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What’s

News

Airbus and Boeing are placing
greater emphasis on preserv-
ing existing plane orders than
on pursuing new deals as cus-
tomers request delivery de-

lays and contract cancellations
amid the economic downturn.
The firms have cut production
and held out the possibility

of further reductions. Page 2

W U.S. stocks suffered sharp
declines, hurt by weak data,
while shares in Europe fell as
finance ministers said they
would look to cut back on
stimulus measures. Page 20

M Treasury prices rose as
equities sank. Softer data on
manufacturing and housing
tempered recent enthusiasm
about the economy. Page 20

M The ECB said euro-zone
banks will need to take an
additional $283 billion in
write-downs by the end of
next year. Page 10

M Euro-zone employment fell
0.8% in the first quarter, the
biggest decline since records
began in 1995. Page 11

M The IMF expects a solid
U.S. economic recovery in
mid-2010, but the group said
exiting bailout programs will
be a big challenge. Page 10

M Obama’s plan to revamp
financial-market supervision
used a different approach than
his other priorities. Page 19

M A jury was selected Mon-
day for the $4.3 billion law-
suit AlG is bringing against
ex-CEO Greenberg. Page 19

M Holcim agreed to buy the
Australian cement opera-
tions of Mexican rival Cemex
for $1.64 billion. Page 5

M Dr. Reddy’s teamed up
with GlaxoSmithKline, which
will sell Dr. Reddy’s drugs in
emerging markets. Page 7

M At least three kidnapped
foreigners were killed in a
remote Yemeni province, and
officials in the capital said
six others also were dead.

M American combat troops
are on schedule to leave
Iraqi cities by the end of the
month, moving to bases out-
side urban areas. Page 8

M Talks between Russia and
the West failed to break a
deadlock on renewing the
mandate for U.N. monitors in
the region of Abkhazia.

M Virgin Media said it will in-
troduce an unlimited, music-
download service in partner-
ship with Vivendi’s Universal
Music publishing arm. Page 5
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It’s time Europe sheds
some light on its finan-
cial institutions. Page 14
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Gunfire disrupts Iran protests

Violence caps day of mostly peaceful rallies after Khamenei orders probe of election results

LA -

e
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Reformist presidential candidate Mir Hossein Mousavi, center, raises his arms at an opposition
demonstration in Tehran on Monday, days after Mahmoud Ahmadinejad’s disputed election victory.

BY ROSHANAK TAGHAVI

TEHRAN—Gunfire rang
out Monday evening as hun-
dreds of thousands of protest-
ers gathered in a central Teh-
ran square just hours after
Iran’s supreme leader or-
dered a probe into alleged
voter irregularities in the
country’s presidential elec-
tion—a dramatic reversal
from his previous strong back-
ing of the results.

Demonstrators protesting
the weekend re-elec-
tion of President
Mahmoud Ah-
madinejad—many
wearing the green of
challenger Mir
Hossein Mousavi’s
campaign—defied a
ban and gathered in
Azadi Square.

dering a probe into the week-
end election. State media also
reported that Mr. Khamenei
met with Mr. Mousavi late
Sunday and urged him to pur-
sue alleged voting irregulari-
ties through legal means.

After two days and nights
of violent confrontation be-
tween the security services
and protesters, Iranian riot
police stood by placidly dur-
ing Monday’s demonstration.
They held their shields at
their side, and watched the
protests without in-
terfering.

But gunfire broke
out near the demon-
stration as it began
to break up, and
smoke rose from a
building outside the
square. As nightfall
descended, state me-

Amid the grow- diareported that uni-
ing protests in Teh- dentified gunmen—
ran and across Iran, Mahmoud who weren’t wearing
Mr.Mousaviappears — Ahmadinejad  Uniforms—fired into
tohave gainedscope @ ———  acrowd, butitwasn’t

to pursue his grievances.
Though he had said Sunday
hewas under house arrest, au-
thorities allowed him to
travel to the demonstration
Monday.

Mr. Mousavi made briefre-
marks at the edge of the gath-
ering, saying he would wel-
come a new vote. After he
spoke, crowds chanted,
“Mousavi, Karroubi, Unity,”
referring to Mr. Mousavi and
Mehdi Karroubi, a reformist
cleric who also lost the elec-
tion.

Earlier Monday, state me-
dia quoted Iran’s supreme
leader, Ayatollah Ali Khame-
nei, as appealing to opposi-
tion leaders for calm, and or-

clear whether the gunfire oc-
curred inside the square.

The Associated Press re-
ported that one of its photog-
raphers saw one person shot
and killed, and several others
who appeared to be seriously
wounded. The gunfire came
from a compound of volun-
teer militia linked to Iran’s
powerful Revolutionary
Guard, the AP reported.

A group of demonstrators
with fuel canisters attempted
to set fire to the compound as
the crowd in the square dis-
persed. As some attempted to
storm the building, people in-
side could be seen firing di-
rectly at the protesters at the

Please turn to page 31

Inside

U.K. crisis leaves
Olympians at a loss

BY MARK WHITEHOUSE been taken out from under my
feet,” she says. “This is my one

goal, my dream, my ambition,

LONDON—Georgina Gei-

kie, one of the U.K.’s most
promising sharpshooters, is
learning the hard way what
the long-term cost of the fi-
nancial crisis can be.

Over the past seven years,
Ms. Geikie, 24 years old, has
put much of her life on hold

everything.”

Her disillusionment re-
flects an unfortunate reality:
Having fought for years to
host its first Olympics in more
than six decades, the U.K. is
facing the daunting prospect
of preparing for the Games
amid the deepest economic

r
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Odd warplanes win looks =

Lower-cost aircraft
move into spotlight
at Paris Air Show

By AuGusT COLE

PARIS—Some of the warplanes
drawing the most attention at this
year’s Paris Air Show are some of
the slowest.

Aerospace and defense compa-
nies are trying to capitalize on the
growing appeal of low-cost planes
packed with high-tech surveillance
gear and weapons. These planes are
suddenly in vogue as the costliest
warplanes are falling out of favor at
the Pentagon.

At the Le Bourget airfield out-
side Paris, Air Tractor Inc., of Ol-
ney, Texas, is displaying its proto-
type Air Truck AT-802U, which is es-

sentially a two-seat combat-ready
crop-duster with weapons and ad-
vanced electronics.

Chunky no-nonsense looks are
brutish enough to make passing gen-
erals stop and stare. Its 3,600-kilo-
gram payload of missiles, rockets,
cannons and bombs offers a con-
trasting image of air warfare to the
larger, sleeker jet fighters that cost
tens of millions of dollars and are
the usual showstoppers here.

“One of the things people are
most surprised by is all the muni-
tions hanging off of it,” said Lee Jack-
son, an Air Tractor design engineer.

L-3 Communications Holdings
Inc. and Alliant Techsystems Inc.
are among the major defense com-
panies also showing off unarmed
turboprop surveillance planes at
the show. Executives at the compa-
nies say the demand for real-time
battlefield intelligence is growing
for the U.S. military, particularly

with increasing numbers of U.S.
troops in Afghanistan.

L-3 has provided the U.S. Air
Force with surveillance planes based
on a converted Hawker Beechcraft
design that began operating in Iraq
last week. Developing such planes
has been a Pentagon priority under
U.S. Defense Secretary Robert Gates.

“There’s an unabated appetite”
for battlefield intelligence and sur-
veillance, said L-3 Chairman and
Chief Executive Michael Strianese.
“That unblinking eye is becoming
more and more critical.”

Air Tractor’s Air Truck, with a
top speed of 336 kilometers per
hour, will never be a stand-in for the
U.S. Air Force’s F-22 Raptor, the kind
of high-tech marvel that keeps ene-
mies away so planes like an Air
Truck can operate. But Mr. Gates,
who plans to end F-22 production, is
focusing on fighting insurgents and
buying less-expensive weapons sys-

Air Tractor’s Air Truck AT-802U is essentially a combat-ready crop-duster. Such
aircraft are attracting attention for their low cost and advanced electronics.

tems, making such planes increas-
ingly attractive.

The U.S. Air Force has said it
wants to build up the air wings of for-
eign militaries in places such as Iraq
and Afghanistan to help fight insur-
gents. The U.S. could help facilitate
sales to these countries.

Stephen Biddle, a counterinsur-

gency expert and Senior Fellow for
Defense Policy at the Council on For-
eign Relations, said such low-tech
planes require less maintenance
and can operate from smaller air-
fields, unlike fast-moving fighter
bombers. That allows them to be
based closer to combat forces living
and operating in rural areas.

Airbus and Boeing shift emphasis to preserving orders

By DANIEL MICHAELS

PARIS—Airbus and Boeing Co. are
taking a break from competing for
new jetliner contracts to focus on a
more urgent issue: saving the orders
already on their books, which are
threatened by the economic crisis.

The world’s two makers of big
passenger planes normally use the
Paris Air Show, occurring this week,
to tout new sales. But airlines, strug-
gling with shrinking passenger de-
mand and trouble financing pur-
chases, are placing few new orders
and are instead pressing Boeing and
Airbus to delay or cancel deliveries
of jetliners they ordered years ago.

The two rivals are scrambling to
keep output steady and to avoid big
production swings, which are costly,
complicate planning and can lead to
job cuts.

“The priority is securing the or-
ders we have and turning them into
deliveries,” said Airbus Chief Execu-

Staying aloft

After landing a record number of jetliner orders recently, Airbus and Boeing
are now scrambling to avoid cancellations.
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tive Tom Enders in an interview.

Customers only pay a fraction of

aplane’s price on order, with the bal-

ance coming near its delivery.
After three years of record or-
ders, Mr. Enders said, new contracts
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are a barometer of airlines’ health—
not a necessity. “Orders these days
are of more psychological impor-
tance,” he said.

Airbus, a unit of European Aero-
nautic Defence & Space Co., Mon-
day announced the air show’s sole
big contract signing, an order from
state-owned Qatar Airways for 24
A320-family single-aisle jetliners,
with a catalog value of $1.9 billion.

Vietnam Airlines said it expects to
announce a $1.9 billion deal later in
the week to buy two long-haul Airbus
A350jets and 16 medium-haul A321s.

But officials at Boeing and Airbus
say deal announcements mask efforts
by the companies to help existing cus-
tomers. Boeing and Airbus over re-
cent years built up record order back-
logs equivalent to roughly eight years’
worth of production at recent levels.

Recently, however, many custom-
ers who were supposed to take planes
soon have asked to postpone deliver-
ies. If the producers don’t acquiesce,
they risk building planes airlines
can’t pay for, but accommodating cus-
tomers could also leave production
gaps. As a result, Boeing and Airbus
have been juggling their delivery
schedules to satisfy stronger airlines
first. Both companies aim to buy time
for their weaker customers, on the
hope they will still need the planes

when economic conditions improve.

“Preserving our backlog this
year is a much more critical task
than whether we beat Airbus for or-
ders in any given week,” Scott Car-
son, Chief Executive of Boeing’s com-
mercial-aircraft business, said at a
news conference. “The value of our
backlog will be in delivery, not in the
generation of new orders.”

Boeing this year has won gross or-
ders for 73 planes and faced 66 can-
cellations, for a net inflow of seven
new orders. Airbus through May 31
had 32 gross orders and 21 cancella-
tions, for a net inflow of 11 new or-
ders. Last year, Airbus had 777 net or-
ders and Boeing had 662. Both com-
panies have trimmed production
over recent months and said they
may cut further, depending on mar-
ket conditions, including air-traffic
volumes and credit availability.

Neither plane maker wants to
slash production, because of the
costs associated with laying off work-
ers and mothballing production facil-
ities. Suppliers, who play an increas-
ingly critical role in designing, build-
ing and financing jetliner develop-
ment, also suffer in production cuts.
Reining in production also makes an
eventual increase more difficult.

—Dow Jones Newswires
contributed to this article.
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Deciding who gets what

EU countries jockey
over powerful posts
in next commission

BY CHARLES FORELLE

BRUSSELS—European Union
leaders begin one of the world’s
most complex pieces of horse-trad-
ing at a summit this week: deciding
which country gets which job in the
union’s powerful Brussels executive.

The top job in the next European
Commission, which takes office this
year, already appears taken. José Man-
uel Barroso’s bid for a second term as
commission president is expected to
win approval at a two-day EU summit
that begins here Thursday.

Negotiations for the other two
dozen-odd appointments are likely
to stretch over the summer. The
most powerful of these is competi-
tion commissioner, the European of-
ficial who runs the developed
world’s most activist antitrust au-
thority. Also closely watched is the
trade commissioner, who negoti-
ates trade pacts on behalf of the EU’s
27 states; that post is currently held
by a Briton. At the bottom of the
heap lies the commissioner for mul-
tilingualism, now a Romanian.

Commissioners—at present, one
per country—are supposed to serve
for the good of Europe and not to rep-
resent their own countries’ inter-
ests, though they are nominated by
national leaders and national poli-
tics can creep in. Their salaries are
at least €238,919 ($329,400).

France is expected to lobby for a
plum post, having won the less-impor-
tant transport portfolio last time.
French President Nicolas Sarkozy has
made it clear that he wants competi-
tion law to be more friendly to Euro-
pean companies, particularly the so-
called national champions that Brus-
sels has sometimes sought to curtail,
as well as to politically sensitive com-
panies in need of government aid.

Speculation arose this spring
that Mr. Sarkozy would push his
high-flying finance minister, Chris-
tine Lagarde, for the competition
job. Ms. Lagarde practiced antitrust
law at Baker & McKenzie in the U.S.
for years before entering politics.
Her office denied the talk as rumor.

But the lesson of the current com-
petition commissioner, Neelie Kroes
of the Netherlands, is that you never
know what you’re going to get.
When she was nominated in 2004,
Mrs. Kroes, a member of the free-
market VVD party, was excoriated
for her service on corporate boards
and close ties to business interests.

Fears she would carry water for
the business lobby didn’t come true.
Since 2005, Mrs. Kroes has levied
more than €8 billion in fines against
companies that her office determined
participated in cartels. The fines in
one case last year against a glassmak-
ers’ cartel totaled €1.4 billion—more
than the total of all the cartel fines
that the EU issued in the entire de-
cade of the 1990s.

Tack on monopoly-abuse penal-
ties against U.S. technology giants
Microsoft Corp. and Intel Corp., and
the total of fines that Mrs. Kroes has
issued is more than €10 billion.

The escalation has drawn a back-
lash from some antitrust lawyers,
who say the penalties are too large for
alegal process in which the competi-
tion commissioner acts as prosecutor,
judge and jury. Mrs. Kroes has
“pushed the level of the fines,” says De-
nis Waelbroeck, a lawyer at Ashurst

LLP in Brussels. “She needs also to
change the procedural approach.”

In a recent paper, Mr. Wael-
broeck and colleagues argue that
the fines’ size makes them tanta-
mount to criminal penalties that
should be meted out by a court, nota
politically appointed administrator.

Inspeeches and statements, Mrs.
Kroes and EU officials have de-
fended the fines as necessary to de-
ter corporate malefactors. Unlike
the U.S., the EU can’t seek jail time
for cartel offenders.

Whoever is picked for the post,
their inauguration is likely to be de-

layed. Last year’s rejection by Irish
voters of the Lisbon Treaty, a pack-
age of institutional reforms, has
muddied the waters on how many
commissioners there will be. The
EU’s existing treaty calls for the cur-
rent 27, one per country, to shrink by
at least one this year, though it
doesn’t say how.

Leaders at this week’s summit in
Brussels are expected to discuss
how to sidestep the problem. Ire-
land has said it will run the referen-
dum again by November.

—David Gauthier-Villars in Paris
contributed to this article.
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Web ad sales open the door to viruses

Complex system of middlemen, resellers, auctions in online advertising creates vulnerabilities for sites

By EMILY STEEL

On a Saturday night at the end of
May, visitors to the forums section
of Digital Spy, a British entertain-
ment and media news Web site,
were greeted with an ad that loaded
malicious software onto their com-
puters. The Web site’s advertising
system had been hacked.

Anumber of such attacks have oc-
curred this year, as perpetrators ex-
=——————— ploit the complex

ADVERTISING structure of busi-
ness relationships
in online advertising, with its numer-
ous middlemen and resellers. Web
security experts say they have seen
an uptick in the number of ads har-
boring malware as the economy has
soured and publishers, needing to
boost their ad revenues, outsource
more of their ad-space sales.

Viruses can be incorporated di-
rectly within an ad, so that simply
clicking on the ad or visiting the site
can infect a computer, or ads can be
used to direct users to a nefarious
Web site that aims to steal passwords
or identities. In most cases, the prob-
lem becomes apparent within a mat-
ter of hours and quick fixes are put in
place, but that’s not fast enough for
Internet surfers whose computers
end up infected or compromised.

“The system is only as safe as its
least secure members, and some of
these members can be strikingly in-
secure,” says Ben Edelman, an assis-
tant professor at Harvard Business
School who researches Web secu-
rity issues.

EWeek.com, a technology
news site owned by Ziff Davis
Enterprise, in February dis-
played an ad on its homepage
masquerading as a promotion
for LaCoste, the shirt maker.
The retailer hadn’t placed
the ad—a hacker
had, to direct us-
ers to a Web site
where harmful
programs would
be downloaded to
their computers,
says Stephen Well-
man, director of
community and con-
tent for Ziff Davis.

Similar attacks oc-
curred across a series
of News Corp.-owned
sites in February, includ-
ing Americanldol.com,
FoxNews.com and IGN.
com. In January, clicking
on an ad on Major League Baseball’s
MLB.com led visitors to a site with
malware.

Digital Spy, Ziff Davis, Fox and
MLB all say that immediately after
they detected the incidents, they iso-
lated the ads and removed them

from their sites.
Digital Spy sells the ad space on
its forums section, visited by three

million unique visitors a month,
through a number of other compa-
nies, called ad net-
works. If one ad net-
work doesn’t sell the
space to a marketer
directly, it often will
sell it to another net-
work. The space also
can be outsourced
to ad exchanges, an-
other set of compa-
nies, which hold an
electronic auction
for online ads.
“As that chain gets
longer, it becomes
more and more diffi-
cult to vet the ads to
make sure there are no
viruses in them,” says
James Welsh, co-
founder of Digital Spy,
owned by Hachette Fili-
pacchi. “There was a
lack of scrupulous
checking somewhere
along that line, and an
attacker seized upon
this and used it as a
route to inject some very
nasty malware onto our site.”
“Hackers are like any other crimi-
nal out there. They look for opportu-
nities where there is the largest num-

Rob Shepperson

ber of people gathered, because
they will get the best return on their
efforts,” says Hemanshu Nigam,
who oversees safety, security and
privacy for News Corp.’s online prop-
erties, including MySpace. News
Corp. also owns Dow Jones, pub-
lisher of The Wall Street Journal.

Web publishers say they have
started limiting the number of com-
panies they outsource their ad sell-
ing to and are working with security
vendors, such as San Francisco-
based ClickFacts, to detect mali-
cious software on their networks
andremoveit as quickly as possible.

Ad technology companies and In-
ternet companies say they, too, are
making efforts to boost the security
of their systems. Microsoft, Google
and Time Warner’s AOL say they
use a series of technical and manual
procedures to scan for malicious
code in their systems.

AOL says that in addition to digi-
tal virus scans, it employs a team of
people to review each of the thou-
sands of Web sites interested in enter-
ing its ad network and each of the ad-
vertisers that want to run an ad cam-
paign across these sites. Microsoft
says it verifies the legitimacy of the
companies it does business with and
deploys technologies that scan ads
and Web sites to mitigate attacks.

Battle for control of Data Domain

By WiLLIAM M. BULKELEY
AND BEN WORTHEN

For many denizens of Silicon Val-
ley, the bidding war for storage-de-
vice maker Data Domain Inc. is
more than a takeover battle—it’s a
clash of cultures.

On one side: EMC Corp., the Mas-
sachusetts-based giant that has
dominated the data-storage land-
scape for years. On the other side:
NetApp Inc., an EMC rival based
about 10 kilometers away from Data
Domain in the heart of Silicon Val-
ley, south of San Francisco.

Both companies have bid $30 a
share, or about $1.9 billion, for Data
Domain, which has an innovative
product that companies use to maxi-
mize storage capacity and lower
costs. EMC’s offer is all cash, which of-
ten would be preferred over the stock-
and-cash mix that NetApp is offering.
But Data Domain has so far said it pre-
fers the NetApp deal, saying it “will
provide great value.”

Data Domain’s board on Monday
urged shareholders to reject EMC’s of-
fer while affirming support for its deal
with NetApp. EMC, meanwhile, reiter-
ated that its all-cash offer is superior.

Some merger experts and West
Coast technology workers say there
may be another motive in the mix: Sili-
con Valley companies don’t like being
taken over by out-of-towners, espe-
cially East Coasters like EMC.

Twiceinits discussions with EMC,
Data Domain says in U.S. Securities
and Exchange Commission filings, its
executives discussed “the cultural fit”
between the two companies. They re-
jected EMC meeting proposals.

“There’s an East Coast-West Coast
thing,” says Peter Falvey, an invest-
ment banker with Revolution Part-
ners, in Boston, who isn’t involved in
the battle. He says similar fears devel-
oped as Sun Microsystems Inc. work-

ers contemplated reports that their
company was about to be acquired by
International Business Machines
Corp. Sun ended up going to nearby
Oracle Corp. for a slightly better price
after Sun Chairman Scott McNealy
turned to his Valley neighbor.

In Silicon Valley, home to technol-
ogy giants Google Inc., Intel Corp.,
and Hewlett-Packard Co., engineers
and entrepreneurs say the culture is
unique. They say that there are so
many opportunities for employees to
change employers or get financing
for a start-up that companies make an
extra effort to keep workers happy.

IBM are viewed from California as
rigid, bureaucratic, slow-moving
and obsessed with Wall Street. The
East-Coast culture “is coin operated.
What’s relevant is driving share-
holder value. The average Silicon Val-
ley company is passionate about the
technology,” says one California en-
gineer whose company was ac-
quired by EMC.

Giles McNamee, of McNamee
Lawrence & Co., a Boston invest-
ment bank that brokers mergers
says both EMC and IBM have shown
they can successfully acquire Silicon
Valley companies in recent years.

The bidding war for Data Domain pits Dan Warmenhoven, left, the CEO of
NetApp, against Joe Tucci, chief executive of EMC.

Many Silicon Valley companies
think of themselves as fast-moving
and adaptive, with fewer rules and
egalitarian “flat” management struc-
tures. They generally let workers
wear what they want and, before the
downturn, many offered free lunches
and beer on Fridays.

In contrast, East Coast compa-
nies such as EMC, Xerox Corp. and

But Silicon Valley workers “think the
sun rises and sets in the Valley,” he
says. “They tend to have a pretty in-
sular view.”

Dan Warmenhoven, NetApp’s
CEQ, says: “If you really look carefully
at the culture of tech companies there
is a very different style in internal
styles between companies headquar-
tered in the East and ones headquar-
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exposes culture clash

tered out here. People in a West Coast
company are often resistant to an
East Coast culture.”

Mr. Falvey says cultural con-
cerns helped influence Yahoo Inc.’s
rejection of Microsoft Corp.’s over-
tures, but investment bankers say
culture clashes rarely derail a finan-
cially attractive deal. Mr. McNamee
says geographically-distant acquisi-
tions don’t have as many cost-cut
opportunities because administra-
tive roles like human resources
must be retained.

EMC was concerned enough about
the issue to publish an open letter to
Data Domain employees in the San
Jose Mercury News assuring them
that EMC is “very mindful of culture—
respecting and preserving the various
cultures that made the companies we
acquired successful in the first place.”
In the letter, signed by CEO Joe Tucci,
EMC noted that it has 6,000 employ-
eesintheregionafter acquiring 11 Sili-
con Valley companies since 2002.

East Coast companies have some-
times acquired West Coast firms with
disastrous results. IBM bought Se-
quent Computer Corp. of Beaverton,
Ore., in 1999 for $810 million. Three
years later it closed the operation.

On the other hand, EMC’s 2002 ac-
quisition of Silicon Valley’s VMware
Inc., a software company, has re-
sulted in huge growth for VMware
and a partial spinout that sharply
boosted EMC’s market value.

But last year, Mr. Tucci fired VM-
ware co-founder and chief executive
Diane Greene, who was widely ad-
mired as a successful entrepreneur in
Silicon Valle after VMware growth
slowed and its stock fell. Her husband
and co-founder, Stanford University
professor Mendel Rosenblum subse-
quentlyresigned as did some other ex-
ecutives. VMware has regrouped and
begun to deliver new products under
new management.

EMC and NetApp crave Data Do-
main because of a technology called
“deduplication” that prevents data
from being stored more than onceina
computer system—a surprisingly
common occurrence that eats up
costly space.

NetApp announced an agreement
to buy Data Domain for $25 a share or
$1.5 billion in cash and stock in May. A
few days later, EMC made its $30-a-
share tender offer. NetApp then of-
fered $30-a-share in cash and stock.
The shares are trading above $30
now, indicating investors believe
someone will up the bid.

Some investors predict that will
be EMC, which has ample ammuni-
tion with $7.25 billion in cash. Ana-
lysts say that if EMC makes a superior
financial offer, the Data Domain
board would be hard-pressed to turn
it down because of potential liability
from shareholder suits.

Data Domain is less than eight
years old, and still has the feel of a
start-up. Engineers dress casually
and work long hours. Many of the ex-
ecutives are professional managers
who joined as the company grew.

Jack Mollen, executive vice presi-
dent, human relations, at EMC, says
he is sensitive to cultural concerns.
“We know they have a lot of things
that are sacred to them,” he says.

Mr. Mollen says that with 50 acqui-
sitions in the last five years, EMC has
learned to be flexible and let different
units keep elements of their culture.
He says that some acquired Silicon
Valley units continue to have Friday
afternoon beer bashes, even though
alcohol isn’t served at headquarters
in Massachusetts.

As EMC acquired California com-
panies, “We changed the culture of
EMC,” Mr. Mollen says. “For years
we wore ties to work except after Me-
morial Day. Now we say, ‘dress appro-
priately.” ”
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Ambani

Family controversy
was linked to breakup
of Reliance group

By ERIC BELLMAN

MUMBAI—Score one to Anil Am-
bani in India’s highest-profile family
feud.

The billionaire has been battling
his even richer elder brother,
Mukesh Ambani, in the Bombay High
Court for the past two years, claim-
ing his company has the right to buy
natural gas from Mukesh’s company
at below market cost. The claim was
based on an agreement the two broth-
ers reached in 2005 when they split
the Reliance group of companies
their father had built.

Companies controlled by Anil, 50
years old, were promised access to in-
expensive gas from newly discovered
reserves, but the brothers couldn’t
agree on its price. The court on Mon-
day ruled in favor of Anil Ambani’s
Reliance Natural Resources Ltd., say-
ing that Mukesh Ambani’s Reliance
Industries Ltd. has to sell gas from
its gas field off the shores of eastern
India to RNRL for 17 years at $2.34
per million British thermal units. Reli-
ance Industries wanted to sell the gas
at $4.20 per million thermal units.
RNRL has the right to buy 28 million
standard cubic meters a day.

The decision could mean billions
of dollars in savings for RNRL and bil-
lions in lost revenues for Reliance In-

gas feud settles

Family business
Three-month performance:

= Reliance Natural Resources, up 145%
Reliance Industries, up 64%
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Anil Ambani (top) and Mukesh >
Ambani (bottom)

Source: Thomson Reuters Datastream

dustries, analysts said. “It was a big
shock for Reliance Industries,” said
Deepak Pareek, oil and gas analyst at
Angel Broking in Mumbai. “The court
has upheld an earlier agreement and
[Reliance Industries] has to oblige.”

A Reliance Industries spokesman
declined to comment, saying the com-
pany needs to study the court ruling.

The court victory could jump-
start construction on one of RNRL’s
planned power plants in Dadri in the
northern Indian state of Uttar
Pradesh, according to an executive at
RNRL, which the executive said has
been delayed for two years as the
company waited to see if it would get
gas at the lower price. “Now our
Dadri project can move on the fast
track,” he said, adding that “the plant

Associated Press

could be ready in 18 to 24 months.”

Shares of RNRL jumped 24% to
108.35 rupees ($2.28) while the
benchmark Sensexindex on the Bom-
bay Stock Exchange fell 2.4%. Reli-
ance Industries’ shares fell 7.5% to
2,180.45 rupees.

Reliance Industries has the right
to appeal the decision to India’s Su-
preme Court. Otherwise, under the
terms of the brothers’ breakup agree-
ment, they now have 30 days to come
to a deal on how the gas will be sup-
plied. If Reliance Industries refuses
to sign an agreement within that
time, the court said that according to
their breakup agreement the broth-
ers have to take the dispute to a
higher authority—their mother, Koki-
laben Ambani.

Virgin to offer music downloads

BY KATHY SANDLER

LONDON—U.K. cable provider
Virgin Media Inc. said it will intro-
duce an unlimited, music-download
service in partnership with Vivendi
SA’s Universal Music publishing arm.

Virgin Media, which operates
solely in the U.K., said Monday the
service is expected to be available
by Christmas. The company said it is
in discussions with the other major
and independent music labels and
publishers to add their music.

Universal hopes the service will
offer an affordable alternative toille-
gally downloading music files.

With the as-yet unnamed ser-
vice, Virgin Media broadband cus-
tomers will be able to stream and
download as many music tracks and
albums as they want from Universal
artists, who include U2, Elton John
and Amy Winehouse. The monthly
subscription fee will be roughly

equivalent to the cost of a couple of
albums: about £15, or roughly $25,
according to people familiar with
the matter. The music will be the us-
er’s to keep and be in MP3 format,
compatible with music players like
Apple Inc.’s iPod or Microsoft
Corp.’s Zune.

Services such as RealNetworks
Inc.’s Rhapsody and Best Buy Inc.’s
Napster don’t typically offer unlim-
ited downloads.

A person familiar with the mat-
ter said it is unlikely the Virgin-Uni-
versal service would be rolled out in
the U.S. in the near term.

“This is the kind of partnership
between a music company and an
[Internet-service provider] that is
going to shape the future for the mu-
sic business internationally,” said
John Kennedy, chief executive of the
International Federation of the Pho-
nographic Industry, which repre-
sents the recording industry.

Although Universal Music is
among the world’s biggest music
publishers, Virgin will need to se-
cure similar deals with the other ma-
jor publishers—such as EMI Music
Publishing; Warner Music Group
Corp.’s Warner Chappell unit; and
Sony/ATV, a joint venture between
Sony Corp. and singer Michael Jack-
son—to be able to offer a more com-
prehensive music selection. Virgin
Media CEO Neil Berkett said the
company hopes it can sign a signifi-
cant number of music publishers by
December’s rollout.

Despite the rising popularity of
legal download sites like Apple’s
iTunes, music publishers are still los-
ing millions of dollars to file-shar-
ing Web sites that bypass copy-
rights. As such, publishers are try-
ing to find new ways to encourage
people to use legal services.

—Ethan Smith
contributed to this article.

Holeim reaches Australia cement deal

BY MARTIN GELNAR

ZURICH—Swiss cement maker
Holcim Ltd. agreed to buy the Aus-
tralian operations of Mexican rival
Cemex SAB for 2.02 billion Austra-
lian dollars (US$1.64 billion) and an-
nounced plans to raise two billion
Swiss francs (US$1.85 billion) to
help finance growth.

The acquisition of Cemex Austra-
lia includes 265 concrete plants and
83 Australian sites to process build-
ing materials. It also gives Holcim
an additional 25% stake in Cement
Australia. The Swiss company al-
ready owns 50% of the unit. The deal

remains subject to due diligence and
regulatory approval.

Cemex had acquired the Austra-
lian operations in 2007 as part of its
US$15.3 billion buyout of Australian
rival Rinker. However, Monterrey-
based Cemex has been hit by the glo-
bal downturn in the construction in-
dustry and the company is renegoti-
ating US$14.5 billion in bank debt.
Cemex’s net debt stood at US$18 bil-
lion at the end of the first quarter.

The Australian operations last
year generated A$1.86 billion in rev-
enue and A$313 million in earnings
before interest, taxes, depreciation
and amortization, Cemex said.

“The acquisition makes strategic
sense and we think the price is fair,”
said Bank Vontobel analyst Patrick
Laager.

Holcim also said Monday that it
plans toinvest 1.6 billion yuan ($234
million) in the private placement of
China-based Huaxin Cement, in
which Holcim owns a 39.9% stake.
The placement by the Chinese gov-
ernment is valued at as much as four
billion yuan and the Chinese cement
maker will use the money to build
two plants in new markets and ex-
pand capacities in existing markets.

—Anthony Harrup in Mexico City
contributed to this article.

India assumes top spot
as a target for retailers

By ERIC BELLMAN

MUMBAI—Increased competi-
tion and slowing consumer de-
mand have hurt India’s retailing in-
dustry but it is nonetheless the
most attractive market for interna-
tional retailers looking to expand
in emerging markets, an A.T. Kear-
ney study found.

India topped the rankings of the
annual study by the U.S. manage-
ment-consulting company, climbing
up from No. 2 last year. Vietnam slid
to No. 6 from No. 1 on A.T. Kearney’s
Global Retail Development Index for
30 developing markets.

India’s score on the index—
which ranks places based on market
attractiveness, country risk, growth
and market saturation—fell 15%
from a year ago, its lowest level
since A.T. Kearney started the study
eight years ago.

“Generally, it was not a good year
for [modern] retail in India,” said He-
mant Kalbag, a Mumbai-based part-
ner at A.T. Kearney. “There has been
more competition, consumers are
spending less...and traditional trade
channels have been more resilient
than any of us had planned.”

International retailers delayed
plans to enter India while locals
have cut back growth plans as reve-
nue expansion slowed and it became
harder to raise money to build
stores and supply chains.

“Sales growth in organized re-
tail which approached 40% in
2008, slowed to low double digits

Shopping destinations

The 10 most attractive emerging
markets for retailers

Rank Country Score
1 India 67.7
2 Russia 60.1
3 China 56.4
4 United Arab Emirates 56.3
5 Saudi Arabia 55.7
6 Vietnam 553
7 Chile 54.8
8 Brazil 52.7
9 Slovenia 52.1
10 Malaysia 513

Source: A.T.Kearney

in 2009, which led Indian retailers
Reliance Retail and Future Group
to delay their expansion plans,”
the report said.

But other countries had an even
tougher year, allowing India to top
the rankings. Egypt, for example,
saw its ranking plunge to 15. Last
year, it was the fifth most attractive
destination for retail investment in
developing markets.

India’s ranking was also helped
by the lack of modern retail penetra-
tion in its rural areas. “While the ru-
ral market is still dispersed and logis-
tics networks are still inadequate,
its economy is holding strong during
the recession,” the report said.

Air India delays paychecks,
squeezed by overcapacity

ASSOCIATED PRESS

MUMBAI—AIr India, India’s na-
tional carrier, will defer salary pay-
ments for its 31,000 employees by
two weeks, citing a cash crunch born
of tepid demand and overcapacity.

“We are in a low-fare regime.
The fuel tax is going up. The num-
ber of passengers is not that high.
There is excess capacity in the mar-
ket,” Air India spokesman Jitender
Bhargava said in an interview.
“The situation is not peculiar to
Air India.”

Mr. Bhargava said the carrier,
which is owned by the Indian gov-
ernment, lost about 40 billion ru-
pees ($840 million) in the fiscal
year ended March 31 and would pay
3.5 billion rupees for June salaries
on July 15 instead of July 1.

He said passenger volume has re-
mained steady but that the airline
has added a net of 20 planes to its
fleet in the past 18 months, cutting
into profit.

Civil Aviation Minister Praful Pa-
teltold the Press Trust of India Sun-
day that a government bailout for
Air India was being considered. “I
think it will happen because, as the
owner of the airline Air India, the
government has its responsibility
to put in equity, like private airlines
where their promoters put in
money.” he said.

“Air India is in a state of crisis,”
Kapil Kaul, chief executive of South
Asia operations for the Center for
Asia Pacific Aviation, said in an
email. “It is continuing to induct
new planes while it has no money
to pay for the salaries. The state of

Al is anational issue and needs ur-
gent attention.”

“The employees should not be
made to pay for mismanagement,”
the Federation of Nacil Employees,
a union group that says it repre-
sents 10,000 Air India employees,
said Monday. It vowed to oppose
the deferral, but didn’t specify how.

Airline unions called an emer-
gency meeting Monday, but don’t
have plans to strike, said Sanjay
Lazar, general secretary of the All-
India Cabin Crew Association,
which represents 2,214 Air India
employees and is affiliated with the
Shiv Sena, a hard-line Hindu group.

Domestic air travel in India fell
15% in April from a year earlier, the
11th consecutive monthly decline,
according to the Center for Asia Pa-
cific Aviation.

Shares in Indian carriers King-
fisher Airlines Ltd., SpiceJet Ltd.
and Jet Airways (India) Ltd. rose af-
ter national elections last month
on speculation that the ruling Con-
gress Party coalition would relax
foreign investment rules in the sec-
tor. Foreign airlines currently can’t
acquire stakes in domestic carri-
ers, cutting off a potential source of
funding for cash-strapped carriers.

Jet Airways reported a net loss
of 9.6 billion rupees for the year
ending March.

Kingfisher Airlines reported a
net loss of 4.1 billion rupees for the
quarter ending December, the lat-
est available data.

SpiceJet reported a net loss of
179.6 million rupees for the quarter
ending December.
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Owners take second jobs

Entrepreneurs seek
additional income
to ride out recession

BY RAYMUND FLANDEZ

Small-business owners who are
struggling to keep their companies
afloat are doing anything they can
toride the recession, even taking on
second jobs.

For Darren Hammond, co-owner
of Chile Blossoms, a Concord, Calif.,
importer of peonies from Chile, the
winter was particularly harsh as cli-
ents stopped paying or fell behind in
payments. Sales are down 60% from
last season, Mr. Hammond says.

For the first time in four years,
he had to stop taking a salary so that

he could continue paying business
expenses.

To manage personal expenses,
such as cellphone bills and car pay-
ments, Mr. Hammond found a part-
time job working two to three days a
week as a customer-service repre-
sentative and weekend guide for All-
Outdoors California Whitewater
Rafting in Walnut Creek. “Every-
body has bills to pay,” he says. “It’d
be nice if I could sit back and collect
money from Chile Blossoms and live
a very comfortable life. At this
stage, that’s not the case.”

Small-business owners like Mr.
Hammond are looking for alternate
sources of income to make ends
meet and to fund their troubled com-
panies. Some 18% of owners sur-
veyed in April said they are working
asecond job, according to the latest
findings from the American Express

Open Small Business Monitor. Many
of them have sacrificed their per-
sonal finances and have stopped tak-
ing a salary to deal with the current
economic reality.

“It’s an indicator that small-
business owners are experiencing
challenges the type of which they
haven’t faced for a very long time,”
says Alice Bredin, small-business
adviser for American Express and
president of Bredin Business Infor-
mation Inc., a consulting firm in
Cambridge, Mass. The goal for
most is to simply bring in enough
money until business picks back up.
The second job, she says, is “a
bridge to better times.”

In an economic environment
where hiring is bleak, many are us-
ing their networking skills and con-
nections to secure a position.

Acting on a tip from a friend, Au-

Adina’s Deck

Debbie Heimowitz took on a second job at a start-up to keep her own
educational-video company, Adina’s Deck, afloat.

gust Wittenberg, chief financial of-
ficer of SayNoMore Promotions in
Vail, Colo., applied in May for a job

=k=Fast A @ Accurate A

A CNBC - First in business worldwide

€D Actionable A
A CNBC - First in business worldwide

< Unbiased A < DFast A

SMcNnBC.COM

First in business worldwide

€ Accurate A
A CNBC - First in business worldwide

= Actionable A

Stimulus TV

< » Unbiased A
A CNBC - First in business worldwide

‘= Fast A 4= Accurate A =Aq
A CNBC - First in business worldwide

as caretaker of a ranch. His wife
Kris, the owner of the promotional
products company, is hoping to pad
household income by launching a
second business, a Web-based ap-
parel store, at the end of June. The
couple expect revenue at SayNo-
More to fall this year to $700,000
from $1.5 million in 2008.

“We just don’t want to get
caught flat-footed and give up and
say, ‘OK, we can’t run a business
anymore,” and go bankrupt,” Mr.
Wittenberg says. “We’re looking
at every option to try to improve
our situation.”

Others, however, are wary about
letting their job hunting known to
their clients and to their small-busi-
ness peers.

Many are using their
networking skills
and connections to
secure a position.

Debbie Heimowitz, owner of Adi-
na’s Deck, a Palo Alto, Calif., maker
of preteen educational videos, last
fall quietly searched online for a sec-
ond job as schools tightened bud-
gets. “If I tell people that I was look-
ing for a job, would they think I'm
stopping the company?” she asked.
“How is it going to look to my busi-
ness contacts, to people in the com-
munity, that ’'m looking elsewhere
to get paid?”

Ms. Heimowitz picked up a tem-
porary project with an independent
film company, but her desperation
grew when the work ended in De-
cember. So she turned to her social
and business network. Through a
mutual friend, she secured a part-
time job as an educational consult-
ant, which she works 10 hours a
week while devoting 40 hours to Adi-
na’s Deck.

“It took me a while to get over
my own fears about what people
were going to think,” she says.

A more pressing worry for some
business owners is that moonlight-
ing may hurt their focus or impede
business growth. Indeed, “you don’t
want to get so busy with your job
that you’re letting your business die
on the vine,” says Ms. Bredin. “It’s a
balancing act, and it’s challenging.”

Mr. Hammond, the floral im-
porter, says his side job takes up
time he’d rather spend finding cli-
ents or working on Chile Blossoms’
Web site. But he’ll probably need an
additional job for the next year or
two. “Everybody has to re-evaluate
what’s going on. If you do believe in
your business, if you do believe
there’s a future, then you stick with
it,” he says. “But it’s tough. It’s life.”
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Shenhua to expand coal output

Chinese company
to double output,
focus on home market

BEIJING—While many Chinese
state resources companies are look-
ing abroad for natural resources,
China Shenhua Energy Co., the
country’s biggest coal producer by
market value, expects sharp growth
athome and isn’t feeling pressure to
chase deals overseas.

Shenhua is focusing on doubling
its annual coal output capacity to
400 million metric tons by 2014, get-
ting a tailwind from Beijing’s push
to consolidate coal reserves in the
hands of just a few big miners.

Its plan is a vote of confidence in
China’s coal sector at a time when
Beijing, facing criticism from abroad
over emissions growth, is looking to
cut its share of coal in its energy mix
by boosting renewable energy use.

China has the world’s third-larg-
est known reserves of coal after the
U.S. and Russia, and relies on the
fuel for 75% of its electricity needs.
Vast amounts of new thermal gener-
ating capacity are installed each
year, often near the mouth of mines.

However, Shenhua’s focus on
bulking up its domestic operations
also allows it to avoid some difficul-
ties that many of China’s companies

?,

face when expanding abroad, includ-
ing a lack of technical expertise.
Companies often need to parachute

management teams into each
project, tying up resources and mak-
ing the operational side of the busi-
ness more complex.

“Our international strategy is
very cautious because we haven’t
done business overseas before,” said
Huang Qing, board secretary of Shen-
hua. “Given that we start from zero,
we prefer to begin with” a greenfield,
orinitial-stage, project like exploring
for coal in Australia’s New South
Wales state, he said in an interview.

Shenhua paid 299.9 million Aus-
tralian dollars (US$243.9 million) to
the Australian government last No-
vember for a permit to explore the
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Watermark area in New South
Wales, which has estimated re-
serves of one billion tons of thermal
coal. Shenhua is also active in South
Sumatra, Indonesia, where it has a
project to produce up to three mil-
lion tons of coal and build two
150-megawatt power generation
units by 2012.

But these are small steps com-
pared with the more than A$3 billion
takeover of Australian coal miner Fe-
lix Resources Ltd. that Yanzhou
Coal Mining Co. is negotiating. Yan-
zhou is China’s third-largest coal
miner by market value, after second-
ranked China Coal Energy Co.

Wang Shuai, a coal analyst at Ori-
ent Securities, said Shenhua could
afford to be cautious in expanding

overseas as China’s coal reserves
are still able to meet the majority of
the country’s consumption.

This is in contrast to China’s big-
gest oil companies, which can’t find
enough new oil fields to meet rising
energy needs and replace output de-
clines at existing hubs.

Shenhua, which also operates
railways, ports and power plants,
has adopted a two-pronged ap-
proach to securing growth at home.
It is developing two new mines with
an annual output capacity of 100 mil-
lion tons each, and expects to bring
them both on stream within five
years, Mr. Huang said.

The company, listed in both
Shanghai and Hong Kong, has also
set its sights on buying three assets
of its parent, Shenhua Group, al-
though it has yet to fix a timetable,
Mr. Huang said. They include a
project to make synthetic fuels from
coal in northern China’s Inner Mon-
golia region.

Mr. Huang said the venture—one
of only two large-scale coal-to-lig-
uids plants approved by the Chinese
government—requires oil prices
above $45 a barrel to be profitable.

The other projects on Shenhua’s
radar are Wuhai Energy Limited
Co., which is the largest coking coal
producer in Inner Mongolia, and a
coal-to-olefins project in Baotou in
the same region.

—David Winning and Wan Xu

Imax to team up with Chinese film studio

BY LAUREN A. E. SCHUKER

In the latest bid by a major Hol-
lywood company to seek audiences
abroad, Imax Corp. will announce
a partnership Tuesday with Chi-
na’s largest film studio to release
three Chinese-language movies.

The move marks the first time
that Imax will show foreign-lan-
guage films on its giant specialty
screens, which were popularized
through American blockbusters
such as the “Matrix” movies and
“Night at the Museum.”

Huayi Bros. studio, the largest
film studio in China, will produce
the movies with Imax, which is help-
ing to market and digitally remaster
them. The first film, “Aftershock,”
will become the first big commer-
cial film made outside of the U.S. to
play on Imax screens when it hits
theaters in China and all over Asia
next summer.

The partnership reflects a grow-
ing movement in Hollywood,
where studios and production com-
panies are looking to expand their
reach abroad by financing indige-
nous fare for audiences that in-
creasingly prefer home-grown
films in their local language. As the
domestic marketplace dries up,
Hollywood companies are turning
toward the global arena for growth
opportunities, hoping to satisfy
the hunger for big-budget movies
made on their native grounds.

Time Warner Inc.’s Warner Bros.
has long had such operations
abroad, while studios including Gen-
eral Electric Co.’s Universal Pic-
tures and News Corp.’s Twentieth
Century Fox are delving deeper into
financing movies such as “After-
shock.” The picture, an epic about a
girl who survives a devastating
earthquake and forges a new life in
the wake of destruction, cost Imax
and Huayi Bros. less than $25 mil-
lion to make—a fraction of a Holly-

wood blockbuster, yet it could gross
just as much.

Imax hopes “Aftershock” will
open up an entirely new area of
growth for the company, which has
previously stuck to showing Holly-
wood blockbusters and documenta-
ries. “When we look at the world and
the potential markets for us, this
partnership allows us to expand be-
yond our role as a distribution plat-
form for Hollywood blockbusters
and introduces a whole new global
audience to our theaters,” says Rich-
ard Gelfond, Imax’s chief executive.
“Seven out of the 10 top-grossing
films in Chinalast year were Chinese-
language productions, so we want to
make sure we can program the Imax
theaters with top local production
as well as quality Hollywood films.

Imax licenses its technology to
developers in China, who build the
theaters and pay Imax an upfront
fee as well as royalties and between
10% and 15% of the box-office re-
ceipts. The structure works simi-
larly to what Imax has set up in
North America.

While China represents Imax’s
second-largest market after the
U.S., the company hopes to increase
its presence in China even further.
Currently, there are 18 Imax the-

Warner Bros./Everett Collection

For Imax, noted for such blockbusters as the ‘Matrix’ movies, a Chinese deal will
mark the first time foreign-language films are shown on its giant screens.

aters open in China; that number
will climb to about 29 theaters by
next summer and to as many as 42
by 2012, Mr. Gelfond says.

For Chinese companies such as
Huayi Bros., Imax represents a mar-
keting tool to elevate local films
such as “Aftershock” to a global
level. The studio and Imax are both
planning to release the sweeping
epic in other territories beyond

China—perhaps even New York or
Los Angeles. “ ‘Aftershock’ isn’t as
special effects-laden as some recent
American movies and it’s more akin
to how films used to be made in Hol-
lywood years ago,” says Mr. Gel-
fond, adding: “It will be interesting
to see how audiences across the
world respond to a more story-
driven, as opposed to effects-
driven, movie.”

Glaxo to market Dr. Reddy’s drugs

BY RUMMAN AHMED
AND STEN STOVALL

Indian drug maker Dr. Reddy’s
Laboratories Ltd. and U.K.-based
GlaxoSmithKline PLC Monday an-
nounced a partnership focused on
emerging markets, excluding India.

The pact is Glaxo’s latest move
under its new Chief Executive An-
drew Witty in building its business
in emerging markets. The products

will be manufactured by Dr. Reddy’s
and licensed and supplied by Glaxo
in various countries in Africa, the
Middle East, Asia Pacific and Latin
America. In certain markets, prod-
ucts will be co-marketed by Glaxo-
SmithKline and Dr. Reddy’s.

Last month, GlaxoSmithKline
agreed to acquire a 16% stake in
South Africa’s Aspen Pharmacare
Holdings Ltd. in a deal valued at
about $389 million and one that ex-

panded an already-existing partner-
ship with the maker of generic
drugs. Last week, Glaxo agreed to a
deal with Shenzhen Neptunus Inter-
long Bio-Technique Co. to make in-
fluenza vaccines for China.

The deal gives Glaxo exclusive ac-
cesstoDr.Reddy’s portfolio and pipe-
lineofmorethan100branded pharma-
ceuticals in segments including car-
diovascular, diabetes, oncology, gas-
troenterology and painmanagement.

GLOBAL
BUSINESS
BRIEFS

Punch Taverns PLC

Pub group offers shares

amid effort to reduce debt

U.K. pub group Punch Taverns
PLC launched a £375 million
($616 million) share issue Mon-
day, saying it would use the pro-
ceeds to buy debt. The U.K.’s larg-
est pub group by sales—whose net
debt of £4.5 billion now dwarfs its
market capitalization—said that
the offer already has generated in-
terest from institutional inves-
tors. The company said it would is-
sue 375 million new shares at 100
pence each, a 33% discount to Fri-
day’s closing price. Punch, the
owner of 8,400 U.K. pubs, has been
selling pubs in recent months as it
seeks toreduce the debt it accumu-
lated to fund acquisitions. The
company’s gross debt has been cut
by £404 million since the start of
the current financial year at an av-
erage discount to par of 36%, the
company said.

0AO Lukoil

Russia’s state development bank,
Vneshekonombank, has acquired a
“large” stake in the country’s big-
gest independent oil producer, 0AO
Lukoil. Neither Lukoil nor VEB
would give the size or the price of
the stake. However, it doesn’t ex-
ceed 5%, as Lukoil, in which Conoco-
Philips holds a 20% stake, is re-
quired to disclose any acquisition
over that level. The government has
been snapping up significant assets
and equity stakes in recent months
as the global financial crisis lowers
company valuations, capitalizing on
the downturn to gain greater control
of strategic industries.

Dean Foods Co.

Dean Foods Co. agreed to buy the
Alpro division of Belgium’s Van-
demoortele NV for €325 million
($455 million), in a move to boost its
position in the global soy-foods mar-
ket. Alpro, aleading soy-based bever-
age and food products maker, had net
sales of about €260 million last year.
The division has five manufacturing
sites in Belgium, the U.K., France and
the Netherlands. Its brands include
Alpro and Provamel. Dean, the larg-
est U.S. dairy processor by revenue,
also sells the Silk brand soy beverage.
Soy-food sales reached $4 billion in
the U.S. for the first time in 2008, ac-
cording to organic and natural foods
market analyst SPINS.

Kohlberg Kravis Roberts

Private-equity firm Kohlberg
Kravis Roberts & Co. said it com-
pleted a series of investments in Ma
Anshan Modern Farming Co. for an
undisclosed amount to help the com-
pany build 20 to 30 large dairy
farms in China. The Chinese compa-
ny’s primary business is raising
dairy cows and selling raw milk to
branded dairy companies for pro-
cessing into consumer dairy prod-
ucts. Ma Anshan is based in the cen-
tral Chinese province of Anhui and
has annual production capacity of
more than 150,000 metric tons of
raw milk. In December it was re-
ported that KKR, based in New York,
planned to put $100 million into the
investment. The investment is
among the few China deals for KKR,
one of the world’s biggest and oldest
private-equity firms.

—Compiled from staff
and wire service reports.
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If Iran game has changed, rules haven’t

Disputed election may be a turning point, but Obama must push ahead with diplomacy, international pressure
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BY GERALD F. SEIB

its tumultuous election weekend,
began with, of all things, a party.
— celebration in 1971
CAPITAL

tion’s monarchy.
the world, champagne flowed, im-
celebration became the very symbol
used to great effect by the Ayatollah
overthrew Iran’s leader.
just completed, the Shah’s grandi-
can never be sure when one striking
and setting off a chain of events
and the rest of the world, is whether
come such a game-changing event.
list and lower-class supporters of
more educated, urban and reform-
prime minister.
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The White House must assume Iran’s election dispute and ensuing protests, above, makes the country harder to deal with.

It is a wide and fundamental di-
vide that goes to the heart of Iran’s
society as well as its government.
Monday’s stunning decision by the
country’s supreme leader, Ayatol-
lah Ali Khamenei, to order an inves-
tigation of vote fraud, just one day
after he had seemed to accept with-
out question Mr. Ahmadinejad’s re-
election, suggests the dispute over
the outcome may be deeper than
the country’s maximum leader real-
ized. The turmoil now may con-
tinue for a while.

The problem for the U.S., though,
is that while all this may represent a
positive turn toward a more reason-
able Iran in the long run, one can

hardly count on it. The Obama ad-
ministration, in fact, has little
choice but to continue to deal with
Iran as if nothing fundamental has
changed—and in fact, assume that
the dispute makes the country
harder to deal with, not easier, in the
short run.

There are at least four reasons
that’s the case. First, it was less than
a decade ago that many people
thought they saw a similar start to
an uprising against the clerical es-
tablishment led by the young and
the intellectuals. Students at Teh-
ran University were organizing pro-
tests, police moved in to stop them,
and riots erupted. The protests con-

tinued sporadically for several
years, and early in the presidency of
George W. Bush, top U.S. officials
were intrigued by the possibility
that some kind of regime change
might unfold.

It didn’t. In other words, there
have been false springs in Tehran be-
fore, and not so long ago.

Second, the election outcome
may end up making the Obama strat-
egy of engaging Iran’s leaders in di-
plomacy harder to execute.

Dealing with Mr. Ahmadinejad
always figured to be a dicey propo-
sition, given his erratic nature and
his bizarre personal beliefs. To

some extent, the Obama team
would prefer to deal with the real
power inIran, the clerical establish-
ment and Ayatollah Khamenei him-
self, but they’re probably stuck
with the civilian leader. If that
leader remains Mr. Ahmadinejad,
he will be not only an erratic diplo-
matic partner but one with a cloud
of illegitimacy over his head.

Third, though Iran’s politics may
be frozen in place for a while, its nu-
clear program likely won’t be. That
may produce the worst of both
worlds: Nuclear centrifuges con-
tinue to whirl in Iran, producing
more raw material that could be
used for nuclear weapons, while po-
litical paralysis makes it impossible
for the U.S. and the rest of the world
to figure out whether some combina-
tion of diplomacy and economic
pressure can stop it.

Finally, U.S. policy makers must
remember that more than seven
years passed between the notorious
anniversary party and the Shah’s
ouster.

So for administration officials,
the bottom line for now is: Push
ahead as before, cautiously figuring
out how a diplomatic track might
work, lining up international pres-
sure in case it doesn’t. “Our ap-
proach to Iran won’t change, but
Iran might have,” is how one senior
aide puts it. Adds another: “The
main issues—nuclear and terror—
are the same as the Thursday before
the election. It was never going to be
easy to address our concerns and
the world’s concerns on those, but
we have to.”

The curse of U.S.-Iranian rela-
tions is that things never come eas-
ily and are as likely to get more dan-
gerous as less. Today’s tantalizing
prospect that a fundamental change
may have begun in Iran is precisely
that: a prospect.

If you’re trying to gauge whether
change might be afoot in Iran after
it’s worth noting that the fall of the
Shah of Iran a generation ago likely

The Shah threw what was per-
haps the world’s most over-the-top

to celebrate the an-
W niversary of his na-

Kings and presi-
dents were summoned from around
ported delicacies were flown in and
the partying went on for days. The
of the Shah’s decadence, fueling
widespread grumbling that was
Ruhollah Khomeini to help precipi-
tate the revolution that eventually

As Iranians take to the streets to
protest the presidential election
ose party is auseful reminder that in
Iran, as elsewhere in the world, you
event will take on a life of its own,
crystallizing underlying feelings
with unpredictable results.

The question now before Iran,
the election now sending protesters
into the streets of Tehran could be-
The vote has opened a wide rift be-
tween the more conservative, popu-
President Mahmoud Ahmadinejad,
the self-declared winner, and the
ist supporters of his election rival,
Mir Hossein Mousavi, a former
U.S. set to
By GINA CHON

BAGHDAD—The top U.S. com-
mander in Iraq, Gen. Ray Odierno,
said American combat troops are on
track to leave Iraqi cities by the end
of June as scheduled, and that the
U.S. so far has closed or handed over
to the Iraqi government 142 former
American installations.

Questions have lingered about
the status of combat troops in vola-
tile areas, such as Mosul in the north
of the country. But Gen. Odierno said

withdraw troops from Iraqi cities by June 30

Monday that U.S. forces would pull
back there as well as from Baghdad,
Fallujah and other population cen-
ters, thanks to improved security
conditions across the country.

“Animportant new phase for Iraq
will start,” said Iraqi government
spokesman Ali al-Dabbagh, appear-
ing at a joint news conference here
with Gen. Odierno and other Iraqi of-
ficials, including Defense Minister
Abdul Qader al-Obeidi and Interior
Minister Jawad al-Bolani.

It’s unclear how many U.S. forces
are affected by the reassignment to
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large bases outside urban areas. As
expected, a small number of support
troops will remain behind in some
high-population areas, Gen. Odierno
said.Inall, he said, U.S. forces will re-
main at 320 locations after the June
30 deadline for pulling U.S. combat
troops out of Iraqi cities.

He added that the drawdown of
American and remaining coalition
troops would continue gradually
throughout the year.

Meanwhile, British Prime Minis-
ter Gordon Brown authorized an in-
quiry into the Iraq war. He told the
House of Commons Monday that an
examination of mistakes made sur-
rounding the 2003 U.S.-led invasion
will begin next month. A panel of ap-

Agence France-Presse

U.S. Gen. Ray Odierno shakes hands with an officer of the 34th Red Bull Infantry

Division during a transfer-of-authority ceremony at the Basra airport in Iraq.

pointed experts will look closely at
the build up to the invasion, how the
conflict was conducted and prob-
lems with planning for reconstruc-
tion projects.

In Iraq, Gen. Odierno said secu-
rity conditions had improved
enough to allow him to meet the
timetable set by a bilateral security

agreement that went into effect at
the first of this year. That agree-
ment, which also stipulates that all
U.S. troops should be out of Iraq by
the end of 2011, provides some wig-
gle room if security worsens and
Iraqi officials want American forces
to stay.

U.S. troops remaining in urban ar-

eas after June 30 are to focus on non-
combat-related roles, such as train-
ing and advising. Gen. Odierno de-
clined to provide the specific num-
bers of those troops.

He said there are about 130,000
coalition troops in Iraq now, com-
pared with 160,000 forces this past
September. U.S. President Barack
Obama sped up the withdrawal time-
table after he took office, saying
American combat troops would
leave Iraq by August 2010.

“The improvements in security
have allowed for this moment,” Gen.
Odierno said. “The dark days of the
previous years are behind us.”

Defense Minister Ubeidi said
American security forces will still be
needed to provide such things as
aerial fire power, aerial surveillance
and engineering support. Iraqi offi-
cials also emphasized that all Ameri-
can combat missions require ap-
proval from the Iragi government,
and that American operations would
be coordinated with Iraqi officials.

But the government spokesman,
Mr. Dabbagh, warned of people still
trying to destabilize Iraq.

Although security has improved,
some Iraqis are feeling increasingly
uneasy about a surge in large-scale
violent attacks.
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France’s colonial ties to Africa are fraying

Network of treaties
survived liberation
but now is strained

BY DAVID GAUTHIER-VILLARS

PARIS—As French President
Nicolas Sarkozy attends the funeral
Tuesday of President Omar Bongo of
Gabon, France is reopening a debate
onwhether it has turned the page on
decades of close, often secretive re-
lationships with the oil-rich central
West African nation and other
former African colonies.

Mr. Sarkozy pledged in his cam-
paign and soon after he was
elected in 2007 to do away with
France’s sub-rosa military and busi-
ness operations in Africa. There is
no clear sign, however, that he has
moved in that direction.

A big test for France will come
in the fall, when a Paris appeals
court is due to rule on whether in-
vestigative magistrates have legal
grounds to look into allegations of
embezzlement in France by three
African leaders, including the late
Mr. Bongo, who led Gabon for 41
years.

The allegations came to the at-
tention of the magistrates through
a criminal complaint filed in Paris
last year by an anticorruption
group. But the Paris prosecutor’s
office, which reports to France’s
Justice Ministry, disputed the legit-
imacy of the case in an appeal.

“It will be a key test to gauge
whether France is serious about
breaking with the past,” said Comi
Toulabor, a professor at the Center
for Black Africa Studies at Bor-
deaux University.

Patrick Maisonneuve, a lawyer
for the late Mr. Bongo, said the anti-
corruption group’s embezzlement
allegations are groundless.

A spokesman for Mr. Sarkozy de-
clined to comment on France’s pol-
icy in Africa, saying “now is the
time for [Mr. Bongo’s] funeral, not
for polemics.”

Mr. Bongo, who was pro-
nounced dead last week at a Span-
ish hospital where he was treated
for a long illness, was widely con-
sidered a pillar of French-African
networks that developed after
1960, when Gabon and other
French colonies gained indepen-
dence.

Back then, Gabon was a budding
oil producer. To maintain its sway
on the country, France sealed a se-
ries of military, monetary and
trade pacts with Gabon. Although
the African country was indepen-
dent, France kept a military base
there, minted its currency—the
CFA franc—and secured priority ac-
cess to its raw materials. Defense
deals, some of which remain se-
cret, allowed France’s military to
intervene in Gabon to protect the
country’s national security or help
with internal policing. Mr. Bongo
came to power in 1967, when he
was just 32 years old, with French
support.

In time, however, the relation-
ship began to work both ways:
France influenced Gabon; Gabonin-
fluenced France. Mr. Bongo summa-
rized how the two-track relation-
ship worked: “Africa without
Franceis like a car without a chauf-
feur,” he told French daily Libéra-
tion in 1996. “France without Af-
rica is like a car without gasoline.”

The nature of Mr. Bongo’s rela-

Associated Press/Keystone

‘France without Africa is like a car
without gasoline,’ said Omar Bongo.

tionship with French officials, how-
ever, has raised questions. Last
week, former French President
Valéry Giscard d’Estaing told a
French radio station that for many
years President Bongo contributed
to the campaigns of other French
politicians—including former Pres-
ident Jacques Chirac.

Mr. Chirac says the comments
are “absolutely groundless” and
“part of a mediocre dispute,” ac-
cording to an aide.

Two years ago, Mr. Bongo’s
chief of staff, Mamadou Diop, told
The Wall Street Journal that “if Mr.
Bongo, with his own money, made
payments to French politicians, it
was out of generosity, not to influ-
ence French elections.”

Over the past decade, both
France and Africa have focused on

other directions, with France work-
ing on European Union integra-
tion, while Gabon started to trade
extensively with China.

Still, France maintains a mili-
tary base in Gabon with 1,100 sol-
diers, and French oil company To-
tal SA produces about a third of Ga-
bon’s oil. Mr. Sarkozy has moved
slowly toward fulfilling his pledge
of making Gabon and other former
French colonies in Africa fully re-
sponsible for their own security.

The embezzlement case due to
be examined by the Paris appeals
court stems from a complaint filed
in December by the French branch
of anticorruption association Trans-
parency International against the
“ruling families” of Gabon, Congo
and Equatorial Guinea for “embez-
zlement of public funds.”

A preliminary investigation
sparked by an earlier embezzle-
ment complaint and conducted in
2007 by French police showed that
Mr. Bongo, Congo President Denis
Sassou Nguesso, Equatorial
Guinea President Teodoro Obiang
Nguem Mbasogo and their respec-
tive families owned luxury cars
and real estate in France valued at
millions of euros.

“No one can believe that these
assets were bought with their
monthly salaries,” said Transpar-
ency International lawyer William
Bourdon. “These assetsreflectona
continuous plundering of govern-
ment funds.”

In May, the head of Paris’s inves-
tigative magistrates, Francoise
Desset, decided to take up the case.
A few days later, the Paris prosecu-
tor’s office appealed the decision
on the grounds that Transparency
International suffered no direct
damage from any of the African re-

gimes and had therefore had no
grounds to file its complaint. The
appeals court now has to decide
whether to follow Ms. Desset or
the prosecutor’s recommendation.

Mr. Maisonneuve, the lawyer
for Mr. Bongo, said it was too early
to discuss whether the complaint
could reach any possible heirs of
Mr. Bongo’s assets in France.

Jean-Pierre Versini Campinchi,
a lawyer for Mr. Sassou Nguesso,
said his client has two properties
in France—including one near
Paris where he lived during the
1990s—but none of the numerous
bank accounts that Transparency
International alleged in its com-
plaint that he has.

“This case amounts to enter-
tainment for media because the
court will never allow for a probe
to be launched,” said Mr. Versini
Campinchi.

The presidential office of Equa-
torial Guinea issued a statement
last month saying that Mr. Obiang
owns only one property in France
that was bought in 1986, long be-
fore the country became a signifi-
cant oil producer.

In Gabon, authorities are orga-
nizing a week of ceremonies to
honor Mr. Bongo, who will be bur-
ied Thursday in his native region of
Franceville, in the country’s east.

Under Gabon’s constitution,
Senate chairwoman Rose Francine
Rogombé is assuming the role of
president and is responsible for or-
ganizing elections within 45 days.
Mr. Bongo’s son Ali, Gabon’s de-
fense minister in the current ad-
ministration, is seen as the leading
contender to succeed his father.

Before heading to Gabon for Mr.
Bongo’s funeral, Mr. Sarkozy said
France “stood by Gabon’s side” at
this difficult moment.

U.S. works to head off political extremists

BY GARY FIELDS
AND EVAN PEREZ

The recent killings of a U.S. Holo-
caust Memorial Museum guard and
aKansas abortion doctor came a few
months after the Federal Bureau of
Investigation stepped up efforts to
pre-empt violence committed by
just such political extremists work-
ing alone.

“Lone-wolf offenders continue to
be of great concern to law enforce-
ment,” the agency said in a February
memo reviewed by The Wall Street
Journal. The FBI is “trying to iden-
tify a potential lone wolf before he or
she would act out violently,” Michael
Ward, the bureau’s deputy assistant
director for counterterrorism, said
in an interview earlier this year.

The lone-wolf initiative is one ele-
ment of a broader strategy to fight do-
mestic terrorism, dubbed “Operation
Vigilant Eagle,” launched late last
year in response to what the memo
identified as “an increase in recruit-
ment, threatening communications,
and weapons procurement by white
supremacy extremist and militia/sov-
ereign citizen extremist groups.”

Vigilant Eagle’s creation was first
reported by the Journal in April.

The memo, and the recent kill-
ings, also show the limits of the lone-
wolf effort. Both James von Brunn,
who is charged with the Holocaust
Museum shooting, and Scott
Roeder, the man arrested in the mur-
der of George Tiller in Kansas, had
openly expressed to associates and
on Web sites their extremist views,
on anti-Semitism in Mr. von Brunn’s

case and on abortion in the case of
Mr. Roeder.

The FBI, in fact, was aware of Mr.
von Brunn because of the postings
but wasn’t tracking him. (The
agency said Saturday that Mr. von
Brunn, who was shot in the face by
other security guards during the Ho-
locaust Museum incident, would
likely survive his injuries.)

Neither man appears to have
been active in groups that might
have tipped off authorities to the dan-
ger. In the search for potentially vio-
lent individual extremists, “an em-
phasis should be placed on the identi-
fication of individuals who have
been ostracized from a group for
their radical beliefs,” the FBI memo
said. It added that officials should
look for “those who have voluntarily
left a group due to their perception
of the group’s inactivity, or those
forced from the group for being too
extreme and or violent.” That de-
scription doesn’t appear to have fit
either Mr. von Brunn or Mr. Roeder.

“The lone wolf is arguably one of
the biggest challenges to American
law enforcement,” said Mike
Rolince, a former FBI counterterror-
ism official who spent years focused
on domestic extremists. “How do
you get into the mind of a terrorist?
The FBI does not have the capability
to know when a person gets up in
middle America and decides: ‘I'm
taking my protest poster to Wash-
ington or I'm taking my gun.” ”

While much of the focus in re-
cent years has been on interna-
tional terrorism and on militant
groups, authorities say the lone-

wolf syndrome has always been a
major concern, borne out by high-
profile incidents such as the 1995
Oklahoma City bombing, the 1996
Olympic bombing in Atlanta and
the series of bombings carried out
over nearly two decades by The-
odore Kaczynski, who lived in a re-
mote cabin in Montana.

The stepped-up attention to the
issue in recent months is part of a
broader worry about rising threats
and violence from political extrem-
ists. There are no concrete data
showing recent trends. The FBI's
hate-crime reports are more than a
year behind. Still, the most recent
data showed that from 2005 to
2007, the number of such incidents
rose more than 6%.

Inaddition to the recent killings
in Washington, and Kansas, recent
lone-wolf cases include the killing
of a soldier in Little Rock, Ark., last
month, allegedly by a converted
Muslim extremist, Abdulhakim Mu-
hammad. Last August, a Florida
man attending bail-bondsman
training was arrested for making
threats against then-Sen. Barack
Obama and President George W.
Bush. And in October, two men who
identified themselves as skinheads
were arrested in Tennessee where
they were plotting to go on a na-
tionwide killing spree targeting Af-
rican-Americans.

The FBI memo also noted the
scant academic study to date of vio-
lent individual extremists, and said
the agency had recently stepped up
efforts to analyze their actions. A
study launched in partnership with

Harvard University, the memo said,
would seek to define characteristics
and behavior that signal a potential
lone-wolf offender.

A Harvard spokesman who con-
tacted various departments to ask
about the study said he was un-
aware of it. The FBI said there was
no date for completion.

The FBI memo also called on bu-
reau offices around the country to as-
sess whether the leaders of known
extremist groups might be open to
cooperating with law enforcement
in identifying potential lone offend-
ers. The FBI advised its offices not to
initiate contact at this time.

Meantime, the bureau has been
working with the U.S. military and
with prison authorities to identify
people who may raise concerns, hop-
ing that “anyone who would be in-
clined to act out, we’d have a sport-
ing chance to take any kind of pre-
ventative measures we can,” Mr.
Ward said.

One constraint facing authori-
ties is the need to balance monitor-
ing of potential violent extremists
with the protection of a suspect’s
civil liberties. The memo noted that
the study had been cleared by the
FBI's “institutional review board,
which reviews all FBI research in-
volving human subjects in order to
help protect the rights and welfare
of those subjects.”

“Their hands are tied a little
bit,” said Heidi Beirich, of the
Southern Poverty Law Center,
which monitors hate groups. “We
have to protect freedom of speech.
It’s kind of complicated.”

EU will accept
some detainees
from U.S. prison

ASSOCIATED PRESS

LUXEMBOURG—The European
Union agreed Monday to help the ad-
ministration of President Barack
Obama “turn the page” on Guantan-
amo, saying individual EU nations
will take detainees from the U.S.
prison in Cuba.

The EU and the U.S. issued ajoint
statement saying some EU nations
are ready “to assist with the recep-
tion of certain former Guantanamo
detainees, on a case-by-case basis.”

It didn’t name the countries or
how many detainees would be reset-
tled across the 27-nation bloc, but said
Washington was ready to pay some of
the costs of their resettlement.

The U.S. is seeking a home for
those cleared for release from the
Guantanamo Bay detention facil-
ity without trial but who cannot
go to their own countries for fear
of ill-treatment. About 50 of the
240 or so detainees left on Guant-
namo fall in that category. At one
point there were 778 detainees at
Guantanamo.

Some EU nations already have ac-
cepted their own nationals from
Guantanamo, while Albania, France,
Sweden and Britain also have ac-
cepted noncitizens. Germany is as-
sessing arequest to accept two after
having refused at least nine. It will
accept only people who pose no secu-
rity risk and have some “connec-
tion” with Germany, German offi-
cials said.
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ECB issues grim forecast

Central bank expects
more write-downs
by financial entities

BY JOELLEN PERRY

FRANKFURT—The European
Central Bank says euro-zone banks
will need to write down $283 bil-
lion more by the end of next year
and sees the bloc’s total crisis-re-
lated losses at $649 billion, far be-
low the $904 billion the Interna-
tional Monetary Fund forecast in
April.

In a grim edition of its twice-
yearly Financial Stability Review,
the ECB, which sets interest rates
for the 16 countries that share the
euro currency, warned that risks to
euro-zone financial stability “re-
main high” despite some signs of sta-
bilization in the economy, as well as
in equity and money markets.

Among the central bank’s wor-
ries: Sharper-than-anticipated falls
inU.S. house prices, further
winnowing of euro-zone
banks’ capital buffers and
the possibility that eco-
nomic upheavals across
Central and Eastern Europe—
where some euro-zone
banks have big investments—
could intensify.

Other sources of con-
cern include rising corpo-
rate-default rates, falling
property prices in some
euro-zone countries, and
the potential for the bloc’s
recession to be worse than ex-
pected. European central-bank staff
last week forecast euro-zone output
will shrink by about 4.6% this year
and around 0.3% in 2010.

Most big euro-area banks “ap-
pear to be sufficiently well-capital-
ized to withstand severe but plausi-

Lucas
Papademos

More
2007-May 2009 2009-2010
writedowns Securities Potential
write-downs: further
ahead .. $215 billion josses:
The ECB estimates Total $283 billion

souring securities
and loans will push
euro-zone banks to
write down $283
billion more by the
end of next year.

2007-2008
Loan-loss
provisions

Note: Figures are rounded and write-offs:

Source: ECB

ble downside scenarios,” ECB Vice
President Lucas Papademos told re-
porters Monday, noting banks’ par-
ticipation in government efforts to
prop up struggling financial instu-
tions has so far been “satisfactory.”

But he said pending losses,
largely from souring domestic
loans, mean banks should tap gov-
ernment coffers further.

“Looking forward, banks should
be encouraged to take advantage of
the governments’ commitments ...
and strengthen their capi-
tal buffers,” Mr Papademos
said. That, he said, could
kick-start bank lending and
bolster bank balance sheets
once the ECB withdraws
the programs it deployed to
keep banks afloat.

The bleak outlook
pushed the euro down to a
two-week low under $1.38
as investors worried about
the bloc’s banks.

Still, the ECB esti-
mates the crisis won’t be
as hard on euro-zone banks as the
IMF has predicted. Since the IMF
published its forecasts in April,
many European policy makers
have questioned the results, say-
ing the figures don’t take into ac-
count how European accounting
and leverage standards differ from
those in the U.S. Mr. Papademos

estimated
cumulative losses

2007-2010

$649
billion

$150 billion —

said the ECB’s figures account for
those differences, as well as for
how euro-zone loan-default rates
differ from those in the U.S.

In April, the IMF said euro-
zone banks still had $750 billion in
pending write-downs, a figure
that didn’t include write-downs
taken from January through May
of this year. Accounting for that
difference, the ECB says the IMF’s
methodology would result in a
forecast of $539 billion in write-
downs to come before the end of
2010—still well above the ECB’s
own estimate of $283 billion.

Mr. Papademos said all esti-
mates of potential write-downs are
“subject to a considerable margin of
error.” The IMF had no comment on
the differences in estimates. In the
past, the IMF has said its estimates
of loan losses are important for the
economic trends the data reveal as
well as specific numbers.

The IMF’s estimates of sharply
higher write-downs around the
world informed its view that the glo-
bal economy in 2009 was heading to
its first contraction since the Great
Depression, with only a weak recov-
ery to follow. It also has bolstered the
IMF message that the U.S. and Euro-
pean governments had to act boldly
to clean up bank balance sheets.

—Bob Davis in Washington
contributed to this article.

Looking for the
right MBA?

Meet top business
schools one-to-one with
Access MBA Tour

New York, September 19

Montreal, September 21

Brussels, September 22
Lisbon, September 24

Register today at

www.accessmba.com

THE WALL STREET JOURNAL.

THE/FUTURE LEADERSHIP/INSTITUTE

Powered by EXECUTIVE LEARNING PARTNERSHIP

Bringing Universities and Businesses Together

The Journal Europe
Future Leadership
Institute supports

Corporate Governance
in Crisis?

A Conference from the
European Corporate
Governance Institute

and the University
of Luxembourg

18 June 2009,
Luxembourg

www.ecgi.org/
luxembourg/conference/
programme.php

Contact: gert.vanmol@dowjones.com

The Journal Europe
Future Leadership
Institute supports

“The Financial Crisis:
Causes and Cures”

A LSBE Summer Course
July 12-18, 2009
Leuven School of

Business and
Economics, Leuven

www.econ.kuleuven.be/
SummerSchool2009

ACCESS »-
Tour

The Wall Street Journal Europe is

read every day by 40,500 students at 180 top
business schools and university campuses across

Europe, a program supported by

ﬂ Uniwersiteit Maaztricht

MATHOLEKE LIMIVERSITEIT

LEUVEN

S, N S

Executive Learning Partnership - ELP: Strategy & Learning Architects: www.elpnetwork.com EI'I]-

IMF warns on U.S. debt
and bailout exit strategy

By MAYA JACKSON RANDALL

WASHINGTON—EXiting unprece-
dented financial-rescue programs
will be a big challenge for the U.S.,
the International Monetary Fund
warned in a new report that also
projects that a solid economic recov-
ery in the U.S. should emerge in the
middle of next year.

“Monetary and fiscal stimulus
may stoke concerns about inflation
and rising debt, exerting upward
pressure on interest rates,” staffers
noted in the report. This makes it
necessary to “develop and communi-
cate strategies for exiting extraordi-
nary support and for dealing with
long-term challenges, and imple-
ment them rigorously, to underpin
confidence,” the report said.

The fund also warned about the
U.S. fiscal situation as it projected that
between 2009 and 2011, federal defi-
cits will average 9% of gross domestic
product and debt held by the public
will nearly double to 75% of GDP.

“Looking forward, such a rise in
debt may put significant pressure
on Treasury bond rates, which—
along with lower potential growth—
will add to fiscal challenges,” the re-
port said.

The annual IMF report on the
U.S. economy comes after world fi-
nancial leaders discussed ways to
unwind their stimulus and financial-
market-rescue programs during
weekend meetings in Italy.

It also comes as the Obama ad-
ministration is preparing this week
toroll out a broad plan for overhaul-
ing the U.S. financial system to bet-
ter prevent future financial crises
and as the administration grapples
with a ballooning federal deficit.

Meanwhile, a fear of inflation
andrelated concerns about how offi-
cials will exit costly rescue pro-
grams is pushing up long-term inter-
estrates even as policy makers work
to keep them low enough to help re-
vive the economy. In the report, IMF

staffers raised their outlook for the
U.S. economy but also pointed out
that it is still weak by historical stan-
dards and said “the near-term out-
look is marked by an unusual level of
uncertainty, with the balance of
risks tilted to the downside.”

The report listed upward pres-
sure on interest rates, deterioration
in the commercial-real-estate mar-
ket, foreclosures and further home-
price declines as significant risks to
the economic outlook.

“Much will also depend on devel-
opments abroad, including progress
madein strengthening financial insti-
tutions and markets,” the report said.

The report projects U.S. GDP will
contract by 2.5% this year, followed
by a 0.75% expansion in 2010. In
April, the fund projected the U.S.
would contract 2.8% this year with
no growth next year.

With U.S. unemployment ex-
pected to peak at close to 10%in 2010,
the report projects that prices—as
measured by the headline Consumer
Price Index—will decrease by 0.5% in
2009 and increase by 1% in 2010.

Staffers see core inflation “at
very low levels.”

The IMF report outlines some
bright spots, saying that financial con-
ditions have “noticeably improved”
and that the pain in the housing and
labor markets might be easing.

Still, the report pointed out
three significant challenges for U.S.
officials: they must develop strate-
gies for unwinding the massive pro-
grams they have launched to stem
the crisis; reshape the financial sys-
tem; and address the federal debt.

“Damaged household balance
sheets” will be another challenge
for policy makers, the report said.

The report said the most imme-
diate priority is to complete the
strengthening of banks’ capital po-
sitions. The report said the stress-
testing regulators recently per-
formed on the U.S.s top banks
helped boost confidence.

Sweden’s banks need to raise
capital to cut risk, IMF says

BY JOEL SHERWOOD

STOCKHOLM—Swedish banks
need to increase their capital bases
to calm market worries as economic
trouble brews in the nearby Baltic re-
gion, the International Monetary
Fund said.

Swedish banks are heavily ex-
posed to the economies of Estonia,
Latvia and Lithuania. The three Bal-
tic economies are set to contract by
adouble-digit percentage after over-
heated growth in the middle of the
decade. Concern about the situation
has weakened Sweden’s currency,
the krona, in recent weeks.

The IMF’s view contrasts with
that of the Swedish Financial Super-
visory Authority, which just last
week said after stress tests that
banks are adequately capitalized
should developments deteriorate
further in the Baltics.

“We think the stress tests have
been well done,” said IMF represen-
tative Peter Doyle at a news confer-
ence in Stockholm. “However, it’s
clear from the reaction of the mar-
kets that they remain concerned
about the banks. For that reason, it’s
clear also that capital needs torise.”

Mr. Doyle said he hopes banks
will take steps soon to increase their
capital, through rights issues to pri-
vate investors, for example. He
urged the government to inject pub-
lic equity if the banks can’t raise cap-
ital on their own. though he de-
clined to say by how much their capi-
tal should be increased.

Among further measures needed,
the IMF said, Sweden’s FSA should
expand its supervision to cover de-
posits taken from nonbank financial
institutions, and cross-border au-
thority cooperation should be deep-
ened. There also is scope for Swe-
den’s central bank to further pad its
foreign-currency reserves beyond in-
creases already announced, it said.

The Swedish Riksbank last week
borrowed €3 billion ($4.2 billion)
from the European Central Bank as
part of plan to expand reserves by
about €10 billion to safeguard finan-
cial stability.

The assessment that Swedish
banks need further capital isn’t due
solely to Baltic exposure but incor-
porates all potential risk factors in-
cluding a sliding Swedish economy.
The IMF predicts Sweden’s econ-
omy will contract 6% this year.





