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News

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

M 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

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

M 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

M 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

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

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

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

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

M Air France-KLM posted a

net loss and forecast contin-
ued deterioration in its pas-

senger business for the sec-
ond quarter. Page 7

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

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

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

M Nigerian forces killed more
than 100 believed to be
members of an Islamist sect
connected to attacks on gov-
ernment buildings. Page 11

EDITORIALGSOPINION

Pipe dreams

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

Breaking news at europe WSJ.com
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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 employsless 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
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paid hefty bonuses

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

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 datain
areport 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

TARRP recipients

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

Millions

Bank $3 %2 $1
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 - 6%
Morgan Stanley 101 189 428
State Street 3 8 44
Wells Fargo 7 22 62

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

the most government aid. The
HouseisscheduledtovoteFri-
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 tovet
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

DJIA nears best month in seven years

Earnings season | Net income or loss for the latest quarter
SIEMENS

r\IOLKSWAGEN

Net income fell to
€283 million from
€1.64 billion

ALCATEL

cen

Net income up to
€14 million from a
loss of €1.1 billion

BY PETER A. McKAY
AND DoNNA KARDOS
YESALAVICH

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
g0, 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

Net income fell to
$3.82 billion from
$11.56 billion

BSKYB

up to £259 million

Fiscal-year net income Swings
to profit

from £127 million loss

Royce and miner Antofa-
gasta.

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

Buzz in the markets

M European stocks are back to
November levels .......... Page 18

M Treasurys scorecard: finally, a
solid auction ....eeeeees Page 18

M Chinese stocks rebound after
Wednesday'’s slump ...Page 21

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

Net income fell to
€1.26 billion from
€1.37 billion

the economics and earnings
data that’s gotten us here,”
said Jim Paulsen, chief invest-
ment strategist at Wells Capi-
tal Management. “We have
gottenso 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 Fridayl],
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

First-half net income
was unchanged at
€3.11 billion

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
April2007, 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

Please turn to page 26
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Hamas

is ready
to discuss
peace

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 theright 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

Inside

The Internet as art

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

Markets

4 p.m. ET

PCT

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 343549  +2.08
Euro $1.4062 -0.01
Nymex crude  $66.94  +5.67
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Suspected ETA bomb kills 2 on Majorca

Police officers die
in week’s 2nd blast
blamed on Basques

By THOMAS CATAN
AND SUSANA FERREIRA

MADRID—A bomb exploded un-
der apolice 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.

ETA has killed more
than 825 people in
its four-decade
violent campaign.

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 Sdenz 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-
driguez 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 inits four-de-
cade violent campaign for an inde-
pendent Basque nationin 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

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

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
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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 Lucia
Sanchez, a travel agent at Viajes
Canales. “This a calm island. Noth-
ing like this has ever happened
here.”

CORRECTIONS &
AMPLIFICATIONS

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.
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(erman 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.

»

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

Police attack demonstrators
at Iran graveside memorial

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.

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 aletter 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 Jorg 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.
“Iwonder if they would feel the same
if the East German communists were
running the show here,” said one Eu-
ropean company executive.

A German Foreign Ministry spokes-
man said the government wasn’t
aware of the Knauf case but added, “If

it’s true that German companies are re-
stricting or forbidding staff from dem-
onstrating, then the German govern-
ment doesn’t welcome it.”

The recent crisisinIran hashada
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 inIran. 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.
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IMF urges EU to sustain fiscal stimulus
-

AUGD BOE8E

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 intheregion 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

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
inthe 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

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

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

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
anew 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
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A customer pays for clothes at the Hugo Boss store in Budapest, Hungary
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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-
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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 i improve, industry group says

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

U.K. rebound?
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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,

Bloomberg News

A property for sale in London

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-

8985 58300

sovereign-hnuse com

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 0f 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 alack of supply of prop-
erties,” Simon Rubinsohn, chief
economist at RICS, said in a note.
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VW delivers quarterly profit

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

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 €2.71 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 €283 million
($397 million) from €1.64 billion in
the same period a year earlier. Reve-
nue fell 7.8% to €27.2 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 €4.3 billion in the
first six months from €2.3 billion
last year.

Its net liquidity increased €4.3
billion from the beginning of the
year to €12.3 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-

The Volkswagen logo is reflected in a car’s side-view
mirror in front of a Volkswagen Golf Polo BlueMotion

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

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 €823 million compared to
€1.3 billion in the same period in

Rough road

2008. Operating profit at the core
VW passenger car brand fell to €216
million in the first half of the year
from €1.3 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
€1.58 billion a year earlier. More
than half of the net loss was ac-
counted for by an aggregate €1.58
billion in losses from Renault’s
shareholdings in Nissan Motor Co.,
ABVolvo and Russia’s AvtoVAZ. Rev-

European car makers reported setbacks in the
first half of the year. Net profit/loss, in billions
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enue fell 24% on a like-for-like basis
to €15.99 billion in the first half.

Renault’s automobile division
managed to generate €848 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 €800 mil-
lion and €1 billion over the full
year. The reduction over the first
half was €860 million, and Mr.
Moulonguet said the full-year tar-
get could be exceeded.

Slump drives losses at Mazda, Mitsubishi

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.

Thisis 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

Associated Press

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.

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.

MAN coasts on backlog as truck orders dry up

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 €22 mil-
lion ($31 million) from €442 million
a year earlier. Revenue fell 20% to
€3.11 billion from €3.89 billion.

MAN said its is currently
propped up by a good order backlog,
which stands at €8.7 billion. How-

ever, the company booked only €2.3
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-
sionhad an operating lossin the sec-
ond quarter, and MAN said it would
be difficult to achieve a profit in the
unit in the second half.

Ford stalls Volvo
bidding, awaits
a result on Opel

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
toinvite aloser 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
inmid-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.
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Exxon,

Oil firms’ earnings,
output rates tumble
as demand weakens

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

Shell feel slum_p’s

Bloomberg News

Oil drop
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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-

2007 08 '09

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

squeeze

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.

Dow Chemical posts loss on buyout charges

By ANA CAMPOY
AND MIKE BARRIS

Dow Chemical Co. reported a
lossin the second quarter as aggres-
sive cost-cutting and an uptickin 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, itisn’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.

Electricité de France records flat first-half profit

By ALEX MACDONALD
AND ADAM MITCHELL

LONDON—French utility Elec-
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 toits Brit-

ish Energy purchase.

The company reported net in-
come of €3.11 billion ($4.36 billion)
for the six months ended June 30 as
sales increased 8% to €34.9 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 UK. unit boosted EDF’s earnings
from operations.

EDF will also book anet cash gain
of €1.2 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 fromits up-
stream gas and power generation
business.

L’Oreal profit
climbs 2.6%

as sales pick up

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, LancOme skin cream and
Garnier shampoo, said that sales
rose to €4.39 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 Lancome skin
cream, recorded a 8.3% drop in
sales to €969 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.
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Air France reports Ist-quarter loss

Carrier anticipates
further deterioration
in passenger traffic

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
anetloss of €426 million ($599 mil-
lion), compared with a year-earlier
net profit of €168 million. The air-
line had already said last week that
first-quarter revenue declined 21%
to €5.17 billion.

Passenger traffic, measuredinrev-
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-
ings and cargo haulage as the global re-
cession has crimped the pocketbooks
of travelers and businesses. The Inter-
national Air Transport Association, or
IATA, said Thursday that weak passen-
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.

Air France-KLM

Net profit/loss, in millions

Note: Fiscal year ended March 2008
Source: the company

“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,
with carriers recording an annual 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
a4.7% 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.

Bloomberg News

‘rl . '

near Paris

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 €216 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 €40 million from €337 mil-
lion a year earlier.

Lufthansa booked a tax credit
of between €40 million and €50
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-

Air France airplanes sit on the tarmac at Roissy Charles de Gaulle airport
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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.

EASA urges replacement parts on Airbus jets

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 arecently 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 roughly 80% 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 thereis “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.

BAE gets a lift from a weak pound and

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

F-35 fighter

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 £1billion 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.”

AstraZeneca
seeks to increase
flu-vaccine doses

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 HIN1
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 $5.70 to $6.00, up from its previ-
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
tovarious 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.
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Alcatel returns to profit

For the first time
since Lucent merger
company in black

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.

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

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

The Franco-American telecom-
munications company reported earn-
ings of €14 million ($19.6 million),
helped by €277 million in gains from
asset sales. A year ago, it had a loss
of €1.1 billion, weighed down by an
€810 million impairment charge re-
lated to its wireless business.

Alcatel-Lucent sold its 20.8%
stake in defense contractor Thales
SA for €1.57 billion in May. The com-
pany said Thursday it is evaluating
other sales of non-core assets.

Looking East

Alcatel-Lucent’s recent contract

wins in Asia

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

M China Mobile chooses Alcatel

to deploy TD-SCDMA
networks in 11 provinces

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

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

Source: the company
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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.

The results beat analysts’ expec-
tations for aloss of €169 million, de-
spite a4.8% fall in revenue. The com-
pany’s shares rose 9.4% to €1.98 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.”

Likerivals, 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 towina
much larger share of 3G sales than
they had for China’s existing networks.

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 industryit 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.

Telefonica’s net profit

By JASON SINCLAIR
AND RUTH BENDER

Earnings from France Télécom
SA and Spain’s Telefénica 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.

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

ended Jun. 30 fell 6.1% to €1.93 bil-
lion ($2.71 billion). Telefénica’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 €257 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
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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.
Telefénica 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. Telefonica’s
operating expenses fell 6.6% in the
second quarter to €8.47 billion.
“Our capital-expenditure and op-
erating-expenditure cuts are fo-
cused on the right areas,” Teleféni-
ca’s chief executive for Europe, Mat-

thew Key, said in an interview. “We

falls 6.1%

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

Telefénica 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 €2.56 billion. Second-
quarter revenue fell 3.8% to €12.77
billion from €13.28 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.

BT starts to heal losses
at global-services unit

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
innet profit forits 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.

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

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-
ductionin 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.”

BSkyB continues incursion
on telecom companies’ turf

BY KATHY SANDLER

LONDON—British Sky Broad-
casting Group PLC has kept upits 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 onits 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
inits fiscal fourth quarter thanit 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
ofitsbroadband packages, the cheap-
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.
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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

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 inthe U.S., Japan and con-
tinental Europe, comes at a time
when UK. 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

Economic boost

Weekly purchases of gilts by the
Bank of England’s asset purchase
facility, in billions
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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

Bloomberg News

The Bank of England has intervened to prop up the U.K. economy.

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 alarger 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 €60 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-
merecial or residential mortgages.

Some China cities raise water prices

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 agrowing of-
ficial consensus that low prices are
part of China’s water-shortage prob-
lem, since they give companies and
householdslittleincentive touse 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 s 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
in Chinaandits environmental conse-
quences, I feel it is wise for govern-
ments to take the opportunity of low
inflation pressure to adjust the water
tariff,” said Jian Xie, a senior environ-
mental specialist at the World Bank.

China’s consumer-price index is

Too cheap?
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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
insome 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 areal
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
by global standards, even with the av-
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.

Nations fall short on pledges
of spending toward recovery

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—
just18.4% 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
avariety 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 are-
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 inindustrial-
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

The IMF warned it
was too early for
nations to eliminate
stimulus spending.

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
ininterest rates, that that will under-
cut the effectiveness of the stimu-
lus,” an IMF official said.
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How Ind

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

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, aleading 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-
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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
hadrefused requests tojoin in the vio-
lence, but sheltered Mr. Sabit and al-

AUSTRALIA

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.
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onesia terrorism endured

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 inreligious 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, atown 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 arela-
tive of Mr. Sabit, uncovering bomb-
making material. The material was
similar to an unexploded bomb
found later at the JW Marriott.

China detains
activist ahead
of key observance

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
thereasons 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, whichis 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.





