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EU slaps Intel with record fine

Regulators levy $1.45 billion penalty for monopoly abuse, demand changes in chip sales

BY CHARLES FORELLE

European Union regula-
tors hit Intel Corp. with a
€1.06 billion ($1.45 billion)
fine—the largest ever as-
sessed for a case involving mo-
nopoly abuse—and called for
changes in the way the com-
pany sells the microproces-
sors at the heart of most of
the world’s PCs.

Intel said it would appeal
the fine, but Wednesday’s de-
cision confirmed the EU’s role
as jurisdiction of choice for
U.S. tech companies seeking
redress from larger competi-
tors, even as the new U.S. ad-
ministration says it plans to
get tougher in pursuing mo-
nopoly practices.

The European Commis-
sion, the EU’s executive arm,
said Intel broke EU rules by us-
ing the threat of withdrawing
rebates it offered tolarge com-
puter manufacturers, its cus-
tomers, to pressure them to
buy all or most of their chips
from Intel rather than rival
Advanced Micro Devices Inc.

Intel also paid manufactur-
ers to delay the launch of
AMD-based computers and
paid a retailer, Media Saturn
Holding, to sell only Intel-
based machines, the EU said.

“Intel has harmed millions
of European consumers by de-
liberately acting to keep com-
petitors out of the market for
computer chips for many
years,” said Neelie Kroes, the
EU’s top antitrust regulator.
“If we smell that there is
something rotten in the state,
we act.”

The fine amounts to 14% of
the $10.6 billion in cash and in-
vestments on the company’s

balance sheet. Intel also was
ordered not to offer the condi-
tioned rebates that the com-
mission deemed problematic,
but the regulator left vague
how it would police that or-
der.

Intel Chief Executive Paul
Otellini said in a prepared
statement that the company
takes “strong exception to
this decision,” which he
called “wrong.” He also
stressed a point that Intel has
made regularly: that prices
over the years have fallen for
computers and chips. There
has been “absolutely zero
harm to consumers,” he said.

Mr. Otellini didn’t directly
address rebates, but said
thanks to investments inman-
ufacturing facilities, “we can
discount our products.” He de-
nied that Intel sells below
cost. The Santa Clara, Calif,,
company had revenue of
$37.6 billion in 2008. (Please
see related article on page 6.)

Sven Jacobsen, a spokes-
man for Media Saturn Hold-
ing, declined to comment on
his company’s role. “Intel is
one of our suppliers and we
don’t comment on a sup-
plier,” he said.

The decision is a blow to
the image of the world’s larg-
est chip maker. Intel has
strongly defended its busi-
ness practices while blaming
scrutiny of its actions on com-
plaints by AMD.

But now three regulatory
bodies that have examined ev-
idence from computer mak-
ers—in Europe, Japan and
South Korea—have dismissed
Intel’s arguments that it has
merely offered discounts and

Please turn to page 35
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Neelie Kroes, the European Union’s top antitrust regulator, said Intel deliberately kept competitors out
of the computer-chip market. Above, Ms. Kroes holds a circuit board in Brussels Wednesday.

Wall Street’s blitz
softens charity glitz

By MIKE SPECTOR

How do you run a famous
Wall Street gala fund-raiser
when conspicuous consump-
tion and investment bankers
are no longer cool?

The Robin Hood Founda-
tion faced that dilemma on
Tuesday when it held its an-
nual benefit in Manhattan. A
year ago, the antipoverty char-
ity’s dinner raised $56.5 mil-
lion, including a $420,000 bid
for a trip to Australia to scuba
dive and have lunch with
Hugh Jackman.

Not this year. Robin Hood
eliminated its luxury auction.
The only prizes at New York’s
Javits Center were opportuni-
ties to feed hungry families,
enroll children in charter
schools and teach new par-

ents to care for newborns.
The group also shunned
flashy table centerpieces for
cardboard models of New
York’s skyline that noted grim
statistics like the city’s 8.1%
jobless rate.

“Consider this...your Yom
Kippur,” quipped host Jon
Stewart, referencing the Jew-
ish Day of Atonement for the
much-maligned money man-
agers and Wall Street execu-
tives. “You’re going to donate
alot of money. Not enough, ob-
viously, to offset all the s—
you’ve done, but a lot.”

The toned-down fund-
raiser reaped $72 million, top-
ping last year’s haul. Robin
Hood, founded by hedge-fund
manager Paul Tudor Jones II,
used some Wall Street-style fi-

Please turn to page 35
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Rise of megacities threatens
to choke India’s growth
News in Depth, pages 20-21
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Pope backs Palestinians

Benedict advocates
for end to embargo,
supports statehood

By CHARLES LEVINSON

BETHLEHEM, West Bank—In
front of thousands of faithful in the
cradle of Christianity, Pope Bene-
dict XVI on Wednesday issued his
strongest statement yet of solidar-
ity with Palestinians, expressing sor-
row for their hardships and offering
his prayers that Israel’s blockade of
Gaza will soon be lifted.

“In a special way, my heart goes
out to the pilgrims from war-torn
Gaza,” the pope said during a Mass
in Bethlehem’s Manger Square,
where Christians believe Jesus was
born. “Iask you to bring back to your
families and your communities my
warm embrace and my sorrow for
theloss, the hardship and the suffer-
ing you have had to endure.”

The pope arrived in Bethlehem
Wednesday morning, crossing
through the 11%4-meter-tall cement
separation barrier that divides the
city from Jerusalem. The pope was
to spend all of Wednesday in the Pal-
estinian territories, visiting a Pales-
tinian refugee camp in the after-

CORRECTIONS &
AMPLIFICATIONS

A Bank of America Corp. spokes-
man said the lender raised $7.3 bil-
lion by selling shares in China Con-
struction Bank Corp. in a transac-
tion that included Hopu Investment
Management Co., China Life Insur-
ance (Group) Co., Temasek Hold-
ings Pte. Ltd. and BOC International
Holdings Ltd. A Money & Investing
article Wednesday didn’t include
BOC International.
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Pope Benedict XVI, left, shakes hands with Palestinian President Mahmoud
Abbas, right, Wednesday at the Palestinian headquarters in Bethlehem.

noon, before returning to Israel
proper for the final two days of his
pilgrimage. He is due to return to
Rome on Friday.

“Please be assured of my solidar-
ity with you in the immense work of
rebuilding which now lies ahead,
and my prayers that the embargo
will soon be lifted,” the pope said.
Palestinian President Mahmoud Ab-
bas attended the Mass.

Israel air, sea and ground forces
pounded Gaza in December and Jan-
uary, killing more than 1,100 people,
many of them civilians. The offen-
sive was in response to rocket at-
tacks from Gaza militants into south-
ern Israel.

Israeli forces have enforced tight
control over trade and travel across
the border with Gaza, which is con-
trolled by Hamas, a group the U.S.
and Israel consider a terrorist orga-
nization. The restrictions have effec-
tively sealed off the territory’s econ-
omy from the rest of the world.
Egypt also enforces tight security
along its border with Gaza.

Human-rights groups and non-

governmental organizations have
charged that aid shipments and
other crucial supplies needed for re-
building have been held up by the
border restrictions. Israel cites secu-
rity concerns for its tight controls.
On Wednesday, the pope reiterated
his support for Palestinian state-
hood after meeting privately with
Mr. Abbas.

Speaking to Mr. Abbas, the pope
said, “Mr. President, the Holy See sup-
ports the right of your people to a sov-
ereign Palestinian homeland in the
land of your forefathers, secure and
at peace withits neighbors, withinin-
ternationally recognized borders.”

The pope also urged young Pales-
tinians to “resist any temptation
you may feel to resort to acts of vio-
lence or terrorism.”

The pope has said his five-day
visit is a religious pilgrimage, but it
has proved impossible for the pope
to avoid politics in this hotly con-
tested land. “Long live the pope;
Long live Palestine,” the thousands
of worshippers chanted as the pope
stepped onto the stage.
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A less predictable ECB

adds to market confusion

By JOELLEN PERRY

European Central Bank deci-
sions may be getting less predict-
able—a prospect some say is help-
ing undermine the confidence the
markets need to recover.

Rare public dissent among ECB
policy makers preceded the cen-
tral bank’s decisions last week to
signal that its key rate could fall be-
low 1% and to launch a €60 billion
($81.6 billion) program to buy low-
risk corporate bonds. Now, central
bankers in the 16-nation euro zone
are sparring publicly about the
cost of the bond-buying program
and whether it should be expanded
to include other assets.

While the open debates shed
light on individual ECB policy mak-
ers’ thinking, some analysts say
they make the bank’s decisions
less predictable and increase mar-
ket uncertainty at a time when
many policy makers believe boost-
ing investor confidence is key to
helping the financial system heal.

The “unpredictability of the
[ECB’s] increasingly public dis-
agreement,” said James Nixon,
economist with Société Générale
in London, “is injecting a lot of un-
certainty into the market at a time
when it might not be best” to do
So.

On Wednesday, Marko Kranjec,
an ECB Governing Council mem-
ber and governor of Slovenia’s cen-
tral bank, said in an interview with
Bloomberg that the ECB’s new pro-
gram to buy a class of corporate
bonds called covered bonds would
“very likely” cost more than the
€60 billion estimate ECB Presi-
dent Jean-Claude Trichet pro-
vided when he announced the pro-
gram on May 7. Mr. Kranjec also
said policy makers “don’t exclude”
buying other securities such as
short-term corporate I0Us called
commercial paper.

Mr. Kranjec’s comments con-
trast with those of fellow council
member Axel Weber, the outspo-
ken head of Germany’s central
bank, who suggested in a speech
Tuesday that he isn’t prepared to
broaden the program to other as-

sets. Mr. Trichet has said policy
makers will provide more details
of how the program will work—in-
cluding how the bank plans to pay
for it—at their next rate-setting
meeting in June.

That the ECB unveiled an asset-
purchase program at all last week
took many in the markets by sur-
prise. Some policy makers had sug-
gested before the meeting that
they favored other approaches,
such as lengthening the terms of
the loans the central bank makes
to commercial banks—a step the
ECB also announced. Some, includ-
ing Mr. Weber, had also been criti-
cal of letting the key rate fall be-
low 1%—a possibility Mr. Trichet
left open.

The magnitude of the economic
and financial-sector shock likely
underlies the new cacophony of
ECB opinions. “The current envi-
ronment is such that it’s unavoid-
able to have a very large spectrum
of views, given the uncertainty
about the outlook [and] the effec-
tiveness of the response,” said
Jacques Cailloux, economist with
Royal Bank of Scotland in London.

But the public divisions under-
mine the ECB’s longtime goal of
presenting a united policy front.
Unlike the U.S. Federal Reserve
and the Bank of England, which
vote on decisions and publish min-
utes showing votes, the ECB makes
decisions by consensus and
doesn’t publish minutes of its
meetings. In the past, Mr. Trichet
has also stressed that the central
bank places a premium on being
predictable (while maintaining li-
cense to respond quickly if market
conditions change).

The new uncertainty about the
ECB’s actions may be undermining
market confidence at a crucial mo-
ment. An ECB report Wednesday
suggested that reviving investor
confidence is key to kick-starting
bank funding markets that have
dried up amid the crisis. Lacking
steady access to traditional fund-
ing sources such as bond and inter-
bank lending markets, the report
said, European banks could curtail
lending to households and firms,
damping economic growth.

INDEX TO PEOPLE

This index lists the names of businesspeople and government regulators
who receive significant mention in today’s Journal.

For more people in the news, visit
CareerJournal.com/WhosNews

Ablin, Jack
Bahoshy, Mark
Beinenstock, Robin

Belfort, Elisabeth ..
Benassi, Anna
Brinkmann, Karin
Buffett, Warren ...
Cailloux, Jacques
Castle, Joe

Icahn, Carl

Kern, Frank
King, Justin

Liao, David

Kotani, Susumu ...

Liddy, Edward

.................... 5 Piper, Matthew Sebastian
Jones, Paul Tudor Il
Kanani, Shailesh
Keegan, Michael

.29 Power, Michael .
.26 Raphael, Andrea
33 Robins, Lisa
5 Rosenbluth, Todd ..
'"7 Seidenberg, Ivan ...
Senduk, Dwight .
Sewell, Bruce

OF woevnne ! ! Singh, K. P. o 29
Crescenzi, Tony Lietz, Nori Gerardo ....... 28 Singh, RAJIV «eoeeeeeeemeemnenne
Dehaene, Jean-Luc ....... 26 Loynes, Jonathan ......... 36 Soros, George
Divito, Paul .....ccoceveunnn. Lynch, Christopher ....... 26 Spelich, John ...

Fleming, Gregory Mariani, Pierre ..o 26 Splinter, Mike .......
Forsythe, Tom .....cc....... Martinez, Arthur .......... 26 Steenland, Douglas
Gabrielli, Jose Sergio ... 8 McNamara, Stephen ....... 8 Talbott, Scott
Ghosn, Carlos ......c...... 28 Mehdorn, Hartmut ........ 8  Tauzin, Billy

Gleeson, Dermot
Golub, Harvey
Gonzalez, Arthur ..

Miller, Robert S. ........... 26
... 26 Mortimer-Lee, Paul
.26 Nemsic, Boris ...

Tilford, Simon
.3 Tinuby, Wale ..

8 Trott, Byron
2 Valbuena, Santiago

Gros, Daniel .....coceeveueeeee. 3 Nixon, James ...

Ha Jiming ... 36 Noyes, Keith ... T Fermander

Hampton, Philip ...coco..... 5 0dey, Crispin c.oovevvvenee. 27 yon Sc’hirmeister,

Hands, Guy ... 27 Otellini, Paul ... .1,24 Alexander o
Harkin, Stephen . ... 36 Palmisano, Samuel ....... 33 Wall, Stephen
Hommen, Jan ..... .3 Peeters, Dirk . Wilderotter, Maggie ..... 26
Huwald, Ulrich ................ 4 Pickering, James ........... 27 Yashiro, Masamoto ...... 29



THE WALL STREET JOURNAL.

THURSDAY, MAY 14, 2009 3

LEADING THE NEWS

(ermany lambasted over ‘bad-bank’ plan

Little effort to boost
capital of lenders;
prolonging the pain

By MARcuUs WALKER

BERLIN—Germany’s government
presented its plan to help banks rid
themselves of distressed assets by
shifting them to “bad banks” in the
hope of getting credit flowing againin
Europe’s biggest economy.

But analysts said the plan doesn’t
do enough to restore banks’ capital or
make lenders come clean on their
losses. Instead, the plan aims to let
banks spread out losses over as much
as 20 years with the help of off-bal-
ance-sheet vehicles, analysts said,
while avoiding upfront costs to tax-
payers ahead of Germany’s elections
in September.

“This is another example of Germa-
ny’s reluctance to take decisive action
throughout this financial and eco-
nomic crisis,” said Paul Mortimer-
Lee, chief economist at BNP Paribas in
London. German banks still will be
saddled with future losses of uncer-
tain scale, which will harm their abil-
ity to lend, he said.

Germany’s announcement came
as the European Central Bank warned
Wednesday that banks in the euro
zone face funding problems as a re-
sult of the financial crisis that could
take years to abate, holding back bank
lending to households and busi-
nesses. The International Monetary

Fund said on Tuesday that Europe
needs to take bolder action to clean
up its banking sector, so that banks’
weakness doesn’t jeopardize the re-
gion’s chances of economic recovery.

The IMF said European banks
have raised only about 40% of the
$1 trillion that they need to cover
losses since the beginning of the finan-
cial crisis and to maintain healthy cap-
ital levels.

Industrial production in the euro
zone dropped nearly 8% in the first
quarter, compared with the last quar-
ter of 2008, according to data re-
leased Wednesday that confirmed the
region’s recession became more se-
vere in early 2009. Other data suggest
that the pace of Europe’s recession is
starting to slow, but most economists
believe a return to growth remains a
long way off.

German banks and banking associ-
ations have reacted cautiously to the
draft law, with no lenders saying they
intend to use it. In addition, the plan
will cover only up to €180 billion
($245.52 billion) of banks’ complex se-
curities, but not other distressed-as-
set categories such as business loans.
Germany’s banking regulator esti-
mates that the country’s banks are sit-
ting on more than €800 billion of prob-
lem assets.

Under Germany’s bad-banks plan,
which still needs Parliament’s ap-
proval to become law, banks will have
the option of putting structured prod-
ucts, such as mortgage-backed securi-
ties, into special-purpose vehicles at
90% of their present book value,
which is often far above the assets’

Impairments push ING
to a first-quarter loss

BY BART KOSTER

AMSTERDAM—ING Groep NV
swung to a first-quarter net loss, as
impairments on real-estate hold-
ings and equity investments hit its
insurance operations.

The Amsterdam financial-ser-
vices company’s banking business
remained profitable, despite heavy
provisions against loan losses. The
company gave no outlook for the full
year.

ING announced a net loss on
Wednesday of €793 million ($1.08
billion), compared with a net profit
of €1.54 billion a year earlier.

ING shares tumbled 10%, while
the Amsterdam market fell 2% and
the pan-European Dow Jones Stoxx
600 index lost 2.7%.

Though ING reported a net loss
for the first quarter, the results
were an improvement from the
fourth quarter of last year, when the
company posted anetloss of €3.7 bil-
lion.

ING recorded a €979 million un-
derlying loss before taxes at its in-
surance unit, compared with a €690
million profit a year earlier. Its insur-
ance new business value decreased
57% to €120 million, while revenue
was down 28% at €1.28 billion.

At its banking operations, the
company recorded an underlying
profit of €698 million before taxes,
down from €1.41 billion.

The bank added €772 million to
loan-loss provisions in the quarter
“due to deteriorating credit quality
across all business lines and re-
gions,” it said, adding that risk costs

will remain elevated for the rest of
2009.

ING’s Tier 1 ratio, a key measure
of a bank’s financial strength, rose
to 9.7% from 9.3% at the end of the
fourth quarter.

Chief Executive Jan Hommen
said the company’s €500 billion in-
vestment-management business
will be managed within the insur-
ance division. He said ING wants to
play aleading role in further consoli-
dation in the world-wide invest-
ment-management sector and that
it could link up with another player.

Mr. Hommen also said there is
“much interest from bargain hunt-
ers” in the possible sale of several
other ING business units, but that
the company isn’t in a hurry to sell
and will do so only at a fair market
price.

ING has said it will sell 10 to 15
business units for an expected €6 bil-
lion to €8 billion, as part of its strate-
gic repositioning.

Mr. Hommen said the bank is
“well on track with its cost-savings
program of €1 billion in 2009,” add-
ing that at the end of March, €231
million of the savings had been real-
ized. The bank has shed 5,380 jobs
of a planned 7,000 cuts in total, Mr.
Hommen said.

ING received a capital injection
of €10 billion from the Dutch govern-
ment in October and a €27.7 billion
state guarantee on its Alt-A mort-
gage portfolio in January.

Mr. Hommen said ING “feels
quite comfortable” about its capital
position, but he refrained from giv-
ing an indication on when and how
ING would repay the state support.

Funding crunch

Many funding sources for European banks have dried up amid the crisis and
could be hampered for years. Funding sources during the crisis
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August 2007  Lehman After

to Brothers’ government 2009
Short-term financing Precrisis summer 2008  failure  rescue plans outlook
Interbank o o o o
Certificates of deposits [ ] ([ ) ( }
Deposits o () [ ) o o
Central bank o [ ) [ ) [ ) [ )
Long-term financing
Nonguaranteed bonds o o e @)
Guaranteed bonds O O () (] o
Covered bonds o o o (
Securitization o o () ( J o

Note: Table is intended to reflect the overall situation in Europe and doesn’t reflect specific

national situations.
Source: European Central Bank

likely market value if sold today. In re-
turn, the vehicle would give its parent
bank a note promising to repay it an
equivalent amount in up to 20 years’
time. The German state would guaran-
tee the repayment in exchange for a
fee from the bank, which would free
up capital by swapping toxic assets
for a risk-free note. The bank also
could use the state-backed note as col-
lateral when borrowing central-bank
funds.

In addition, the bank would have
to pay the vehicle the difference,
spread out over as long as 20 years, be-

tween 90% of an asset’s book value
and its estimated ultimate value when
it matures. If an asset’s ultimate value
turns out to beless than auditors’ esti-
mates, the bank will have to pay divi-
dends to the German state instead of
to shareholders until the full loss is
covered. If assets perform better than
expected, the bank gets the upside.
The result is that German taxpay-
ers won’t pay for banks’ problems, a
political requirement imposed by Ger-
many’s coalition government, which
faces national elections in September.
But critics said the price is that banks

won’t be forced to come clean quickly
on their losses or raise enough capital
to allow a return to normal lending.

Chancellor Angela Merkel’s chief
of staff, Thomas de Maiziere, said the
plan would help banks by allowing
them to push their losses into the fu-
ture and to spread them out over
many years.

“In the interests of the real econ-
omy, we are buying time for the eradi-
cation of contaminated assets,” he
told a news conference in Berlin.

The U.S.’s and U.K.’s plans for deal-
ing with toxic assets do more than Ger-
many’s plan, albeit at a cost to taxpay-
ers, said analysts.

“There’s a fundamental conflict be-
tween protecting the taxpayer from
bearing costs and cleaning up banks’
balance sheets,” said Mr. Mortimer-
Lee. Germany’s bad-banks plan, he
said, is “an accounting trick rather
than areal resolution of the problem.”

Germany’s public finances might
do better if the state injects capital
into German banks now, so that its
economy and tax revenue recover
faster, said Simon Tilford, chief econo-
mist at the Center for European Re-
form, a London think tank.

Spreading out banks’ losses over
time could help some banks to stay sol-
vent, said Daniel Gros, director of the
Center for European Policy Studies, a
Brussels think tank. But the plan
should have been compulsory instead
of voluntary to make sure enough
banks use it for enough assets, said
Mr. Gros.

—dJoellen Perry in Frankfurt
contributed to this article.
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Telefonica reports 9.8% profit increase

Strength in Latin America helps offset weakness in European markets; currency concerns hurt mobile-phone unit

By THOMAS CATAN
AND LEILA ABBOUD

MADRID—Spain’s Telefénica
SA said Wednesday its first-quar-
ter net profit rose 9.8%, as its unex-
pectedly buoyant businesses in
Latin America helped offset falling
revenue from recession-struck Eu-
ropean markets.

Europe’s largest fixed- and mo-
bile-telecommunications company
by market value, Telefénica is be-
ing hurt by a deep economic slump
in its home market of Spain. The
company’s European mobile-phone
operator, O,, has also been hit by
the economic downturn in Britain
and the falling value of the British
pound.

Telefonica has cut
prices on mobile
contracts in Spain

to hold market share.

But the Madrid-based telecom
company confounded fears that its
Latin American business would
also falter, and signaled bright pros-
pects ahead for the continent.

“We notice that the crisis [in
Latin America] is less severe, began
later and is much more focused on
foreign trade than in other parts of
the world,” Telefénica Chief Finan-
cial Officer Santiago Fernandez Val-
buena said in an interview.

Europe, by contrast, “is a mixed
bag,” he added. “Things are clearly
more complicated in Spain.”

Telefénica said net profit for the
first quarter rose to €1.69 billion
($2.31 billion) from €1.54 billion a

year earlier. The brighter outlook
for Latin America and a cost-cut-
ting drive helped the company stick
to its full-year forecasts for 2009.

World-wide, the company’s reve-
nue slipped 1.4%, to €13.7 billion
from €13.9 billion. But there were
stark differences between Europe
and Latin America, where
Telefénica is strongest.

Revenue in Latin America rose
4.8% amid resilient consumer
spending in the region. However,
revenue dropped 4.2% in Spain as
the country suffered a deep reces-
sion, soaring unemployment and
fierce competition from low-cost
operators.

Revenue fell 6.6% in the compa-
ny’s other European operations,
hurt by weak consumer spending
and the steep depreciation of the
British pound. Telefénica’s O, unit
is Britain’s largest mobile-phone op-
erator.

Investors have considered Eu-
rope’s major telecom operators as
defensive investments over the
past year even as the economic
downturn deepened across the con-
tinent. They have fared better than
most retail or consumer-goods com-
panies because their customers are
often locked into subscriptions for
telephone or Internet access.

But signs of strain are emerging.
Deutsche Telekom AG issued a
profit warning in mid-April, while
revenue at France Télécom SA was
mostly flat in the first quarter. Tele-
com Italia SpA’s net income de-
creased 4.5% to €463 million in the
first quarter as fixed-line revenue
slumped in Italy and growth slowed
in Brazil.

The economic downturn has led
Spain’s telecom giant to take cost-
cutting steps that would have once
seemed unimaginable. In late
March, Telefénica and archrival

Agence France-Presse
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César Alierta, Telefonica CEO

Faced with a tougher environment in Europe, Telefénica is pinning its

hopes for growth on Latin America
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start sharing some mobile-network
infrastructure across Europe to
help save “hundreds of millions of
euros” over the next decade. Under
the project, the two companies
could share antennas and base sta-
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tions in Spain and Germany, consoli-
date networks in Britain, and ex-
pand into other markets.
Telefénica also has said it would
cut capital expenditures, which in-
cludes funds to expand networks or
upgrade equipment, by about 12%

to below €7.5 billion this year. Most
of the cuts would come in mature
European markets, it said; invest-
ment in Latin America would con-
tinue.

In Spain, Telefonica has been
forced to cut prices on mobile con-
tracts in a bid to preserve its mar-
ket share. Spain’s recession, which
has pushed unemployment above
17%, has led more people to sign up
with discount mobile-phone provid-
ers instead of bigger players.
Telefonica has promised to reduce
the bills of Spanish fixed-line and
mobile subscribers who are unem-
ployed by as much as €20 a month.

The price war in mobile tele-
phony could lead more Spaniards
to drop their fixed-line phones,
which would take a further chunk
out of Telefdnica’s profits, said
Robin Beinenstock, analyst at San-
ford C. Bernstein & Co. “The Span-
ish consumer is looking at ways to
cut their telephone bills,” said Ms.
Beinenstock.

Partly as aresult of these moves,
Telefénica’s revenue-per-customer
in Spain—where it generates about
one-third of its revenue but more
than half of its free cash flow—tum-
bled by 9.5% in the first quarter.

The company admits it will have
trouble holding on to subscribersin
mature European markets such as
Spain—and that is why it is pinning
its hopes in Latin America.
Telefénica has long been a key in-
vestor in the region, with busi-
nesses in countries including Mex-
ico, Brazil, Argentina, Chile, Colom-
bia, Peru and Venezuela.

“In Europe, it’s harvesting time,
not seeding time,” said Mr. Fernan-
dez Valbuena, the company’s fi-
nance chief. “Our growth model is a
Latin model, because it’s Latin
America that’s growing.”

—Jason Sinclair in Madrid
contributed to this article.

Court favors eBay in I’Oréal suit

By MAX COLCHESTER

PARIS—A French court ruled
that eBay Inc. can’t be held legally
accountable for the sale of counter-
feit I’Oréal SA perfumes and face
creams on its auction Web site in
France.

The ruling, which comes two
years after the French cosmetics gi-
ant filed alawsuit against eBay, en-
compasses all brands for which
L’Oréal makes beauty products, in-
cluding Yves Saint Laurent,
LancOme, Garnier and others.

Personal Technology

Screen grab

Walter S. Mossberg hones
in on Verizon Wireless’s
new netbook > Page 33

The French ruling is the latest
turn in a longstanding feud be-
tween eBay and luxury-goods com-
panies over whether the auction-
eer is doing enough to clamp down
on the sale of fake handbags, per-
fumes and cosmetics on the Inter-
net. In another case, a French
court ruled last year that eBay
should pay damages to French lux-
ury companies LVMH Moét Hen-
nessy Louis Vuitton SA and Her-
meés International SA after it
judged that the online auction site
hadn’t done enough to prevent the
sale of high-end counterfeit prod-
ucts, including handbags.

In Wednesday’s ruling, Judge
Elisabeth Belfort said eBay
couldn’t be held accountable for
sales of —and advertisements for—
fake L’Oréal products on its Web
site. Through its anticounterfeit-
ing measures, eBay has “fulfilled
its obligations of loyalty to other
operators on the market,” Ms. Bel-
fort added. The court also ruled
that in the future, eBay and I’Oréal
should cooperate more in their ef-
forts to fight the sale of fake goods
online.

Alexander von Schirmeister, di-
rector general of eBay France, said
the company wasn’t to blame if
fakes were posted on its site. How-

ever, should a company show that
a particular vendor was selling
counterfeit goods, eBay is responsi-
ble for removing the items, Mr. von
Schirmeister said.

EBay says it spends $10 million
a year fighting counterfeiters and
employs 2,000 people to scour the
site for fakes. “These measures can-
not be 100% effective if brands do
not cooperate with us,” said Mr.
von Schirmeister in an interview.

In a statement, L’Oréal said it
would be “very willing” to cooper-
ate with eBay to find a solution.

In 2007, I’Oréal launched trade-
mark-infringement suits against
eBay in four European countries.
The response in Europe has been
disjointed, with courts in different
countries offering conflicting
views on eBay’s antiforgery mea-
sures.

A court in Belgium last year
ruled in favor of eBay, saying it had
done enough to crack down on the
sale of fakes—a decision L’Oréal ap-
pealed. Decisions are still awaited
in Spain and the U.K.

In a separate case regarding the
sale of fake I’Oréal perfumes and
products without their packaging,
a German court ruled in favor of
the French cosmetics group
against eBay.

E.ON says electricity demand
is being hurt by recession

By JAN HROMADKO

FRANKFURT—E.ON AG’s profit
jumped 18% in the first quarter, but
the German utility cautioned that
the global recession is taking its toll
on electricity demand.

E.ON, the world’s largest inves-
tor-owned utility by market value,
said the economic downturn has re-
sulted in falling energy demand, par-
ticularly from industrial customers,
while currency depreciation has hit
the company’s businesses in the
U.K., Sweden and Hungary.

E.ON said its 2009 earnings out-
look is significantly more uncertain
than in previous years, as economic
developments are difficult to pre-
dict. But the Diisseldorf-based com-
pany stuck to its forecast, saying it
still aims for adjusted earnings be-
fore interest and taxes, or Ebit, to
come around the €9.88 billion ($13.5
billion) it achieved last year. It ex-
pects adjusted profit to decline by
about 10% mainly because of higher
interest costs related to its large in-
vestment program.

In the latest quarter, E.ON re-
ported profit of €2.46 billion, com-
pared with €2.08 billion a year ear-

lier. The results were boosted by
€1.5 billion in gains on the value of
derivatives used to hedge against
price fluctuations. Adjusted for
such items, profit would have been
€1.80 billion, slightly lower than
€1.84 billion a year earlier.

Sales rose 14% to €25.94 billion,
driven by the first-time consolidation
of newly acquired businesses in Italy,
Spain and France as well as higher re-
alized average power prices.

UniCredit analyst Karin Brink-
mann said the results came as a
slight disappointment given that
E.ON had the benefit of first-time
consolidation of newly acquired busi-
nesses and returned to operating
profitability in the trading business.

“The fact that this has com-
pletely been offset by currency ef-
fects and lower power and gas de-
mand is disappointing,” she said.

M.M. Warburg analyst Ulrich Hu-
wald said the company’s previously
announced cost cutting plan should
bring some relief on earnings as the
year progresses.

E.ON said its effort to save €1.5
billion a year is shaping up as
planned. The company expects the
savings to take full effect by 2011.
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Allianz quarterly net plunges 98%

Insurer can’t rule out
more write-downs;
‘challenging’ outlook

BY ULRIKE DAUER

FRANKFURT—Allianz SE re-
ported a 98% drop in first-quarter
net profit, pressured by write-
downs on financial investments,
claims costs and charges related to
its sale of Dresdner Bank.

Europe’s largest primary insurer
by market capitalization gave no
earnings target for 2009, saying
Wednesday that the environment
for financial-services companies will
remain “challenging,” adding it can’t
rule out further impairments or
credit defaults on corporate bonds.

However, it said the company’s
“underlying fundamentals” are
healthy and that it was “able to with-
stand a prolonged difficult market
environment.”

Allianz said its net profit fell to
€29 million ($39.6 million) in the
quarter ended March 31 from €1.15
billion a year earlier. Revenue rose
2.8% to €27.7 billion.

The quarterly results show that
latent earnings pressures remain de-
spite the sale of Dresdner, which
could be a driver of further negative

Allianz didn't provide earnings projections, saying the environment for
financial-services firms will remain ‘challenging.” Above, its offices in Frankfurt.

news, Barclays Capital analysts
wrote. Allianz sold Dresdner Bank
to Commerzbank AG last year for
about €5.1 billion.

Allianz’s shares fell 7.8%, to
€69.74, amid concerns over the in-
surer’s results and worries that
problems at U.S. operations could
widen.

The company said a 30% decline
in stock markets would bring its sol-
vency ratio down to 143%. The ratio,

ameasure of its ability to meet long-
term obligations, fell to 159% at the
end of March from 161% at the end of
December, but still was above the
100% regulatory requirement.
Operating profit was down 36%
to €1.42 billion, pressured mainly by
write-downs on investments in the
company’s life/health-insurance
portfolio and higher costs for dam-
age claims such as winter storms,
forest fires and losses in credit insur-

Falling profit

Allianz’s net profit/loss, in billions
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ance that hurt underwriting results
in property and casualty insurance.

Separately, Italian insurer Assi-
curazioni Generali SpA said
Wednesday that its first-quarter net
profit fell 88% from a year earlier,
mainly because of the lower value of
equity investments, while premi-
ums were steady.

The insurer said net profit in the
quarter ended March 31 dropped to
€104 million from €910.3 million a
year earlier.

—Sabrina Cohen
contributed to this article.

Sainsbury profit sinks 12% amid write-down

BY LILLY VITOROVICH

LONDON—J Sainsbury PLC on
Wednesday posted a 12% drop in fis-
cal full-year net profit as it wrote off
the value of investment property,
but said sales were up on strong de-
mand for its own-label products.

Sainsbury’s customer base has
grown during the economic slump,
largely thanks to the migration of
some shoppers from upscale grocers
Marks & Spencer Group PLC and
Waitrose. Like others across the gro-
cery sector, Sainsbury has also been
cutting prices to stimulate sales.

The U.K.-based grocer said net
profit for the year ended March 21
fell 12% to £289 million ($441 mil-
lion) from £329 million a year ear-
lier, hit by a £124 million write-down
on its investment property with
joint-venture partners British Land
Co. and Land Securities Group PLC.

Profit before taxes and excep-
tional items—the key figure tracked
by the U.K. market—rose 11% to
£543 million from £488 million.

Total sales, excluding value-

Bloomberg News

J Sainsbury intends to open 50 convenience stores in the current fiscal year.
Above, shoppers leave one of the grocer’s London supermarkets in January.

added tax, rose 6% to £18.91 billion
from £17.84 billion.

Sainsbury, the U.K.s third-big-
gest supermarket chain by sales be-

hind Tesco PLC and Wal-Mart
Stores Inc.’s Asda Group Ltd., said it
is on track for gross space growth of
more than 5% in fiscal 2010, follow-

ing 4% growth in the year ended
March 21. The grocer plans to open
50 convenience stores in the current
financial year and a further 100 the
following year.

“We are performing well and
have significant opportunities for
further growth,” Chief Executive
Justin King said in a statement.

Mr. King reiterated the compa-
ny’s target of 3% to 4% same-store
sales growth, excluding fuel, over
the medium term.

Sainsbury said its property port-
folio, including the share of joint-
venture properties, was valued at
about £7.5 billion at year end.

Sainsbury said it is conducting a
search for Chairman Philip Hamp-
ton’s successor. Mr. Hampton re-
cently became chairman of Royal
Bank of Scotland Group PLC.

The grocer underscored its confi-
dent outlook by declaring a slightly
higher-than-expected final divi-
dend of 9.6 pence a share, up from
nine pence a year earlier. That takes
the total for the year to 13.2 pence
from 12 pence.

UniCredit net falls; markets unit swings to profit

BY SABRINA COHEN

MILAN—UniCredit SpA said
first-quarter net profit fell 58% on a
decline in fees and commissions,
but a slight rise in net interest earn-
ings and operating income limited
the decline.

Italy’s second-largest bank by
market capitalization behind Intesa
Sanpaolo SpA reported net profit of
€447 million ($610 million) for the
quarter, down from €1.06 billion a
year earlier.

Total operating income rose 1.7%
to €6.56 billion from €6.45 billion.

The Milan-based lender said net
interest income rose 3.5% to€4.7 bil-

lion from €4.54 billion a year earlier,
though net fees and commissions
fell 25% to €1.85 billion.

UniCredit’s markets and invest-
ment-banking unit posted operat-
ing profit of €367 million, com-
pared with a €690 million loss in
the year-earlier period. The unit
has been going through a major re-
structuring program because of the
financial crisis.

At agroup level, UniCredit cut its
staff by 3,787, or 2.2%, in the quarter,
mainly at its retail and Central and
Eastern European divisions.

However, Chief Executive
Alessandro Profumo said that the
“Central and Eastern Europe divi-

sion is still quite profitable,” ruling
out efforts to scale back that busi-
ness. “There are no changes in terms
of strategic positions,” he said.

UniCredit said its core Tier 1 ra-
tio, a key measure of financial
strength, was 6.4% at the end of
March. Unlike most European
banks, UniCredit hasn’t yet received
financial help from governments in
the countries in which it operates.
However, it has said it intends to ap-
ply for about €4 billion in aid from
the Italian and Austrian govern-
ments.

The lender said that gross non-
performing loans rose to €44.8 bil-
lion from €36.7 billion in the year-

earlier period.

The bank posted “a solid set of re-
sults given the tough economic envi-
ronment,” said Anna Benassi, head
of equity research at Banca Le-
onardo.

Separately, Banca IMI, Intesa
Sanpaolo’s investment-banking and
corporate-markets unit, said its
first-quarter net profit more than
doubled because of higher net inter-
est income and operating income.

Banca IMI said net profit increased
to €118 million from €61.5 million a
year earlier. Net interest income rose
to €240 million from €150 million.

Intesa Sanpaolo planned to re-
port first-quarter results Thursday.

MGM Mirage
will sell shares
to pay down debt

By KERRY E. GRACE

MGM Mirage announced plans
to sell $2.5 billion in stock and
notes, with some of the proceeds
going to atender offer to buy $1.05
billion in debt that matures later
this year, as the highly leveraged
casino operator again amended its
senior credit facility, easing some
terms further.

MGM Mirage, controlled by bil-
lionaire investor Kirk Kerkorian,
is struggling to pay down more
than $14 billion in debt and is con-
sidering selling off properties to
meet looming obligations. Major
bondholders such as activist inves-
tor Carl Icahn and private-equity
fund Oaktree Capital Manage-
ment have called for a bankruptcy
filing.

The stock sale comes as numer-
ous companies have announced
secondary offerings in recent
weeks to take advantage of the eq-
uity-market rebound. MGM has
surged more than sixfold in the
past two months, but remains off
by three-quar-
ters in the past
year. The stock
was down 26%,
or $3.17, to
$9.24 Wednes-
day afternoon.

According to
the amended
pact, the com-
pany will repay
$750 million in
credit-line bor-
rowings, and po-
tentially more if the offerings’ pro-
ceeds exceed $2.5 billion.

MGM announced plans to sell
81 million shares—the company
has about 277 million outstanding—
with 54%-owner Tracinda Corp. in-
dicating it would purchase 10% of
the offering.

The note sale is intended to be
made through a private placement
in two tranches due 2014 and 2017.
The notes will be secured by a first-
priority lien on all the assets of the
Bellagio Hotel and Casino and the
Mirage, two of MGM Mirage’s key
Las Vegas Strip properties ac-
quired early this decade when
MGM acquired Mirage.

MGM last amended its senior
credit facility in mid-April to al-
low it to pay the full construction
costs on its Las Vegas City Center
project. Investors have been con-
cerned about a possible default on
the credit pact after MGM’s audi-
tor raised doubts about its ability
to continue as a going concern.
Prior to that, its lenders had
granted a waiver of covenants on
its senior credit facility through
Friday.

All three major ratings agen-
cies have cut MGM’s credit ratings
repeatedly in the past few months
because of its debt woes. Fitch Rat-
ings said Friday the company was
likely to initiate a debt exchange
as part of any restructuring plan.
MGM has said it plans to unveil so-
lutions on how it will clean up its
balance sheet in the next several
weeks.

Last week, MGM reported first-
quarter earnings fell 11% as a gain
from the sale of Treasure Island
masked lower revenue from can-
celed conventions and reduced
customer spending because of the
recession.

Kirk Kerkorian
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Fiat milestones laid out

Car maker could own
21% stake in Chrysler

once it meets goals

BY NEAL E. BOUDETTE

DETROIT—Fiat SpA will be al-
lowed to expand its ownership of
Chrysler LLC up to a majority stake
if the Italian auto maker meets cer-
tain goals, including producing its
enginesinthe U.S., according to doc-
uments Chrysler submitted in bank-
ruptcy court.

Under the terms of their alliance,
Fiat will get an initial 20% stake in
Chrysler and can increase its hold-
ings in increments of five percent-
age points up to 35% if it hits three
milestones by Jan. 1, 2013, the fil-
ings show.

Fiat will get the first increase
once it starts producing Fiat en-
gines in the U.S. and another if it in-
troduces a Fiat-developed vehicle in
the U.S. market that can go 40 miles
on a gallon (about 17 kilometers per

liter) of gasoline. Fiat can get a third
bump up if Chrysler is able to post
more than $1.5 billion in sales out-
side of North America, according to
a “Master Transaction Agreement”
that was filed Tuesday in the U.S.
Bankruptcy Court in Manhattan.

The agreement also gives Fiat
the option to purchase an additional
16% of Chrysler. If Fiat meets all
three goals and exercises the option,
it could eventually end up with a 51%
stake in Chrysler.

Fiat won’t be able to take full
control of Chrysler, however, until
the American auto maker pays off
the loans it has received from the
U.S. government. Prior to that
point, Fiat’s ownership will be
capped at 49.9%, the agreement
says. And until the loans are re-
paid, any Fiat stake above 35% will
be held in a trust controlled by the
U.S. Treasury.

The agreement also says the
partnership between the two com-
panies will be governed by a six-per-
son Alliance Cooperation Board
made up of three representatives
from each company.

Separately, Chrysler will regain
possession of its sprawling head-
quarters in Auburn Hills, Mich., as
part of the restructuring plan laid
out in bankruptcy court.

The 504-acre, roughly 200-hect-
are, site is now owned by Cerberus
Capital Management LP, the private-
equity firm that acquired Chrysler in
2007. Under that deal, Cerberus took
possession of the headquarters and
thenmortgagedit toborrow $225mil-
lion from a unit of Citigroup Inc.

According to documents filed
with the court, Chrysler’s reorgani-
zation plan calls for the auto maker
to pay off the $225 million owed Citi-
group and retake ownership of its
headquarters. Cerberus is giving up
its equity stake in Chrysler as part of
the government-led restructuring.

The heart of the headquarters
complex is a 15-floor tower con-
nected to a technology center that
housed more than 10,000 employ-
ees before waves of job cuts
roughly halved their numbers.
Chrysler describes the office build-
ing as the second largest under one
roof after the Pentagon.

Quality comp

By KEVIN HELLIKER

Michelle Payan loves the styling
and roominess of her 2006 Chrysler
300 sedan, but a defective air condi-
tioner and transmission have
turned her against the brand. “I'm
not buying another Chrysler,” says
Ms. Payan, a 26-year-old insurance-
claims adjuster in Phoenix.

In announcing Chrysler LLC’s
government-negotiated bankruptcy
filing, President Barack Obama ex-
pressed hope that new-car seekers
would consider buying American.
But American car buyers are more ac-
customed to seeking advice from
Consumer Reports. In its annual au-
tomotive issue last month, the maga-
zine recommended 166 models—not
one of them a Chrysler, Dodge or
Jeep, the three Chrysler nameplates.

“Their products had bad fuel
economy, noisy interiors, poor ride
quality, the worst finish in the indus-
try and their seat comfort is not
good,” says David Champion, direc-
tor of automotive testing for Con-
sumer Reports, a nonprofit product-
analysis publisher that has seven mil-
lion subscribers. On reliability, Mr.
Champion added, only two Chrysler
models scored above average: the
Dodge Caliber and Jeep Patriot.

Areputation for poor quality con-
tinuestoplagueall three Detroit auto
makers—Chrysler, Ford Motor Co.
and General Motors Corp. But while
Ford and GM are largely battling out-
datedperceptions of questionablere-
liability, “at Chrysler it’s a reality,”
says George Peterson, president of
AutoPacificInc., which eachyear sur-
veys about 40,000 car owners.

Doug Betts, a Chrysler vice presi-
dent and chief customer officer, pre-
dicts that Chrysler’s performance in
third-party rankings will show sharp
improvements starting this year. He
says enhanced spending on the Jeep
Patriot and Compass, as well as the
Dodge Ram pickup, already are appar-
ent to customers, and will soon be re-
flected in performance reports. .

The nearly 1.5 million vehicles it
sold last year indicate that many
Americans like the company’s
Chrysler, Dodge and Jeep brands. By
all accounts, all car makers are pro-
ducing better and better cars, mean-

Chrysler

—

laints dog Chrysle-r

—

‘The harsh ride, noise, poor driving position, and lack of creature comforts take their
toll on the driver, says Consumer Reports about the Viper.

ing that even low-rated models boast
high quality by historical standards.

Moreover, Chrysler stands out
for styling and design, offering what
many critics regard as the industry’s
most distinctive-looking lineup of se-
dans, sport-utility vehicles and pick-
ups. In February, Shawn Avants
traded his problem-free 10-year-old
Dodge Dakota for a 2009 Dodge Ram
pickup. “Ilove the styling of my new
Ram,” says Mr. Avants, a Kansas tele-
communications worker.

But at a time when Ford and GM
are both seeking—and obtaining—
endorsements from third-party re-
viewers like J.D. Power & Associates
and Consumer Reports, Chrysler is
largely striking out, even in the mar-
ket that it pioneered: the minivan.
“Overall, the Town & Country is a dis-
appointment,” Consumer Reports
says of the popular Chrysler model.

J.D. Power rankings are based on
surveys with vast numbers of drivers.
Consumer Reports bases its recom-
mendations on engineering and labo-
ratory tests as well as feedback from
hundreds of thousands of drivers.

Chrysler has performed only mar-
ginally better in the reliability rank-
ings of J.D. Power. In the 2009 Power
study of reliability over three years
on the road, the Chrysler brand per-

formed above average, but the Jeep
and Dodge brands fell well below it.
Inthe most-recent Power study mea-
suring initial quality in new cars, all
three Chrysler nameplates per-
formed below average, with Jeep
ranking 36th out of 36 brands.

The government-directed reorga-
nization plan of Chrysler calls for it
to merge with Fiat SpA and start
making Fiats in the U.S. In Europe,
Fiat hasreceived low rankings inreli-
ability studies, but its performance
has been improving.

Yet there is hope. The redesigned
2009 Dodge Ram is winning rave re-
views for performance and style, and
is expected to win endorsements if it
proves largely free of defects.

And Chrysler has a history of
staging comebacks from product-
driven financial quandaries. The
quality problems of the Dodge As-
pen (and its sister, the Plymouth Vol-
are) contributed to the crisis that
led Chrysler to seek a government
loan in 1979. After recovering from
that brush with bankruptcy,
Chrysler entered a nearly two-de-
cade period of winning kudos for its
cars, trucks and minivans.

—Alex Kellogg and
Timothy W. Martin
contributed to this article.

Bloomberg News
Intel CEO Paul Otellini, shown in April, said Tuesday that the decline in PC sales
this year won'’t be as steep as some research firms project.

Intel CEO Otellini says

chip orders are firming

By DoN CLARK

SANTA CLARA, Calif.—Intel Corp.
executives said conditions inits exist-
ing businesses aren’t as bad as people
think, while efforts to move into new
sectors are starting to gain traction.

Paul Otellini, Intel’s chief execu-
tive officer, said in April that de-
mand for its computer chips ap-
peared to have “bottomed out” in
the first quarter. At a meeting with
analysts here Tuesday, Mr. Otellini
said the company’s recent order pat-
tern indicates that business in the
current period is “a little better”
than the company expected.

The Intel executives spoke a day
before European Union regulators lev-
ied a €1.06 billion ($1.45 billion) fine
against the company for monopoly
abuse and called for changes in the
way it sells its microprocessors. Intel
said it would appeal that decision.

On Tuesday, Sean Maloney, an In-
tel executive vice president in charge
of sales and marketing, noted that
computer demand at the moment ap-
pears to be strongest for products
sold to consumers. By contrast, de-
mand for computers purchased by
companies—particularly PCs—re-
mains weak, he said.

Perhaps the biggest criticism of
Intel’s performance in the past de-
cade is its failure to diversify effec-
tively. The company continues to
make most of its money from sales of
chips that serve as calculating en-

gines for desktop and portable PCs
and server systems.

Mr. Otellini and other Intel execu-
tives cited evidence that they said
points to progress in four new mar-
kets. The first is represented by net-
books, afast-growing category of por-
tables that often cost $300 or less
and typically use a low-end Intel chip
called Atom. Intel also is targeting
chips for smart phones, for consumer-
electronics products and for “embed-
ded applications,” which include in-
dustrial and office equipment.

While Intel has discussed using its
chips to target those new sectors be-
fore, executives put new emphasis on
how software will help take Intel’s
technology into new markets. An ex-
ample is Moblin, a version of Linux
that Intel has been pushing for smart
phones and netbooks.

Renee James, the vice president in
charge of Intel’s software efforts, said
Intel had purchased a company called
OpenedHand Ltd., which she said
would aid development of new soft-
ware around the popular Atom chip.
Details of the deal weren’t disclosed.

Besides driving the growth of net-
books, Intel is trying to spur demand
by helping to move stylish “thin and
light” laptops into mainstream price
points, Mr. Maloney said. He didn’t
quantify system pricing, but such
portables typically cost well over
$1,000, while most laptops sold cost
well below that. “Thin is in,” Mr. Mal-
oney said.

Cisco to join Clearwire
in building WiMax network

BY ROGER CHENG

Wireless provider Clearwire Corp.
signed up another high-profile part-
ner, Cisco Systems Inc., as it races to
roll out its next-generation broad-
band U.S. network.

Clearwire said Cisco would make
devices for customers of a high-
speed wireless network Clearwire is
building based on WiMax technol-
ogy. Clearwire has also tapped Cisco
to provide the network backbone to
its nationwide service. Financial
terms weren’t disclosed.

Separately, Clearwire reported
first-quarter revenue of $62.1 mil-
lion, up 21% on a pro forma basis re-
flecting the inclusion of Sprint’s
WiMax business. It posted a nar-
rower loss, $71.1 million compared
with $76.4 million.

Cisco, of San Jose, Calif., joins
forces with a few other Silicon Valley

giants, including Intel Corp. and Goo-
gle Inc., in backing WiMax, a technol-
ogy that rivals the LTE standard that
wireless carriers such as Verizon
Wireless and AT&T Inc. have chosen
for their next-generation networks.
Cisco’s gear will go into the physi-
cal link between the radio antennas
and Clearwire’s core central office.
Much wireless-traffic congestion can
be found on the older ground net-
works that also carry cellular calls.
Unlike Intel and Google, Ciscoisn’t
making an investment in Clearwire.
While adding the networking com-
pany to its alliance will help Clear-
wire, Soleil Securities analyst Michael
Nelson said he continues to have “sig-
nificant concerns regarding its busi-
ness model and cash burn in the face
of a weak macro environment.”
Traditionally, telecom equipment
comes from players such as L.M. Erics-
son Telephone Co. or Alcatel Lucent.
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Drug makers’ lobbying bets climb

Health-care debate
in U.S. spurs a rise
in industry spending

By ALICIA MUNDY
AND T.W. FARNAM

The drug industry, already the
biggest-spending lobby in Washing-
ton, is placing an even bigger bet on
the influence game.

Potential windfalls and pitfalls in
the expected overhaul of the health-
care system have energized drug com-
panies, which spent $47.4 million on
lobbying in the first three months of
2009. That’s up 36% from the first
quarter of 2008, according to com-
pany disclosure reports filed with
Congress and analyzed by the nonpar-
tisan Center for Responsive Politics.

Drug makers are one of the few
major industries to increase lobby-
ing outlays in the U.S. during the eco-
nomic downturn. Overall, many com-
panies and institutions have
trimmed back, leaving spending es-
sentially flat from a year ago.

The drug industry wants a role in
shaping legislation that would ex-
pand U.S. health-care coverage. Com-
panies could profit if more people
gain health insurance that includes
prescription-drug coverage, but dan-
gers lurk for the industry in propos-
als that could expand competition
from low-cost generic drugs or
weaken patent protection.

Many other industries and advo-
cacy groups are also spending mil-
lions of dollars to sway the health-
care debate. Insurers, doctors, hospi-
tals and unions have all addressed
the topic. The unions’ wish list in-
cludes more employer-sponsored
health insurance and longer benefits
for workers who have been laid off.

The American Hospital Associa-
tion and individual hospitals spent
$18.4 million on lobbying in the
first quarter of this year, down

Pioneer posts
wider loss, sees
another off year

BY YuzZo YAMAGUCHI

TOKYO—Pioneer Corp. said its
fiscal full-year net loss broadened
and forecast that the current year
would be its sixth straight in the red.

The Japanese maker of audio
products and car-navigation sys-
tems said its net loss for the fiscal
year ended March ballooned to
130.53 billion yen ($1.35 billion)
from 19.04 billion yen a year earlier.

Pioneer said it expects to post a
net loss of 83 billion yen for the cur-
rent fiscal year, reflecting costs of 47
billion yen for a restructuring.

The company reiterated that it
is preparing to apply for an injec-
tion of an unspecified amount of
public funds. It also isn’t ruling out
the possibility of building capital
ties with Mitsubishi Electric Corp.,
which will develop software for car-
navigation systems jointly with Pio-
neer. “We are not in talks [with Mit-
subishi] for now but in the future we
may consider” a cash infusion from
its business partner, said Pioneer
President Susumu Kotani.

Mitsubishi Electric has no plans
toinfuse cashinto Pioneer, a Mitsub-
ishi spokesman said.

from $19 million a year earlier. La-
bor unions spent $10.3 million com-
bined, a figure that includes lobby-
ing on other issues. The figures
don’t include other types of spend-
ing by the groups to influence opin-
ion, such as grass-roots organizing
and encouraging members to send
letters to Congress.

Several pharmaceutical compa-
nies more than doubled their invest-
ment in lobbying in the first quarter
of this year, according to the data.
Eight major pharmaceutical compa-
nies—including Bayer AG, Glaxo-
SmithKline PLC and Merck &
Co.—eachreported increases of more
than 40% in lobbying over the previ-
ous year. Pfizer Inc. spent $6.1 mil-
lion in the first quarter, more than
double the $2.8 million the company
spent in the same period of 2008.

Pfizer said in a statement that it

met with congressional offices and ad-
ministration officials on how to ex-
pand coverage for uninsured Ameri-
cans, improve quality by emphasizing
prevention and reward innovation.

The industry’s major trade associ-
ation, the Pharmaceutical Research
and Manufacturers of America,
spent $6.9 million, up 92% from $3.6
million in the same period last year.

The U.S. economic-stimulus bill
passed in February allocates $1.1 bil-
lion for comparative-effectiveness
research to determine which treat-
ments and drugs are best for certain
ailments. Some see theresearch as a
way to help the government and pri-
vate insurers cut back on expensive
medicines that do poorly in compar-
ative studies, though the official pur-
pose isn’t cost cutting.

“Everybody should use that infor-
mation to make valid decisions

about the effectiveness of medi-
cine,” said former Rep. Billy Tauzin,
the head of PhARMA.

The drug industry at one time culti-
vated a close alliance in the U.S. with
the Republican Party. But since the
2008 election, drug companies’ politi-
cal action committees have favored
the Democratic Party in their political
contributions, giving $1.2 million to
Democrats and $1 million to Republi-
cans, according to data from the Fed-
eral Election Commission that were
analyzed by the Center for Responsive
Politics. In the same period after the
2004 presidential contest, the drug in-
dustry gave $944,000 to Republicans
and only $332,000 to Democrats.

“Over the last four years we have
become less partisan and perhaps
nonpartisan,” said Mr. Tauzin.

PhRMA has been working with
liberal political-advocacy groups as

Currying favor

First-quarter lobbying spending
by selected industries and
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well, drafting a statement of shared
principles with patient-advocacy
group Families USA.
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Cheerios maker is warned

U.S. regulator says
cereal’s health claims
violate federal law

BY JENNIFER CORBETT DOOREN

The U.S. Food and Drug Adminis-
tration slapped General Mills Inc.
with a warning over its Cheerios ce-
real, saying the box’s claims about
heart benefits contain “serious viola-
tions” of federal law.

In a May 5 warning letter sent to
the company and posted on the
FDA’s Web site Tuesday, the agency
said statements that the product is
“clinically proven to help lower cho-
lesterol” make the product a drug
under federal law.

Stephen Sundlof, the director of
the FDA’s food-safety center, said
the agency has noticed a tendency
by food companies to cross the line
into the drug category by making
specific health claims on packaging.

He said the FDA is ready to send
out more warning letters if it finds
more violators, although it has “no
specific campaign” to go after food
manufacturers.

General Mills spokesman Tom
Forsythe said the Cheerios box’s
message saying the cereal can
“lower your cholesterol 4% in six
weeks” has been used for more
than two years. The box cites a clin-
ical study involving Cheerios as

Cheerios

s

Cheerios boxes include a claim that the
cereal can cut cholesterol in six weeks.

part of a diet low in saturated fat
and cholesterol.

Mr. Forsythe said the broader
claims on the box about heart health
have been permitted by the FDA for
12 years. “The clinical study support-
ing Cheerios’ cholesterol-lowering
benefit is very strong,” he said.

The FDA said such specific choles-
terol-lowering claims can be made
only for drugs, and it suggested that
if General Mills wants to keep the
boxlabeling as s, it should file anew-
drug application for Cheerios.

Mr. Forsythe said the company
would work with the agency to
reach a “resolution” on the Cheer-
ios labeling.

“We try to make a bright line
here between what can be said

about a drug and what can be said
about a food,” said Dr. Sundlof. He
said a more general claim about re-
duction in heart-disease risk from
eating whole-grain foods may be
permissible as long as specific lan-
guage is used.

The FDA also took issue with a
company-sponsored Web site men-
tioned on the Cheerios box. The Web
site discusses the benefits of eating
whole grains, but the FDA said some
of the health claims about reducing
cancer and heart-disease risk don’t
comply with agency rules.

The FDA said General Mills must
“promptly” correct the violations
outlined in the letter or the agency
could take enforcement action, such
as seizing products.

Dr. Sundlof said the FDA’s review
of Cheerios was prompted by a Sep-
tember 2008 letter from the Na-
tional Consumers League that ex-
pressed concerns about the labeling
on Cheerios.

The FDA isn’t the only Washing-
ton agency in the Obama administra-
tion taking a close look at food mak-
ers’ health claims. Last month, the
Federal Trade Commission settled a
complaint with Kellogg Co. involv-
ing claims that its Frosted Mini-
Wheats cereal was clinically shown
to improve children’s attentiveness
by nearly 20%.

FTC Chairman Jon Leibowitz
said the commission would start
paying more attention to national
advertisers.

Petrobras ready for Chinese deals

BY PATRICIA KOWSMANN

Petroleo Brasileiro SA is pre-
pared to have Chinese state-owned
oil companies invest in its oil explo-
ration and production projects in
Brazil, a person familiar with the sit-
uation said.

The state-run Brazilian oil com-
pany is open to such a move as part
of a package deal involving $10 bil-
lion in Chinese financing for Petro-
bras announced in February.

Petrobras also is in talks with
four Chinese companies on how
much crude oil the Brazilian com-
pany would supply as part of a
credit-for-oil deal, the person said.
The deal is expected to be an-
nounced by next week when Brazil-
ian President Luiz Inacio Lula da
Silva visits China.

In February, Brazil and China
agreed on a framework for the loan
and oil supplies, and details are now
being worked out. If a final agree-
ment is hammered out, it would be
one of a string of similar deals
Beijing has struck with energy pro-
ducers world-wide in recent

THE WALL STREET JOURNAL.

— T

Executive Travel Program

Guests and clients of 320
leading hotels receive
The Wall Street Journal
Europe daily, courtesy of

THINK MEDIA

OUTDOOR

www.thinkmediaoutdoor.be

months, including billion-dollar
deals with Kazakhstan and Russia.

As part of the Brazil-China talks
inFebruary, Petrobras agreed to sell
refiner China Petrochemical Corp.,
known as Sinopec, 60,000 to
100,000 barrels a day of heavy
crude oil, equivalent to around 5%
of Petrobras’ daily output.

The discussions have now been
expanded to include possible sales
of up to 200,000 barrels a day, with
other Chinese companies brought
into the equation. Financial terms of
the loan and oil sales are still being
worked out, but both have a 10-year
term, the person said.

The four Chinese companies in
the talks to buy between 100,000
and 200,000 barrels a day of heavy
crude are PetroChina Co.’s unit Chi-
naoil; Sinopec’s unit Unipec; Si-
nochem Corp.; and Zhuhai Zhen-
rong, the person said. The compa-

nies weren’t available to comment.

Petrobras needs the money for
the exploitation of big oil and gas
discoveries off Brazil’s coast,
which could turn Brazil into a ma-
jor oil exporter. The company has
said it will spend $28 billion
through 2013 to explore and drill in
the deep-water fields.

Following the recent oil and gas
discoveries off Brazil’s coast, the
government suspended auctions of
explorationrightsinthose areas, es-
sentially blocking investment by for-
eign companies. Petrobras was then
left to find ways to finance the explo-
ration costs.

Brazil’s President da Silva, who
will have Petrobras Chief Executive
Jose Sergio Gabrielli with him dur-
ing a three-day visit to China start-
ing Monday, is expected to sign a
range of agreements with his Chi-
nese counterpart Hu Jintao.

Russia’s VimpelCom posts loss

BY ANDREW LANGLEY

MOSCOW—Russian telecommu-
nications operator OAO Vimpel
Communications said Wednesday
that it would halve the proportion of
sales it reinvests in its networks af-
ter it swung to a fourth-quarter net
loss, but added it remained confi-
dent that its main mobile business
would hold up.

VimpelCom reported a net loss
of $816 million for the three months
ended Dec. 31, compared with a year-
earlier net profit of $368 million.

Weighing on earnings were a $1
billion foreign-exchange loss stem-
ming from a revaluation of its U.S.
dollar-denominated debt and a
$443 million write-down of good-
will related to last year’s $4.3 bil-

lion purchase of Golden Telecom.

Revenuerose 27% to $2.56 billion
as additional sales from Golden’s
business more than offset a drop in
the average monthly amount spent
by VimpelCom’s mobile customers.

Mirroring a similar move at rival
OAO Mobile TeleSystems, Vimpel-
Com Chief Executive Boris Nemsic
said capital spending in 2009 would
total 12% to 15% of revenue, down
from about 25% last year. Due to re-
cent sharp fluctuations in exchange
rates, capital spending, which is de-
nominated largely in foreign curren-
cies, will be reviewed on a quarterly
basis, Mr. Nemsic said.

Russian companies have been bat-
tening down the hatches for a tough
year as lower commodity prices and
tight credit slam the economy.

Novartis AG

Drug maker hires banker
as its next finance chief

Novartis AG named former As-
traZeneca PLC manager Jonathan
Symonds its deputy chief financial
officer, as part of a plan to appoint
him the drug maker’s finance chief.
Mr. Symonds, a Goldman Sachs
Group Inc. banker, will join Switzer-
land-based Novartis on Sept. 1 and
report to Chief Financial Officer
Raymund Breu, who will retire
March 31 after 35 years at the com-
pany. Mr. Symonds’s “financial ex-
pertise, broad industry experience
and deep knowledge of the health-
care industry make him especially
suited to take on the responsibili-
ties” of Novartis’s finance chief,
said Daniel Vasella, the drug mak-
er’s chairman and chief executive
officer. Mr. Symonds, 50 years old,
spent eight years as AstraZeneca’s
finance chief.

Ryanair Holdings PLC

In a move to cut costs, Ryanair
Holdings PLC announced new fees
asitabolishes check-in desks in fa-
vor of online ticketing. The Dublin-
based budget carrier said it will in-
troduce a £5 ($7.63) or €5 ($6.82)
online check-in fee per person per
flight on new bookings. The airline
also said it will fine passengers
€40 or £40 for not printing out
their boarding pass before arriv-
ing at the airport. Previously, Ry-
anair offered free online ticketing
but charged an extra £10 or €10 to
check in at the airport. Ryanair
spokesman Stephen McNamara
said the airline hopes to shut down
all of its traditional check-in desks
at 146 airports by Oct. 1 at the lat-
est. He said the move to online-
only check-in will “allow Ryanair
to lower our airport and handling
costs and pass these savings to all
passengers in the form of even
lower air fares next winter.”

Allied Irish Banks PLC

Allied Irish Banks PLC Chairman
Dermot Gleeson resigned, saying a
change in management will bring a
new era of accountability at the
bank. Speaking at the bank’s annual
general meeting Wednesday, Mr.
Gleeson apologized and said prop-
erty-lending decisions at AIB “have
compounded the effects of the
worst economic downturn in living
memory,” adding, “With hindsight, I
regret some of the lending decisions
that were made, particularly in rela-
tion to property development here
in Ireland.” Mr. Gleeson also said in-
vestors overwhelmingly voted to ap-
prove a €3.5 billion taxpayer bailout
proposed by the government three
months ago. AIB said the govern-
ment will receive a 25% stake and
€280 million in annual dividends.

Deutsche Bahn AG

Germany’s national railway oper-
ator shuffled senior management
following a scandal over checks on
employee data. Deutsche Bahn AG
said it accepted the resignation of
three board members to “make pos-
sible a credible and convincing new
beginning,” but stressed that the
three bore no personal responsibil-
ity. The scandal had already
prompted the resignation of long-
time Chief Executive Hartmut Meh-
dorn. Over recent months, it
emerged that data on much of Deut-
sche Bahn’s work force, such as ad-
dresses and bank details, were com-
pared several times with details of
supply firms, without informing em-
ployees. The scrutiny was billed as
an effort to prevent corruption.

Nikon Corp.

Nikon Corp.’s fiscal full-year
net profit fell 63%, as the yen’s
strength and flagging demand for
devices that use semiconductor
chips and liquid-crystal-display
panels offset solid digital-camera
sales. The precision equipment
maker, best known for its digital
cameras, said net profit fell to
28.06 billion yen ($291.2 million)
in the fiscal year ended March,
compared with a net profit of
75.48 billion yen for the previous
year. Revenue fell 8% to 879.72 bil-
lion yen, while operating profit
dropped 64% to 48.18 billion yen.
For fiscal 2010, Nikon expects a
netloss of 17 billion yen and an op-
erating loss of 12 billion yen,
partly because the yen’s strength
is likely to cut into overseas sales.

Ssangyong Motor Co.

Ssangyong Motor Co. of South
Korea said its first-quarter net loss
widened from a year earlier be-
cause of a sharp decline in sales
amid the economic slowdown. The
auto maker, which has been under
bankruptcy protection since Febru-
ary after a severe cash shortage,
said its net loss for the three
months ended March 31 widened
to 265.6 billion won ($214.4 mil-
lion) from 34.2 billion won a year
earlier. Its operating loss widened
to 125.6 billion won from 27.6 bil-
lion won, as sales fell 66% to 233.7
billion won from 677.6 billion won.
“Lower demand and damaged cred-
ibility following its entrance into
court receivership in February
dealt a heavy blow” to the compa-
ny’s results, Ssangyong said.

Applied Materials Inc.

Applied Materials Inc. swung
to a loss in its fiscal second quar-
ter, as sales fell 53% amid a tough
environment for the chip sector.
The loss was the second straight
for the semiconductor equipment
maker after a string of profit dat-
ing from 2003, but Chief Executive
Mike Splinter said demand “ap-
pears to be rising off a bottom.”
The Santa Clara, Calif., company
had a loss of $255.4 million, or 19
cents a share, for the quarter
ended April 26, compared with
year-earlier earnings of $302.5 mil-
lion, or 22 cents a share. Revenue
tumbled to $1.02 billion, and gross
margin fell to 15.2% from 45%. New-
equipment orders, closely watched
for the company, fell 73%.

Citigroup Inc.

Airports operator BAA Ltd. said
Citigroup Inc.’s consortium has been
eliminated from the auction for Lon-
don’s Gatwick Airport, leaving two
bidders. BAA said Citigroup “was un-
competitive on price and there were
no assurances on deliverability.” It
said it was continuing talks with re-
maining bidders. BAA is owned by
Spain’s Grupo Ferrovial SA. Citi was
bidding jointly with Vancouver Air-
port and John Hancock Life Insurance
Co.under the name Lysander Gatwick
Investment Group and had earlier
said it was out of the running. The
group said it was puzzled by BAA’s de-
cision. A person familiar with the situ-
ation said Lysander’s bid was the low-
est, at £1.18 billion. The remaining bid-
ders are Global Infrastructure Part-
ners, which includes London City air-
port owners General Electric Co. and
Credit Suisse Group, and a group com-
prising Manchester Airports Group
and Borealis Infrastructure.

—Compiled from staff
and wire service reports.
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The measures to minimize and manage risk, introduce

TF—'*- Country continues
- 10 pursue policies
that are designed to
ensure long-term fiscal
soundness and achieve
high sustainable growth

By Catherine Bolgar

RIEDRICH NIETZSCHE
said, “What does not destroy
me, makes me strong.”

So it is that Turkey, which was
wracked by a banking crisis eight
years ago, has one of today’s health-
ier financial systems. And this is
helping the country protect its
economy from the effects of the
global downturn.

In the wake of the 2001 crisis,
Turkish banks weren’t allowed to
take the kinds of risks that ended
up getting U.S. and European banks
into trouble last fall. Though Turkish
banks had some loans in the real estate
sector, they were a small part of over-
all loans and nothing like the risky
subprime mortgages seen elsewhere.

Turkey hasn't had the explosion of
credit seen in many other countries,
says Ben Faulks, London-based ana-
lyst for Turkey at credit ratings
company Standard & Poor’s. “Banks
haven’t borrowed so much abroad,
and lending hasn’t been as rapid as
in many Eastern European countries.”

At the time the crisis hit much
of the world’s financial system, Turkish
banks had strong balance sheets,
says Ismail Erturk, senior lecturer
in banking at the Manchester Business
School in the U.K. “They were not
exposed to the housing market in
Turkey. Due to the restructuring of
Turkish banks after the 2001 finan-
cial crisis, the kind of banking they
were doing by default had to be very
simple — collecting deposits and
investing in traditional banking assets
like government bonds.”

Measures to minimize and man-
age risk introduced after 2001 have
paid off in the current situation,
says Gazi Ercel, governor of Turkey’s
central bank between 1996 and 2001
and principal of Ercel Global Advi-
sory in Istanbul. Banks had just
begun to extend mortgages and
consumer credit more widely, but
such lending amounted to only 10% of
gross domestic product. By com-
parison, the amount borrowed by
consumers in the U.S. was almost
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equal to the country’s GDP.

In getting the economy back on
its feet in 2001, Turkey’s govern-
ment had to reduce its deficit and
debt. Public debt was about 37% of
GDP at the end of 2008, according
to the International Monetary
Fund — as good as most European
countries. It was 71% in 2002.

“Turkey continues to pursue poli-
cies that will ensure long-term fiscal
soundness, improve tax efficiency
and achieve high sustainable growth
underpinned by an up-to-date infra-
structure and a well-trained work
force,” said Didier Reynders, min-
ister of finance for Belgium, in a
statement to the IMI’s financial
committee last month. (Belgium
represents Turkey at the IMF.)

But while Turkey’s policies have
reduced its exposure to the current
global crisis, the country hasn't
escaped unscathed.

Manufacturing has been hit the
worst by the slowdown. Just as exports
led Turkey to impressive growth —
GDP grew 7.2% a year on average
between 2002 and 2006 — the fall
in exports is core to the IMF’s pro-
jection that GDP will contract 5.1%
this year.

The automotive sector has been
hit particularly hard, as car sales drop
around the world. One of Turkey’s
biggest factories belongs to Ford
Motor Co. Output fell 59% in the
first quarter from a year earlier.

And as in the rest of the world,
the construction sector has slowed
down. The building boom was driven

by rising housing prices, which have

Solid financial system serves
as country’s economic shield

cooled, along with the willingness
of banks to lend. Commercial lend-
ing, for such projects as shopping
centers, also has slowed. However,
Turkey never had the kind of real
estate bubble seen in some other
countries, says Mr. Ercel, the for-
mer central bank governor.

“At this point in time, the gov-
ernment should enter the picture
with infrastructure projects,” he says.
“We badly need to increase infra-
structure investment for roads, energy
and the like with participation by
the public sector.” However, he notes,
the tax system in Turkey is weighted
toward value-added and other con-
sumption taxes rather than taxes
on personal and corporate income,
which make up only about 15% of
tax revenues. That makes tax reve-
nue procyclical — up a lot in a boom
and down a lot in a crisis. The sys-
tem “should have been changed five to
seven years ago,” he says.

The growth of private consumption
is slowing — if not falling. Estimates
range between 2.7% growth this
year (compared with 4.1% in 2007)
and a decline. This, however, has a
benefit to the economy in the form
of lower imports and a consequent
narrowing of the current-account
deficit, which had been climbing
quickly in recent years, to around 6%
of GDP (economists’ alarm bells
tend to go off around the 5% mark).

Countries with large current-
account deficits, notably in Eastern
Europe, got into trouble as the
financial crisis took hold, Manchester
Business School’s Mr. Erturk says,
and Turkey’s deficit also was ini-
tially viewed with alarm. That has
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Turkey has more than 80,000 companies with small and medium

enterprises making up 99.6% of all businesses.

changed. The current-account defi-
cit for the first quarter of this year
was $1.16 billion (€350 million),
compared with $12.3 billion in the
first quarter of last year.

Inflation, which had been a grow-
ing menace, has fallen. Last summer,
it was around 11%, but has con-
tracted to under 7% as oil and fuel
prices dropped around the world. That
gives the central bank more room
to maneuver, and it has radically cut
overnight interest rates to 9.75% from
16.5% six months ago. “The central
bank has done a good job of con-
taining or reducing the effects of
the crisis on Turkey,” former central
bank governor Mr. Ercel says.

The dominance of small and
medium-size businesses in the coun-
try’s enterprise landscape, also brings
advantages in combating the effects
of the global downturn. Turkey has
more than 80,000 companies with
small and medium enterprises mak-
ing up 99.6% of all businesses, says
Mr. Ercel. The few large companies

mostly are located in Western
Turkey, in big cities, while smaller
enterprises are prevalent in Anatolia.
Despite their small size and lack of
resources, these family businesses
not only hang on through the down-
turn but also help relatives. “The
social coverage from families is
obvious,” he says.

Another plus is the liquidity of
Turkish businesses. Most Turkish
companies were stockpiling cash before
the crisis, which is helping them now,
says Mr. Erturk of the Manchester
Business School. “You don't see many
companies that are terribly bad in
terms of balance sheets. So they still
have resources. But the problem is
how to use those resources to grow
capital and achieve growth and invest
in profitable ventures.”

Shahbaz Mavaddat, Istanbul-based
director Southern Europe and Central
Asia for the Washington-based
International Finance Corporation,
an affiliate of the World Bank Group

that encourages private enterprise in

MUSTAFA OZER/AFP/Getty Images

less-developed countries, sees much
potential in private-sector involvement
with infrastructure projects, partic-
ularly those concerning energy.

“Turkey’s size and potential in
wind, hydro and geothermal resources
make it an ideal country to make a
positive contribution to climate
change,” he says. “In addition, Turkey’s
location between the Caucasus, Cen-
tral Asia, the Middle East, Europe
and North Africa makes it a natural
energy-transit hub and its full poten-
tial as an energy corridor for oil and
gas pipelines is yet to be realized.”

The Geneva-based World
Economic Forum’s Global Com-
petitiveness Report for 2008-2009
ranked Turkey No. 63 out of 134
countries, compared with No. 53
out of 131 countries a year earlier.
Turkey lost points on education,
innovation and labor-market effi-
ciency. Productivity is the lowest
among the member countries of the
Organization for Economic
Cooperation and Development. How-
ever, Turkish companies have won
accolades for business sophistication
— plenty of good local suppliers,
good control of international dis-
tribution, ability to produce goods
higher on the value chain.

As in many parts of the world,
foreign direct investment is down
after a sustained period of growth.
FDI inflows rose sharply between
2004 and 2007 — almost eightfold,
to $22 billion. But Turkey’s FDI
inflows declined between January
and November 2008 to just over
$16 billion from just under $19
billion during the same period in
2007, and are expected to shrink
further in 2009 as the global slow-
down hits foreign investors, a reason
that is unrelated to the country’s own
economic fundamentals.

Top banker takes a hard look at country’s financial sector

OC FINANCIAL
K Services is the banking

and insurance arm of
Istanbul-based Ko¢ Holding, Turkey’s
largest conglomerate, and is a 50-50
partnership with Milan-based
UniCredit. At the end of April,
KFS named Tayfun Bayazit as its
new CEO. He previously served as
CEO of the group’s bank Yapi Kred;,
and now becomes the bank’s chair-
man. In an interview with Andrew
Finkel, Mr. Bayazit describes how
Turkey’s financial sector and his
own organization are coping with
a turbulent global environment.

Q: Turkey lived through its own
economic crisis in 2001. Does this
make it more vulnerable or less
vulnerable to events beyond

its shores?

A: Many of the questions rightly
being asked of banks world-wide
are the very things Turkey asked
itself after 2001. We learned
prudence, for example, not to lend
in foreign currencies to consumers.
So we have not, unlike some other
countries, been caught out this
time. The thing which makes
Turkey attractive to investors, the
fact that it is still underleveraged,
works to its advantage in a crisis.
Financial markets still lack sophis-
tication, but this means we don’t
have derivatives and all those toxic

instruments. On the other hand,
Turkey is a part of the globalized
economy and suffers from the
shrinking demand for its exports
and a business environment in which
expectations are low. From 2003,
Turkey became an important benefi-
ciary of capital flows into emerging
markets. This helped finance
corporate growth and plug the
current-account deficit. Of course,
the credit crunch hurts. But we are
by no means the worst affected.

Q: What are the implications of
the global financial crisis for your
own institution?

A: Our own strategy and what we
advise our customers, is the same.
There will be an end to this crisis.
It will probably be in 2010, but we
can’t bet on it now. Given the high
cost of borrowing due to increased
risk premium, we are cautioning
our customers not to invest aggres-
sively. Getting through the current
period means controlling our costs
and better controlling our risks.
Business models [his own and those
of his clients] will have to be ques-
tioned under the circumstances.

Q: So you are more conservative?
A: A year ago, when a company

would come to us wanting to
invest in a hydroelectric power

project, for example, it would have
been feasible to have 20%-25%
equity and 75% debt. But now,
loan maturities are shorter and we
are demanding equity ratios closer
to 50%. In 2007, we decided that
the way to reach key consumer
and small-business markets was to
expand physically. Last year we
opened a record 185 branches.
This year, so far we've opened
none. At the same time, we are
trying to make sure that a short-
term crunch does not turn into a
long-term crisis. This means
sitting down, particularly with
small businesses which are the
future of Turkish banking and

working on a restructuring plan.

Q: Turkey emerged from the crisis
in 2001 through tight fiscal
control. Are you concerned that
this control may be slipping?

A:Turkey had a very crowded
political agenda in 2008, and the
agreement with the International
Monetary Fund expired in May
2008 and new negotiations stalled.
This resulted in a loss of focus on
economic management and
structural reform. The fiscal bal-
ance would have suffered in any
case because of the need for some
stimulus in the face of the global
crisis. However, we shouldn’t lose

sight of the fact that the

miraculous improvement in
Turkey’s economy between 2003-
2007 was the result of sticking to
structural reforms, rehabilitating
the banking sector and maintain-
ing unprecedented fiscal prudence.
New fiscal stimulus has to be
limited [to retain international
confidence] and has to be carefully
thought through. Going back to
the old days of uncontrolled
government spending is not an
option. At the same time, Turkey
has a sizable grey [untaxed]
economy. Expanding the tax base
and improving collection will
make a significant difference.

Q: What are the prospects for
Turkish banking?

A:'The good news is that Turkey
has plenty of potential. The bad
news is that this potential will be
realized later than we originally
envisaged. There was significant
investment in the sector between
2005-2008. UniCredit, U.S.-owned
GE Finance, Brussels-based Dexia,
London-based HSBC, Amsterdam-
based ING, National Bank of
Greece all expanded into Turkey.
They did so with a long-term
perspective, but even that horizon
has receded because it is going to
take Turkey longer to mature [to
justify the sums foreign banks paid
to get into Turkey].

Q: Might we see foreign banks
pulling out?

A: We might, but this would have
been the case even without the
crisis. But of course European
banking has changed. Govern-
ments are now more involved and
there are different decision-making
mechanisms. In some cases, the
people who took the decision to
invest in Turkey, are no longer at
the helm. Happily, this is not the
case with UniCredit. CEO
Alessandro Profumo and the team
which first
looked at Turkey
saw great potential
and still believe
that we can
profitably expand
our banking

operations here.

Tayfun
Bayazit






