian employees working in Iran that
they would be immediately dis-
missed if caught in antigovernment
protests, according to a document re-
viewed by The Wall Street Journal.

The order by Knauf, a drywall man-
ufacturing company with decades of
business history in Iran, highlights
the challenges foreign companies
face balancing the postelection tur-
moil still percolating in Iran and the
regime’s actions to supress it.

Since protests following Iran’s dis-
puted June 12 presidential elections,
Iran has cracked down on supporters
of the opposition, particularly Irani-

ans or dual nationals employed by
Western companies, embassies and
the media. Iran has accused some of
fomenting a velvet revolution and
acting as links between opposition
leaders and foreign countries.

Germany’s commercial relations
with Iran stretch back to the Middle
Ages and have been particularly
strong since the beginning of 20th
century. Germany is Iran’s third-
largest trading partner after China.

Some 85 German companies
have operations in Iran, ranging
from Deutsche Lufthansa AG to auto
supplier ZF Friedrichshafen AG, ac-
cording the German-Iranian Cham-
ber of Commerce. In addition, 7,000
to 8,000 German companies conduct
business in Iran through local repre-
sentatives, the chamber says.

Iran has been heavily criticized
by Western countries, particularly
by Germany’s chancellor, Angela
Merkel, for its use of force in crush-
ing opposition rallies against the re-
election of President Mahmoud Ah-
madinejad.

So far, the Bavaria-based Knauf
appears to be the only German com-
pany to issue such an order, accord-
ing to Michael Tockuss, managing di-
rector of the Hamburg-based Ger-
man-Iranian Chamber of Com-
merce. Other companies have ad-
vised employees to avoid large
crowds for their own safety, he said.

But the crisis is having an impact
on foreign companies, said business
consultants. “Certainly, it is not busi-
ness as usual for Western compa-
nies in Iran; not under these circum-
stances,” said an Iranian business
consultant in Dubai.

Iran’s government pressured
Knauf to issue the order after a se-
nior executive was arrested during
Friday prayer demonstrations two
weeks ago, according to people famil-
iar with the case. The company was
told that such a letter would be a con-
dition to the executive’s release.

The employee is a 34-year-old
dual national of Germany and Iran
and heads Knauf Iran’s operation.
He was released four days after
Knauf agreed to issue the orders but
faces trial, according to the com-
pany and others.

Isabel Knauf, a founding-family
member who is on the supervisory
board of the Iran operation, signed a
letter that was circulated confiden-
tially to all Iranian employees last
week. “We would like to remind all
of our employees to remember that
they are not only representing their
private opinion when being politi-
cally active, but their actionals
could fall back negatively on our

Knauf companies in Iran,” said the
July 21 letter. “Therefore, from now
on, if anybody from our company
gets caught demonstrating against
the current government, he or she
will be immediately dismissed.”

Reached by phone in Turkey, Ms.
Knauf described the situation as
“very complicated,” declining to dis-
cuss the matter in detail because the
case against is pending. People
close to the company said their pri-
mary concern in writing the letter
was the executive’s safety.

Knauf General Counsel Jörg Scha-
now said employees aren’t allowed
under company policy to partici-
pate in demonstrations as company
representatives. Knauf’s intention
with the letter wasn’t to forbid its
Iranian employees from participat-
ing in all demonstrations, he said.
“One should exercise some restraint
if such actions are going to damage
the company,” Mr. Schanow said.

Some Iranian employees of Euro-
pean companies in Iran expressed
outrage at being punished by a Euro-
pean company for practicing demo-
cratic values such as participating in
peaceful rallies. They said European
companies shouldn’t become a
source of suppression—but rather
use their economic clout and long
ties to pressure Iran’s government.
“I wonder if they would feel the same
if the East German communists were
running the show here,” said one Eu-
ropean company executive.

AGerman ForeignMinistryspokes-
man said the government wasn’t
aware of the Knauf case but added, “If

it’strue that Germancompaniesare re-
strictingor forbidding staff from dem-
onstrating, then the German govern-
ment doesn’t welcome it.”

The recent crisis in Iran has had a
chilling impact on foreign compa-
nies doing business with Iran. Many
companies are now turning to their
foreign ministries for help in trying
to secure the release of their employ-
ees or consultants from Iranian jails.

In a separate case, Bijan Khajeh-
pour Khoei, a business and economic
consultant and chairmain of Atieh
Bahar Group, was arrested June 27
at Tehran airport when he arrived
from a trip to Vienna and London.

For years, Mr.Khajehpour Khoei
has been traveling around Europe
lobbying companies’ boards to in-
vest in Iran. His whereabouts are un-
known and his family fear for his
health because he is diabetic.

Mercedes-Benz parent Daimler
AG, for example, which has a repre-
sentative office in Tehran, places no
restrictions on its employees’ politi-
cal activities outside of work hours,
according to a spokeswoman. A num-
ber of major German companies ac-
tive in Iran contacted by the Jour-
nal, including engineering groups
Siemens AG and Linde AG and BASF
AG, the chemical giant, said they
have similar policies.

“If employees are politically ac-
tive, that is their private business,”
said Thomas Moller, a spokesman
for BASF.
 —Almut Schoenfeld

and Marcus Walker in Berlin
contributed to this article.

LEADING THE NEWS

An Iranian antiriot policeman raises his baton at protesters at Thursday’s
cemetery rally. Police beat protesters with batons to disperse several thousand.

ASSOCIATED PRESS

TEHRAN—Iranian police fired
tear gas and beat antigovernment
protesters with batons to disperse
thousands at a graveside memorial
Thursday for victims of postelec-
tion violence, witnesses and state
television said.

Demonstrations that drew thou-
sands more later spread to other
parts of the capital, Tehran, and
more clashes with security forces
erupted. Witnesses said police fired
tear gas at dozens of demonstrators
on Valiasr Street who set tires and
trash cans ablaze in response.

Police barred opposition leader
Mir Hossein Mousavi from joining
the crowd around the grave of
Neda Agha Soltan, a young woman
shot to death at a June 20 protest
over the disputed presidential
election. The 27-year-old music
student’s dying moments were
filmed and circulated widely on
the Web, and her name became a
rallying cry for the opposition.

“Neda is alive, Ahmadinejad is
dead,” some of those at the cere-
mony chanted, referring to Presi-
dent Mahmoud Ahmadinejad, who
the opposition claims won the

June 12 election by fraud.
Witnesses Thursday said plain-

clothes forces charged at them
with batons and tear gas, some of
them chanting, “Death to those
who are against the supreme
leader.” State television also re-
ported that police used tear gas to
disperse the demonstrators.

An amateur video that pur-
ports to show the memorial de-
picts thousands marching through
the cemetery, chanting and flash-
ing victory signs. Some wore
green T-shirts, the color of Mr.
Mousavi’s opposition movement.

With Thursday’s ceremony, the
opposition aimed to harness grow-
ing anger over abuses in the post-
election crackdown and give their
movement momentum in the face
of continuing arrests.

Allegations of torture against
jailed protesters have become an
embarrassment to the clerical
leadership, bringing criticism
from top clerics and even fellow
conservatives.

The government has said the
first trials of detained opposition
supporters would begin Saturday,
involving about 20 people.
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Several banks that got U.S. bailout money paid hefty bonuses last year

Iranian police disperse protesters at an opposition rally at the Behesht-e-Zahra
cemetery, just outside Tehran, on Thursday.

the revenue of certain units to pay bo-
nuses to top-performing employees.

Some of the banks that took
money from the U.S. government’s
Troubled Asset Relief Program have
wanted to pay it back as soon as possi-
ble, largely because of restrictions put
on compensation that came with the
funds. Some of the banks faced an exo-
dus of key employees who left to work
for other companies not subject to
pay restrictions, and not in the same
spotlight of public anger over pay.

Mr. Cuomo said his office has been
investigating compensation at many
of the banks, including the original

nine that took TARP funds,
over the past nine months.
The study refers to 2008 bo-
nuses—those that would
have been given before any
of the banks repaid their gov-
ernment bailout money.

“The past three years
have provided a virtual labo-
ratoryinwhichtotestthehy-
pothesis that compensation
in the financial industry was
performance-based,” Mr.
Cuomo’s office said. “But
even a cursory examination of the
data suggests that in these challeng-
ing economic times, compensation

for bank employees has be-
come unmoored from the
banks’ financial perform-
ance.”

Some banks, Mr. Cuomo
said, “severed the tie be-
tween paying based on per-
formance.” Instead, bo-
nuses were set based on
what competitors were ex-
pected to do, he said.

Citigroup Inc., one of the
biggest recipients of govern-
ment money, gave employ-

ees $5.33 billion in bonuses for 2008,
the report from Mr. Cuomo’s office
said. The bank received $45 billion in

governmentmoney.AtCiti,738people
got bonuses of $1 million or more, in-
cluding 124 people who received bo-
nuses of $3 million or more.

Bank of America Corp., which also
received $45 billion in TARP money,
paid $3.3 billion in bonuses, the report
said. Merrill Lynch, which Bank of
Americaacquiredduringthecreditcri-
sis, paid $3.6 billion. At Merrill, 696
people got $1 million or more, includ-
ing101employeeswhoreceived$3mil-
lionormore in bonuses.Bankof Amer-
ica paid 172 employees bonuses of
$1 millionormore,including28whore-
ceived $3 million or more.

Citigroup didn’t immediately re-

turn a phone call seeking comment.
Bankof Americadeclinedtocomment.

Other banks, such as Goldman
Sachs, Morgan Stanley and J.P. Mor-
gan, paid more in bonuses than their
profit for the year, Mr. Cuomo’s office
said. Goldman Sachs, for example,
earned $2.3 billion, paid out $4.8 bil-
lioninbonusesandreceived$10billion
in TARP funding.

MorganStanleyandJ.P.Morgande-
clinedtocommentonthereport.Gold-
manSachsdidn’timmediatelyreturna
phone call seeking comment.
 —Michael R. Crittenden

and Alistair Barr
contributed to this article.

Continued from first page

tant step toward that goal. Provid-
ing an avenue for bringing the group
into the process could boost the U.S.
drive to forge an Arab-Israeli peace,
which has become a top Obama ad-
ministration priority.

Hamas in 2006 was elected the of-
ficial government in Gaza, splitting
the Palestinian Territories in half,
with Fatah retaining control of the
West Bank.

“Hamas and other Palestinian
groups are ready to cooperate with
any American, international or re-
gional effort to find a just solution to
the Arab-Israeli conflict, to end the
Israeli occupation and to grant the
Palestinian people their right of self-
determination,” Mr. Meshaal said.

He said his movement is waiting
for President Obama and his special
Middle East negotiator, George
Mitchell, to present a broader out-
line for conducting Middle East
peace talks. To date, Mr. Mitchell has
focused on securing an Israeli settle-
ment freeze in disputed areas in re-
turn for Arab states beginning to nor-
malize their relations with Israel,
such as establishing trade and tele-
communications links.

“If Israel doesn’t accept a halt to
stop building settlements, what
then?” Mr. Meshaal said, seated un-
der photos honoring fallen Hamas
leaders and Jerusalem’s al Aqsa
mosque. “The end of the settle-
ments is a necessary step, but it’s
not the only solution itself.”

A senior White House official
said Mr. Obama’s administration
wouldn’t respond to Mr. Meshaal’s
comments. Mr. Obama has said the
U.S. would only hold direct talks
with Hamas if it formally renounces
terrorism and violence, and recog-
nizes the state of Israel. U.S. offi-
cials say that to engage directly with

Mr. Meshaal would undermine the
Palestinian Authority.

Critics of this approach question
why Mr. Obama would negotiate
with the Syrian and Iranian govern-
ments that finance and arm Hamas,
but not the organization itself.

A spokesman for Israeli Prime
Minister Benjamin Netanyahu dis-
missed Mr. Meshaal’s comments
Thursday. “Anyone who has been fol-
lowing Khaled Meshaal’s comments
over the last few months sees
clearly that despite some attempts
to play with language in a cosmetic
way to give the impression of possi-
ble policy moderation, he remains
rooted in an extremist theology
which fundamentally opposes peace
and reconciliation,” said the spokes-
man, Mark Regev.

The political environment in the
Middle East has been shifting re-
cently in a way that is directly affect-
ing Hamas’s two major benefactors,
Iran and Syria. This week, Mr. Mitch-
ell visited Damascus to push a diplo-
matic rapprochement between the
U.S. and President Bashar Assad.
Postelection political turmoil in
Iran, meanwhile, is preoccupying
the government of President Mah-
moud Ahmadinejad.

Syrian officials said this week that
they’ve been advising Hamas to play
a more constructive role in Arab-Is-
raeli talks. They specifically cite Ha-
mas’s recent offer to enter into a long-
term truce with Israel. “We believe
Hamas has evolved,” said Syria’s dep-
uty foreign minister, Fayssal Mekded,
Monday. “They are for building and
developing a Palestinian state.”

A number of Middle East experts
say that Hamas’s willingness to ac-
cept the 1967 borders represents a
quasi-recognition of the state of Is-
rael, though the militant group
won’t formally announce this step.

Hamas’s 1988 political charter
formally calls for the destruction of
Israel and the creation of a Palestin-
ian state on the lands that currently
make up the Palestinian territories
and Israel. The organization is desig-
nated a terrorist organization by
the U.S., Israel and the European
Union because of its use of suicide
bombers against Israelis citizens
and military personnel.

The “Quartet” of bodies seeking
to broker Arab-Israeli peace talks,
which includes the U.S., EU, United
Nations and Russia, has refused to
collectively engage Hamas in the pro-
cess until it formally recognizes Isra-
el’s right to exist, and renounces ter-
rorism and violence. Russia has been
holding bilateral talks with Hamas.

Mr. Meshaal’s conflict with Is-
raeli authorities is also personal. In
1997, Mr. Netanyahu ordered the as-

sassination of Mr. Meshaal in Jordan
and Mossad agents sprayed a lethal
toxin into the Hamas official’s ear
that began shutting down his respira-
tory system. The late Jordanian mon-
arch, King Hussein, intervened and
forced Mr. Netanyahu to dispatch an
antidote by threatening to end Jor-
dan’s peace treaty with Israel.

In the interview, Mr. Meshaal, of-
fered both conciliation toward the
U.S. and the West, and enmity to-
ward Israel and its leadership. “I
don’t care about Israel—it is our en-
emy and our occupier and it com-
mits crimes against our people,”
said Mr. Meshaal. “Don’t ask me
about Israel, Israel can talk for it-
self.”

In recent months, a number of
leading European politicians and
U.S. foreign-policy luminaries, in-
cluding former U.S. national secu-

rity advisers Brent Scowcroft and
Zbigniew Brzezinski, have called on
Hamas to be formally brought into
the peace process.

These officials argue that a for-
mal peace process will be impossi-
ble without Hamas’s participation.
Excluding the group only encour-
ages it to be the spoiler, they say.

Critics of engaging Hamas, in-
cluding senior members of the
Obama administration, are wary of
Mr. Meshaal statements of accept-
ing a Palestinian state along the
1967 borders.

They said Hamas continues to re-
arm itself in the wake of its 22-day
war with Israel that ended earlier
this year. And they said any efforts to
bring Hamas into the negotiating
process undercut moderates in the
West Bank and Fatah, who are will-
ing to openly make peace with Israel.

Mr. Meshaal said Hamas is con-
tinuing to pursue unity talks with Fa-
tah, brokered by Egypt. He said he
was skeptical of success. He charged
Palestinian Authority leaders of con-
spiring with the U.S. to weaken Ha-
mas’s presence in the West Bank.
And he said the international com-
munity continues to deny recogni-
tion of Hamas’s electoral victory in
the Gaza Strip in 2006.

Palestinian Authority leaders at-
tacked Mr. Meshaal on Thursday say-
ing Hamas was moving arms into
the West Bank and trying to launch a
“coup” in the territory. A spokes-
man for the Palestinian Authority se-
curity forces in the West Bank, Brig.
Gen. Adnan Damiri, said: “We’ve
caught people with weapons and
with explosives who are working
against the PA, and against the law,”
he said. He denied there was an anti-
Hamas crackdown.

– Joshua Mitnick
contributed to this article.
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Earnings, economy push DJIA toward best month in seven years

Hamas appeals to Obama to join effort for Mideast peace
FROM PAGE ONE

primed for some good news follow-
ing a two-day decline in which the
Dow shed 38 points. That soft patch
was an exception to what has other-
wise been a stellar month;

A successful auction of seven-
year Treasury notes also heartened

investors. Sales of
two-year and five-
year notes earlier
in the week failed
to attract much de-

mand, raising the cost of borrowing
for the U.S. government as it seeks
to cover its rising budget shortfall.

Don Bright, partner at the propri-
etary firm Bright Trading in Chi-
cago, said the market's gains also
seem to feed on themselves, with au-

tomated buy orders triggered as in-
dexes approach major round-num-
ber benchmarks.

But some suggested the market
was moving too quickly.

“Institutional and retail inves-
tors are so anxious to make up the
lost returns of the last year, they are
using any cue to buy aggressively,”
said Kevin Mahn, chief investment
officer of Hennion & Walsh. “We got
to the point in the first quarter,
when everyone was so risk averse
they lost out. And, in just six
months, they have now become
overly aggressive.”

Commodity prices, which suf-
fered during Wednesday's session,
roared back as investors bet on an
improving economy that might bol-

ster demand. Oil futures for Septem-
ber delivery gained $3.59, or 5.7%, to
settle at $66.94 a barrel in New
York. It was the contract’s largest
one-day percentage gain since April
9. But oil giant Exxon Mobil slipped
1% after reporting a 66% slide in sec-
ond-quarter profits.

Investors, however, were heart-
ened by a number of other earnings
reports.

Dow Chemical climbed 6% in late
trading after it swung to a second-
quarter loss of $435 million that nev-
ertheless was smaller than analysts
had expected. It also issued a rosy
outlook for the rest of the year.

Wynn Resorts surged 13% after
the casino operator posted a surprise
second-quarter profit. That helped

buoy Las Vegas Sands, up 7.9%.
Cigna firmed 4.7% as its second-

quarter earnings exceeded Wall
Street forecasts. The insurer also
raised its 2009 earnings outlook.

Goodyear Tire & Rubber gained
14% as results came in stronger than
expected.

MasterCard climbed 3.9% as the
credit-card-processor company saw
higher processed transactions and
muted spending declines. The re-
sults easily topped Wall Street’s ex-
pectations.

Newell Rubbermaid rose 5.1% as
the consumer-goods maker posted
higher second-quarter earnings and
margins. It also raised its 2009 earn-
ings forecast.

Telecommunications bellwether

Motorola jumped 8.8% after it re-
ported a $26 million profit when an-
alysts were expecting a loss.

Among other stocks, General
Electric surged 7.3% after Goldman
Sachs analysts upgraded the con-
glomerate’s shares to a “buy” rating
from “neutral,” saying it appears to
be less likely GE will be forced to
sever its GE Capital business.

Colgate-Palmolive fell 5.3% as
second-quarter revenue fell short of
Street expectations.

Investors voiced renewed con-
cerns about Eastman Kodak’s cash
and earnings outlook. Its second-
quarter loss also was deeper than an-
alysts had expected. The stock tum-
bled 11%.  —Geoffrey Rogow

contributed to this article.
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IMF urges EU to sustain fiscal stimulus
Region’s emergence
from recession called
‘highly uncertain’

By Ilona Billington

And Terence Roth

LONDON—The International
Monetary Fund urged euro-zone
policy makers to sustain fiscal stim-
ulus next year, revitalize the bank-
ing sector and keep interest rates
low, asserting that the form and tim-
ing of the region’s emergence from
recession was “highly uncertain.”

The euro area remains in reces-
sion with signs of improvement not
yet signaling a recovery, the IMF
said in its latest assessment of the
16 countries sharing the euro. Gross
domestic product in the region is ex-
pected to contract by 4.8% this year
and by 0.3% in 2010.

Bank lending remains subdued
and the financial system is still un-
der considerable strain, the IMF
said. The fund pushed for more

steps to shore up the euro-zone’s
banking system, including disclo-
sure rules, recapitalization, treat-
ing toxic assets and resolving unvi-
able financial institutions.

European central banks for the
past year have slashed interest
rates and added more innovative
means to pump billions into their
banking systems to prevent de-
faults and to revive bank lending to
businesses and households. Govern-
ments have instituted an array of ex-
pansionary fiscal programs to stir
demand, piling up debt and leaving
bloated budget deficits. Policy mak-
ers have recently begun weighing
the form and timing of “exit strate-
gies” from high-octane stimulus

programs that could become dan-
gerously inflationary unless quickly
unwound once the recovery takes
hold. But that won’t happen until
banks are fixed first, according to
the IMF.

“I think what is most important
for the pace of economic recovery
in the euro zone is how decisive poli-
cies are toward revitalizing the
banking sector,” Marek Belka, direc-
tor of the IMF’s European depart-
ment, said on a conference call. “So
much depends on the health of the
banks, he said. “The more that is
done to clean the banks, to enable
them to perform their functions
best, the more robust the recovery
will be.”

Deflationary pressures are
strong as contracting demand de-
presses prices. The European Cen-
tral Bank should work to keep inter-
est rates low with unlimited liquid-
ity provisioning for the banking sys-
tem. “It will be essential to maintain
this stance as long as disinflation-
ary pressures persist,” the IMF said
in its report.

Government fiscal policies

should remain expansive, continu-
ing economic-stimulus plans into
next year, the IMF said. But it also
urged that policy makers have in
place medium-term exit strategies
to consolidate public finances once
their economies get moving.

The IMF projects that by next
year, the average budget deficit in
the euro zone will be as much as
6.9% of the region’s GDP, compared
with a recent low of 0.3% in 2007.
That elevates next year’s deficit to
more than double the 3% limit set in
euro-zone fiscal guidelines.

The IMF maintains only a consul-
tative status in the euro zone, but
has been actively propping up East-
ern European government finances

with emergency credit deals.
The report came amid a stream

of economic data out of the region
that continued to provide a mixed
picture at the half-year mark.

German jobs data Thursday, and
a new survey of euro-zone business
and consumer sentiment, sounded
cheerier notes. The number of peo-
ple out of work in Germany, Eu-
rope’s largest economy, surpris-
ingly fell in July, the Federal Labor
Office said Thursday. The number
of unemployed Germans was down
6,000, to 3.46 million in July, leav-
ing the jobless rate unchanged at
8.3%. Officials cautioned that
30,000 unemployed people en-
rolled in a new government-spon-
sored training schemes were ex-
cluded from official jobless rolls.

In Brussels, the latest monthly
survey by the European Commis-
sion, the executive branch of the Eu-
ropean Union, showed the overall
Economic Sentiment Indicator, or
ESI, for the euro zone set an eight-
month high of 76.0 from 73.2 in
June. The index gives 100 as the
long-term average, with econo-
mists projecting the index would
have to return to over 90 to indicate
economic expansion.

The continued pickup in confi-
dence from record lows is consis-
tent with other survey evidence
that has indicated the economy
won’t contract as sharply in the sec-
ond quarter as it did in the first. “Ju-
ly’s rise in the economic sentiment
index is another encouraging sign
that the euro-zone recession is eas-
ing, but it might still be too soon to
hope for activity to actually ex-
pand,” said Jennifer McKeown, Eu-
ropean economist for Capital Eco-
nomics in London.

But not all euro-zone countries
are equally poised to pull out of re-
cession. Ireland and Spain, whose
government debt and deficit levels
have lost them their triple-A rat-
ings, face more trouble this year, ac-
cording to separate economic pro-
jections issued by their central
banks Thursday.

The Irish monetary authority
said in its latest quarterly report
that it expects gross domestic prod-
uct to contract 8.3% this year after

falling 3% in 2008.
Ireland was the star economy of

the EU in the 1990s as it pulled in for-
eign investment with attractive tax
rates, creating an unprecedented
leap in output and wealth and fuel-
ing a fierce property boom.

But the country has been among
the hardest hit in the EU after the
global credit crisis exposed the fra-
gility of the domestic banking sys-
tem, which was overburdened by
loans to the construction sector and
overreliant on wholesale bank fund-
ing in money markets, which seized
up during the credit crunch.

Unemployment is likely to dou-
ble to an average 12.8% this year
and move up to 15% in 2010, accord-

ing to the central bank. Fiscal
strains are rising as tax intake falls
and welfare expenses soar, creating
a budget deficit of 10.7% this year
from 7.8% in 2008, the Irish central
bank said.

In Spain, where the collapse of
the construction boom last year
sent the economy into a tailspin, the
Spanish central bank said stronger
net exports might have eased pres-
sure on the economy in the second
quarter. In its monthly economic re-
port, the central bank calculated
Spanish GDP fell 0.9% from the first
quarter and at a 4% annual rate.
 —Nicholas Winning

and Geoffrey T. Smith
contributed to this article.

U.K. home prices likely to improve, industry group says

Source: Nationwide Business Society

U.K. rebound?
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It urged euro-zone policy makers to have
in place medium-term exit strategies to
consolidate public finances once their
economies get moving.

LEADING THE NEWS

Source: European Commission
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By Nicholas Winning

LONDON—U.K. house prices
have a “reasonable chance” of end-
ing the year slightly higher than
where they started it, the Nation-
wide Building Society said Thurs-
day in one of the most upbeat com-
ments on the market since it was
throttled by the credit crisis.

“Only a few months ago, such an
outcome would have appeared un-
thinkable,” Martin Gahbauer, Na-
tionwide’s chief economist, said in
the report.

Nationwide said the average
price of a house rose for the third
consecutive month in July, increas-
ing 1.3% to £158,871 (about
$260,000), which it attributed to a
modest rise in sales and a shortage
of available properties to buy. Prices
rose a revised 1% in June.

The data suggest that the U.K.
housing prices, hit hard by the glo-
bal credit crisis and ensuing reces-
sion, may be starting to recover,
helped by pent-up demand and low
supply of properties on the market.
Also, consumer confidence has been

buoyed by the government’s fiscal
stimulus and bank-support mea-
sures, Nationwide said.

Some economists said the data
provide signs of broader economic
strength. It’s “further evidence that
the housing market has bottomed,

helping to remove some of the down-
side risks facing consumer spend-
ing,” Alan Clarke, an economist at
BNP Paribas, said in a note.

Philip Shaw, an economist at In-
vestec, said the Nationwide data
may help convince the Bank of Eng-

land that it doesn’t need to increase
its bond-buying program and pump
more money into the recession-hit
economy.

Nationwide cautioned that if hous-
ing prices continued to rise at the
rate seen over the past three months

they may outpace earnings, rents and
other indicators. Rising unemploy-
ment was also likely to have an im-
pact on the housing market, it said.

Prices have risen a cumulative
1.3% over the first seven months of
the year and are at their highest
level since October 2008, Nation-
wide said. Although house prices
were still 6.2% lower than they were
in July 2008, that was an improve-
ment from June’s 9.3% year-on-year
drop.

The Royal Institution of Char-
tered Surveyors said the Nation-
wide data reflected the strength of
the turnaround in the sentiment in
the housing market, but it noted
that mortgage finance was rising
only very modestly.

BOE data released Wednesday
showed mortgage approvals hit a
14-month high of 47,584 in June, but
net mortgage lending rose margin-
ally to £343 million.

“RICS believes that the recent
support for prices is to a large ex-
tent a sign of a lack of supply of prop-
erties,” Simon Rubinsohn, chief
economist at RICS, said in a note.
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 29.30 $26.34 0.39 1.50%
Alcoa AA 29.50 11.46 0.45 4.09%
AmExpress AXP 13.00 28.23 0.48 1.73%
BankAm BAC 272.00 13.97 0.45 3.33%
Boeing BA 7.80 43.24 –0.13 –0.30%
Caterpillar CAT 14.30 43.41 1.58 3.78%
Chevron CVX 10.70 67.70 0.58 0.86%
CiscoSys CSCO 48.50 21.98 0.26 1.20%
CocaCola KO 9.10 49.67 0.39 0.79%
Disney DIS 16.00 26.22 0.33 1.27%
DuPont DD 8.00 30.81 1.27 4.30%
ExxonMobil XOM 34.10 70.72 –0.71 –0.99%
GenElec GE 157.30 13.11 0.85 6.93%
HewlettPk HPQ 18.20 42.71 0.52 1.23%
HomeDpt HD 12.80 25.85 0.46 1.81%
Intel INTC 57.20 19.33 –0.07 –0.36%
IBM IBM 6.00 117.86 0.60 0.51%
JPMorgChas JPM 35.80 38.47 0.70 1.85%
JohnsJohns JNJ 11.70 61.79 0.63 1.03%
KftFoods KFT 9.30 28.57 0.03 0.11%
McDonalds MCD 13.30 55.59 –0.82 –1.45%
Merck MRK 17.90 29.94 0.07 0.23%
Microsoft MSFT 63.70 23.81 0.01 0.04%
Pfizer PFE 43.30 15.94 0.19 1.21%
ProctGamb PG 11.00 56.23 0.11 0.20%
3M MMM 3.90 69.90 1.18 1.72%
TravelersCos TRV 7.80 41.94 –0.69 –1.62%
UnitedTech UTX 7.00 54.23 1.03 1.94%
Verizon VZ 17.90 32.31 0.33 1.03%
WalMart WMT 16.70 49.98 0.61 1.24%

Dow Jones Industrial Average P/E: 14
LAST: 9154.46 s 83.74, or 0.92%

YEAR TO DATE: s 378.07, or 4.3%

OVER 52 WEEKS t 2,223.56, or 19.5%

 Note: Price-to-earnings ratios are for trailing 12 months
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Behind Europe’s deals: Bank revenue rankings, Global (ex US)
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 $1,488 7.7% 55% 23% 21% 1%

Credit Suisse 1,000 5.2% 47% 32% 19% 2%

UBS 995 5.2% 49% 18% 31% 1%

Goldman Sachs 934 4.9% 45% 17% 37% …%

Deutsche Bank 908 4.7% 38% 34% 24% 4%

Citi 834 4.3% 34% 35% 29% 3%

Morgan Stanley 744 3.9% 45% 22% 32% …%

Bank of America Merrill Lynch 693 3.6% 39% 27% 31% 3%

BNP Paribas 689 3.6% 27% 52% 14% 7%

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

Rhodia 736 –36 –63 –216 Renault 372 6 2 –44

Rallye 982 –30 –179 –344 ArcelorMittal Fin 382 8 4 –26

Rexam  160 –13 –36 –43 GKN Hldgs  267 9 –11 –64

Lafarge 219 –12 –44 –46 UPM Kymmene 448 9 –12 11

Glencore Intl 404 –10 –70 –134 CIR SpA CIE Industriali Riunite 442 14 –64 –58

Peugeot  328 –9 –10 –68 ITV  467 19 –10 –3

Holcim  162 –7 –31 –60 Norske Skogindustrier  1160 19 –47 –59

ISS Glob  466 –7 –21 –196 Carlton Comms  452 21 –18 –10

Sol Melia 741 –4 4 107 Contl 785 34 4 –193

AKZO Nobel  56 –4 –12 –23 TUI 1788 51 64 323

Source: Markit Group

Dow Jones Stoxx 50: Thursday’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

Rio Tinto U.K. General Mining $62.2 24.62 7.23% –44.2% 7.4%

ArcelorMittal Luxembourg Iron & Steel 56.6 25.81 6.63 –54.9 –3.7

BHP Billiton U.K. General Mining 58.1 15.80 5.19 –6.7 57.5

UBS Switzerland Banks 44.4 15.02 5.18 –26.3 –74.5

Intesa Sanpaolo Italy Banks 43.6 2.62 5.12 –27.7 –41.7

BASF Germany Commodity Chemicals $44.2 34.20 –1.75% –16.0 10.1

Deutsche Bk Germany Banks 40.8 46.69 –0.98 –21.7 –46.3

BG Grp U.K. Integrated Oil & Gas 61.7 10.46 –0.66 –8.7 44.7

Sanofi-Aventis S.A. France Pharmaceuticals 87.0 47.05 –0.16 4.4 –35.7

Allianz SE Germany Full Line Insurance 44.5 70.00 –0.09 –36.0 –43.3

...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

Koninklijke Phlps 21.7 15.88 4.58% –26.1% –38.3%
Netherlands (Consumer Electronics)
Anglo Amer 42.2 19.06 4.53 –34.8 –15.4
U.K. (General Mining)
HSBC Hldgs 169.1 5.96 4.27 –18.5 –28.5
U.K. (Banks)
ING Groep 26.1 8.94 3.99 –57.5 –71.9
Netherlands (Life Insurance)
Banco Bilbao Viz 59.7 11.32 3.57 –2.7 –31.2
Spain (Banks)
SAP 56.7 32.92 3.52 –11.7 –5.8
Germany (Software)
UniCredit 48.9 2.08 3.49 –36.3 –59.0
Italy (Banks)
E.ON 76.0 27.01 3.45 –33.8 –14.3
Germany (Multiutilities)
Deutsche Telekom 55.8 9.10 3.41 –18.5 –24.9
Germany (Mobile Telecommunications)
Barclays 55.4 3.05 3.39 –9.8 –49.4
U.K. (Banks)
ABB 41.7 19.55 3.33 –28.0 31.2
Switzerland (Industrial Machinery)
France Telecom 64.6 17.56 3.32 –13.8 7.0
France (Fixed Line Telecommunications)
Novartis 118.6 48.92 3.25 –21.7 –28.1
Switzerland (Pharmaceuticals)
Credit Suisse Grp 54.4 50.10 3.21 –5.0 –23.9
Switzerland (Banks)
Bayer 50.6 43.50 3.01 –21.5 15.0
Germany (Specialty Chemicals)
ENI 99.7 17.70 2.61 –18.6 –25.8
Italy (Integrated Oil & Gas)
Vodafone Grp 117.3 1.22 2.60 –10.2 6.7
U.K. (Mobile Telecommunications)
BNP Paribas S.A. 73.9 50.30 2.51 –21.2 –35.2
France (Banks)
Iberdrola S.A. 42.4 6.04 2.46 –31.1 –13.0
Spain (Conventional Electricity)
Assicurazioni Gen 32.2 16.26 2.39 –25.1 –33.5
Italy (Full Line Insurance)

GDF Suez 87.4 27.50 2.31% –30.3% 3.0%
France (Multiutilities)
Diageo 42.6 9.36 2.24 6.3 0.5
U.K. (Distillers & Vintners)
Telefonica S.A. 118.0 17.84 2.09 6.6 34.7
Spain (Fixed Line Telecommunications)
Unilever 46.6 19.32 2.01 8.9 6.2
Netherlands (Food Products)
Nestle S.A. 155.9 44.36 1.93 –3.7 10.1
Switzerland (Food Products)
AXA S.A. 43.7 14.89 1.78 –21.6 –45.1
France (Full Line Insurance)
Daimler 47.7 31.94 1.53 –14.4 –18.9
Germany (Automobiles)
Banco Santander 114.8 10.01 1.47 –14.0 –8.2
Spain (Banks)
Nokia 49.3 9.37 1.41 –46.9 –38.4
Finland (Telecommunications Equipment)
Soc. Generale 36.7 44.89 1.29 –25.0 –59.4
France (Banks)
British Amer Tob 62.2 18.63 1.25 1.9 29.6
U.K. (Tobacco)
Total S.A. 133.4 39.99 1.19 –19.1 –23.1
France (Integrated Oil & Gas)
Astrazeneca 67.9 28.33 1.05 14.8 –11.0
U.K. (Pharmaceuticals)
Royal Dutch Shell A 93.4 18.73 1.02 –18.2 –31.9
U.K. (Integrated Oil & Gas)
L.M. Ericsson Tel B 28.2 70.00 0.86 9.7 –37.5
Sweden (Telecommunications Equipment)
Tesco 48.6 3.75 0.62 4.1 4.0
U.K. (Food Retailers & Wholesalers)
BP 172.5 5.06 0.44 –2.9 –20.5
U.K. (Integrated Oil & Gas)
GlaxoSmithKline 110.7 11.75 0.38 –0.1 –17.4
U.K. (Pharmaceuticals)
Siemens 73.6 57.25 0.35 –27.3 –8.7
Germany (Diversified Industrials)
Roche Hldg Part. Cert. 108.2 167.80 0.30 –13.6 –22.0
Switzerland (Pharmaceuticals)

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 0.43% 0.36% 2.3% 4.8% -3.8%
Event Driven 0.41% 0.76% 4.3% 7.2% -20.9%
Equity Market Neutral -0.36% 0.03% -0.9% -3.2% -11.9%
Equity Long/Short 0.14% 1.03% 2.9% 1.8% -15.7%

*Estimates as of 07/29/09, 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 0.94 104.13% 0.02% 1.87 0.90 1.31

Eur. High Volatility: 11/1 1.78 108.66 0.04 3.89 1.75 2.60

Europe Crossover: 11/1 6.55 111.73 0.10 9.71 6.33 7.81

Asia ex-Japan IG: 11/1 1.39 109.43 0.04 3.84 1.33 2.32

Japan: 11/1 1.71 115.19 0.05 4.33 1.41 2.39

 Note: Data as of July 29

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.

T H E WA L L ST R E ET JO U R NA L . FRIDAY - SUNDAY, JULY 31 - AUGUST 2, 2009 25



International Investor

By Yoshio Takahashi

TOKYO—Mazda Motor Corp. and
Mitsubishi Motors Corp. fell into the
red in the most-recent quarter, as the
economic slump kept potential cus-
tomers away and the strong yen re-
duced overseas earnings.

This is the third consecutive quar-
ter that the two Japanese auto mak-
ers have reported a loss, but they
were able to stem the bleeding they
had experienced in the quarter ended
March 31 as they pushed ahead with
labor-cost reductions and curtailed
research and development spending.

Mazda, in which Ford Motor Co.
owns a 14% stake, said it posted a
net loss of 21.52 billion yen ($226.6
million) in the three months ended
June 30, a reversal from the net
profit of 14.98 billion yen it posted
in the same period a year earlier.

Mazda’s sales sagged 45% to
428.23 billion yen from 771.83 bil-
lion yen.

Mitsubishi Motors reported a
net loss of 26.44 billion yen in the

quarter, compared with a net profit
of 10.3 billion yen a year earlier.
The maker of the Outlander and Pa-
jero sport-utility vehicles said its
sales dropped 58% to 259.12 billion

yen from 610.1 billion yen.
But the two car makers were able

to cut their net losses by at least half
in the three months ended in June,
compared with the prior quarter.

Following narrower losses al-
ready reported by Honda Motor Co.
and other major car makers, the
quarter-to-quarter improvement in
earnings at Mazda and Mitsubishi
Motor is the latest sign that the
worst may be over for auto industry.

“We got off to a good start to re-
turn to profitability on an operating
basis in the second half,” Mazda
Chief Financial Officer Kiyoshi Ozaki
said. Mazda aims to post a second-
half operating profit of 10 billion yen.

Still, murky prospects for when
the U.S., Europe and other faltering
markets will recover weigh heavily
on the two companies, prompting
them to leave unchanged their earn-
ings forecasts for the full fiscal year.

Mazda continues to expect a net
loss of 50 billion yen and Mitsubishi
Motors, which in July launched its
electric car in Japan for the mass
market, maintained its forecast for
a net profit of five billion yen.

The two companies report earn-
ings under Japanese accounting
standards.

VW delivers quarterly profit
Liquidity increases in time to help seal Porsche deal; Renault swings to first-half loss

State of change
NYSE’s fast-trade hub
rises up across the river in
New Jersey > Page 22

MAN coasts on backlog as truck orders dry up

Slump drives losses at Mazda, Mitsubishi

Mitsubishi Motors Corp. President Osamu Masuko, second from left, walks past
the ‘i-MiEV,’ an electric car aimed at the mass market and launched in Japan.

By Christoph Rauwald

And David Pearson

Volkswagen AG managed to
turn a profit in the second quarter
with enough cash to put it in a
strong position in its merger talks
with Porsche Automobil Holding
SE, while rival Renault SA posted a
first-half net loss of Œ2.71 billion
($3.81 billion).

Both companies were hit by the
sharp downturn in demand and re-
mained vague on their prospects for
the rest of the year, although each
said they expected to increase their
shares of the market this year.

Volkswagen, Europe’s largest
auto maker by sales, reported earn-
ings in the second quarter ended
June 30 fell 83% to Œ283 million
($397 million) from Œ1.64 billion in
the same period a year earlier. Reve-
nue fell 7.8% to Œ27.2 billion.

As Volkswagen and Porsche near
completion of a drawn-out merger
agreement, analysts have been look-
ing at how much cash Volkswagen
has to back up a purchase. Net cash
flow at Volkswagen’s automotive op-
erations soared to Œ4.3 billion in the
first six months from Œ2.3 billion
last year.

Its net liquidity increased Œ4.3
billion from the beginning of the
year to Œ12.3 billion as of June 30,
giving it additional muscle to fi-
nance the planned acquisition of Por-
sche’s core sports-car operations.

“Preserving our financial flexibil-

ity is a top priority,” said Volks-
wagen Chief Financial Officer Hans
Dieter Pötsch.

It reported revived demand
mainly for the company’s compact
cars and hatchbacks sparked by
scrapping incentives, while the pre-
mium Audi AG division steered bet-
ter through the industry gloom than
its rivals due to its lower exposure
to the troubled U.S. market, a large
presence in China and the launch of
several new or updated models.

Audi was the biggest contributor
to the group’s earnings in the first
half of the year with operating
profit of Œ823 million compared to
Œ1.3 billion in the same period in

2008. Operating profit at the core
VW passenger car brand fell to Œ216
million in the first half of the year
from Œ1.3 billion last year.

Second-quarter vehicle sales
were down 3% on the year at 1.66 mil-
lion cars and trucks. Production was
down 10% to 1.57 million vehicles in
the April-to-June period, indicating
a further reduction of inventory.

France’s Renault swung to a first-
half net loss from a net profit of
Œ1.58 billion a year earlier. More
than half of the net loss was ac-
counted for by an aggregate Œ1.58
billion in losses from Renault’s
shareholdings in Nissan Motor Co.,
AB Volvo and Russia’s AvtoVAZ. Rev-

enue fell 24% on a like-for-like basis
to Œ15.99 billion in the first half.

Renault’s automobile division
managed to generate Œ848 million
of free cash in the first half, and
Chief Financial Officer Thierry Mou-
longuet told analysts that, depend-
ing on how the market behaves in
the coming months, “we should be
able to continue on this trend.”

At the beginning of 2009,
Renault set a target of reducing in-
ventories by between Œ800 mil-
lion and Œ1 billion over the full
year. The reduction over the first
half was Œ860 million, and Mr.
Moulonguet said the full-year tar-
get could be exceeded.

By Sarah Sloat

FRANKFURT—German truck
maker and engineering company
MAN SE on Thursday reported a
95% drop in net profit in the second
quarter as demand shriveled.

“Incoming orders are low and a
turnaround is currently not in
sight,” the company said. “We are ex-
pecting that industrial production

will take several years to recover fol-
lowing the sharp downturn.”

With Europe’s truck market
squeezed by declining demand,
MAN’s net profit dropped to Œ22 mil-
lion ($31 million) from Œ442 million
a year earlier. Revenue fell 20% to
Œ3.11 billion from Œ3.89 billion.

MAN said its is currently
propped up by a good order backlog,
which stands at Œ8.7 billion. How-

ever, the company booked only Œ2.3
billion in new orders in the second
quarter, down 45% from a year ear-
lier. With a 53% decline, order intake
was particularly weak at MAN’s
main commercial-vehicles division.

“This reflects the extremely diffi-
cult situation in the sector, which is
being much harder hit by the eco-
nomic downturn than, for example,
the passenger car industry,” MAN

said. It also said it believes it has hit
bottom in terms of orders for com-
mercial vehicles, but that at this
time there is no sign of a turnaround
in the European truck market,
which it expects to shrink 50% this
year. The commercial-vehicles divi-
sion had an operating loss in the sec-
ond quarter, and MAN said it would
be difficult to achieve a profit in the
unit in the second half.

CORPORATE NEWS

By Norihiko Shirouzu

Ford Motor Co. has slowed the
bidding process for its Volvo unit in
an effort to get a better price for the
Swedish car brand, according to a
person close to the U.S. company.

The knowledgeable person said
Ford has decided to wait for General
Motors Co. to wrap up the sale of its
Opel unit in Germany, and is hoping
to invite a loser in that two-way bid-
ding race to bid for Volvo.

“Expect nothing to happen for an-
other three to four weeks” as Ford
waits for GM to finalize an Opel
buyer, said the person.

The person added there currently
are three bidder for Volvo: a group
led by China’s Geely Holding Group
Co., Beijing Automotive Industry
Holding Co. and a Europe-based
group of investors, which the person
wouldn’t identify. The three were sup-
posed to submit final bids for Volvo
in mid-July, and Ford had intended to
choose a buyer relatively quickly.

Beijing Auto, which also had been
bidding for Opel and its British sister
brand, Vauxhall, dropped out of that
race earlier this month because of is-
sues involving intellectual property
rights. That development prompted
Ford to alter its schedule for the
Volvo sale, the person said.

A group led by Canadian auto-
parts supplier Magna International
Inc. is now competing for a majority
stake in Opel with private-equity
firm RHJ International SA, a Brus-
sels-based company linked to U.S.
buyout group Ripplewood Holdings
LLC. Magna’s bid is backed by Rus-
sia’s Sberbank Rossia and auto
maker OAO GAZ Group.

The person close to Ford said the
American car maker decided to slow
the bidding process to ratchet up
competition and try to get “the best
possible price” for Volvo. Ford is
“looking for the best buyer and
most socially acceptable buyer pos-
sible,” the person said.

Volvo sales in the U.S. fell almost
36% in the first six months of the
year compared with the same period
in 2008, according to Autodata Corp.

The person said Ford expects
Beijing Auto to go after Volvo more
aggressively now that it pulled out
of the Opel race. Ford also wants Ma-
gna or RHJ—whichever fails to buy
Opel—to also take part in the Volvo
bidding, the person added.

Ford has said that half the pro-
ceeds from a Volvo sale would be
used to pay back part of debt Ford ac-
crued when it borrowed $23.5 bil-
lion in 2006.

A Beijing Auto spokesman de-
clined to comment. An executive at
Geely also declined to comment.

Rough road
European car makers reported setbacks in the 
first half of the year. Net profit/loss, in billions 

Sources: the companies; Bloomberg News (photo)

The Volkswagen logo is reflected in a car's side-view
mirror in front of a Volkswagen Golf Polo BlueMotion
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Ford stalls Volvo
bidding, awaits
a result on Opel
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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.

2.52% 13 DJ Global Index -a % % 200.16 1.71% –23.0% 4.44% 12 U.S. Select Dividend -b % % 565.39 1.69%–18.8%

2.21% 14 Global Dow 1184.20 1.71% –19.0% 1768.59 1.72% –27.0% 4.42% 16 Infrastructure 1290.20 0.14% –15.2% 1729.89 0.16% –23.5%

3.37% 26 Stoxx 600 225.30 2.22% –20.6% 236.57 2.22% –28.5% 1.70% 7 Luxury 758.60 0.52% –10.6% 904.53 0.54% –19.4%

3.53% 17 Stoxx Large 200 242.10 2.17% –21.0% 252.91 2.18% –28.8% 6.34% 5 BRIC 50 365.00 0.63% –15.0% 489.43 0.65% –23.4%

2.54% -17 Stoxx Mid 200 205.60 2.47% –18.0% 214.72 2.48% –26.1% 4.34% 11 Africa 50 717.80 0.40% –26.0% 640.76 0.42% –33.3%

2.74% -28 Stoxx Small 200 127.80 2.39% –18.8% 133.38 2.40% –26.8% 3.56% 6 GCC % % 1394.57 0.77% –50.9%

3.35% 19 Euro Stoxx 244.50 2.03% –22.6% 256.82 2.04% –30.2% 3.15% 13 Sustainability 747.40 2.01% –16.7% 885.64 1.82% –25.0%

3.51% 14 Euro Stoxx Large 200 261.20 2.01% –23.1% 272.60 2.01% –30.7% 2.43% 13 Islamic Market -a % % 1736.28 1.43% –20.4%

2.58% -12 Euro Stoxx Mid 200 227.30 2.36% –20.3% 237.20 2.36% –28.2% 2.71% 12 Islamic Market 100 1581.60 1.30% –8.6% 1899.83 1.12% –17.8%

2.82% 16 Euro Stoxx Small 200 137.50 1.65% –19.8% 143.39 1.65% –27.7% 2.71% 12 Islamic Turkey -c % % % %

5.96% 8 Stoxx Select Dividend 30 1242.10 1.93% –26.1% 1494.77 1.93% –33.4% 2.04% 13 DJ U.S. TSM % % 10189.49 1.74% –21.3%

5.19% 9 Euro Stoxx Select Div 30 1466.70 2.50% –32.2% 1771.95 2.50% –38.9% % DJ-UBS Commodity 120.80 3.24% –33.3% 123.35 3.25% –39.9%

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

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

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

Australia 1.2086 1.9929 1.1088 0.1631 0.0383 0.1940 0.0126 0.3191 1.6995 0.2283 1.1163 ...

 Canada 1.0827 1.7852 0.9932 0.1461 0.0343 0.1738 0.0113 0.2859 1.5224 0.2045 ... 0.8958

 Denmark 5.2950 8.7309 4.8576 0.7147 0.1680 0.8500 0.0554 1.3981 7.4456 ... 4.8908 4.3811

 Euro 0.7112 1.1726 0.6524 0.0960 0.0226 0.1142 0.0074 0.1878 ... 0.1343 0.6569 0.5884

 Israel 3.7873 6.2449 3.4744 0.5112 0.1202 0.6080 0.0396 ... 5.3255 0.7153 3.4982 3.1336

 Japan 95.6150 157.6596 87.7162 12.9052 3.0336 15.3497 ... 25.2462 134.4490 18.0576 88.3157 79.1119

 Norway 6.2291 10.2712 5.7145 0.8407 0.1976 ... 0.0651 1.6447 8.7590 1.1764 5.7536 5.1540

 Russia 31.5185 51.9709 28.9147 4.2541 ... 5.0599 0.3296 8.3222 44.3197 5.9525 29.1124 26.0784

 Sweden 7.4091 12.2168 6.7970 ... 0.2351 1.1894 0.0775 1.9563 10.4182 1.3993 6.8434 6.1302

 Switzerland 1.0901 1.7974 ... 0.1471 0.0346 0.1750 0.0114 0.2878 1.5328 0.2059 1.0068 0.9019

 U.K. 0.6065 ... 0.5564 0.0819 0.0192 0.0974 0.0063 0.1601 0.8528 0.1145 0.5602 0.5018

 U.S. ... 1.6489 0.9174 0.1350 0.0317 0.1605 0.0105 0.2640 1.4062 0.1889 0.9237 0.8274

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 342.25 14.25 4.34% 707.00 302.00
Soybeans (cents/bu.) CBOT 971.00 55.00 6.00 1,557.50 670.00
Wheat (cents/bu.) CBOT 516.25 4.75 0.93 1,072.00 505.00
Live cattle (cents/lb.) CME 89.850 0.600 0.67 118.500 81.250
Cocoa ($/ton) ICE-US 2,898 95 3.39 3,237 1,950
Coffee (cents/lb.) ICE-US 124.95 2.10 1.71 183.30 109.00
Sugar (cents/lb.) ICE-US 18.75 0.19 1.02 18.91 11.05
Cotton (cents/lb.) ICE-US 60.11 0.99 1.67 101.50 45.25
Crude palm oil (ringgit/ton) MDEX 2,145.00 32 1.51 2,685 1,965
Cocoa (pounds/ton) LIFFE 1,831 53 2.98 1,985 1,177
Robusta coffee ($/ton) LIFFE 1,490 6 0.40 2,324 1,250

Copper (cents/lb.) COMEX 256.40 8.65 3.49 375.35 129.55
Gold ($/troy oz.) COMEX 937.30 7.60 0.82 1,060.00 494.00
Silver (cents/troy oz.) COMEX 1348.50 22.70 1.71 2,009.00 886.00
Aluminum ($/ton) LME 1,844.50 41.50 2.30 2,980.00 1,288.00
Tin ($/ton) LME 14,400.00 375.00 2.67 22,500.00 9,750.00
Copper ($/ton) LME 5,500.00 80.00 1.48 8,070.00 2,815.00
Lead ($/ton) LME 1,794.00 39.00 2.22 2,210.00 870.00
Zinc ($/ton) LME 1,692.50 44.50 2.70 1,915.00 1,065.00
Nickel ($/ton) LME 16,900 525 3.21 21,195 9,000

Crude oil ($/bbl.) NYMEX 66.94 3.59 5.67 142.60 44.28
Heating oil ($/gal.) NYMEX 1.7896 0.0938 5.53 4.0400 1.2589
RBOB gasoline ($/gal.) NYMEX 1.9514 0.1313 7.21 3.0875 1.1450
Natural gas ($/mmBtu) NYMEX 3.743 0.195 5.50 12.059 3.366
Brent crude ($/bbl.) ICE-EU 70.48 3.53 5.27 116.93 44.75
Gas oil ($/ton) ICE-EU 571.50 22.00 4.00 1,086.00 411.50

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on July 30
Per In

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

Argentina peso-a 5.3838 0.1857 3.8288 0.2612

Brazil real 2.6414 0.3786 1.8785 0.5324

Canada dollar 1.5224 0.6569 1.0827 0.9237
1-mo. forward 1.5222 0.6569 1.0825 0.9238

3-mos. forward 1.5219 0.6571 1.0823 0.9240
6-mos. forward 1.5216 0.6572 1.0821 0.9241

Chile peso 761.50 0.001313 541.55 0.001847
Colombia peso 2865.31 0.0003490 2037.70 0.0004908

Ecuador US dollar-f 1.4062 0.7112 1 1
Mexico peso-a 18.5858 0.0538 13.2175 0.0757

Peru sol 4.2009 0.2380 2.9875 0.3347
Uruguay peso-e 32.834 0.0305 23.350 0.0428

U.S. dollar 1.4062 0.7112 1 1
Venezuela bolivar 3.02 0.331189 2.15 0.465701

ASIA-PACIFIC
Australia dollar 1.6995 0.5884 1.2086 0.8274
China yuan 9.6072 0.1041 6.8323 0.1464

Hong Kong dollar 10.8977 0.0918 7.7500 0.1290
India rupee 67.9030 0.0147 48.2900 0.0207

Indonesia rupiah 13998 0.0000714 9955 0.0001005
Japan yen 134.45 0.007438 95.62 0.010459

1-mo. forward 134.42 0.007440 95.59 0.010461
3-mos. forward 134.34 0.007444 95.54 0.010467

6-mos. forward 134.16 0.007454 95.41 0.010481
Malaysia ringgit-c 4.9658 0.2014 3.5315 0.2832

New Zealand dollar 2.1542 0.4642 1.5320 0.6528
Pakistan rupee 116.640 0.0086 82.950 0.0121

Philippines peso 67.530 0.0148 48.025 0.0208
Singapore dollar 2.0285 0.4930 1.4426 0.6932

South Korea won 1733.92 0.0005767 1233.10 0.0008110
Taiwan dollar 46.150 0.02167 32.820 0.03047
Thailand baht 47.893 0.02088 34.060 0.02936

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

Euro zone euro 1 1 0.7112 1.4062

1-mo. forward 0.9999 1.0001 0.7111 1.4062

3-mos. forward 1.0000 1.0000 0.7112 1.4062

6-mos. forward 0.9999 1.0001 0.7111 1.4063

Czech Rep. koruna-b 25.586 0.0391 18.196 0.0550

Denmark krone 7.4456 0.1343 5.2950 0.1889

Hungary forint 266.86 0.003747 189.78 0.005269

Norway krone 8.7590 0.1142 6.2291 0.1605

Poland zloty 4.1564 0.2406 2.9559 0.3383

Russia ruble-d 44.320 0.02256 31.519 0.03173

Sweden krona 10.4182 0.0960 7.4091 0.1350

Switzerland franc 1.5328 0.6524 1.0901 0.9174

1-mo. forward 1.5323 0.6526 1.0897 0.9177

3-mos. forward 1.5313 0.6530 1.0890 0.9182

6-mos. forward 1.5290 0.6540 1.0874 0.9197

Turkey lira 2.0806 0.4806 1.4797 0.6758

U.K. pound 0.8528 1.1726 0.6065 1.6489

1-mo. forward 0.8528 1.1725 0.6065 1.6488

3-mos. forward 0.8530 1.1724 0.6066 1.6485

6-mos. forward 0.8529 1.1724 0.6066 1.6486

MIDDLE EAST/AFRICA
Bahrain dinar 0.5301 1.8864 0.3770 2.6525

Egypt pound-a 7.8013 0.1282 5.5480 0.1802

Israel shekel 5.3255 0.1878 3.7873 0.2640

Jordan dinar 0.9959 1.0041 0.7083 1.4119

Kuwait dinar 0.4044 2.4731 0.2876 3.4775

Lebanon pound 2112.74 0.0004733 1502.50 0.0006656

Saudi Arabia riyal 5.2733 0.1896 3.7502 0.2667

South Africa rand 10.9564 0.0913 7.7918 0.1283

United Arab dirham 5.1648 0.1936 3.6730 0.2723

SDR -f 0.9066 1.1031 0.6447 1.5511

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 600 225.25 4.88 2.21% 14.4% –20.6%

 14 DJ Stoxx 50 2306.65 50.44 2.24 11.7% –19.9%

 19 Euro Zone DJ Euro Stoxx 244.53 4.87 2.03 9.7% –22.6%

 16 DJ Euro Stoxx 50 2654.74 54.43 2.09 8.3% –21.2%

 9 Austria ATX 2248.10 40.96 1.86 28.4% –38.6%

 12 Belgium Bel-20 2155.09 34.72 1.64 12.9% –28.0%

 9 Czech Republic PX 1030.2 35.9 3.61 20.0% –30.0%

 16 Denmark OMX Copenhagen 292.50 8.77 3.09 29.3% –24.4%

 13 Finland OMX Helsinki 5771.47 125.95 2.23 6.8% –31.9%

 12 France CAC-40 3435.49 69.87 2.08 6.8% –21.8%

 21 Germany DAX 5360.66 90.34 1.71 11.4% –17.3%

 … Hungary BUX 17122.10 634.20 3.85 39.9% –22.9%

 9 Ireland ISEQ 2798.91 40.20 1.46 19.4% –36.0%

 10 Italy FTSE MIB 20818.60 536.63 2.65 7.0% –26.5%

 9 Netherlands AEX 283.82 6.50 2.34 15.4% –29.0%

 10 Norway All-Shares 346.04 8.58 2.54 28.1% –30.0%

 17 Poland WIG 35175.59 1353.48 4.00 29.2% –17.1%

 13 Portugal PSI 20 7346.80 19.14 0.26 15.9% –13.5%

 … Russia RTSI 1001.30 27.52 2.83% 58.5% –49.1%

 10 Spain IBEX 35 10874.4 212.8 2.00 18.3% –8.5%

 15 Sweden OMX Stockholm 268.84 6.07 2.31 31.6% –2.8%

 12 Switzerland SMI 5932.62 145.43 2.51 7.2% –16.9%

 … Turkey ISE National 100 42182.11 1805.47 4.47 57.0% …%

 11 U.K. FTSE 100 4631.61 84.08 1.85 4.5% –14.4%

 21 ASIA-PACIFIC DJ Asia-Pacific 112.24 0.57 0.51 19.9% –17.5%

 … Australia SPX/ASX 200 4190.5 47.7 1.15 12.6% –15.8%

 … China CBN 600 28626.53 589.78 2.10 93.9% 26.7%

 17 Hong Kong Hang Seng 20234.08 98.58 0.49 40.6% –11.0%

 18 India Sensex 15387.96 214.50 1.41 59.5% 7.2%

 … Japan Nikkei Stock Average 10165.21 51.97 0.51 14.7% –24.0%

 … Singapore Straits Times 2636.19 32.13 1.23 49.7% –10.0%

 11 South Korea Kospi 1534.74 10.42 0.68 36.5% –3.8%

 15 AMERICAS DJ Americas 260.48 4.93 1.93 15.2% –22.4%

 … Brazil Bovespa 55012.72 1278.19 2.38 46.5% –8.0%

 17 Mexico IPC 26894.22 377.72 1.42 20.2% –2.2%

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

GLOBAL MARKETS LINEUP

MSCI indexes
Developed and emerging-market regional and country indexes
from MSCI Barra as of July 30, 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* 260.54 –0.62% 14.4% –26.7%

3.00% 17 World (Developed Markets) 1,023.42 –0.47% 11.2% –27.0%

2.70% 18 World ex-EMU 120.16 –0.59% 11.7% –25.7%

2.80% 19 World ex-UK 1,021.60 –0.52% 10.6% –26.3%

3.80% 16 EAFE 1,387.03 –0.33% 12.1% –29.5%

2.90% 14 Emerging Markets (EM) 822.44 –1.69% 45.0% –24.3%

4.40% 11 EUROPE 76.89 0.84% 10.7% –24.0%

4.60% 12 EMU 154.63 0.21% 8.8% –33.6%

4.10% 13 Europe ex-UK 84.14 0.83% 8.4% –23.6%

5.50% 9 Europe Value 86.29 1.07% 11.3% –24.6%

3.30% 15 Europe Growth 66.59 0.61% 10.2% –23.5%

3.50% 12 Europe Small Cap 131.22 0.64% 30.0% –25.2%

2.70% 7 EM Europe 213.05 –1.39% 34.1% –48.0%

5.00% 8 UK 1,351.61 0.41% 2.8% –18.9%

3.10% 13 Nordic Countries 118.69 –0.01% 21.0% –27.8%

2.00% 6 Russia 554.34 –1.90% 34.5% –61.7%

4.20% 10 South Africa 625.75 –0.93% 8.1% –12.6%

3.40% 17 AC ASIA PACIFIC EX-JAPAN 353.24 –1.82% 42.8% –17.9%

1.70%-117 Japan 575.27 0.02% 8.5% –31.1%

2.40% 16 China 60.31 –3.11% 47.9% –2.8%

1.10% 18 India 601.29 –0.99% 62.9% 10.4%

1.30% 20 Korea 426.89 –0.11% 39.1% –6.8%

4.40% 29 Taiwan 258.08 –1.15% 48.9% –12.1%

2.20% 22 US BROAD MARKET 1,076.87 –0.53% 9.6% –23.5%

1.60% -40 US Small Cap 1,429.55 –0.67% 14.6% –21.0%

3.50% 13 EM LATIN AMERICA 3,147.80 –1.78% 51.5% –33.8%

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

Follow the markets throughout the day, with updated stock quotes, news and commentary at
WSJ.com/Europe. Also, receive email alerts that summarize the day’s trading in Europe and Asia.
To sign up, go to WSJ.com/Online Today
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Dow Chemical posts loss on buyout charges

Électricité de France records flat first-half profit

Exxon, Shell feel slump’s squeeze
Oil firms’ earnings,
output rates tumble
as demand weakens

Economy & Politics

Oil drop
Net income/loss in billions of dollars
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Staying in school
Indonesian terrorists rely
on shelter from sympathetic
Islamists > Page 10

CORPORATE NEWS

By Ana Campoy

And Mike Barris

Dow Chemical Co. reported a
loss in the second quarter as aggres-
sive cost-cutting and an uptick in de-
mand for its chemical and plastics
products weren’t enough to offset
costs associated with its purchase
of rival Rohm & Haas Co.

Excluding the costs of the merger
and other charges, Dow would have
posted a profit, but overall sales reve-
nue in the quarter was still disap-
pointing, down 31% from the year-
earlier period as consumers and in-
dustry continued to curb spending.

Although the company expects
business conditions to brighten in
the third quarter, it isn’t counting on
a significant turnaround for the rest
of the year. That outlook “is prudent
given the growing uncertainty in the
global economy,” said Chairman and
Chief Executive Andrew Liveris dur-
ing a conference call with analysts.

The chemical sector, which makes
the building-block materials for most

consumer products, has been pum-
meled by the global economic down-
turn as manufacturers cut produc-
tion and slashed inventories. In re-
sponse, companies such as Dow ratch-
eted back production, shuttered
plants and cut thousands of jobs.
Since the beginning of the year, Dow
said it has cut costs by $600 million.

Business picked up in the second
quarter amid signs that customers
are no longer reducing inventories.
Demand in China improved too, as
the government’s stimulus package
sparked purchases of building mate-
rials and consumer products such as
electronics. Sales jumped 20% from
the first quarter at Dow units that
make materials used in electronics
and paints.

On Thursday, the company’s
shares rose 6.5% to $21.58 in mid-
afternoon trading on the New York
Stock Exchange.

Still, many chemical companies ex-
pect overall global demand to remain
weak in coming months. German
chemical giant BASF SE on Thursday

cut its full-year outlook after second-
quarter net profit fell 74%; U.S.-based
DuPont Co., which posted a 61% de-
cline in profit last week, expects sales
volumes in the third quarter to re-
main below year-ago levels.

Dow’s second-quarter loss came
to $344 million, or 47 cents a share,
compared with a year-earlier profit
of $762 million, or 81 cents a share.
Excluding restructuring and other
charges, Dow would have earned
five cents a share compared to the
eight-cent loss analysts polled by
Thomson Reuters had anticipated.
Revenue fell to $11.32 billion from
$16.35 billion.

Dow’s second-quarter loss comes
at a time when it is reorganizing its
business to absorb the $16.3 billion
acquisition of Rohm & Haas earlier
this year, and dealing with the heavy
debt load it incurred to buy it.

“They are obviously getting things
done, but it’s a very difficult environ-
ment that they are operating in,” said
Michael Judd, an independent ana-
lyst who runs Greenwich Consultants.

On Thursday, Dow said it is sell-
ing its stake in OPTIMAL, a Kuala
Lumpur-based commodity chemi-
cal joint venture, to its partner
Petroliam Nasional Berhad, Malay-
sia’s state-owned oil company, for
$660 million. The proceeds will
help repay a short-term loan the
company used to for the Rohm &
Haas purchase.

The company also is looking to
shed other assets, possibly including
part of its AgroSciences unit.

Dow is in talks with a Kuwait
state-owned energy company and
two other state-owned oil compa-
nies about forming a joint venture
that would control some of Dow’s ba-
sic-chemical businesses. A joint-ven-
ture with Kuwait fell apart last year.

On Thursday, Dow said it reorga-
nized several latex, rubber and plas-
tic businesses it wants to sell into a
new unit called Styron Corp. It could
fetch about $1 billion or $2 billion,
said Mr. Liveris.
 —Allison Connolly

contributed to this article.

By Alex MacDonald

And Adam Mitchell

LONDON—French utility Élec-
tricité de France SA Thursday
posted flat first-half profits in a dete-
riorating market, aided by higher
prices on power contracts that
helped offset costs related to its Brit-

ish Energy purchase.
The company reported net in-

come of Œ3.11 billion ($4.36 billion)
for the six months ended June 30 as
sales increased 8% to Œ34.9 billion.

Interest expenses and other
charges related to this year’s £12.5
billion ($20.46 billion) acquisition
of U.K. nuclear power operator Brit-

ish Energy weighed down the net
profit, though the consolidation of
the U.K. unit boosted EDF’s earnings
from operations.

EDF will also book a net cash gain
of Œ1.2 billion by selling a 20% stake
in British Energy to the U.K. utility,
Centrica PLC, subject to regulatory
approval.

Centrica, the U.K.’s largest utility
by customers, Thursday posted a
28% rise in first-half net income to
£537 million.

A strong performance in its
downstream retail business more
than offset lower profits from its up-
stream gas and power generation
business.

By Russell Gold

And Angel Gonzalez

The global recession’s withering
impact on petroleum prices and de-
mand dragged down profits at
Exxon Mobil Corp. and Royal Dutch
Shell PLC, two of the world’s largest
oil companies.

“Our results show that no one is
immune from global economic con-
ditions,” said Kenneth Cohen, a vice
president at Exxon, the Texas-based
oil company that had a peak market
capitalization of half a trillion dol-
lars in 2008 and is still the world’s
largest publicly traded company.

The companies posted sharply
lower second-quarter profits and de-
clining production rates that disap-
pointed analysts’ expectations.
Exxon said profit fell 66% from a
year earlier to $3.95 billion. Profit at
the Anglo-Dutch Shell, one of Eu-
rope’s largest public companies by
market capitalization, dropped 67%
to $3.82 billion.

The recession is severely testing
the energy giants’ strategies, which
have been focused on maintaining
strong investment in future produc-
tion while preserving hefty stock-
dividend payments to shareholders.
Exxon is also engaged in a substan-
tial share-repurchase program.

Shell’s new chief executive, Peter
Voser, has responded to the down-
turn by cutting 20% of senior man-
agement positions, saying he
wanted “fewer people thinking

about strategy and more people im-
plementing it.”

In contrast, Exxon said it isn’t cut-
ting jobs and is sticking with its
$29 billion capital-spending plan in
2009. Despite the difficult economic
conditions, said Exxon CEO Rex
Tillerson, “We continued our capital
investment program at near record
levels while returning over $16 bil-

lion to our shareholders during the
first half of the year.”

But Exxon said it dialed back its
share-repurchase program in the
second quarter to $5 billion, down
from $7 billion at the beginning of
the year. The company said it ex-
pects to buy back only $4 billion of
shares during the current quarter.

Exxon dipped heavily into its

enormous cash stockpile in the sec-
ond quarter. It ended the quarter
with $15.6 billion in cash, down
$9.4 billion from the first quarter.

Both companies also had trouble
sustaining oil and gas production
rates.

In what J.P. Morgan said in a re-
search note would probably be the
worst performance among the large
global oil companies, Shell said its
total production fell 5.3% compared
with the year-earlier period. It cited
shutdowns in Nigeria because of po-
litical unrest, production cuts by the
Organization of Petroleum Export-
ing Countries that affected Shell
projects in those countries, and
weaker natural-gas demand.

Exxon said its oil and gas produc-
tion fell 3.1%, to 3.68 million barrels,
from a year earlier, the second-low-
est quarter since the company was
formed in a megamerger in late
1999. A drop in European demand
for gas led Exxon to ratchet back pro-
duction by 12% in the region.

But Exxon reaffirmed its expecta-
tions for an annual growth rate of
2% to 3%, noting the growth would
occur in the year’s second half as gas
projects come online in Qatar.

Neither Exxon nor Shell was opti-
mistic about a turnaround in eco-
nomic conditions—and therefore en-
ergy demand—in the near future. In
a prepared statement, Shell’s Mr.
Voser said “we are not banking on a
quick recovery.”

Exxon Vice President David
Rosenthal said on a conference call
with reporters that “we are operat-
ing in a tough business environ-
ment. I would tell you it is certainly
too early for us to call a bottom.”
 —Guy Chazan

contributed to this article.

By Max Colchester

PARIS—L’Oreal S.A, the world’s
biggest cosmetics company, posted
a 2.6% increase in sales in the sec-
ond quarter of 2009 as demand for
its shampoos and beauty products
began to pick up.

The Paris-based L’Oreal, whose
products include Giorgio Armani
perfume, Lancôme skin cream and
Garnier shampoo, said that sales
rose to Œ4.39 billion in the three
months ended June 30.

In a statement, the company
said it expects its performance to
gradually improve over the course
of 2009. L’Oreal didn’t break out
profit for the quarter.

Since the turn of the year,
L’Oreal’s sales have suffered as con-
sumers have reduced spending on
luxury cosmetics and retailers cut
orders of beauty products.

Stripping out the impact of cur-
rency exchange rates and acquisi-
tions—notably the purchase of per-
fume company YSL Beaute—
L’Oreal’s sales were down 2.1% in
the second quarter of 2009 com-
pared to the same period last year.

In a statement, Jean-Paul
Agon, L’Oreal’s chief executive,
said that the company’s sales
would improve over the year as de-
mand rises in China, Brazil and
Russia. Mr. Agon was also confi-
dent that retailers would soon
start to replenish stocks of L’Oreal
products.

“The market context is still nega-
tive but the distributor inventory
reduction effect is clearly less pro-
nounced than in the first quarter,”
Mr. Agon said during a conference
call with analysts.

While sales in the company’s con-
sumer products division, which in-
cludes the Maybelline and Garnier
brands, held up, demand for the com-
pany’s luxury cosmetics range fell.

Stripping out currency effects,
L’Oreal’s luxury products division,
which includes Lancôme skin
cream, recorded a 8.3% drop in
sales to Œ969 million. This was
less than the 13% drop in the first
quarter of the year. The company
said sales had picked up during
the second quarter as stores
started stocking up on these prod-
ucts again.

The company reported double-
digit sales growth in Asia, Eastern
Europe and Africa. Sales in North
America were up 7% but fell 2.8% in
Western Europe.

L’Oreal isn’t the only cosmetics
company to feel the effects of a
slowdown in household spending.
On Wednesday, U.S cosmetics
maker Revlon Inc. reported that
sales fell 12% in the second quarter
of 2009 to $321 million.

L’Oreal profit
climbs 2.6%
as sales pick up
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EFG-Hermes Saudi Arabia Equity EA EQ SAU 07/28 SAR 5.60 18.1 –41.6 NS
EFG-Hermes Telecom OT EQ BMU 05/29 USD 28.96 12.9 –18.6 –8.2

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

n HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 07/29 USD 308.64 25.7 0.4 2.2
Sel Emerg Mkt Equity GL EQ GGY 07/29 USD 180.48 37.8 –20.7 –13.8
Sel Euro Equity EUR US EQ GGY 07/29 EUR 84.53 12.6 –24.8 –26.0
Sel European Equity EU EQ GGY 07/29 USD 157.44 14.5 –32.0 –24.7
Sel Glob Equity GL EQ GGY 07/29 USD 168.30 17.2 –25.2 –22.1
Sel Glob Fxd Inc GL BD GGY 07/29 USD 133.77 3.7 –8.3 –2.6
Sel Pacific Equity AS EQ GGY 07/29 USD 123.65 36.8 –17.0 –12.0
Sel US Equity US EQ GGY 07/29 USD 110.74 9.9 –24.3 –18.9
Sel US Sm Cap Eq US EQ GGY 07/29 USD 151.27 15.7 –26.2 –22.0

n SEB Sicav 2
Nordic Small Cap -C- OT OT LUX 07/29 EUR 105.16 NS NS NS

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 07/29 EUR 23.55 –10.2 –52.4 –48.2
MP-TURKEY.SI OT OT SVN 07/29 EUR 28.45 45.7 –18.1 –25.5

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810
Parex Caspian Sea Eq EU EQ LVA 07/29 EUR 3.00 42.9 –60.9 –45.3
Parex Eastern Europ Bd EU BD LVA 07/29 USD 12.77 46.4 –10.0 –2.7
Parex Russian Eq EE EQ LVA 07/29 USD 15.25 76.1 –40.5 –23.1

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 07/29 USD 151.53 36.6 –16.2 –15.9
PF (LUX)-Asian Eq-Pca AS EQ LUX 07/29 USD 144.72 36.0 –16.9 –16.6
PF (LUX)-Biotech-Pca OT EQ LUX 07/28 USD 291.23 2.2 –21.4 –2.3
PF (LUX)-CHF Liq-Pca CH MM LUX 07/28 CHF 124.19 0.2 0.6 1.3
PF (LUX)-CHF Liq-Pdi CH MM LUX 07/28 CHF 93.74 0.2 0.5 1.3
PF (LUX)-Digital Comm-Pca OT EQ LUX 07/28 USD 101.25 24.5 –4.6 –8.4
PF (LUX)-East Eu-Pca EU EQ LUX 07/28 EUR 232.86 74.4 –34.6 –29.6
PF (LUX)-Emg Mkts-Pca GL EQ LUX 07/29 USD 437.58 43.8 –24.5 –17.7
PF (LUX)-Eu Indx-Pca EU EQ LUX 07/28 EUR 86.92 13.7 –18.7 –20.8
PF (LUX)-EUR Bds-Pca EU BD LUX 07/28 EUR 376.26 0.8 5.8 1.9
PF (LUX)-EUR Bds-Pdi EU BD LUX 07/28 EUR 286.33 0.8 5.7 1.9
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 07/28 EUR 140.94 12.9 9.3 3.5
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 07/28 EUR 99.08 12.8 9.3 3.5
PF (LUX)-EUR HiYld-Pca EU BD LUX 07/28 EUR 124.58 38.1 –4.9 –6.8
PF (LUX)-EUR HiYld-Pdi EU BD LUX 07/28 EUR 72.22 38.1 –4.9 –6.8
PF (LUX)-EUR Liq-Pca EU MM LUX 07/28 EUR 135.75 0.8 2.2 2.9
PF (LUX)-EUR Liq-Pdi EU MM LUX 07/28 EUR 97.83 0.8 2.2 2.9
PF (LUX)-EUR Sov Liq-Pca OT OT LUX 07/28 EUR 102.37 0.5 1.9 NS
PF (LUX)-EUR Sov Liq-Pdi OT OT LUX 07/28 EUR 101.00 0.5 1.9 NS
PF (LUX)-Europ Eq-Pca EU EQ LUX 07/28 EUR 350.60 14.6 –21.5 –25.9
PF (LUX)-EuSust Eq-Pca EU EQ LUX 07/28 EUR 114.21 12.9 –18.5 –23.7
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 07/28 USD 223.15 17.8 11.8 8.7
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 07/28 USD 151.81 17.8 11.7 8.7
PF (LUX)-Gr China-Pca AS EQ LUX 07/29 USD 316.21 48.7 –3.1 –7.6
PF (LUX)-Indian Eq-Pca EA EQ LUX 07/29 USD 299.86 56.5 –4.2 –10.8
PF (LUX)-Jap Index-Pca JP EQ LUX 07/29 JPY 8934.30 9.7 –27.6 –25.8
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 07/29 JPY 7804.43 6.9 –32.2 –30.5
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 07/29 JPY 7590.17 6.5 –32.7 –31.0
PF (LUX)-JpEq130/30-Pca JP EQ LUX 07/29 JPY 4399.12 12.1 –26.3 –26.0
PF (LUX)-MidEast&NorAfr-Pca OT OT LUX 07/23 USD 45.27 9.1 –53.3 NS
PF (LUX)-Pacif Idx-Pca AS EQ LUX 07/29 USD 220.36 39.2 –16.8 –12.1
PF (LUX)-Piclife-Pca CH BA LUX 07/28 CHF 744.63 8.0 –3.7 –7.2
PF (LUX)-PremBrnds-Pca OT EQ LUX 07/28 EUR 53.33 20.8 –7.9 –19.5
PF (LUX)-Rus Eq-Pca OT OT LUX 07/28 USD 43.96 92.5 –44.3 NS
PF (LUX)-Security-Pca GL EQ LUX 07/28 USD 86.98 21.7 –6.3 –12.5
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 07/28 EUR 383.55 17.5 –23.2 –25.6
PF (LUX)-US Eq-Ica US EQ LUX 07/28 USD 90.14 10.4 –21.8 –14.7
PF (LUX)-USA Index-Pca US EQ LUX 07/28 USD 79.24 9.3 –19.3 –16.8
PF (LUX)-USD Gov Bds-Pca US BD LUX 07/28 USD 502.17 –5.3 4.9 5.7
PF (LUX)-USD Gov Bds-Pdi US BD LUX 07/28 USD 368.48 –5.3 4.9 5.7

PF (LUX)-USD Liq-Pca US MM LUX 07/28 USD 130.90 0.6 1.3 2.3
PF (LUX)-USD Liq-Pdi US MM LUX 07/28 USD 85.47 0.5 1.3 2.3
PF (LUX)-USD Sov Liq-Pca OT OT LUX 07/28 USD 101.57 0.3 1.4 NS
PF (LUX)-USD Sov Liq-Pdi OT OT LUX 07/28 USD 100.85 0.3 1.4 NS
PF (LUX)-Water-Pca GL EQ LUX 07/28 EUR 111.84 8.6 –13.1 –15.2
PF (LUX)-WldGovBds-Pca GL BD LUX 07/29 USD 161.27 –2.2 5.4 8.4
PF (LUX)-WldGovBds-Pdi GL BD LUX 07/29 USD 133.48 –2.2 5.4 8.4

n POLAR CAPITAL PARTNERS LIMITED
International Fund Managers (Ireland) Limited PH - 353 1 670 660 Fax - 353 1 670 1185
Global Technology OT EQ IRL 07/29 USD 11.22 43.1 –7.9 –12.7
Japan Fund USD JP EQ IRL 07/30 USD 15.95 8.6 2.6 –7.6
Polar Healthcare Class I USD OT OT IRL 07/29 USD 11.58 NS NS NS
Polar Healthcare Class R USD OT OT IRL 07/29 USD 11.58 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 69.0 –14.6 –8.7

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 07/29 EUR 605.32 7.4 –22.2 NS
Core Eurozone Eq B EU EQ IRL 07/29 EUR 724.88 10.2 –19.0 NS
Euro Fixed Income A EU BD IRL 07/29 EUR 1178.55 4.1 –1.8 –3.4
Euro Fixed Income B EU BD IRL 07/29 EUR 1255.01 4.5 –1.2 –2.8
Euro Small Cap A EU EQ IRL 07/29 EUR 1011.89 19.4 –24.5 –30.1
Euro Small Cap B EU EQ IRL 07/29 EUR 1081.17 19.8 –24.1 –29.7
Eurozone Agg Eq A EU EQ IRL 07/29 EUR 559.07 12.5 –22.4 –24.8
Eurozone Agg Eq B EU EQ IRL 07/29 EUR 801.42 12.9 –21.9 –24.4
Glbl Bd (EuroHdg) A GL BD IRL 07/29 EUR 1301.37 8.7 3.4 0.8
Glbl Bd (EuroHdg) B GL BD IRL 07/29 EUR 1377.82 9.1 4.1 1.5
Glbl Bd A EU BD IRL 07/29 EUR 1051.78 7.3 11.0 0.8
Glbl Bd B EU BD IRL 07/29 EUR 1117.31 7.7 11.7 1.4
Glbl Real Estate A OT EQ IRL 07/29 USD 731.53 9.7 –34.7 –24.6
Glbl Real Estate B OT EQ IRL 07/29 USD 752.25 10.1 –34.3 –24.1
Glbl Real Estate EH-A OT EQ IRL 07/29 EUR 669.76 6.8 –34.0 –25.8
Glbl Real Estate SH-B OT EQ IRL 07/29 GBP 62.68 5.7 –34.8 –25.4
Glbl Strategic Yield A EU BD IRL 07/29 EUR 1397.83 23.6 –3.6 –2.0
Glbl Strategic Yield B EU BD IRL 07/29 EUR 1492.13 24.1 –3.0 –1.4
Japan Equity A JP EQ IRL 07/29 JPY 11953.00 15.7 –24.9 –25.8
Japan Equity B JP EQ IRL 07/29 JPY 12707.00 16.0 –24.5 –25.3
PacBasn (Ex-Jap) Eq A AS EQ IRL 07/29 USD 1921.71 49.4 –8.3 –11.3
PacBasn (Ex-Jap) Eq B AS EQ IRL 07/29 USD 2045.65 49.9 –7.7 –10.7
Pan European Eq A EU EQ IRL 07/29 EUR 823.29 14.6 –21.4 –23.6
Pan European Eq B EU EQ IRL 07/29 EUR 875.41 15.0 –21.0 –23.1
US Equity A US EQ IRL 07/29 USD 757.68 13.2 –23.6 –17.3
US Equity B US EQ IRL 07/29 USD 809.17 13.6 –23.1 –16.8
US Small Cap A US EQ IRL 07/29 USD 1124.03 11.8 –25.2 –19.1
US Small Cap B US EQ IRL 07/29 USD 1201.15 12.2 –24.8 –18.6

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

n SEB Fund 1
Asset Sele C EUR OT OT LUX 07/29 EUR 13.49 –4.5 15.4 11.1
Asset Sele C H-CHF OT OT LUX 07/29 CHF 93.80 NS NS NS
Asset Sele C H-GBP OT OT LUX 07/29 GBP 94.48 NS NS NS
Asset Sele C H-JPY OT OT LUX 07/29 JPY 9412.29 NS NS NS
Asset Sele C H-NOK OT OT LUX 07/29 NOK 108.16 –3.9 NS NS
Asset Sele C H-SEK OT OT LUX 07/29 SEK 135.45 –5.0 16.3 11.4
Asset Sele C H-USD OT OT LUX 07/29 USD 94.51 NS NS NS
Asset Sele D H-SEK OT OT LUX 07/29 SEK 127.12 –5.0 NS NS
Choice Global Value -C- GL EQ LUX 07/29 SEK 67.44 12.1 –23.1 –27.3
Choice Global Value -D- OT OT LUX 07/29 SEK 64.62 12.0 –23.1 NS
Choice Global Value -I- OT OT LUX 07/29 EUR 5.70 17.2 –30.1 –31.3
Choice Japan Fd -C- OT OT LUX 07/29 JPY 48.79 8.5 –27.5 –27.5
Choice Japan Fd -D- OT OT LUX 07/29 JPY 43.87 8.5 –27.5 –27.5
Choice Jpn Chance/Risk JP EQ LUX 07/29 JPY 51.18 14.3 –32.0 –29.5
Choice NthAmChance/Risk US EQ LUX 07/29 USD 3.44 22.7 –27.3 –17.4
Ethical Europe Fd OT OT LUX 07/29 EUR 1.70 13.7 –24.9 –27.3
Europe 1 Fd OT OT LUX 07/29 EUR 2.44 17.0 –23.8 –27.2
Europe 3 Fd EU EQ LUX 07/29 EUR 3.49 14.2 –25.7 –28.0
Global Chance/Risk Fd GL EQ LUX 07/29 EUR 0.52 11.5 –18.8 –22.0
Global Fd -C- OT OT LUX 07/29 USD 1.85 11.4 –27.4 –20.7
Global Fd -D- OT OT LUX 07/29 USD 1.16 11.3 NS NS
Nordic Fd OT OT LUX 07/29 EUR 4.83 22.8 –10.8 –16.0

n SEB Fund 2
Choice Asia ex. Japan -C- OT OT LUX 07/29 USD 6.50 43.5 –8.5 –11.8

Choice Asia ex. Japan -D- OT OT LUX 07/29 USD 1.15 43.5 NS NS
Currency Alpha EUR -IC- OT OT LUX 07/29 EUR 10.54 –3.4 –1.4 1.5
Currency Alpha EUR -RC- OT OT LUX 07/29 EUR 10.46 –3.7 –1.8 1.0
Currency Alpha SEK -ID- OT OT LUX 07/29 SEK 98.03 –7.2 –5.4 NS
Currency Alpha SEK -RC- OT OT LUX 07/29 SEK 109.99 –3.7 –1.8 1.0
Generation Fd 80 OT OT LUX 07/29 SEK 7.20 12.7 –8.3 NS
Nordic Focus EUR NO EQ LUX 07/29 EUR 66.25 32.8 –16.8 NS
Nordic Focus NOK NO EQ LUX 07/29 NOK 72.23 32.8 –16.8 NS
Nordic Focus SEK NO EQ LUX 07/29 SEK 74.19 32.8 –16.8 NS
Russia Fd OT OT LUX 07/29 EUR 6.11 83.1 –36.1 –25.1

n SEB Fund 3
Choice North America Eq. Fd US EQ LUX 07/29 USD 1.59 14.1 –21.3 –18.8
Ethical Glbl Fd -C- OT OT LUX 07/29 NA 0.72 13.6 NS NS
Ethical Glbl Fd -D- OT OT LUX 07/29 USD 0.70 17.7 –22.5 –19.6
Ethical Sweden Fd NO EQ LUX 07/29 SEK 36.52 32.4 3.3 –12.2
Index Linked Bd Fd SEK OT BD LUX 07/29 SEK 12.85 0.9 3.2 4.6
Medical Fd OT EQ LUX 07/29 USD 2.95 2.8 –16.4 –9.8
Short Medium Bd Fd SEK NO MM LUX 07/29 SEK 8.80 1.1 2.0 2.8
Technology Fd -C- OT OT LUX 07/29 USD 0.18 NS NS NS
Technology Fd -D- OT OT LUX 07/29 USD 2.15 38.3 –9.4 –10.7
World Fd -C- OT OT LUX 07/29 USD 25.04 NS NS NS
World Fd -D- OT OT LUX 07/29 USD 1.90 18.5 –19.1 –14.4

n SEB Fund 4
Short Bond Fd EUR -C- OT OT LUX 07/29 EUR 1.27 0.1 0.4 1.4
Short Bond Fd EUR -D- OT OT LUX 07/29 NA 0.50 NS NS NS
Short Bond Fd SEK NO MM LUX 07/29 SEK 21.92 1.7 2.2 2.9
Short Bond Fd USD US MM LUX 07/29 USD 2.49 –0.2 0.5 1.7

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 07/29 SEK 10.17 1.1 –0.3 0.4
Alpha Bond Fd SEK -B- NO BD LUX 07/29 SEK 8.80 1.1 –0.3 0.4
Alpha Bond Fd SEK -C- NO BD LUX 07/29 SEK 25.46 1.0 –0.4 0.3
Alpha Bond Fd SEK -D- NO BD LUX 07/29 SEK 7.93 1.0 –0.4 0.3
Alpha Short Bd SEK -A- NO MM LUX 07/29 SEK 11.07 2.4 2.9 3.4
Alpha Short Bd SEK -B- NO MM LUX 07/29 SEK 10.12 2.4 2.9 3.4
Alpha Short Bd SEK -C- NO MM LUX 07/29 SEK 21.65 2.4 2.8 3.3
Alpha Short Bd SEK -D- NO MM LUX 07/29 SEK 8.19 2.4 2.8 3.3
Bond Fd SEK -C- NO BD LUX 07/29 SEK 42.25 1.7 11.4 6.5
Bond Fd SEK -D- NO BD LUX 07/29 SEK 12.27 1.8 11.5 5.9
Corp. Bond Fd EUR -C- EU BD LUX 07/29 EUR 1.20 9.8 3.3 0.6
Corp. Bond Fd EUR -D- EU BD LUX 07/29 EUR 0.92 9.9 3.4 0.5
Corp. Bond Fd SEK -C- NO BD LUX 07/29 SEK 11.80 9.8 –0.9 –0.8
Corp. Bond Fd SEK -D- NO BD LUX 07/29 SEK 8.92 9.8 –0.9 –0.8
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 07/29 EUR 102.22 –1.6 5.5 NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 07/29 EUR 106.63 3.0 10.1 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 07/29 SEK 1121.17 3.0 10.1 NS
Flexible Bond Fd -C- NO BD LUX 07/29 SEK 21.34 2.3 6.4 4.6
Flexible Bond Fd -D- NO BD LUX 07/29 SEK 11.67 2.3 6.4 4.6

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 07/29 USD 2.20 43.1 –17.8 –11.4
Eastern Europe Fd OT OT LUX 07/29 EUR 2.03 22.0 –32.0 –25.3

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 07/29 SEK 27.69 64.9 12.9 –15.0
Eastern Europe SmCap Fd OT OT LUX 07/29 EUR 1.89 48.4 –32.0 –30.8
Europe Chance/Risk Fd EU EQ LUX 07/29 EUR 893.10 17.1 –27.1 –29.6
Listed Private Equity -C- OT OT LUX 07/29 EUR 103.06 25.1 NS NS
Listed Private Equity -IC- OT OT LUX 07/29 EUR 58.27 41.1 NS NS
Listed Private Equity -ID- OT OT LUX 07/29 EUR 56.59 37.2 NS NS
Nordic Small Cap -IC- OT OT LUX 07/29 EUR 105.23 NS NS NS

n SEB Sicav 3
Asset Sele Defensive Acc -A- OT OT LUX 07/29 SEK 77.38 –3.4 –23.3 –15.7
Asset Sele Defensive Acc EUR -C- OT OT LUX 07/29 EUR 98.86 NS NS NS
Asset Sele Defensive Acc SEK -C- OT OT LUX 07/29 SEK 98.95 NS NS NS
Asset Sele Defensive Acc USD -C- OT OT LUX 07/29 USD 100.13 NS NS NS
Asset Sele Defensive Inc -D- OT OT LUX 07/29 SEK 70.69 –3.4 –23.3 –17.0
Asset Sele Opp C H NOK OT OT LUX 07/29 NOK 97.65 NS NS NS
Asset Sele Opp C H SEK OT OT LUX 07/29 SEK 96.76 NS NS NS
Asset Sele Opp IC EUR OT OT LUX 07/29 EUR 97.44 NS NS NS
Asset Sele Opp ID H GBP OT OT LUX 07/29 GBP 97.32 NS NS NS
Asset Sele Opp ID H SEK OT OT LUX 07/29 SEK 97.46 NS NS NS
Asset Sele Original C EUR OT OT LUX 07/29 EUR 99.27 NS NS NS
Asset Sele Original D GBP OT OT LUX 07/29 GBP 99.35 NS NS NS
Asset Sele Original ID GBP OT OT LUX 07/29 GBP 99.24 NS NS NS

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
MENA Real Estate Fund OT OT BMU 07/23 USD 949.80 1.0 NS NS

MENA Special Sits Fund OT OT BMU 06/30 USD 1028.16 5.9 NS NS
UAE Blue Chip Fund OT OT ARE 07/23 AED 5.32 16.0 –55.4 –22.5

n WWW.SGAM.COM
SGAM FUND
Bonds ConvEurope A OT OT LUX 07/28 EUR 28.94 2.0 –6.3 1.6
Bonds Eur Corp A OT OT LUX 07/28 EUR 22.39 8.0 5.4 0.7
Bonds Eur Hi Yld A OT OT LUX 07/28 EUR 18.34 38.0 –3.5 –7.3
Bonds EURO A OT OT LUX 07/29 EUR 40.40 2.3 9.8 5.2
Bonds Europe A OT OT LUX 07/28 EUR 38.64 2.0 9.1 4.2
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 07/28 USD 35.00 11.0 11.5 8.0
Bonds World A OT OT LUX 07/29 USD 40.78 2.4 5.0 8.4
Eq. China A OT OT LUX 07/29 USD 22.16 48.3 1.6 –10.1
Eq. ConcentratedEuropeA OT OT LUX 07/28 EUR 23.37 13.4 –23.6 –25.2
Eq. Eastern Europe A OT OT LUX 07/29 EUR 17.71 34.0 –44.9 –34.8
Eq. Equities Global Energy OT OT LUX 07/29 USD 15.61 9.5 –34.8 –16.5
Eq. Euroland A OT OT LUX 07/29 EUR 9.40 2.6 –27.2 –26.8
Eq. Euroland MidCapA OT OT LUX 04/30 EUR 14.61 1.4 –45.7 –33.8
Eq. EurolandCyclclsA OT OT LUX 07/28 EUR 15.57 13.3 –22.5 –20.8
Eq. EurolandFinancialA OT OT LUX 07/28 EUR 9.92 17.8 –26.9 –29.1
Eq. Glbl Emg Cty A OT OT LUX 07/28 USD 8.52 42.4 –22.2 –15.4
Eq. Global A OT OT LUX 07/29 USD 23.99 14.0 –21.8 –21.2
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 07/29 USD 24.22 15.8 –11.0 –3.1
Eq. Japan Sm Cap A OT OT LUX 07/29 JPY 1102.05 21.7 –14.5 –26.4
Eq. Japan Target A OT OT LUX 07/29 JPY 1781.94 13.9 –5.6 –13.5
Eq. Pacific A OT OT LUX 07/29 USD 8.78 37.5 –15.3 –14.5
Eq. US ConcenCore A OT OT LUX 07/29 USD 19.57 20.5 –15.8 –13.0
Eq. US Lg Cap Gr A OT OT LUX 07/29 USD 13.40 24.3 –28.4 –16.7
Eq. US Mid Cap A OT OT LUX 07/28 USD 25.22 25.9 –22.2 –14.9
Eq. US Multi Strg A OT OT LUX 07/29 USD 18.73 17.2 –27.3 –20.0
Eq. US Rel Val A OT OT LUX 07/29 USD 18.08 16.4 –26.0 –24.0
Eq. US Sm Cap Val A OT OT LUX 07/29 USD 14.28 10.4 –34.9 –27.9
Eq. US Value Opp A OT OT LUX 07/29 USD 14.26 10.0 –35.6 –28.3
Money Market EURO A OT OT LUX 07/28 EUR 27.35 0.8 2.7 3.5
Money Market USD A OT OT LUX 07/28 USD 15.82 0.5 1.5 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 07/30 JPY 9164.00 6.5 –30.4 –33.9
YMR-N Japan Fund OT OT IRL 07/30 JPY 10197.00 8.0 –29.4 –31.1
YMR-N Small Cap Fund OT OT IRL 07/30 JPY 7039.00 9.7 –23.7 –33.4

n Yuki 77 Series
Yuki 77 General JP EQ IRL 07/30 JPY 6326.00 7.2 –31.9 –32.5
Yuki 77 Growth JP EQ IRL 07/30 JPY 5934.00 0.3 –36.5 –37.0

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 07/30 JPY 6683.00 7.1 –30.5 –33.4
Yuki Chugoku JpnLowP JP EQ IRL 07/30 JPY 8356.00 2.0 –25.7 –28.3

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 07/30 JPY 7112.00 5.1 –33.0 –33.6

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 07/30 JPY 4701.00 3.3 –36.4 –33.9
Yuki Hokuyo Jpn Inc JP EQ IRL 07/30 JPY 5363.00 1.6 –30.0 –28.5
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 07/30 JPY 5170.00 9.9 –22.7 NS

n Yuki Mizuho Series
Yuki Mizuho Gen Jpn III OT OT IRL 07/30 JPY 4466.00 5.1 –38.8 –36.5
Yuki Mizuho Jpn Dyn Gro OT OT IRL 07/30 JPY 4771.00 6.2 –38.9 –37.2
Yuki Mizuho Jpn Exc 100 OT OT IRL 07/30 JPY 6819.00 11.8 –32.4 –32.5
Yuki Mizuho Jpn Gen OT OT IRL 07/30 JPY 8643.00 7.8 –29.5 –33.2
Yuki Mizuho Jpn Gro OT OT IRL 07/30 JPY 6601.00 5.6 –28.9 –34.0
Yuki Mizuho Jpn Inc OT OT IRL 07/30 JPY 7803.00 –1.9 –33.6 –30.8
Yuki Mizuho Jpn Lg Cap OT OT IRL 07/30 JPY 5215.00 4.6 –31.7 –31.8
Yuki Mizuho Jpn LowP OT OT IRL 07/30 JPY 12097.00 6.7 –21.5 –25.8
Yuki Mizuho Jpn PGth OT OT IRL 07/30 JPY 8226.00 7.7 –33.5 –33.8
Yuki Mizuho Jpn SmCp OT OT IRL 07/30 JPY 7090.00 15.6 –22.8 –32.9
Yuki Mizuho Jpn Val Sel OT OT IRL 07/30 JPY 5863.00 12.9 –26.4 –28.0
Yuki Mizuho Jpn YoungCo OT OT IRL 07/30 JPY 2880.00 20.7 –27.5 –39.6

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 07/30 JPY 5016.00 11.4 –35.8 –34.7

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 07/30 JPY 5452.00 6.9 –31.2 –34.9

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 07/17 USD 686.32 52.2 –58.3 –34.8

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 07/17 GBP 0.99 5.3 NS NS
Global Absolute EUR OT OT NA 07/10 EUR 1.46 5.5 NS NS
Global Absolute USD OT OT GGY 07/17 USD 1.86 5.6 NS NS

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

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

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

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

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

n INVENTUM ASSET MANAGEMENT S.A.
info@inventumcapital.com
Tel. +7 495 792 5595 www.inventumcapital.com
Inv Absolute Return Fund OT OT BMU 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 07/24 USD 425.95 47.0 –73.1 –45.9
Meriden Opps Fund GL OT AND 07/22 EUR 74.42 –14.5 –28.2 NS
Meriden Protective Div OT OT AND 11/24 EUR 78.88 –2.8 NS NS

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

n SEB ALTERNATIVE INVESTMENT
SEB KEY Europe Equity Long Short

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

n SEB KEY Hedge

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

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

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

n SUPERFUND ASSET MANAGEMENT GMBH
For information about open funds, please contact us on Tel: +43 1 24700
www.superfund.com *Closed for New Investments
Superfund Cayman* OT OT CYM 07/28 USD 42.76 –44.6 –43.8 –12.1
Superfund GCT USD* OT OT LUX 07/28 USD 2186.00 –36.7 –37.9 –12.3
Superfund Gold A (SPC) OT OT CYM 07/28 USD 864.56 –22.1 –33.5 5.6
Superfund Gold B (SPC) OT OT CYM 07/28 USD 846.40 –32.9 –43.8 –0.8
Superfund Q-AG* OT OT AUT 07/28 EUR 6403.00 –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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EASA urges replacement parts on Airbus jets

Air France reports 1st-quarter loss
Carrier anticipates
further deterioration
in passenger traffic

BAE gets a lift from a weak pound and F-35 fighter

Note: Fiscal year ended March 2008
Source: the company

Air France-KLM
Net profit/loss, in millions 
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Air France airplanes sit on the tarmac at Roissy Charles de Gaulle airport 
near Paris

CORPORATE NEWS

By Daniel Michaels

The European Aviation Safety
Agency Friday plans to urge airlines
flying large Airbus jetliners equipped
with the same brand of airspeed
probes as those on a recently crashed
Air France plane to replace the
probes, an agency spokesman said.

The unusual move comes nearly
two months after an Air France
A330 en route from Rio De Janeiro
to Paris crashed in the Atlantic, kill-
ing all 228 people onboard. Auto-
mated data sent from the plane indi-
cated problems with its speed
probes, known as pitot tubes.

In its recommendation, EASA is
due to propose that Airbus A330
and A340 jetliner models with the

latest airspeed sensors made by
Thales SA of France have at least
two of the three probes on each
plane replaced by sensors made by
Goodrich Corp. of the U.S., EASA
spokesman Daniel Hoeltgen said.

The proposal also will call for
banning an earlier model of Thales
speed probes—the same model that
was on the crashed Air France plane.

Thales officials couldn’t be
reached to comment. A Goodrich
spokeswoman said the company is
“ready to support our customers.”

Airbus, which agreed to the pro-
posal with EASA, late Thursday noti-
fied its customers of the proposed
change, a spokesman said.

The “proposed precautionary
measure” will be presented to the

aviation industry for consultation in
coming weeks, Mr. Hoeltgen said. If
adopted, it would become manda-
tory, he added.

“This is the result of the ongoing
technical analysis undertaken by
the agency and information re-
ceived on the performance of the dif-
ferent types of pitot probes in opera-
tion,” Mr. Hoeltgen said. He said the
newer Thales probes aren’t deemed
unsafe. “Information we have indi-
cates the Goodrich probes are more
reliable,” he said.

Airbus spokesman Stefan Schaf-
frath said that Goodrich pitot tubes
are the standard model on A330s and
A340s, installed on roughly80% of the
1,000 planes in service. The proposed
change will let customers “take bene-

fits from the greater in-service experi-
ence with the Goodrich probes.”

Mr. Schaffrath said that all pitot
tubes meet official certification ob-
jectives, but he said there is “a differ-
ence in performance with the Good-
rich model.” He added: “We are con-
vinced Thales will deal with the is-
sue and come up with a solution that
will allow our customers to have a
choice again.” Airbus is a unit of Eu-
ropean Aeronautic Defence &
Space Co.

Recommending a change of man-
ufacturers is unusual for an air-
safety agency. Normally when a part
is found to have flaws, EASA or the
U.S. Federal Aviation Administra-
tion recommends fixes rather than
outright replacement.

By Kaveri Niththyananthan

And A.H. Mooradian

Air France-KLM said Thursday it
fell into the red in its fiscal first quar-
ter and forecast continued deteriora-
tion in its passenger business for the
second quarter.

The Franco-Dutch airline posted
a net loss of Œ426 million ($599 mil-
lion), compared with a year-earlier
net profit of Œ168 million. The air-
line had already said last week that
first-quarter revenue declined 21%
to Œ5.17 billion.

Passenger traffic, measured in rev-
enue passenger kilometers, fell 5.8%,
while cargo haulage dropped 23%. Air
France-KLM said, however, that it
sees a gradual stabilization of its
cargo business.

Airlines world-wide have been hit
hard by a collapse in passenger book-
ingsand cargo haulage asthe globalre-
cession has crimped the pocketbooks
of travelers and businesses. The Inter-
national Air Transport Association, or
IATA,said Thursdaythat weakpassen-
ger demand and falling yields pushed
airlines’revenue on international mar-
kets down by between 25% and 30% in
June, just as the industry enters its
peak travel season.

Air traffic fell 7.2% in June from a
year earlier, while load factor, a mea-
sure of how full an airline’s planes
are, fell 2.3 percentage points to
75.3%. Airlines cut capacity by 4.3%,
still trailing the drop-off in demand,
said IATA.

“International passenger de-
mand remains very weak,” said Gio-
vanni Bisignani, IATA’s Director
General and Chief Executive.
“While it appears that there is stabi-
lization in some markets, this
comes at a steep price.”

Fears over swine flu are delaying
recovery in the Asian-Pacific region,
withcarriers recording anannual traf-
fic decline of 14.5% in June.

North American airlines recorded
a 6.7% annual decline in traffic. Load
factors there were the highest across
all regions at 82.6%.

European carriers’ traffic fell 7.1%
in June, while load factor stood at
77.3%. Latin American airlines posted
a 4.7% fall in passenger demand, IATA
said. There are early indications that
the region is starting to recover from
the swine flu, which hit there in May,
the industry group added.

However, Middle Eastern carriers
continued to grow, with demand in-
creasing 12.9%. Carriers increased ca-
pacity by 15.2%, with particularly
strong traffic growth on routes to Eu-
rope and Asia.

Air France’s and IATA’s reports
came just a day after Deutsche
Lufthansa AG posted a Œ216 million
loss for its first-half. However, releas-
ing additional details on its results,
the German flag carrier said Thurs-
day that it remained in the black for
the second quarter, as net profit
dropped to Œ40 million from Œ337 mil-
lion a year earlier.

Lufthansa booked a tax credit
of between Œ40 million and Œ50
million from the acquisition of
British Midland Airways, or bmi,
which was completed at a cheaper
price than Lufthansa originally ex-
pected, said Chief Financial Of-

ficer Stephan Gemkow.
Despite the deteriorated trading

conditions, Lufthansa embarked on a
buying spree over the past year, tak-
ing a 45% stake in the parent of a
small Brussels airline, SN Holding
SA, and raising its stake in bmi to
80%. It is also trying to acquire ailing
Austrian Airlines AG and earlier this
week said it is nearing an agreement
with the European Commission, the
European Union’s executive arm,
over antitrust approval for the deal.

Mr. Gemkow also said that
Lufthansa is in talks with SAS AB
over the Scandinavian carrier’s
20% stake in bmi. SAS has previ-
ously said it wants to sell the stake
as quickly as possible, but Mr.
Gemkow said that the talks haven’t
yet resulted in any agreement.
 —Jan Hromadko

contributed to this article.

By Jeanne Whalen

And Jason Douglas

British drug maker AstraZeneca
PLC said it is scrambling to tweak its
swine-flu vaccine in order to make
more doses available, as it reported
a 5.6% increase in second-quarter
profit and raised its full-year earn-
ings guidance.

Chief Executive David Brennan
said the company may be able to de-
liver up to 200 million doses of H1N1
vaccine if it can figure out a way to
deliver the vaccine through drop-
pers instead of nasal sprayers.

AstraZeneca has planned to de-
liver the vaccine via nasal sprayers,
which it normally uses for other flu
vaccines. But availability of the de-
vices is limited. The company esti-
mates it can deliver 40 million doses
in sprayers by March 2010.

AstraZeneca is talking to the U.S.
Food and Drug Administration
about using a dropper; if it gets per-
mission, it will be able to produce
more doses, Mr. Brennan said.

He added that troubles in the glo-
bal economy have hit the company
less severely than anticipated, help-
ing boost second-quarter results
and the 2009 earnings forecast.
Strong sales of the cholesterol drug
Crestor and hypertension drug To-
prol XL also boosted the forecast.

The company now expects core
earnings per share for 2009 to be be-
tween$5.70to $6.00, up from itsprevi-
ous target of between $5.15 and $5.45
ashare.Core EPS exlcludes restructur-
ing costs and amortization. Astra-
Zenca said second quarter profit rose
to $1.71 billion from $1.62 billion a
year earlier. Second quarter revenue
was flat year-on-year at $7.96 billion.

The company got an unexpected
boost from Toprol XL because mak-
ers of cheap generic copies of the
drug have been unable to deliver their
pills to market due to manufacturing
problems. AstraZeneca has been able
to step into the breach and revive a
product that had previously lost
much of its sales due to generic com-
petition. But the company cautions
the bump will likely be temporary.

AstraZeneca said it has set aside
provisions of $430 million in relation
to various federal and state investiga-
tions, and civil lawsuits, relating to
the company’s marketing and pricing
practices. It said the sum represents
a “reasonable estimate of the losses
expected” from these investigations
and lawsuits. Companies often
record such provisions when they are
close to settling investigations or law-
suits. Mr. Brennan declined to pro-
vide more detail on the provisions.

The company has disclosed that
the various investigations and law-
suits it is facing involve a number of
its drugs, including the heartburn
drug Nexium and the schizophrenia
drug Seroquel. Among other things,
federal and state investigators are
looking for evidence that AstraZen-
eca marketed its drugs for uses not
approved by regulators, an illegal
practice known as off-label market-
ing. Several states have also sued
the company, alleging that it over-
charged them for drugs.

Mr. Brennan said the company ex-
pected the U.S. Food and Drug Ad-
ministration to make a decision
Thursday about whether to approve
the company’s new drug for diabe-
tes, Onglyza, to be marketed with
Bristol-Myers Squibb Co. If ap-
proved, it would be one of AstraZen-
eca’s most important new products.
 —Sten Stovall

contributed to this article.

AstraZeneca
seeks to increase
flu-vaccine doses

By Jonathan Buck

LONDON —BAE Systems PLC
Thursday swung to a first-half net
loss due to accounting adjustments
despite a 28% rise in revenue. But
the company said it expects full-
year results to benefit from the con-
tinued weakness of sterling against
the dollar.

“The group continues to expect
good growth for 2009 as a whole,
despite a lower level of land vehi-
cle sales,” the defense company
said in a statement.

Finance Director George Rose
told reporters the net loss was due

to accounting actions related to
currency fluctuations.

Although it reports in pounds,
BAE Systems generates 58% of its
sales in the U.S. and is the sixth-
largest supplier to the U.S. Defense
Department. The U.S. last year ac-
counted for more than half the
world’s spending on defense.

BAE Systems said it was
aligned for changes in Pentagon
priorities.

Its position in advanced elec-
tronic warfare systems is ex-
pected to deliver growth from the
transition of F-22 systems to the
production of systems for the F-35

Lightning II, a contract potentially
worth hundreds of billions of dol-
lars. BAE Systems’ share of the
workload is between 15% and 20%,
comprising 10% of the airframe
and other support work.

BAE Systems reported a net
loss in the six-month period ended
June 30 of £88 million ($144 mil-
lion), compared to a net profit of
£586 million in the same period a
year ago. Revenue climbed 28% to
£9.94 billion from £7.75 billion.

Earnings before interest, tax
and amortization, excluding im-
pairment of intangible assets, fi-
nance costs and disposals, rose

19% to £979 million from £820 mil-
lion. It boosted its dividend by
10.3% to 6.4 pence per share. Net
debt shrank to £316 million from
£708 million.

Mr. Rose added that the compa-
ny’s pension-fund deficit had in-
creased by £1 billion to £3.1 billion.
It has a 20-year deficit reduction
plan and faces its next actuarial
valuation in April, 2010.

Analysts said the pension defi-
cit was a negative, but the earn-
ings were solid. “The underlying
operating business remains ex-
tremely robust,” said Numis Secu-
rities, which rates BAE a “buy.”
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Gl High Yield I US BD LUX 07/29 USD 3.79 35.2 –3.9 –1.8
Gl Value A GL EQ LUX 07/29 USD 9.57 12.7 –32.9 –27.5
Gl Value B GL EQ LUX 07/29 USD 8.83 12.1 –33.6 –28.2
Gl Value I GL EQ LUX 07/29 USD 10.14 13.2 –32.4 –26.9
India Growth A - OT OT LUX 07/29 USD 103.38 NS NS NS
India Growth AX OT OT LUX 07/29 USD 90.27 56.3 –0.9 –4.4
India Growth B - OT OT NA 07/29 USD 108.77 NS NS NS
India Growth BX OT OT LUX 07/29 USD 77.50 55.4 –1.8 –5.3
India Growth I EA EQ LUX 07/29 USD 93.35 56.6 –0.5 –4.1
Int'l Health Care A OT EQ LUX 07/29 USD 123.96 5.6 –16.0 –11.3
Int'l Health Care B OT EQ LUX 07/29 USD 105.01 5.0 –16.9 –12.2
Int'l Health Care I OT EQ LUX 07/29 USD 134.98 6.1 –15.3 –10.6
Int'l Technology A OT EQ LUX 07/29 USD 92.79 26.8 –20.7 –15.4
Int'l Technology B OT EQ LUX 07/29 USD 80.75 26.1 –21.5 –16.2
Int'l Technology I OT EQ LUX 07/29 USD 103.69 27.4 –20.0 –14.7
Japan Blend A JP EQ LUX 07/29 JPY 5993.00 11.7 –31.6 –27.5
Japan Growth A JP EQ LUX 07/29 JPY 5879.00 5.7 –32.0 –27.8
Japan Growth I JP EQ LUX 07/29 JPY 6029.00 6.2 –31.4 –27.2
Japan Strat Value A JP EQ LUX 07/29 JPY 6000.00 16.3 –32.4 –27.9
Japan Strat Value I JP EQ LUX 07/29 JPY 6139.00 16.9 –31.9 –27.4
Real Estate Sec. A OT EQ LUX 07/29 USD 11.82 10.8 –31.9 –22.3

Real Estate Sec. B OT EQ LUX 07/29 USD 10.85 10.2 –32.6 –23.1
Real Estate Sec. I OT EQ LUX 07/29 USD 12.66 11.2 –31.3 –21.7
Short Mat Dollar A US BD LUX 07/29 USD 7.04 6.3 –4.8 –8.8
Short Mat Dollar A2 US BD LUX 07/29 USD 9.33 6.5 –5.0 –8.9
Short Mat Dollar B US BD LUX 07/29 USD 7.04 6.0 –5.2 –9.2
Short Mat Dollar B2 US BD LUX 07/29 USD 9.31 6.3 –5.3 –9.3
Short Mat Dollar I US BD LUX 07/29 USD 7.04 6.6 –4.2 –8.3

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 07/29 GBP 6.94 4.2 –11.5 –12.3
Andfs. Borsa Global GL EQ AND 07/29 EUR 5.69 –1.8 –27.3 –22.8
Andfs. Emergents GL EQ AND 07/29 USD 14.22 42.3 –19.8 –14.0
Andfs. Espanya EU EQ AND 07/29 EUR 12.31 13.8 –11.0 –14.9
Andfs. Estats Units US EQ AND 07/29 USD 13.12 7.6 –23.4 –17.6
Andfs. Europa EU EQ AND 07/29 EUR 6.92 6.6 –20.9 –20.6

Andfs. Franca EU EQ AND 07/29 EUR 8.44 2.0 –22.4 –23.0

Andfs. Japo JP EQ AND 07/29 JPY 493.73 12.6 –24.3 –25.5

Andfs. Plus Dollars US BA AND 07/29 USD 8.75 3.7 –12.7 –9.2

Andfs. RF Dolars US BD AND 07/29 USD 10.86 6.3 –3.8 –1.6

Andfs. RF Euros EU BD AND 07/29 EUR 10.32 15.3 –1.6 –4.2

Andorfons EU BD AND 07/29 EUR 13.72 15.0 –2.8 –6.9

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

Andorfons Mix 30 EU BA AND 07/29 EUR 8.78 8.5 –15.7 –13.6

Andorfons Mix 60 EU BA AND 07/29 EUR 8.32 2.4 –25.1 –20.4

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 07/24 USD 203483.41 50.8 –9.6 –14.6

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 07/29 EUR 9.44 –6.3 –8.0 –3.7

DJE-Absolut P GL EQ LUX 07/29 EUR 184.11 5.0 –14.1 –13.6

DJE-Alpha Glbl P EU BA LUX 07/29 EUR 161.06 4.7 –11.2 –9.7
DJE-Div& Substanz P GL EQ LUX 07/29 EUR 190.21 8.8 –9.6 –10.8
DJE-Gold&Resourc P OT EQ LUX 07/29 EUR 142.13 8.7 –17.0 –9.4
DJE-Renten Glbl P EU BD LUX 07/29 EUR 126.24 5.5 5.0 1.7
LuxPro-Dragon I AS EQ LUX 07/29 EUR 142.41 53.4 13.3 –4.0
LuxPro-Dragon P AS EQ LUX 07/29 EUR 138.86 53.0 12.7 –5.0
LuxTopic-Aktien Europa EU EQ LUX 07/29 EUR 15.18 5.9 –5.8 –8.4
LuxTopic-Pacific AS EQ LUX 07/29 EUR 14.09 55.7 –18.4 –18.9

n HERMES FINANCIAL MANAGEMENT (EGYPT) LIMITED, AMSALES@EFG-HERMES.COM
Tel: 9714 363 4041 *Middle East & Developing Africa Fund
EFG-Hermes Egypt GL EQ BMU 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
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NYSE’s fast-trade hub rises up in New Jersey
Big Board points
to its future as critics
see systemic risk

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

By Scott Patterson

And Serena Ng

MAHWAH, N.J.—The future of the
New York Stock Exchange is inside a
red-brick building that is rising from
the ground here about 35 miles from
Wall Street.

Right now, the mammoth facility
being constructed on the site of an old
quarry is a largely empty shell with a
jumble of high-tech gear. In about a
year, the building is expected to house
several football fields of cutting-edge
computing equipment for hedge
funds and other firms that engage in
high-frequency trading, or the use of
computers and complex algorithms to
trade at lightning speed.

“When people talk about the New
York Stock Exchange, this is it,” said
NYSE Euronext Co-Chief Information
Officer Stanley Young. “This is our fu-
ture.”

As trading goes increasingly elec-
tronic, the last bastion of floor trading
is embracing high-frequency trading
as part of its race to keep up with com-
petitors such as Nasdaq OMX Group
Inc. High-frequency trading now ac-
counts for more than half of all stock-
trading volume in the U.S. as banks,
hedge funds and institutional inves-
torsseek to gainan edge by trading be-
fore rivals.

But even as the Big Board and
other exchanges scramble to win
more business, some regulators are
growing concerned about the risks
that high-speed trading potentially
pose to the broader financial system.
As trades flow at an ever-quicker
pace, a computer glitch at even just
one firm could trigger a wave of sell-
ing that sets off huge losses across fi-

nancial markets, some people worry.
“Unfettered access by unregulated

entities into a market where trades
can ripple through multiple markets
can rise to the level of systemic risk,”
said David Shillman, associate direc-
tor of the U.S. Securities and Ex-
change Commission’s division of trad-
ing and markets. “The very-high-fre-
quency traders could be doing more
of these activities that could go awry.”

SECofficials are wary about“spon-
soredaccess,” in which registeredbro-
kerslend out their identification num-

bers to high-speed trading firms. That
effectivelyallowsthe firmsto trade us-
ing a broker’s code, helping them re-
main anonymous.A rogue firm engag-
ing in aggressive trading could desta-
bilize parts or even all of the market,
Mr. Shillman said.

These troubling scenarios haven’t
happened yet, although several high-
frequency funds have been put out of
business by erroneous trades, accord-
ing to people familiar with the matter.
The worry is that as speeds increase
and more traders wield a rising hoard

of cash, the risks will increase.
The NYSE says it offers risk-man-

agement software to firms that trade
on its exchange to help reduce those
risks,butuse ofthe software isn’t man-
datory.

Controversy also is growing over a
practice known as “flash” orders, in
which exchanges allow traders to
briefly see and react to certain orders
ahead of the rest of the market. The
SEC is looking into the practice and is
widely expected to ban it, according to
people familiar with the matter. Ex-
changes such as the NYSE, Nasdaq
and IntercontinentalExchange Inc.,
or ICE, oppose the use of flash orders.

Thursday,NYSEEuronextChiefEx-
ecutive Duncan Niederauer called
“flash” orders a “giant step back-
wards” for an industry under increas-
ingregulatoryscrutiny and said thatit
“tilts the playing field toward a select
group of participants.”

Some traders say that rather than
adding to risks, high-frequency trad-
ing helps markets operate more
smoothly by providing an ample,ever-
ready pool of shares or other securi-
ties when investors need them. This
has helped push down the spread be-
tween how much shares are bought
and sold for, they say, ultimately bene-
fiting individual investors.

“Most high-frequency trading pro-
vides liquidity to the market, and
that’s a good thing,” said Larry Harris,
a finance professor at the University
of Southern California and former
chief economist at the SEC.

Typically, high-frequency traders
use computers to search through mar-
kets for signals that can give them an
indication about which direction
parts of the market will go. If gold is
rising,oil is falling and the dollar is los-
ing ground against the Japanese yen,
for instance, that could mean automo-
tive stocks are likely to rise for the
next hour, based on historical pat-
terns. The high-frequency system will
start putting in orders for shares of

auto makers at superfast speeds, then
turning around and selling them an
hour later.

The aim behind the NYSE site is to
get firms’ computers as close as possi-
ble to the trading site, helping shave
off tiny amounts of time—trades here
are calculated not in milliseconds but
inmicroseconds,or millionthsof a sec-
ond.

Most worries about high-fre-
quency trading aren’t focused on es-
tablished players such as Goldman
SachsGroup Inc., hedge-fundfirm Cit-
adel Investment Group or high-fre-
quency trading specialist Getco LLC.
Rather, critics are more concerned
aboutsmaller andnewer firms operat-
ing in the shadows with little regula-
tory oversight.

The NYSE has largely kept its facil-
ity under wraps, even keeping the ex-
act location a closely guarded secret.
Executives recently made oblique ref-
erences to the company’s plans, de-
scribing them as “critical” to the
NYSE’s future.

The decision to build the data cen-
ter surprised some industry veterans.
In the past, most exchanges have
rented out space to data-center pro-
viders. The NYSE is rolling the dice
that it will become a go-to venue for
high-speed trading and is even offer-
ing space to other exchanges.

The exchange is building a similar
facility outside London, which will ca-
ter to clients who want access to over-
seas markets. The combined price tag
for the two data centers will be about
$500 million, according to people fa-
miliar with the matter.

The NYSE started taking orders
for space in the nearly
400,000-square-foot Mahwah facil-
ity, internally dubbed Project Alpha,
this month. The exchange expects to
attract everyone from large Wall
Street banks to traditional brokerages
and hedge funds. The NYSE won’t say
how many customers have signed up.
 —Geoffrey Rogow

contributed to this article.

U.S. tax evaders rush to come clean

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

The New York Stock Exchange’s new high-frequency trading site under
construction in New Jersey, top left and bottom left, has a more modern look
than the exchange’s longtime home in Lower Manhattan.

By Laura Saunders

And Carrick Mollenkamp

Wealthy taxpayers have inun-
dated the Internal Revenue Service in
recent weeks with requests to come
clean for past tax evasion, amid a gov-
ernment crackdown on undeclared in-
come from overseas accounts.

The volume has been so great
that, on Wednesday, the IRS issued a
streamlined, three-page form for tax-
payers seeking entry into its tempo-
rary voluntary-disclosure program.

“Last week we had 400 [appli-
cants]—four times as many as in all
of last year,” said IRS spokesman

Frank Keith, who declined to provide
more detailed figures.

Twomain factorsappeartobe driv-
ing the clemency-seeking spree. The
IRS disclosure program, which began
in March and is set to end Sept. 23, of-
fers Americans the possibility that
they may face civil charges, which can
carry lower penalties than criminal
charges, for volunteering details of
tax evasion. At the same time, the IRS
and the U.S. Justice Department are
pressing ahead with efforts to investi-
gate taxpayers who failed to report in-
come earned from undeclared ac-
counts with Swiss bank UBS AG.

Now, attorneys say the IRS ap-

pears to be backed up with UBS and
other accountholders coming to the
IRS before the IRS comes to them.

The IRS program promises clem-
ency, but not amnesty, to those who
are accepted. A $1 million account
earning $50,000 in unreported in-
come annually from 2003 to 2008
might result in taxes and penalties
that total $386,000 plus interest, ac-
cording to IRS estimates. By compari-
son, the IRS estimates that a similar
but unreported account might result
in a $2.3 million in taxes and penalties,
plus interest and the possibility of
criminal prosecution.  —Evan Perez

contributed to this article.

By Katharina Bart

ZURICH—Switzerland opened a
criminal probe to investigate claims
that a high-ranking government offi-
cial was bribed for confidential in-
formation by a client of UBS AG.

A spokesman for the Swiss tax of-
fice Thursday confirmed the com-
plaint against persons unknown,
earlier reported in Swiss newspa-
pers, and referred questions to the
Swiss prosecutor. The prosecutor’s
office declined to comment.

The allegation emerged earlier
this week in court documents con-
nected to the guilty plea of UBS cli-
ent Jeffrey Chernick in a U.S. court.

Mr. Chernick pleaded guilty to filing
a false tax return and admitted to
concealing more than $8 million in
Swiss bank accounts.

According to the court docu-
ments, a Swiss lawyer told Mr. Cher-
nick that a Swiss bank executive
who had left UBS had a connection
with a “high-ranking Swiss govern-
ment official” and that the executive
learned Mr. Chernick’s name wasn’t
on a list of names to be turned over
to U.S. officials. That information
had cost $45,000, those documents
said. Mr. Chernick then authorized
the lawyer to withdraw $45,000
from his UBS account to cover the
payment, those documents said.

Swiss investigate alleged bribery

THE INTERNATIONAL INVESTOR
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Alcatel returns to profit
For the first time
since Lucent merger
company in black

BSkyB continues incursion
on telecom companies’ turf

Ben Verwaayen, chief executive officer of Alcatel-Lucent, said he aims for the
company to break even this year and make a small profit next year.

BT starts to heal losses
at global-services unit

Telefónica’s net profit falls 6.1%

Alcatel-Lucent SA posted its
first quarterly profit since its cre-
ation in 2006, while its chief execu-
tive said he foresees the company re-
turning to “normal” profitability by
2011 after breaking even this year.

CEO Ben Verwaayen also said in a
telephone interview he expects the
Asia-Pacific region to become a larger
portion of Alcatel’s global revenue.

The Franco-American telecom-
munications company reported earn-
ings of Œ14 million ($19.6 million),
helped by Œ277 million in gains from
asset sales. A year ago, it had a loss
of Œ1.1 billion, weighed down by an
Œ810 million impairment charge re-
lated to its wireless business.

Alcatel-Lucent sold its 20.8%
stake in defense contractor Thales
SA for Œ1.57 billion in May. The com-
pany said Thursday it is evaluating
other sales of non-core assets.

The results beat analysts’ expec-
tations for a loss of Œ169 million, de-
spite a 4.8% fall in revenue. The com-
pany’s shares rose 9.4% to Œ1.98 in
Paris trading.

Mr. Verwaayen said he aims for Al-
catel-Lucent to break even this year
and make a small profit next year as
well, then return to stronger profit-
ability in 2011. A growing emphasis on
Asia is part of that strategy, he said.

“We’ve said that every quarter
will be a little better than the previ-
ous one,” he said. “Asia has played a
very important role in that.”

Asia generated 19% of Alcatel-
Lucent’s revenue in 2008. Mr. Ver-
waayen declined to estimate how
much that share will grow. But
with other global markets declin-
ing, continued expansion in China,
India and Australia will increase
the region’s contribution to total
revenue, he said.

“Asian consumers are extraordi-
narily young compared to the rest of
the world, and extraordinarily curi-
ous in using new technologies,” he
said. “Therefore you can see a lot of
operators looking to serve that mar-
ket, which is good for us.”

Like rivals, Alcatel-Lucent has suf-
fered from weakening demand for

network equipment from telecom-
munications operators that make up
its core customer base and which are
struggling with increased competi-
tion and the economic crunch.

One bright spot in the industry
has been China, where operators are
rolling out third-generation wireless
networks that enable high-speed
data services like wireless video.

Analysts say Chinese vendors Hua-
wei Technologies Co. and ZTE Corp.
are leapfrogging foreign rivals to win a
much larger share of 3G sales than
theyhadfor China’s existingnetworks.

Mr. Verwaayen said Alcatel is
“well positioned in China,” because
it sells equipment using each of the
three 3G technology standards Chi-
na’s three carriers are using. But he
acknowledged the growing competi-
tion from Chinese rivals.

“In our particular industry it is ab-
solutely true there are new kids on
the block who are no longer new kids.
They are very established players,”
he said. “We’ll have to cope with it.”

Alcatel-Lucent has reported win-
ning $1.7 billion in contracts with
China Mobile Ltd. and China Tele-
com Corp. Mr. Verwaayen said Alca-
tel’s total contracts are “well above”
that amount, but didn’t elaborate.

By Kathy Sandler

Signs of recovery in BT Group
PLC’s beleaguered global-services di-
vision lifted its shares, even as the
telecom company posted a 44% drop
in net profit for its fiscal first quarter.

Net profit fell to £214 million
($350 million) for the three months
ended June 30, from £381 million a
year earlier, as the company’s pen-
sion deficit widened and the interest
income it used to enjoy swung to an
outflow. Sales rose 1% to £5.24 billion.

The global-services division
does outsourcing work, providing in-
formation-technology and telecom-
munications services to corporate
multinationals. Billed as a way for
BT to offset declining use of fixed-
line phones, the division saw its
costs grow far faster than its reve-
nue, enough to force a profit warn-
ing last year as it booked £1.3 billion
in restructuring costs.

Last year the company cut 15,000
jobs, including contractors, and
Chief Executive Ian Livingston said
in May it plans cuts “of a similar
level” in the current fiscal year that
began in April. About one-third of
the new cuts are expected to come
from global services. BT had a staff
of 108,000 at the end of December.

BT’s preferred measure of profit-
ability—earnings before interest,
taxes, depreciation and amortization,
and costs associated with staff leav-
ing the company, or Ebitda pre-leav-
ers—fell to £1.37 billion from £1.42 bil-
lion, predominantly due to declining
profitability at global services.

Global-services revenue was
£2.08 billion, up 4% from last year,
and ahead of analysts’ consensus ex-

pectations for £2.05 billion. Ebitda
pre-leavers, down 66% to £62 mil-
lion, was nevertheless ahead of con-
sensus expectations of £42 million
and an improvement on the prior
quarter, when it was £43 million.

“BT Global Services is making
progress although there is still much
to do,” said Mr. Livingston. But inves-
tors were encouraged enough to send
BT’s shares up 13% to 126.9 pence in
late trading in London.

A reduction in calls and fixed-
line revenue meant that BT’s retail
sales fell 2% in the first quarter to
£2.11 billion. But the company has
driven down costs aggressively,
leading to a 26% rise in earnings be-
fore interest tax depreciation and
amortization, again not including
costs associated with departing
staff, to £476 million.

BT said it still expects revenue to
fall 4% to 5% in the current fiscal year,
reiterating guidance provided at the
full year in May. It also forecast a re-
duction in capital expenditure and op-
erating costs of more than £1 billion.

FinnCap research director An-
drew Darley said the cost controls
augur well for cash conversion but
cautioned that “as ever with cost
savings as a route to growth in
profit, the potential is finite.”

CORPORATE NEWS

Looking East
Alcatel-Lucent's recent contract 
wins in Asia

n Alcatel's campus-wide 
wireless network for Temasek 
Polytechnic in Singapore goes 
live

n China Mobile chooses Alcatel 
to deploy TD-SCDMA 
networks in 11 provinces

n China Mobile chooses Alcatel 
for broadband networks in 10 
cities in Anhui and Guangdong

n Alcatel completes deployment 
of IP-based subway network 
for Seoul Metro in Korea

Source: the company

By Loretta Chao in Beijing
and A.H. Mooradian in Paris
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By Kathy Sandler

LONDON—British Sky Broad-
casting Group PLC has kept up its at-
tack on the turf of its telecommuni-
cations rivals, expanding its broad-
band and telephone services in tan-
dem with its pay-TV service, and
tightening its grip on homes
throughout Britain.

The company said Thursday it
swung to a net profit of £259 million
($424 million) for its fiscal year
ended June 30 from a net loss of
£127 million a year earlier, when
charges weighed on its results. With
cash-strapped consumers electing
to get more of their entertainment
at home, BSkyB’s sales rose 8.3% to
£5.36 billion from £4.95 billion.

Subscriptions to the company’s
triple-play offering, which includes
one of BSkyB’s television packages,
broadband Internet and a telephone
line, jumped 60% to 1.5 million cus-
tomers out of the company’s total
customer base of 9.44 million. That
means there are 7.9 million custom-
ers still to upgrade, said BSkyB
Chief Executive Jeremy Darroch.

Selling these extra services has
proved crucial to BSkyB’s efforts to
retain customers. Despite the reces-
sion, BSkyB lost no more customers
in its fiscal fourth quarter than it did
the previous year, before belt-tight-
ening really kicked in.

From a standing start in 2006,
BSkyB has extended its broadband
service to about 2.2 million custom-

ers, signing up roughly half of all U.K.
broadband net additions in each of
the past fiscal year’s quarters to one
ofitsbroadbandpackages,thecheap-
est of which comes free with a Sky TV
and Sky Talk bundle.

In addition to keeping custom-
ers for longer, these upgrades
make each customer more valu-
able: Average revenue per cus-
tomer rose £37 to £464, further
boosted by the company’s aggres-
sive push into its higher-priced
high-definition TV package.

BSkyB has run a concerted mar-
keting campaign for the past six
months to promote its Sky+ HD set-
top boxes, cutting the price per
box to £49 from £150, incurring
about £130 million of extra invest-
ment costs.

The effort has paid off with
291,000 new HD customers in the
fourth quarter and a total of 16% of
its customers now receiving the HD
service, up from 6% last year.

Mr. Darroch said there will be
higher investment costs in HD next
year, but these will lead to higher
revenue because of an increased sub-
scription price.

While the CEO doesn’t think the
difficult economic environment will
ease in the next 12 months, he still
sees “substantial opportunity
ahead for our business.”

News Corp., which owns Dow
Jones & Co., publisher of The Wall
Street Journal, holds about a 39%
stake in BSkyB.

“There is still much
to do,” BT’s chief
executive said of
global services.

By Jason Sinclair

And Ruth Bender

Earnings from France Télécom
SA and Spain’s Telefónica SA
showed that rapid cost cuts occur-
ring across Europe’s telecommuni-
cations sector aren’t necessarily
enough to beat regulatory and com-
petitive pressures on its revenues.

Telefónica, Europe’s largest tele-
com company by market capitaliza-
tion, said net profit for the quarter

ended Jun. 30 fell 6.1% to Œ1.93 bil-
lion ($2.71 billion). Telefónica’s net
profit declined in the second quarter
because of the slowdown in some of
its mature European markets and af-
ter asset sales boosted the year-ear-
lier figure. In the first quarter last
year, it booked a combined Œ257 mil-
lion gain from the sale of radio opera-
tor Airwave and a stake in Spanish
pay-TV firm Sogecable.

Many of Europe’s telecom compa-
nies have slimmed down to gain trac-
tion in a fierce fight for dominance in
the competitive European mobile and
broadband market. The cost cuts are
also designed to preserve margins as
national and European regulators
force down the cost to consumers of
voice calls, text messaging and data.

Telefónica had said in May it was
reducing expenses and capital expen-
diture in response to the weak Euro-
pean market, saying the cuts would
help preserve cash flow and honor
dividend commitments. Telefónica’s
operating expenses fell 6.6% in the
second quarter to Œ8.47 billion.

“Our capital-expenditure and op-
erating-expenditure cuts are fo-
cused on the right areas,” Telefóni-
ca’s chief executive for Europe, Mat-
thew Key, said in an interview. “We

always said 2008 would be our peak
for capital expenditures.”

Telefónica has benefited from its
exclusive contract to sell Apple
Inc.’s iPhone, which helped to ce-
ment its top spot in the intensely
competitive U.K. market.

France Télécom, which also faces
pressure in key European markets,
plans to cut costs in the second half
of the year after lowering general ex-
penses in the first half. Net profit for
the first six months ended June 30
fell 4.3% to Œ2.56 billion. Second-
quarter revenue fell 3.8% to Œ12.77
billion from Œ13.28 billion last year,
as all regions declined amid the eco-
nomic downturn, except France, Af-
rica and the Middle East.

Dutch telecom company Royal
KPN NV last week lowered its reve-
nue guidance for 2010, despite post-
ing higher second-quarter net profit
mainly because of lower demand
from businesses.

But the effects of the global
downturn aren’t affecting all compa-
nies equally. Vodafone Group PLC,
the world’s largest mobile operator,
last week reported a 9.3% rise in
first-quarter revenue and reiterated
its full-year guidance, despite the
steady decline in European revenue.
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By Rick Carew

And Jenny Strasburg

China Investment Corp.’s $200
billion sovereign-wealth fund is
reaching out to old friends in the
U.S. as it ventures into hedge-fund
investing.

The fund has selected Morgan
Stanley and Blackstone Group LP to
oversee hundreds of millions of dol-
lars in new private-fund investments,
people familiar with the matter say.

The Beijing-based fund has final-
ized an allocation of $500 million to
Blackstone Group’s fund-of-funds
unit, which farms out clients’
money to dozens of individual
hedge funds, and it has earmarked
additional money to be overseen by
Morgan Stanley’s asset-manage-
ment unit, according to people fa-
miliar with the situation.

CIC has been in discussions
about allocating billions more dol-
lars to hedge funds, including possi-
bly by doling out money directly to
managers rather than using a
fund-of-funds vehicle as a conduit
as it has done so far, according to
people familiar with the matter.

Representatives for CIC, Black-
stone and Morgan Stanley declined
to comment.

In its foray into U.S. hedge-fund
investing, CIC has so far favored
firms it already knows well. Since
2007, the China fund has spent about
$10 billion combined to acquire
stakes in Blackstone and Morgan
Stanley. Through those ownership
stakes, CIC gains indirectly from fees
the firms collect for selecting and
monitoring hedge-fund allocations.

CIC has shown a strong interest
in so-called alternative-investment

firms, or firms that invest in hedge
funds, private equity or other asset
groups outside of publicly traded se-
curities. In July, it agreed to buy a
40% stake in China-focused alterna-
tive asset-management firm Citic
Capital Holdings Ltd. for an undis-
closed price, according to a letter
sent by Citic Capital to its investors.

The Chinese fund’s choice of
money managers illustrates the im-
portance of long-term relationships
in China. After the investments in
both Blackstone and Morgan Stan-
ley showed mark-to-market losses,
CIC was criticized at home. Rather
than retreating from those deals,
CIC’s top managers made additional
investments in the two firms. In
June, when CIC bought more Mor-
gan Stanley shares, it said the deal
“further strengthened” ties in a rela-
tionship it called “excellent.”

Morgan Stanley’s asset manage-
ment arm oversees about $12 bil-
lion in hedge-fund investments.

Blackstone oversees about $26 bil-
lion in hedge-fund allocations.

CIC’s allocations are being
closely watched by hedge-fund man-
agers eager to see fresh money flow
back into the $1.4 trillion industry
following a brutal 2008. Clients
withdrew huge amounts of money
last year as the investment funds,
which cater to wealthy individuals
and institutions such as pension
funds and endowments, lost money
in the financial crisis. Withdrawals
have slowed this year, as most
hedge funds’ performance has
turned positive and stock-market
gains have fueled confidence.

CIC Chairman Lou Jiwei has indi-
cated he is worried that his fund
could miss out on a rebound in glo-
bal equities as a recovery gets un-
der way. Globally, stocks have ral-
lied this year, including a rebound
in shares of companies listed on Chi-
na’s major exchanges.

CIC taps friends to test hedges
Morgan Stanley,
Blackstone get deals;
power of familiarity

RBS nears sale of Taiwan bank assets
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By Colin Ng

And Wei-Zhe Tan

Most Asian markets gained
Thursday, with Chinese stocks re-
bounding as comments from the cen-
tral bank eased some concerns
about monetary policy, while upbeat
earnings reports and positive eco-
nomic data lifted Japanese shares.

China’s Shanghai Composite over-
came volatile
swings in early trad-
ing to end 1.7%
higher at 3321.56,
after sliding 5% in

the previous session on worries
about lending growth.

Chinese bank stocks gained after
the People’s Bank of China an-
nounced it would use more market-
oriented measures to guide credit
growth rather than administrative
controls. Industrial & Commercial
Bank of China rose 3.3% and China
Construction Bank jumped 6% in
Shanghai.

In Tokyo, the Nikkei Stock Aver-
age of 225 companies rose 0.5% to
10165.21.

Honda Motor soared 8.7% and Nis-
san Motor climbed 10% after they sur-
prised the market by posting small
profits in the latest quarter. Nomura
Holdings advanced 1.1% after posting

a quarterly profit, while Toshiba
gained 5.2% after giving a positive
outlook for its chip business.

The Tokyo market was sup-
ported by news that industrial pro-
duction in June rose 2.4% from May,
the fourth consecutive monthly
rise. Inventories were down 1% after
a revised 0.7% fall in May. Yukio Ta-
kahashi, a market analyst at Mizuho
Securities, said “falling inventory
data bode well for the stock market
in the coming months as well.”

In Sydney, the ASX/S&P 200
gained 1.2% to 4190.50. Banks
gained sharply after Citigroup up-
graded the four largest lenders to
“buy” from “hold.” National Austra-
lia Bank rose 3.8%, Commonwealth
Bank of Australia jumped 4.3%, and
Australia & New Zealand Banking
Group climbed 3.6%.

In Mumbai, the Sensitive Index
rose 1.4% to 15387.96, also paced by
lenders after State Bank of India, the
nation’s largest lender by assets,
posted better-than-expected results.
SBI shares jumped 4%, and ICICI
Bank, India’s largest private lender,
rose 3.1%. Mortgage lender Housing
Development Finance gained 4.3%,
and HDFC Bank added 3%.

Short covering on the expiration
of the July derivatives contract also
boosted shares.

CIC Chairman Lou Jiwei, shown at a forum in April, has said he is worried that his
fund could miss out on a rebound in global equities as a recovery gets under way.
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ASIAN-PACIFIC
STOCKS

By Amy Or

HONG KONG—Royal Bank of
Scotland Group PLC will announce
the sale of its Taiwan banking assets
to Australia & New Zealand Bank-
ing Group Ltd. as early as next week,
people familiar with the situation
said Thursday.

One of them said Taiwan would
be the first of several Asian retail-
and commercial-banking assets
that RBS will be selling. RBS’s Tai-
wan investment-banking opera-
tions also will be included in this
sale, the person said.

The people didn’t disclose the
price of the acquisition.

The Taiwan sale comes after
other people familiar with the situa-
tion said RBS was in advanced talks
with ANZ over the sale of its opera-
tions in Taiwan, Hong Kong, Sin-
gapore, Indonesia and Vietnam.

Apart from those Asian markets,
RBS also is selling its retail and com-
mercial operations in India, Pakistan,
China, Malaysia, Vietnam and the
Philippines. It has said it would close
down its New Zealand operations.

Paul Edwards, a Melbourne-
based spokesman for ANZ, declined

to comment on the Taiwan sale, but
said “discussions [with RBS] are pro-
gressing well.”

RBS’s Hong Kong-based spokes-
woman Yukmin Hui said the sale pro-
cess of the Asian retail and commer-
cial assets is “well advanced,” but
she wouldn’t comment on individual
elements of the deal due to regula-
tory and confidentiality constraints.

The bank, which is 70%-owned
by the U.K. government, said earlier
in the year that it planned to sell its
retail and commercial businesses in
the region as part of efforts to dis-
pose of noncore businesses.
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By Natasha Brereton

LONDON—The Bank of England
plans to wade deeper into the busi-
ness of lending to U.K. companies,
as banks remain reluctant to loan
money, possibly hobbling any eco-
nomic recovery.

The central bank said Thursday
that it will launch a new facility to
buy securities based on commer-
cial paper, short-term IOUs compa-
nies issue to finance everything
from payrolls to consumer loans
such as credit cards. The bank said
it will pay for the facility with
money borrowed by the U.K. gov-
ernment or with funds authorized
by the bank’s Monetary Policy
Committee. The BOE wouldn’t say
how much the new facility would
hold.

The move, which echoes similar
programs in the U.S., Japan and con-
tinental Europe, comes at a time
when U.K. banks have remained re-
luctant to lend despite efforts by the
government and central bank to
boost capital and pump cash into
the system. Some analysts saw it as
underscoring the possibility that
the central bank might expand both
the size and scope of its policy of
quantitative easing. But other ana-
lysts were skeptical that the launch
carried implications for monetary

policy, and described it as a techni-
cal move.

The Bank of England’s next regu-
lar policy meeting is Aug. 5-6. “I ex-
pect that its policy bias will transi-
tion more strongly towards credit
quantitative easing,” said Lena Kom-
ileva, an economist at Tullett Pre-
bon.

The central bank has completed
the £125 billion ($204.63 billion) of
asset purchases targeted under its
quantitative-easing policy, with

about £122 billion of those pur-
chases made up of government
bonds, alongside smaller quantities
of commercial paper and corporate
bonds.

Some observers expect that the
central bank could add £25 billion to
the program next week, and even
ask the government for a larger allo-
cation beyond that.

The Bank of England said the
new facility will open Monday and
remain in place for as long as

“highly abnormal” conditions in cor-
porate-credit markets last. The
bank will buy secured commercial
paper backed by high-quality as-
sets, including short-term credit to
companies, such as trade receiv-
ables and equipment leases, and to
consumers, such as credit-card
loans.

Prices of U.K. government bonds
rallied on the news, as some inves-
tors speculated the announcement
made an expansion of the bank’s

quantitative-easing policy more
likely.

The Bank of England originally
announced in June that it was plan-
ning to launch a secured commer-
cial-paper facility. It also is consider-
ing a supply-chain finance facility.
Ratings company Standard & Poor’s
this month described the proposed
program as a “positive move” to sup-
port the market’s revival, but it also
highlighted the limitations of its eli-
gibility criteria.

Some analysts questioned the
program’s effectiveness. The mar-
ket for the types of commercial pa-
per the bank is targeting is tiny, and
the benefit for the small- and me-
dium-sized enterprises most in
need of credit is dubious, said Marc
Ostwald, market strategist at Monu-
ment Securities.

The U.S. Federal Reserve started
buying asset-backed commercial pa-
per in September 2008, while the
Bank of Japan began in January, in
an effort to ease corporate fund-rais-
ing conditions.

The European Central Bank in
July started a Œ60 billion ($84.21 bil-
lion) asset-purchase program, under
which it will gradually buy covered
bonds in both primary and secondary
markets. Covered bonds are issued
by banks to refinance loans on com-
mercial or residential mortgages.

Nations fall short on pledges
of spending toward recovery

Source: Bank of England
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BOE to expand asset-purchase program
Central bank move to buy secured commercial paper aims to increase liquidity as banks remain reluctant to lend

Some China cities raise water prices
By Bob Davis

Wealthy industrialized nations
have provided less than half of the
support they pledged to prop up
their financial sectors, according to
new data from the International
Monetary Fund.

The so-called advanced econo-
mies of the Group of 20 have made
capital injections of $425 billion in
banks and other financial institu-
tions, 42.3% of the amount an-
nounced, the IMF said. The coun-
tries’ treasuries have also spent
$333 billion to purchase assets and
make loans to financial institutions—
just 18.4% of the amount announced.

The IMF said the relatively lim-
ited spending suggested that the fi-
nancial crisis hasn’t turned out to be
as dire as once anticipated.

“This outcome appears to reflect
a variety of factors including the pre-
cautionary nature of initial an-
nouncements, indications of increas-
ing stability and improved bank li-
quidity,” said an IMF report.

The IMF warned that the rate of
spending could reflect “lags in im-
plementation.” If that were to occur,
debt levels would rise even more
steeply than they have thus far. The
G-20 includes industrialized and
large developing nations. Among
the industrialized nations are Can-
ada, Australia, France, Italy, Ger-
many, Japan, Britain and the U.S.

The new data came as part of a re-
port warning again that debt levels
in industrialized nations are rapidly
increasing and that governments
need to make clear how they will ulti-
mately reduce the debt to more-sus-
tainable levels. Otherwise, the IMF
warned, interest rates could rise, un-

dermining the effect of government
stimulus spending and weakening
an anticipated recovery.

By 2014, debt levels in industrial-
ized G-20 nations are expected to
climb to about 119.7% of gross do-
mestic product from 78.8% in 2007,
the IMF said. That 40.9-percentage
point increase, the steepest since
World War II, is the result of stimu-
lus spending aimed at fighting the
recession, and increasing payouts
for pensions and health care for ag-
ing populations. The IMF generally

views a 65% debt level as more ap-
propriate for industrialized nations.

The IMF warned that it was too
early for nations to start eliminat-
ing stimulus spending—and indeed
that a new round of stimulus may be
required in 2010.

It urged nations to lay out spe-
cific steps to show how they will han-
dle debt in the longer term, to avoid
spooking markets. It cited deficit-re-
duction commitments announced
by Germany, Japan and the U.S., but
said they weren’t sufficient.

“The risk is that if the public
starts to worry about medium-term
sustainability and an inevitable rise
in interest rates, that that will under-
cut the effectiveness of the stimu-
lus,” an IMF official said.

By Andrew Batson

BEIJING—Cities across China
are raising the price of water, in
moves that try to balance the need
to conserve an increasingly scarce
resource with the effects on a public
used to low fees.

On Friday, the city government
of Luoyang, in central Henan prov-
ince, will hold a public meeting to ar-
gue for a proposed water-price in-
crease of 40% to 48%. Water prices
in the dry region haven’t risen since
2003, which the government says is
exhausting meager supplies and
keeping the local water utility in the
red. At least half a dozen other ma-
jor cities have raised water prices in
the past few months.

The changes reflect a growing of-
ficial consensus that low prices are
part of China’s water-shortage prob-
lem, since they give companies and
householdslittle incentive to use wa-
ter carefully. In March, Premier Wen
Jiabao said, “We will press ahead
with reform of water prices.” The
government is also spending bil-
lions of dollars on a controversial
system of canals to divert water
from the flood-prone south to the
dry north.

The amount of water available
per person in China is just one-quar-
ter of the world average, and it is par-
ticularly scarce in the north. The
World Bank has estimated that wa-
ter shortages cost China about 1.3%
of its annual economic output, with
a further 1% lost to water pollution.

“Given the underpricing of water
inChinaanditsenvironmentalconse-
quences, I feel it is wise for govern-
ments to take the opportunity of low
inflation pressure to adjust the water
tariff,”saidJianXie,aseniorenviron-
mental specialist at the World Bank.

China’s consumer-price index is

below where it was a year ago,
which has given municipalities an
opportunity to boost fees for both
households and businesses. Shang-
hai raised residential water prices
25% in June and plans a 22% in-
crease in November 2010. The cen-
tral city of Zhengzhou raised water
fees 25% in April, and officials say
prices will have to change more rap-
idly in the future.

Yet, there has been “strong pub-
lic reaction” to the price increases
in some cities, the National Develop-
ment and Reform Commission said
in a notice in early July. Some local
news reports have suggested the
price increases are being driven
more by corporate greed than a real
need to conserve water. The agency,
which supervises the prices of regu-
lated goods like water, said local gov-
ernments need to take public con-
cerns into account as they plan for
necessary price increases.

The rise in water bills has upset
consumers even in cities where
rates haven’t been rising. Zheng

Hong, a lawyer in Beijing who lives
with seven family members, says his
household spends 60 yuan to 70
yuan ($8.78 to $10.25) a month for
tap water. He is against any inprice
creases. “The lower, the better,” he
says. “Compared to my hometown
in Henan province, the water prices
in Beijing are already pretty high.”

Mr. Xie of the World Bank says
that while the recent price boosts
should be affordable to most urban
residents, local governments—
which generally set water prices—
should be careful they don’t hurt the
poor. The eastern city of Nanjing
raised residential water prices 12%
in April but also rolled out subsidies
to reduce the impact on low-income
households.

China’s water prices are still low
byglobalstandards,even withtheav-
erage residential water fee in major
cities now up 3% since the end of
2008, to 2.44 yuan per ton. Average
water prices in Europe are anywhere
from four to 10 times higher, accord-
ing to Deutsche Bank estimates.

Observers argue that China
needs higher prices for other major
resources, not just water. Last week,
the International Monetary Fund
urged China to allow “the costs of
other factors of production, such as
energy, water and land, to increase
further.”

Higher prices for major re-
sources would help remove implicit
subsidies that inflate corporate prof-
its and encourage excessive invest-
ment, economists say. This year, the
government has also taken steps to
allow local prices for gasoline and
diesel fuel to more closely reflect
their global costs, and changes to
electricity pricing could also be in
the offing.
 —Sue Feng

contributed to this article.

The IMF warned it
was too early for
nations to eliminate
stimulus spending.
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For Greenhill, Rexam deal
marks move into equity area

MasterCard net jumps 26%
Transaction volume
increases, offsetting
spending slowdown

By Aparajita Saha-Bubna

MasterCard Inc.’s second-quar-
ter net income jumped 26% from a
year earlier, fueled by higher prices,
an increase in transaction volume
and lower incentives and rebates.

The increase came despite a de-
cline in the amount that consumers
charged per purchase on Master-
Card-branded credit cards. The com-
pany also lowered spending on mar-
keting and advertising.

The rise in net income for the
quarter excludes a $1.65 billion

charge in the second quarter last
year that stemmed from a legal set-
tlement.

Late afternoon, the Purchase,
N.Y., company’s shares were up
$6.37, or 3.4%, at $194.92 in New
York Stock Exchange trading.

The card-payments processor re-
peated a warning that based on reve-
nue growth this year, it is unlikely
that the company will achieve its
long-term objective of an average in-
crease in net revenue of 12% to 15%
through 2011.

The company is “unlikely to
make up this year’s revenue short-
fall” to make that goal, said Robert
Selander, MasterCard’s president
and chief executive officer.

Company executives declined to
outline a revised revenue forecast
through 2011, citing economic uncer-
tainties. The company said it stands
by a forecast of average net income
growth of 20% to 30% through 2011.

For the second quarter, Master-
Card reported a profit of $349 mil-
lion, or $2.67 a share, on net reve-
nue of $1.3 billion. Analysts sur-
veyed by Thomson Reuters, on aver-
age, predicted net income of $2.42 a
share and revenue of $1.25 billion.

The company reported a 7.9%
rise in transaction volume, offset-
ting a slowdown in credit-card
spending. The rise in the number of
transactions, even as spending fell,
resulted from consumers’ use of
debit cards instead of cash.

As of June 30, MasterCard had
959 million branded cards outstand-
ing, a 1.3% rise from a year earlier.

Unlike traditional credit-card is-

suers, MasterCard and bigger rival
Visa Inc. don’t lend to consumers.
This makes the two companies less
vulnerable as consumers find it
harder to repay their debts.

MasterCard and Visa make
money from the fees they charge
banks to process card payments. The
more times consumers use Master-
Card- and Visa-branded cards, and
the more they charge on them, the
more these companies earn by way
of fees. As economic woes broad-

ened, consumer spending slowed,
eating into the fees MasterCard and
Visa earn from transactions.

Visa’s results Wednesday also
beat analysts’ expectations. The com-
pany reported net income in its fiscal
third quarter of $729 million, up 73%
from a year earlier, as investment in-
come and reduced expenses offset a
slowdown in consumer spending. Ex-
cluding a one-time gain related to
the sale of an equity stake, Visa’s net
income totaled $507 million.

MasterCard and Visa’s high-re-
turn, low-risk business model have
made them a favorite among inves-
tors and have spared the two compa-
nies from some of the worst effects of
the credit crisis and economic slump.

By Adam Bradbery

And Vivek Ahuja

LONDON —The U.K. government
should limit the size of banks operat-
ing in the U.K. and introduce a “tax
on size” to stop banks taking advan-
tage of becoming too big to fail, ac-
cording to the latest report from a
U.K. parliamentary committee into
the causes and consequences of the
financial crisis.

“Major banks have managed to
establish themselves in a powerful
position in the economy,” said John
McFall, chairman of the House of
Commons Treasury committee. “By
becoming too large and complex
they can hold the taxpayer to ran-
som.”

The government should ensure
U.K. banks don’t become too big to
save, an outcome which has been
made more likely by the recent con-
solidation in the banking sector, the
report said. In a direct contradiction
of the stance set by his own party,
the ruling Labour Party, Mr. McFall
has often joined Bank of England
Governor Mervyn King in saying
that if a bank is too big to fail, then it
is too big.

This is the committee’s latest re-
port into the causes and conse-
quences of the banking crisis, follow-
ing investigations into governance,
remuneration, the role of the media
in the banking crisis, and the govern-
ment’s investments in U.K. banks.

It also said the government’s
plans for reforms to the tripartite
structure of financial system over-
sight in the U.K., which shares repon-
sibilities between the Bank of Eng-
land, the Financial Services Author-
ity and the Treasury, will achieve lit-
tle.

The government said earlier this
month in a white paper on regula-
tory reform it plans to replace the
current tripartite standing commit-
tee with a new council for financial
stability which would operate in a
more formal and transparent way.

The parliamentary group said it
was also “perturbed” Mr. King
hadn’t been informed about the con-
tents of the government’s white pa-
per two weeks before it was pub-
lished and urged Alistair Darling,
the chancellor of the exchequer, to
make sure papers on regulatory re-
form are joitly published.

It said financial regulators
should work with the banking indus-
try to compile a list of existing quali-
fications to assess the competence
of bank executives.

It welcomed recent moves by the
Financial Services Authority to in-
clude a review of a candidate’s com-
petence as well as probity before
they are allowed to take a senior
banking post. The committee noted
the regulator’s previous approach
to assessing whether candidates
were fit and proper for their roles
amounted to “little more than a tick-
box formality.”

U.K. lawmakers say banks
‘too big to fail’ are too big

By Dawn Cowie

The U.S. investment bank Green-
hill & Co. has made an inroad into
the increasingly lucrative equity-
capital-markets arena after being
appointed a financial adviser on a
£350.7 million ($574.6 million)
rights issue announced by drinks-
can maker Rexam PLC.

Greenhill is part of a syndicate of
seven banks on the deal, which was

announced
Wednesday, that in-
cludes Citigroup
Inc. and RBS Hoare
Govett Ltd., the

company’s joint brokers, which are
j o i n t b o o k r u n n e r s a n d
underwriters.

The syndicate also includes the
U.K. banks Barclays Capital, a unit of
Barclays PLC; Lloyds Banking
Group PLC and HSBC Holdings PLC,
as well as BNP Paribas SA and So-
ciété Générale SA.

The appointment of Greenhill is
the boutique’s largest equity-capi-
tal-markets advisory assignment in
the U.K. It is also its third U.K. ECM
assignment since March; the firm ad-
vised car dealer Inchcape PLC and
waste-management company
Shanks Group PLC on their funding
options and rights issues, which
raised £319 million combined. Green-
hill wasn’t available for comment.

The bank’s effort to win work out-
side of mergers and acquisitions, its
specialty, comes as boutiques includ-
ing Greenhill account for a smaller
share of M&A activity. Through June
1, boutiques had worked on just 4.3%
of M&A deals in Europe this year,
compared with 23.4% last year, ac-

cording to Thomson Reuters.
The Rexam deal is part of a trend

for European companies to turn to
independent advisers in addition to
the usual guidance offered by corpo-
rate brokers and ECM teams at large
investment banks.

One of the main jobs of indepen-
dent advisers on the recent spate of
rights issues has been to offer guid-
ance on the structure of equity syndi-
cates and the level of underwriting
fees, in part because companies have
been keen to make the banks
handling the sales more accountable.

However, the costs of the Rexam
deal are high, particularly given
that the risk of underwriting an is-
sue is lower than in the first quarter,
when equity-market volatility was
still near record highs.

The company will pay £16.5 mil-
lion in total expenses, 4.7% of the
gross fund raising of £350.7 million,
according to its prospectus.

This compares with total ex-
penses of 3.7% of a £785.1 million
rights issue by U.K. property firm
Land Securities Group PLC, which
was launched in February at a much
less stable time in the market.

Independent investment banks
Lazard and Rothschild have worked
on some of the largest rights issues
this year, including an Œ8 billion
($11.2 billion) offering by Italian util-
ity Enel SpA and a £4.1 billion deal
from U.K.-listed miner Xstrata PLC.

Other advisory firms such as On-
dra Partners, John St. John’s STJ Ad-
visors, Greenhill and Gleacher
Shacklock have yet to capture many
deals given the large volume of eq-
uity-capital-market activity so far
this year.  —From Financial News

The company
reported a 7.9%
increase in
transaction volume.

MONEY & INVESTING

MasterCard 
Class A share price, daily close
Midday Thursday: $200.75

Source: WSJ Market Data Group

0

100

50

150

200

$250

J
2009

F M A M J J

DEALS &
DEAL MAKERS

The UK plays an important role in the global private
equity and venture capital industry, and the BVCA
Summit will convene the principal players from across
the globe to assess the recovery strategy for 2010.

Simon Havers Chairman, BVCA and Managing
Director, Baird Capital Partners Europe

Join leaders from the worlds of private equity, politics, institutional
investment, corporate business and regulation for an essential day
of thought-leadership, debate and networking.

14 October 2009, The Hilton, London

View the full agenda and book your place at
www.bvcasummit.com

Local to
global: the
Recovery
Strategy for
2010

BVCA
Summit
2009

Sponsored by:

Principal Sponsor

Co-Sponsor

Mid-Market Stream Sponsor

20 FRIDAY - SUNDAY, JULY 31 - AUGUST 2, 2009 T H E WA L L ST R E ET JO U R NA L .



How Indonesia terrorism endured
A militant finds
refuge and recruits
at Islamic school

By Tom Wright

PALEMBANG, Indonesia—As po-
lice investigate the suicide bombings
at two Jakarta hotels two weeks ago,
new evidence indicates terrorists
avoided capture for years by relying
on the shelter of sympathetic Islam-
ists.

Many intelligence experts agree
that terrorist networks in the world’s
most populous Muslim-majority na-
tion are significantly weaker than a
few years ago, before U.S.-trained In-
donesian security forces ramped up
efforts to wipe them out.

But militants who have eluded
capture are still able to rely on numer-
ous havens, often Islamic schools,
while they gather the fresh recruits
and small amounts of money needed
to mount more attacks on Indone-
sian soil.

Investigators have said they be-
lieve Noordin Mohamed Top, a Malay-
sian believed to have carried out a
number of terrorist attacks in Indone-
sia since 2003, orchestrated the
bombings, and authorities have
rounded up a number of his family
members and associates in their bid
to reel him in. The bombings at the
JW Marriott and Ritz-Carlton hotels
July 17 killed six foreigners, an Indo-
nesian waiter and the two suicide
bombers.

Mr. Noordin was formerly a key
figure in Jemaah Islamiyah, the al
Qaeda-linked Southeast Asian terror-
ist network whose members orches-
trated bombings in Bali that killed
more than 200 people in 2002. After
a major Indonesian police crack-
down, the group renounced violence,
leaving Mr. Noordin to forge links
with smaller radical Islamic groups.

His new network’s activities in
and around Palembang, a sprawling
city of 1.5 million people on the Indo-
nesian island of Sumatra, show how
they operated. The city, a melting pot
of Malay, Indian and Chinese people
known for its criminal gangs, is the
home of the Masjid Agung, one of the
nation’s largest mosques.

In 2006, according to police docu-
ments, an emissary of Mr. Noordin
known as Syaifuddin Zuhri, but who
used the alias Sabit, arrived at a
small Islamic school called al Furqon,
about four hours’ drive south of

Palembang. His mission: To exhort a
nonviolent study group of about 10
people concerned about Christian
conversions of local Muslims to con-
sider attacks on Western targets.

Mr. Sabit, who had fought in Af-
ghanistan in the 1980s, knew the
founder of the religious school, a Je-
maah Islamiyah member and Afghan
veteran called Ani Sugandi, and had
helped him recruit hard-line teach-
ers, according to police testimony
viewed by The Wall Street Journal.

Mr. Sugandi later told police he
had refused requests to join in the vio-
lence, but sheltered Mr. Sabit and al-

lowed him to give a sermon to the
group.

In the sermon, Mr. Sabit claimed
he had direct links to Osama bin
Laden and urged the members to
launch a jihad against America and
its allies, according to the testimony
of Abdurrahman Taib, a leading mem-
ber of the study group. The following
year, Mr. Sabit told Mr. Taib that he
had been sent by Mr. Noordin, the po-
lice files show.

Mr. Sabit introduced Mr. Taib to a
master bomb maker, who later
trained others in the group, and sup-

plied him with a loaded revolver and
11 spare bullets to be used in attacks
on “infidels,” Mr. Taib said in trial tes-
timony.

Members of the group in 2007
killed a Christian schoolteacher in
Palembang who had persuaded his
Muslim female students not to wear
their veils. The members also built
bombs and planned to attack tourist
cafes in a Sumatran hill resort popu-
lar with backpackers, according to
testimony. The group called off the at-
tacks at the last minute because they
didn’t want to also kill Indonesian
Muslims.

Jemaah Islamiyah members ar-
rested last year included Mr. Sug-
andi, the head of the religious school—
which is now shuttered—and a
35-year-old Singaporean known as
Fajar Taslim, who had helped to radi-
calize the group and was wanted in
Singapore for a foiled attempt to at-
tack Western targets there in 2001.

Six suspects picked up had no pre-
vious known connection to Jemaah
Islamiyah or any other violent group,
suggesting Mr. Noordin’s network
was able to successfully radicalize
people.

Eight members of the group con-
fessed and were convicted of the
teacher’s murder and of planning at-
tacks, and received prison sentences
of between 10 and 18 years. Mr. Sug-
andi was given a five-year sentence
for harboring terrorists, and his
school shut down. Mr. Sabit wasn’t
captured then but was arrested in
June in Cilacap, a town in Central
Java where police now say they be-
lieve the Jakarta attacks were
planned.

In Indonesia, a secular nation of
240 million people with thousands of
moderate Islamist academies, there
are about 50 radical Islamic schools
opened by alleged members of Je-
maah Islamiyah.

Sidney Jones, an expert on South-
east Asian terrorist networks at the
Brussels-based International Crisis
Group, a peace-advocacy body, said
the school heads—who want to see
the establishment of an Islamic state
and are highly distrustful of Indone-
sia’s secular government and police—
often allow known terrorists to stay
with them as long as they promise
not to engage in acts of violence
while there.

“You can be at any one of these
schools and link in to Noordin” or his
associates, said Ms. Jones, who first
outlined the story of the Palembang
group in a report in May.

The Indonesian government has
hesitated to close the schools be-
cause of the difficulty of proving di-
rect links to terrorism and the sensi-
tivity about government interfer-
ence in religious education, said a se-
nior Indonesian antiterrorism offi-
cial.

Heri Purwanto, a 25-year-old who
was in the Palembang study group
and made a living hawking prepaid
cards for mobile phones, was guard-
ing the group’s bombs in a derelict
house in the city when police ar-
rested him. His mother, Purwati, who
lives in a run-down wooden house at
the end of a narrow maze of alleys in
a poor part of the city, contends her
son was never a radical Muslim and
is at a loss to explain his involve-
ment.

Ms. Purwati said she complained
to guards at her son’s Jakarta prison
that he was sharing a cell with Mr.
Taslim, the Singaporean, and could
become further radicalized.

Some members of the study
group, who police have been unable
to prove were involved in the attacks,
have remained free. A lawyer for one
of them says those arrested had be-
came more radical through contact
with Mr. Sabit and others.

Mr. Sabit was arrested in June in
Cilacap, a town in Central Java where
police now say they believe the
Jakarta attacks were planned.

Just a few days before the bomb-
ings, police raided an Islamic school
in Cilacap run by a man who is the fa-
ther-in-law of Mr. Noordin and a rela-
tive of Mr. Sabit, uncovering bomb-
making material. The material was
similar to an unexploded bomb
found later at the JW Marriott.
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By Sky Canaves

BEIJING—Chinese authorities
detained a prominent legal activist,
escalating a clampdown on dissent
ahead of the politically sensitive
60th anniversary of the founding of
Communist Party rule.

Xu Zhiyong, co-founder of a legal
advocacy group called the Open Con-
stitution Initiative, was taken from
his home in northwestern Beijing at
5 a.m. Wednesday by a uniformed
police officer and five plainclothes
men, according to a report posted
on the group’s Web site Thursday.
The group said another of its staff-
ers, Zhuang Lu, has been unreach-
able since Wednesday.

A person who answered the
phone at the Open Constitution Ini-
tiative’s office Thursday afternoon
said Mr. Xu’s whereabouts were un-
known and the reasons for his deten-
tion were unclear. Mr. Xu’s mobile
phone was turned off, and his blog
was last updated Tuesday night.

Officials at the Beijing Public Se-
curity Bureau couldn’t be reached to
comment.

Human-rights groups say 53 law-
yers, many of whom take on civil-
rights cases, have been effectively
disbarred this year by local judicial
authorities. On Thursday, the Yiren-
ping Center, a legal-aid group fo-
cused on fighting discrimination
against people who have hepatitis B,
was raided by authorities on suspi-
cion of engaging in unlicensed pub-
lishing activities, according to the
Associated Press.

In June, the government for-
mally arrested Liu Xiaobo, one of
China’s most prominent advocates
for political change, on allegations
of subversion. And the government
in recent months has increased ef-
forts to censor what it considers po-
litically or morally subversive sites
on the Internet.

Phelim Kine, an Asia researcher
at the New York-based Human
Rights Watch, said the detention of
Mr. Xu is “the latest in an ongoing
campaign against human-rights de-
fenders.” He said it is unclear what
the reasons are for the increased ac-
tivity, or whether it is because of offi-
cial concerns about disruptions of
the 60th anniversary of founding of
the People’s Republic of China on
Oct. 1, which is intended to be a cele-
bration of party rule.

Mr. Xu has been the driving force
behind the Open Constitution Initia-
tive, known in Chinese as Gongmeng,
an association of volunteer lawyers,
scholars and activists established in
2003. The group describes itself as
“commited to building a modernized
China and promoting human rights,
democracy and rule of law.” It has
taken on sensitive cases, such as
those of the families of children who
were sickened in last year’s scandal
over melamine-tainted milk. In May,
the legal group released a report that
challenged Beijing’s position on the
causes of deadly riots last year in the
Tibetan capital of Lhasa and other Ti-
betan parts of China.

In July, Beijing tax officials
charged the group with failure to
pay taxes on contributions received
and demanded payment of fines of
1.4 million yuan, or more than
$200,000. A hearing was held on the
matter last week but no final deci-
sion had been reached, Mr. Xu said
on July 24. The group said Mr. Xu
was supposed to meet with tax offi-
cials on Wednesday and Thursday,
but didn’t appear.

China detains
activist ahead
of key observance

Powered by EXECUTIVE LEARNING PARTNERSHIP
Bringing Universities and Businesses Together

THE/FUTURE LEADERSHIP/INSTITUTE

Contact: gert.vanmol@dowjones.com

The Wall Street Journal Europe is
read every day by 40,500 students at 180 top

business schools and university campuses across
Europe, a program supported by

Looking for the
right MBA?

Meet top business
schools one-to-one with

Access MBA Tour

November 13: Dubai
November 14: Abu Dhabi
November 16: Almaty
November 19: Beirut

Register today at

www.accessmba.com

The Journal Europe
Future Leadership
Institute supports

“Commando”

Commando spirit:
methods and lessons

Team, mission and
leadership

A Premier Cercle
Conference

18 November, 2009
Ministère de la Marine,

Paris

www.premiercercle.com

The Journal Europe
Future Leadership
Institute supports

FP TOUR

a series
of comprehensive

introductory courses on
the Framework

Programme of the
European Commission

designed by
Euroscience Greece.

www.euroscience.gr

Executive Learning Partnership - ELP: Strategy & Learning Architects: www.elpnetwork.com

10 FRIDAY - SUNDAY, JULY 31 - AUGUST 2, 2009 T H E WA L L ST R E ET JO U R NA L .

Lawmakers fault FSA on Dunfermline
Watchdog rebuts
report, saying society
didn’t heed warnings

IN BRIEF

—Compiled from staff
and wire service reports.

NEW YORK—Citigroup Inc. com-
pleted its $60 billion securities ex-
change, making the U.S. a one-third
owner of the banking giant.

The company had said Tuesday
that 99% of the $20.3 billion of pub-
licly held preferred and trust-pre-
ferred securities outstanding were

tendered to its exchange offer.
Those holdings will be converted
into common stock, while the fed-
eral government exchanged some
$39.5 billion of preferred stock for
new securities. Citigroup is issuing
5.83 billion common shares to the
public participants, diluting its
shares outstanding by about half.

The company said its tangible
common equity will increase some
$60 billion as a result of the swap.

By Adam Bradbery

LONDON—The U.K.’s financial
watchdog failed to adequately warn
the Dunfermline Building Society
about the commercial-lending risks
it was running in advance of its col-
lapse, according to a U.K. parliamen-
tary committee.

The Financial Services Authority
should have issued warnings that
were specifically targeted at the
Scottish building society and done
so in a way that alerted savers and in-
vestors, the Scottish affairs commit-
tee said in a report on the handling
of the collapse of DBS published
Thursday.

“In all these aspects, the Finan-

cial Services Authority failed wholly
to discharge its duties to protect the
interests of investors and savers,”
the report said. The FSA rejected
the committee’s conclusion.

“The Committee’s report claims
the FSA ‘failed to provide the neces-
sary level of supervision’ but this
statement has no basis of fact and
the report contains no facts to sub-
stantiate this assertion,” the regula-
tor said in a statement.

DBS took losses on its loan portfo-
lio in 2008 and was forced in March
this year to enter the U.K.’s special
resolution program, designed to res-
cue failing banks. This resulted in
core parts of its business being
transferred to Nationwide Building
Society.

FSA officials told the committee
in May that it had brought the risks
of commercial lending to the atten-
tion of DBS’s management through
supervisory visits over the past two
to three years and that warnings

had been issued to all building soci-
eties through letters and conference
speeches from 2003 to 2008.

DBS executives said they didn’t
accept that the board had been
given repeated warnings by the FSA
about its commercial-lending port-
folio.

The committee said, however,
that the FSA’s failings didn’t change
the fact that the ultimate responsi-
bility for the failure of the company
resides with its management.

“This does not excuse the Soci-
ety from its responsibility to recogn-
ise that the higher returns gained
from commercial lending came with
a higher risk or that it was not re-
sponsible for its own downfall,” the
report said.

In March 2008, the FSA admitted
it had failed to properly supervise
another building society, Northern
Rock PLC, which had to be national-
ized earlier that year. The regulator
launched a supervisory-enhance-

ment program that involved hiring
more regulators, improving train-
ing and sharpening supervisory pro-
cesses.

The future of the FSA is under
threat. The Conservative Party, cur-
rently leading in opinion polls, said
last week that it will scrap the FSA
and split its responsibilities be-
tween the Bank of England and a
new consumer-protection agency if
it wins the next election, which
must be held by the middle of next
year.

The House of Lords economic-
affairs committee also recom-
mended last month in a report on
the banking crisis that the govern-
ment should consider moving over-
sight of financial institutions to
the Bank of England given that the
FSA was too busy dealing with its
customer-protection role to iden-
tify the risks that caused the finan-
cial crisis.

MONEY & INVESTING

Arcandor lenders plan
sale of Thomas Cook stake

Citigroup completes swap,
makes U.S. one-third owner

By William Hutchings

SRM Global, a multibillion-dol-
lar hedge-fund manager whose cli-
ents have lost more than 80% of the
money they invested, has written to
those clients inviting them to put
their money in a second fund the
manager wants to raise.

The Monaco hedge-fund man-
ager, founded by former UBS trader

Jon Wood, has told
the investors in its
fund that it wishes
to launch a second
fund. It has offered

these clients enhanced terms if they
invest in the second fund.

SRM Global, which last week lost
in an attempt to force the U.K. gov-
ernment to reimburse it over losses
incurred in relation to U.K. mort-
gage lender Northern Rock, had reg-
istered cumulative losses of 85%
from its launch in September 2006
to the end of July last year. Its cumu-
lative losses were still more than
80% at the end of June, according to
an investor in the fund.

—From Financial News

Lenders to insolvent German re-
tail and travel company Arcandor
AG said Thursday they are likely to
sell most of the company’s stake in
U.K.-based tour operator Thomas
Cook Group PLC as they attempt to
recoup some of the money they are
owed. German banks BayernLB and

Commerzbank AG, as well as the
Royal Bank of Scotland Group PLC,
said they are likely to either place a
43.9% Thomas Cook stake on the
market, try and sell it off the market
or dispose of it though a combina-
tion of the two. The banks are the
key lenders to Arcandor.

SRM Global asks
loss-hit clients
to join new fund

HEDGE
FUNDS

By Robert Guy Matthews

Brazilian miner Vale SA, the
world’s second largest, said it
wouldn’t settle iron-ore contract
prices with China until after its ri-
vals BHP Billiton Ltd. and Rio Tinto
Ltd. settle.

BHP, the world’s largest miner,
has already settled some of its con-
tracts with Chinese steelmakers,
but Rio Tinto, the No. 3 miner, hasn’t
reached an agreement with the Chi-
nese.

“This time from the very begin-
ning, our position is to follow the
market leaders,” said Chief Finan-
cial Officer Fabio Barbosa. “We are
awaiting to see how the negotia-
tions unfold with the Australians.”

Vale said it doesn’t want a repeat
of last year, when it settled ahead of
Rio and BHP, who succeeded in get-
ting more money than Vale from Chi-
nese steelmakers.

Mr. Barbosa said he didn’t know
when his mining competitors would
come up with a negotiated settle-
ment.

Chinese steelmakers have been
wrestling with miners, mainly Rio
Tinto, to lower iron-ore prices to re-
flect a weaker world economy and
the growing dominance of Chinese
steelmakers.

Mr. Barbosa said that Vale still
backs a benchmark system of iron-
ore sales, which means miners and
steelmakers settle on one price for
the entire year. But that system has
been falling apart. This week, BHP
said that it settled some contracts
through a hybrid of annual, quar-
terly, spot and index pricing.

“The Chinese market today does
not have a defined price practice,”
Mr. Barbosa said.

Vale said it earned $790 million,
or 15 cents per diluted share in the
second quarter of 2009, compared
with $5.1 billion, or $1.02 a diluted
share in the year earlier period.

Vale to postpone
iron-ore pricing
with China firms
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The best things come in threes: Happy 3rd birthday
SGAM Fund Equities Europe Environment!

SGAM offers its clients since 2006 a green solution for sustainable long
term growth: SGAM Fund Equities Europe Environment. This fund combines
investments in Large Caps that are the most advanced in reducing their
environmental footprint with investments in Small and Mid Caps developing
new environmental technologies.

Thanks to its unique approach the fund shows a convincing track and
ranks 11th out of 318 funds in the Lipper “European equity” category over
3 years*.

The prospectus of this fund approved by the CSSF can be obtained upon request at the head
office of SGAM, 170 place Henri Regnault, 92078 Paris, La Défense. Past performances are not
a guarantee for future results, they are not constant over time.
*Ranking & Quartile – Lipper - International and Offshore Universe, Performances, Ranking &
Quartile are calculated with A Share – Data as of end June 2009.

www.sgam.com
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