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Mervyn King, governor of the Bank of England, during the bank’s quarterly inflation report news

conference Wednesday in London.

Motorola’s decline
reflected in unit sale

Motorola Inc. is exploring
the sale of its big set-top-box
unit, people familiar with the
matter said, the latest sign of
the once-mighty technology
giant’s rapidly declining ambi-
tionin the convulsive world of
communications gear.

By attempting to sell the
unit, which could fetch $4 bil-
lion to $5 billion, Motorola
finds itself considering dis-
posal of two of the company’s
three main pillars. It has tried
and failed for nearly two years
to spin off its mobile-phone-
handset business, which has
been in steep decline without
ahitdevice tocompete withri-
vals like Apple Inc.’s iPhone
and Research In Motion Ltd.’s
BlackBerry and others.

Offloading either or both
of the divisions would result

in a significantly downsized
version of Motorola bearing
little resemblance to the tech
superstar of years past.

A person familiar with the
company said Motorola Chair-
man David Dorman is oversee-
ing an intense internal debate
over what shape the company
should take. The latest possibil-
ity to spring from that discus-
sionis the possible sale of what
is Motorola’s largest division,
its “home and networks mobil-
ity” division, which makes gear
for cable and phone companies.
The processis at an early stage.

In a statement, Motorola
said that it doesn’t comment
onrumors but added that it re-
mains committed to its long-
term plan to split off the mo-
bile-devices unit.

Full article on page 4
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BOE forecast

anticipates
slow recovery

By PAuL HANNON
AND LAURENCE NORMAN

LONDON—The Bank of
England Thursday said its ex-
traordinary efforts to stimu-
late growth could be ex-
tended, as it forecast a long,
slow economic recovery hin-
dered by weak bank lending
and the government’s need to
slash spending.

Last week, the U.K. central
bank expanded its bond-buy-
ing program to £200 billion
($334.56 billion) from £175 bil-
lion. The increase—smaller
than many forecasts—
prompted investors to believe
that the program would soon
come to a close.

BOE Governor Mervyn
King declined to endorse that
conclusion, saying in a news
conference that the bank’s
Monetary Policy Committee
has a “completely open mind
as to whether we would do
more asset purchases.”

On the issue of sterling,
Mr. King said recent weakness
in the pound could be support-
ive in an export-led recovery.
Investors reacted to Mr.
King’s dovish tone by sending
sterling sharply lower. The
pound sank from a high of
$1.6798 against the dollar to
the $1.6650 area. The euro ral-
lied from 89.44 pence to
around 90.30 pence.

The BOE projects above-
trend growth by the end of

2010, with GDP gaining 4% in
2011. But given the damage
done by the downturn in
terms of sharply reduced ca-
pacity utilization, it will take a
good number of strong quar-
ters to return the economy
back to levels seen before the
downturn.

“The message...is that it is
too soon to rule out further
monetary-policy action to sup-
port the economy,” said
Jonathan Loynes, an econo-
mist at Capital Economics. “At
the very least, the disinflation-
ary effects of the vast amount
of slack in the economy, com-
bined with the coming fiscal
squeeze, suggest that mone-
tary policy is unlikely to be
tightened for a prolonged pe-
riod.”

An expansion of the BOE’s
bond-buying program would
leave the bank more isolated,
with most leading central
banks now considering the
timing and manner of with-
drawing stimulus.

But the BOE is concerned
about the strength of any re-
covery in the U.K., with the
pre-crisis growth engines of
consumer spending and an ex-
panding financial sector now
stifled. Reeling from the cri-
sis, banks remain chary about
lending, something the BOE
predicts will continue for an-
other three years.

At the same time, the gov-
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EU set to pick president

Blair’s chances slim
as job search focuses
on a strong mediator

By JoHN W. MILLER

BRUSSELS—European Union
leaders are days away from pick-
ing the bloc’s first-ever president
and foreign minister, and their de-
cision should be final before a sum-
mit scheduled here on Nov. 19, EU
officials say.

Sweden, which is in charge of the
appointment process for the 27-na-
tion union, called the meeting as the
list of competing candidates short-
ened. Belgian Prime Minister Her-
man Van Rompuy has emerged as
the favorite for the president post.

The EU’s new framing docu-
ment, the Lisbon Treaty, takes ef-
fect Dec. 1. National leaders would
like to have a name by then.

The EU created the new jobs be-
cause it often lacks a strong voice
in world affairs to match the Ameri-
can president or even the secre-
tary-general of the United Nations.

But it also needs a multilingual
consensus-builder fluent in the
complex bureaucratic jargon of a
body that writes laws in 23 lan-
guages for 500 million people.

Although early speculation fo-

cused on U.K. Prime Minister Tony
Blair as a man who would elevate
the EU’s global status, a consensus
has emerged that mediating within
the union is more important.

That’s pushed to the fore lead-
ers of small countries who act as
buffers between EU titans like
France and Germany, led by Mr.
Van Rompuy; Jan Peter Balk-
enende, prime minister of the
Netherlands; and Jean-Claude
Juncker, the Luxembourg premier.

A dark horse is Vaira Vike-
Freiberga, the 71-year-old former
president of Latvia. The center-
right leader could attract a winning
coalition of the EU’s eight Eastern
European countries and those who
like the idea of a woman at the helm
of the union.

The man who must officiate the
contest is Swedish Prime Minister
Fredrik Reinfeldt, 44-year-old
leader of the Moderate Party. He
himself is a contender, and he
might gain support if he skillfully
moderates the process and nobody
else gains traction, say analysts.

The jobs will be formally picked
by the 27 EU leaders, under a vot-
ing system that gives greater
weight to larger countries.

Mr. Reinfeldt has spent the last
few weeks meeting with national
leaders and potential candidates,
says spokesman Niclas Bengtsson.
“There’s nobody to single out yet.”

Mr. Reinfeldt is determined that
the summit not be marred by “un-
certainty,” says Mr. Bengtsson.
But the names won’t be public un-
til they’re officially approved by
EU leaders.

The current favorite is Mr. Van
Rompuy, the 62-year-old Belgian
prime minister, widely admired for
his job tamping tensions between
French and Dutch speakers in his
own country.

Mr. Van Rompuy, a Dutch
speaker, has one of the least con-
frontational leadership styles of
any political leader in the world, ac-
cording to a University of Antwerp
survey published this week.

Mr. Blair has become a long
shot, now listed at 5-to-1 odds by
the bookmaker Ladbrokes. “Blair
is hardly discussed any more. The
front-runner is clearly Van Rom-
puy.” says Piotr Maciej Kaczynski,
an analyst with the Brussels-
based Centre for European Policy
Studies.

Sweden “wants to have a name
before the summit,” says Dirk De
Backer, Mr. Van Rompuy’s spokes-
man. The Belgian leader has met
with Mr. Reinfeldt, but nothing
was concluded, says Mr. De Backer.

Speculation has been less in-
tense over the foreign minister’s
job. That could be the more impor-
tant post if EU leaders appoint a
relatively weak president.

Reuters

People in Brussels shake hands Wednesday before Belgium’s Prime Minister
Herman Van Rompuy, now considered the favorite to become EU president.

British foreign secretary David
Miliband was considered a top con-
tender, but Prime Minister Gordon
Brown withdrew his name this week—
though it is still being discussed.

Other possibilities are Italian For-
eign Minister Massimo D’Alema, EU
Trade Commissioner Catherine Ash-
ton, and Adrian Severin, the former
foreign minister of Romania.

Berlusconi

By StACcY MEICHTRY

ROME—An ally of Italian Prime
Minister Silvio Berlusconi on
Wednesday proposed a constitu-
tional amendment that aims to rein-
state laws shielding all members of
the Italian Parliament, including the
premier, from criminal prosecution.

If the proposed amendment
were to pass, two criminal trials
against Mr. Berlusconi would face
immediate suspension. The bill,
however, faces an uphill battle in
Parliament, where a two-thirds-ma-
jority vote is required in both cham-

ally seeks to reinstate prosecution-shield laws

bers to amend Italy’s constitution.

Lawmakersin Italy’s leftist opposi-
tion, though outnumbered by Mr. Ber-
lusconi’s center-right allies, still com-
mand more than a third of the votes in
theItalian Senate and the lower house
of Parliament. The bill is also likely to
take months to come to a vote.

In an interview, Margherita Bon-
iver, a member of the lower house
who introduced the proposed amend-
ment, said the bill has a slim chance
of passage. But she said the bill is nec-
essary to protect lawmakers from
“hyper-politicized” magistrates who
she said have persecuted right-lean-

ing politicians, including Mr. Berlus-
coni, over the decades. “I did this to
redress something that is profoundly
unjust,” she said in the interview.

For decades members of the Ital-
ian Parliament were partially
shielded from prosecution under im-
munity laws that were stripped
away in the early 1990s in the wake
of the so-called Clean Hands bribery
scandal that brought down Italy’s
political establishment.

Shortly after Mr. Berlusconi’s elec-
tion in April 2008, Parliament passed
legislation protecting Italy’s top five of-
ficials from prosecution while in office.
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In October, however, Italy’s Con-
stitutional Court struck down the
shield, ruling that a constitutional
amendment was necessary to grant
immunity to officials.

The court ruling paved the way
for Mr. Berlusconi’s criminal trials
toresume. In one trial, which will re-
sume Nov. 16, Mr. Berlusconi is
charged with alleged tax fraud.

Prosecutors allege that in the
late 1990s and earlier part of this de-
cade, Mr. Berlusconi’s family-con-
trolled broadcaster, Mediaset SpA,
declared an elevated cost of film
rights in its tax declarations as a
way to pay fewer taxes. Mr. Berlus-
coni denies the charge of tax fraud,
according to his lawyers.

Before the trial was suspended in
2008, Mr. Berlusconi’s lawyers had ar-

gued that the premier couldn’t have
been aware of the alleged abuse be-
cause he didn’t hold any management
posts at the time at either Mediaset
or Fininvest, which is Mediaset’s hold-
ing company. After first entering poli-
tics in 1994, Mr. Berlusconi handed
over the top positions at Mediaset
and Fininvest to a close lieutenant.

Support for Mr. Berlusconi re-
mains strong among Italian voters.
Over his 15 years in politics, Mr. Ber-
lusconi has faced criminal investiga-
tions, indictments and trials on
charges ranging from false account-
ing to corruption. He has repeatedly
denied all of the charges. In some of
the cases, Mr. Berlusconi was acquit-
ted at trial. In others, the charges
were dropped after the statute of
limitations expired.
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Switzerland’s pay rules
are aimed at long term

Finma won’t apply
compensation caps;
deferrals boost profit

BY ANITA GREIL

ZURICH—Switzerland’s finan-
cial-markets regulator Finma is in-
troducing new rules that aim at
aligning bonuses with the long-term
interests of banks and insurers and
curb incentives to take risk, but
stops short of imposing a cap on
compensation.

The new regulations will come
into effect Jan. 1 and will apply to
Switzerland’s seven biggest banks
and five biggest insurers, the regu-
lator said Wednesday. The new
compensationrules apply to all em-
ployees, not just those residing in
Switzerland, though the rulebook
leaves open the possibility of mak-
ing exceptions to the rules if they
are well founded.

This should ensure that banks
will be able to attract employees in
financial centers such as London
and New York, should rules on com-
pensation turn out to be less strict
there than in Switzerland.

Attracting and keeping good
bankers is an element of ensuring
a company’s long-term success,
and thus in line with the general
framework of the new compensa-
tion rules, said Finma spokesman
Alain Bichsel.

“We plan to handle such excep-
tions very restrictively,” he added.

The publication of the new guide-
lines follows months of debate with
financial institutions, trade groups
and politicians. Switzerland is
among the first countries to intro-
duce new principles on compensa-
tion after the Group of 20 leading
economies in September pledged to
ensure member states will come up
with new bonus and pay principles.
What some consider excessive com-
pensation and banker bonuses is
seen as one of the reasons why
banks entered too many risky deals
that led to the financial crisis.

Though only one Swiss bank,
UBS AG, needed state intervention
last year, the discussion on bonus
payments for bankers was as heated
in Switzerland as elsewhere and led
to calls for capping bonuses. The reg-
ulator said it “didn’t accede to the re-
quest that an absolute or relative
cap be placed on salaries,” and ruled
out that the new rules should only
apply to Switzerland’s major banks,
UBS and Credit Suisse.

Under the new regulation, bo-

nuses must be treated as the employ-
ees’ stake in the success of the com-
pany, and therefore must have been
earned by the company over the
long term, Finma said. This enables
banks or insurers to pay out bo-
nuses even if they didn’t make a
profit, provided the loss-making pe-
riod is only brief.

The regulator urged banks to pay
only deferred forms of bonuses
when business performance is nega-
tive, and said it welcomes clawback
provisions, which allow for the
banks to withdraw part or all of a bo-
nus in the event things later get
worse. Sign-up bonuses are still pos-
sible under the new framework but
must come out of an institution’s
general bonus pool, Mr. Bichsel said.

The regulator put particular
emphasis on bonuses for top execu-
tives, saying those managers, who
have significant responsibility for
risk or high total remuneration,
must have a major part of their bo-
nus deferred, linking it more
closely to risk.

The new rules are unlikely to
lead to sweeping changes in compen-
sation schemes, given that many
banks have already tried to link pay
more closely to long-term goals
while decreasing incentives to take
high risks for short-term reward.

“UBS has already revised its
compensation system,” spokesman
Andreas Kern said. Among other
steps, the bank has over the past
year boosted the base salary of se-
nior bankers to compensate for
lower bonuses. The Zurich-based
bank considered international regu-
latory developments when making
these changes and will evaluate if
further adjustments are required
as a result of the new Swiss rules,
Mr. Kern said.

Nevertheless, the greater adop-
tion of pay deferrals will give one-
off lifts to some banks’ profits, ana-
lysts at Credit Suisse said in a note
this week. The so-called “first year
effect,” which lowers compensa-
tion costs and increases profits, is
likely to lead some banks to beat
earnings expectations this year, ac-
cording to Credit Suisse, with BNP
Paribas SA and Deutsche Bank AG
both referring to a “material” im-
pact on earnings.

The Swiss Bankers Association,
a lobby group, welcomed Switzer-
land’s new guidelines, especially
as they don’t foresee a cap on pay
and are mandatory only for banks
and insurers that have a capital
base of at least two billion Swiss
francs ($2 billion).

—Harry Wilson
contributed to this article.

Associated Press

Finma said it had decided that the new rules shouldn’t only apply to
Switzerland's major banks, UBS and Credit Suisse.
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Greece is denied a budget reprieve

By ApAM COHEN

BRUSSELS—The European Com-
mission Wednesday recommended
that some countries get an extra
year to cut their budget deficits, but
pushed Greece to repair its public fi-
nances immediately.

The commission fears some
states could struggle to reduce grow-
ing budget gaps. It suggested to the
European Council of member gov-
ernments that these countries be
given more time to recover from def-
icits widened by the economic down-
turn, which drove up spending and
cut into tax revenue.

The total government budget def-
icit across the EU is expected to
climb to 6.9% of gross domestic
product this year and 7.5% next year,
up from 2.3% in 2008.

Under EU rules, individual coun-
tries must keep their budget deficits
below 3% of gross domestic prod-

uct. But the commission, the Euro-
pean Union’s executive arm, said sev-
eral countries should have more
time to bring their deficits below
the 3% limit. France and Germany
were given a deadline of 2013, as
were Austria, the Netherlands, the
Czech Republic, Portugal, Slovakia
and Slovenia. The U.K. was given un-
til 2014-2015, the commission said.

Greece, by contrast, was ordered
to cut spending and raise taxes imme-
diately and to report back regularly on
progress to shrink its budget shortfall.

Greece broke the 3% limit in
2007 and 2008 and is on track for a
deficit of 12.7% of GDP this year, the
largest among the countries that
use the euro. On top of this, Greece
hasrevisedits economic datarepeat-
edly, including deficit numbers
from the late 1990s that it used to
qualify for euro membership.

The various deadlines the commis-
sion suggested were tailored to cir-

cumstances in each country, said Euro-
pean Commissioner for Economic and
Monetary Affairs Joaquin Almunia.
He said the commission looked
at a range of factors—including the
size of a country’s deficit, the level
of government debt and the state’s
broader economic outlook—when
making its recommendations.
France and Germany need to have
“coherence” in their economic poli-
cies, Mr. Almunia said. If the euro
zone’s two largest economies don’t
share the same policy orientation,
the euro zone could become “ungov-
ernable,” he told a news conference.
France is expected to have a bud-
get deficit valued at 8.3% of GDP this
year, compared with 3.4% in Germany.
Even the extended deadlines
have caused some worries among
EU finance ministers. French Fi-
nance Minister Christine Lagarde
earlier this week said France likely
won’t be able to meet a 2013 cutoff.
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Motorola seeks buyers for one of its pillars

Handset maker hopes to fetch $4 billion to $5 billion for unit that makes set-top boxes, telecom gear

Motorola Inc. is exploring the
sale of its big set-top-box unit, peo-
ple familiar with the matter said,
the latest sign of the once-mighty
technology giant’s rapidly declining
ambition in the convulsive world of
communications gear.

By Dana Cimilluca,
Jeffrey McCracken,
And Roger Cheng

By attempting to sell the unit,
which could fetch $4 billion to $5
billion, Motorola finds itself consid-
ering disposal of two of the com-
pany’s three main pillars.

It has already tried and failed for
nearly two years to spin off its mo-
bile-phone business, which has been
in steep decline without a hit device
to compete with buzzy rivals like
Apple Inc.’s iPhone and Research In
Motion Ltd.’s BlackBerry and others.

According to a person familiar
with the company, Motorola Chair-
man David Dorman is now referee-
ing an internal debate over what
shape the company should take go-
ing forward.

The latest possibility to spring
from that discussion is the possible
sale of what is now Motorola’s larg-
est division, its so-called home and
networks mobility division, which
makes gear for cable and phone
companies, according to people fa-
miliar with the matter. The process
is still at an early stage.

In a statement, Motorola said it
doesn’t comment on rumors, but
added that it remains committed to
its long-term plan to split off its
mobile devices unit.

Offloading either or both of the
divisions would result in a dramati-
cally downsized version of Motorola
bearing little resemblance to the
tech superstar of years past.

Founded in 1928, Motorola was a
lynchpin of the mobile-co-
mmunications boom, pioneering the
use of care radios in the 1930s, mak-
ing the equipment that carried the
first words from the moon.

When the mobile-phone revolu-
tion becan in earnest, Motorola fre-
quently rode high on the popularity
of devices like its StarTAC and Razr
phones, which were design icons of
their eras.

Its market capitalization touched
$55 billion four years ago. But
Thursday it was worth just over $20
billion, a sign that the Schaumburg,
Ill.-based company is scrambling
just to find safe harbor. Sales are
plummeting at all three of its divi-
sions, with the phone handset unit
being the hardest hit. Overall, Mo-
torola’s sales fell 27% in the third
quarter to $5.5 billion. It reported
$12 million of earnings as it aggres-
sively pared costs.

| A Motorola building
II in Singdpore |

Reuters

Phone handsets were long Mo-
torola’s marquee business. But this
year, it has been surpassed by the
set-top box unit, which last year had
sales of $10.1 billion, a third of the
company’s total.

Still, the home and networks unit
has been hit hard by the economic
downturn, with sales falling 15% in
the third quarter from a year ear-
lier, to $2 billion. Still, the segment
remains profitable, posting operat-
ing earnings of $199 million in the
period.

That strong cash generation is
likely what has attracted the inter-
est of private-equity firms. Those
that are exploring a deal for the
business include TPG and Silver
Lake Partners, people familiar with
the matter said. TPG had no com-
ment and Silver Lake Partners could
not be immediately reached.

According to people familiar
with the matter, companies that
might also be interested in parts of
the home and networks operation
include South Korea’s Samsung
Electronics Co.; China’s Huawei
Technologies Co.; Sweden’s L.M.
Ericsson; Pace PLC of the UK; and
television-technology provider NDS
Group PLC, which is co-owned by
private-equity firm Permira Advis-
ers LLP and News Corp., parent
company of Wall Street Journal
owner Dow Jones.

Ericsson and NDS declined to

comment. Pace had no immediate
comment, and Samsung and Huawei
couldn’t be reached. J.P. Morgan
Chase & Co. and Goldman Sachs
Group Inc. are advising Motorola on
the possible sale. The banks de-
clined to comment.

Motorola has been through a tur-
bulent couple of years. Since 2007,
the company has dealt with a proxy

The move would
follow stalled plans
to spin off its mobile
handset unit.

fight with billionaire activist inves-
tor Carl Icahn; the resulting ouster
of former chief Ed Zander; a reshuf-
fling of the business units; and an
overhaul of management, with Greg
Brown assuming the CEO role, and
Sanjay Jha ultimately taking the co-
CEO position to run the mobile de-
vices business.

At the same time, Motorola has
aggressively streamlined itself. The
declining sales and retreating mar-
ket share position in its businesses
couldn’t support its bloated cost
structure, analysts say. Chief Finan-
cial Officer Edward Fitzpatrick told

Losing reception
Motorola’s third-quarter 2009 breakdown of sales compared to a year earlier

Il Mobile Devices
Il Home and Networks Mobility: gear for TV and mobile-phone networks

Enterprise Mobility Solutions: hand-held devices such as two way radios '

3Q 2008
3Q 2009

Source: the company

__'-____..--f

analysts last month that he expects
to reduce the company’s headcount
by 9,700 for the year.

The home and networks unit was
considered resilient in the past, and
its television set-top boxes remain a
market leader. But there are worries
it is missing out on the trend of ca-
ble and telecommunications video
providers relying more on Internet-
based video delivery systems.

The sale of the unit makes sense,
analysts say, because it doesn’t fit
with the rest of the company. Mo-
torola is split into three businesses:
the handset unit; the home and net-
works business; and the enterprise
mobility unit, which makes which
makes handheld devices such as
public radio systems and barcode
scanners, and was largely built from
the company’s acquisition of Symbol
Technologies. There are few logical
connections between the three busi-
nesses

“It’s a stretch to say there would
be true synergies if they stayed to-
gether,” said John Jackson, an ana-
lyst for U.K.-based market research
firm CCS Insight. “It’s hard to credi-
bly say we would need one because
it benefits the others.”

That’s the central premise be-
hind Motorola’s effort to spin the
handset business out as a separate
company run by Mr. Jha. The plan
stalled last year due to the collapse
of the market.

$7.5 billion

55

R

But management also reined in
its plans because the business still
lacked notable products and feared
it was too weak to stand on its own.
There also remained questions
about how the separation of the in-
tellectual property would work, as
well as which company would keep
the storied Motorola name.

Over the past year, Wall Street
has largely given the company a
pass as Mr. Jha mixed up the corpo-
rate culture in his unit. The com-
pany scrapped several potential
phones, including ones using Micro-
soft Corp.’s Windows Mobile soft-
ware, and focused its research and
development dollars on building
phones using Google Inc.’s free An-
droid mobile platform.

At the same time, Mr. Jha has
worked to get his phones front and
center at the carriers, a vital compo-
nent to successfully selling his
phones. The bet saw early dividends
in September with the unveiling of
the Cligq, which uses Android, as
well as its own tweaked user inter-
face, dubbed MotoBlur, which is a
leading product at Deutsche
Telekom AG’s T-Mobile USA. But the
true pay-off came with the Droid,
which launched on Friday. Motorola
is benefiting from Verizon Wireless,
which said it was backing the device
with its largest marketing campaign
and is positioning it as its flagship
product for the holiday.

Germany’s E.ON raises 2009 outlook as profit soars

By JAN HROMADKO

FRANKFURT—E.ON AG, Ger-
many’s largest utility by market
value, on Wednesday raised its out-
look for full-year earnings as inter-
est expenses on acquisition-related
debt grew less than expected.

E.ON also reported sharply
higher third-quarter net profit.
Earnings were boosted by nonrecur-
ring effects such as gains from dis-
posing of assets and the revaluation

of energy derivatives used for hedg-
ing.
For the three months ended
Sept. 30, E.ON’s net profit soared to
€1.8 billion ($2.7 billion) from €100
million in the same period a year
ago. Sales fell 13% to €16.74 billion
from €19.25 billion in the year-ear-
lier quarter, reflecting weaker en-
ergy demand and prices during the
economic downturn.

Analysts had expected sales of
€17.29 billion.

Looking ahead, the Diisseldorf-
based company said it now expects
2009 after-tax profit, adjusted for
nonrecurring items, to fall only by
3% to 5% from the year before. E.ON
previously forecast a decline of 5%
to 10%.

It was the second time this year
that E.ON raised its 2009 full-year
adjusted after-tax outlook. It had
originally forecast a 10% year-to-
year drop.

Analyst Stephan Wulf, of Luxem-

bourg banking group Sal. Oppen-
heim, who has a “neutral” rating on
the stock, said the raised goal was a
“nice little positive surprise as it re-
assures investors that E.ON’s divi-
dend payment, which it links to ad-
justed net profit, should be safe.”

E.ON intends to pay between
50% and 60% of its 2009 adjusted
after-tax profit to shareholders in
the form of dividends. For 2008 it
paid €1.50 per share.

Full-year adjusted earnings be-

fore interest and taxes—a key profit
figure analysts closely watch to
measure operating profitability—are
still expected to come in around last
year’s level, the company said.

E.ON said selling electricity for-
ward helped achieve higher average
power prices than in the period a
year earlier. Efficiency improve-
ments and better earnings contribu-
tions from newly acquired busi-
nesses further drove operating
earnings higher.
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Defense companies see growth in Mideast

Spending on fighter jets, missiles and other items forecast to exceed $100 billion by 2014 in the region

By STEFANIA BIANCHI

DUBAI—Fighter jets, rather than
passenger planes, will be in focus at
next week’s Dubai Airshow as Arab
sheikdoms update their armories
just as the U.S. starts to rein in its
defense spending.

Defense spending in the Middle
East is expected to reach more than
$100 billion by 2014, or 11% of arms
orders globally, according to consul-
tancy Frost & Sullivan.

This splurge on new weapons
will come as a relief to U.S. and Eu-
ropean defense companies looking
to boost overseas sales to help
hedge against belt-tightening at
home.

The administration of U.S. Presi-
dent Barack Obama has made health
care a priority and cut military
spending, including a high-profile
measure to strip $1.7 billion from
the budget for F-22 Raptor fighter
jets.

Companies such as BAE Systems
PLC, Lockheed Martin Corp., Boe-
ing Co., Northrop Grumman Corp.
and Raytheon Co. will showcase
their latest airborne weapons at the
Dubai show. The Middle East’s larg-
est aviation fair, which starts Sun-
day, is held every two years and is
usually dominated by huge commer-
cial-aircraft orders.

“Threats including those from
Iran or the instability surrounding
Afghanistan and Pakistan, Iraq, and
most recently Yemen certainly add
to the need of Gulf states to review
their defense policy,” said Christian
Koch, director of international stud-
ies at the Dubai-based Gulf Research
Center.

Organizers of this year’s Dubai
show say they expect military sales
to take up some slack as few com-
mercial deals are expected.

U.S.-based Raytheon, the world’s
largest producer of guided weapons,
such as the Paveway bomb used
widely by U.S. Navy pilots in Af-
ghanistan, said the Middle East is
quickly becoming one of its most
important markets.

Thomas Culligan, Raytheon ex-
ecutive vice president of business
development and chief executive of
Raytheon International, said the

Bloomberg News

BAE’s Eurofighter Typhoon, above, will go head-to-head with the F-22 Raptor at the Dubai Airshow next week.

Arms shopping

Military spending in select Middle Eastern countries, by calendar year,

in billions of dollars, at constant 2005 prices and exchange rates.
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company is poised to announce sev-
eral missile deals at the show. Last
year Raytheon signed a $3.3 billion
Patriot missile contract with the
United Arab Emirates.

BAE Systems, Europe’s largest
defense contractor, said it will use
the air show to fly the Eurofighter
Typhoon jet, a multiple-role combat
aircraft it has developed with Italy’s

Alenia Aeronautica and the German
and Spanish units of European
Aeronautic Defence & Space Co.
The four-nation EADS consor-
tium said the Gulf region is a “key
market” and it hopes to sign up to
300 deals for the Typhoon by 2020.
“It seems that the Gulf region
has been increasing its defense
spending in recent years,” said Si-

mon Keith, BAE’s managing director
for the Middle East, Africa and the
Asian-Pacific region. Saudi Arabia is
BAE’s biggest customer for the
fighter outside Europe.

Since 2001, defense spending in
Saudi Arabia has doubled to $43.52
billion and will hit $47.4 billion next
year, according to defense consul-
tancy Jane’s Information Group.

In the U.A.E., one of the Gulf re-
gion’s biggest spenders, defense
outlays have risen almost fourfold
since 2001 and will reach $7.69 bil-
lion in 2010, according Jane’s Infor-
mation Group.

The U.A.E. was the Gulf region’s
largest purchaser of conventional
weaponry between 2004 and the
end of 2008, making it the third-
biggest buyer world-wide after
China and India, according to the
Stockholm International Peace Re-
search Institute, or Sipri.

Between 2001 and 2008, Mideast
nations bought more than half of all
arms purchased from the U.S., ac-
cording to Sipri. A total of 16% were
purchased from France, 8% from
Germany and 7% from Russia.

But Gulf states want influence
with the West in return for their
purchases. Defense deals are “the
ultimate poker chip,” said Guy
Anderson, lead analyst at Jane’s.

Saudi Arabia and the U.A.E., the
Gulf’s Arab heavyweights, are also
using defense deals to diversify
their oil-reliant economies and off-
set rising unemployment in the
youthful local population.

“Recognition that defense expen-
diture can be used as a lever to
achieve change is not a new idea in
either state,” Mr. Anderson said.

The U.A.E. in particular has an
aggressive policy whereby it typi-
cally requires at least a 50% “offset
requirement” for deals involving
military hardware, according to
Jane’s.

This means at least half of a con-
tract’s value must be reinvested in
the local economy by the contract
recipient, such as through mainte-
nance contracts.

Raytheon, which is developing
the Talon Laser Guided Rocket in
partnership with the U.A.E.’s Emir-
ates Advanced Investments, said
such agreements will help Gulf
countries develop their own aero-
space industries.

“Instead of developing a product
for a U.S. customer first and then
selling that product internationally,
we are developing this product with
an international partner first and
the U.S. may eventually be a cus-
tomer,” Mr. Culligan said.

Emirates jet deliveries delayed

By STEFANIA BIANCHI

DUBAI—Emirates Airline said
Wednesday that some of its double-
decker Airbus A380 planes for deliv-
ery in 2010 will be delayed, and that
it may take over aircraft orders
from rival carriers.

“We’ve taken a bit of a delay on
deliveries, but not in years,” Emir-
ates Airline Chairman Sheikh Ahmed
bin Saeed Al Maktoum told report-
ers at a press conference ahead of
the Dubai Air Show, which begins
Sunday.

With a total of 58 orders, Emir-
ates, the largest airline in the Mid-
dle East, is the biggest customer for
the A380 superjumbo jet from Euro-
pean Aeronautic Defence & Space
Co.’s Airbus unit.

The Dubai-based carrier is due to
receive six of the jetliners next year,
slowing to five in 2011. Deliveries
are expected to rise to 12 in 2012

and 11 in 2013.

Sheikh Ahmed said the carrier
will take delivery of two A380s in
December and January, but didn’t
specify how many aircraft would be
affected by the delays.

Carrier’s chairman
didn’t specify how
many A380 planes
would be affected.

“It’s a short period. Some air-
craft will be delivered within a
month or two of the original date,”
he said. “We are not happy about it
because we want the aircraft to be
delivered on time.”

However, Sheikh Ahmed declined

to comment on whether the airline
was seeking compensation for the
delays, saying: “It’s a private mat-
ter.”

Emirates is also looking at taking
over orders made by other airlines
that want to delay delivery of new
aircraft amid the global economic
downturn. “We’re considering it,”
Sheikh Ahmed said. “We’re usually
one of the first movers to take ad-
vantage of the market. It’s very pos-
itive for us.”

Last week, Emirates said its
first-half net profit almost tripled
from a year earlier to 752 million
U.A.E. dirhams ($205 million) on
lower costs and fuel prices.

Sheikh Ahmed said Wednesday
he expected the airline’s revenue
during the second half to be “bet-
ter” than the 13.5% decline posted
during the first half. “Emirates is
seeing much better numbers in
terms of forward bookings,” he said.

TPG considers taking
stake in Japan Airlines

TOKYO—Private-equity firm TPG
is working with American Airlines
parent AMR Corp. on a possible in-
vestment in Japan Airlines Corp., a
person familiar with the situation
said, upping the ante in the race
with Delta Air Lines Inc. to cement
a stronger partnership with the Jap-
anese carrier.

By Mariko
Sanchanta, Alison Tudor
And Doug Cameron

“TPG is a well-respected investor
in the airline space,” AMR Chief Fi-
nancial Officer Tom Horton told re-
porters Wednesday. “To the extent
that there is an investment to be
made, they would be a natural part-
ner for American.”

A TPG spokesman said it was un-

clear whether TPG would participate
in a joint minority investment with
AMR. A Delta spokeswoman de-
clined to comment.

TPG’s  participation  could
strengthen AMR’s effort to secure a
more robust alliance with JAL,
which is undergoing a broad, gov-
ernment-led restructuring aimed at
returning the carrier to profitability.
Delta and American Airlines are
dangling the possibility of making
investments valued at hundreds of
millions of dollars, though foreign
investment laws limit their partici-
pation to minority stakes.

Also, the state-backed Develop-
ment Bank of Japan may extend 100
billion yen, or about $1 billion, in
loans to keep JAL flying, a person
familiar with the matter said
Wednesday.
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RTL Group looks to new sales streams

As viewers change their habits, European broadcaster is aiming to develop new business models

BY ARCHIBALD PREUSCHAT

DUSSELDORF, Germany—Euro-
pean broadcasters must figure out
how to make money from on-de-
mand services and new forms of ad-
vertising as viewers change their
habits, said Gerhard Zeiler, the chief
executive of RTL Group SA, Eu-
rope’s largest broadcaster by house-
holds reached.

“We need to develop business
models for these offers; they are an
important part of the future of TV,”
Mr. Zeiler said in an interview.

Free-to-air broadcasters such as
RTL, Germany’s ProSiebenSat.1 Me-
dia AG and the U.K.’s ITV PLC have
been battling a prolonged slump in
advertising markets that has
slashed core revenue. They have
also had to face the structural shift
to digital content and competition
from pay-TV companies and tele-
communications firms that increas-
ingly offer film and TV content.

Viewers can also use set-top box
technology to record, pause and re-
wind live television, and to skip
through advertising, although pro-
grams viewed online still carry ads
that cannot be skipped.

As signs emerge that advertising
markets may be stabilizing as the
recession starts to ease, free-to-air
broadcasters must develop new
business models, Mr. Zeiler said.
The conundrum faced by broadcast-
ers mirrors the debate in print me-
dia about how publishers can charge

Gerhard Zeiler, head of RTL Group

Unchanging channels

RTL Group’s quarterly audience share

has remained fairly flat in 2009
among 14- to 49-year-old viewers in
its biggest market, Germany

Stressed sales

RTL Group, like other broadcasters,
has struggled to expand sales;
quarterly revenue in billions of
euros

for content that is widely available
free elsewhere.

Some recent studies forecast
that 70% of viewers will watch pro-

Macy’s narrows loss,
raises annual forecast

By RacHEL DODES

Macy’s Inc. raised its fourth-
quarter and full-year profit forecast
after reporting a loss Wednesday,
but its shares declined as the re-
vised outlook fell short of analysts’
estimates.

The Cincinnati-based retailer, the
first of several department-store
chains to report earnings this week,
has struggled all year amid declin-
ing mall traffic and reduced discre-
tionary spending, but said it has no-
ticed improvement as it heads into
the holiday season.

“There’s a sense of momentum at
Macy’s Inc. that positions us to gain
market share despite the environ-
ment,” Macy’s Chief Financial Of-
ficer Karen Hoguet said in a confer-
ence call. Business improved each
month in the quarter, Chief Execu-
tive Terry Lundgren said in a state-
ment.

The company raised its full-year
earnings forecast excluding restruc-
turing costs to a range of $1.01 to
$1.06 a share compared with earlier
guidance of between 70 cents and
80 cents a share.

Analysts were projecting full-
year earnings of $1.11 a share, ac-
cording to Thomson Reuters. For
the current quarter, the company
projected earnings of between $1
and $1.05 a share, below analysts’
estimates of $1.17 a share.

The lower-than-expected outlook
sent the company’s shares down
8.3% to $17.81 in afternoon trading
on the New York Stock Exchange.

For the current quarter, Macy’s
forecast sales at stores open at least

a year will fall between 1% and 2%,
compared with earlier guidance of a
decline of between 5% and 6%. Ms.
Hoguet said although inventories
will likely be down in the fourth
quarter, they will decline by less
than the third quarter’s 7.4% drop.

The operator of more than 850
department stores said it lost $35
million, or eight cents a share, in
the three months ended Oct. 31,
compared with a loss of $45 million,
or 10 cents a share, a year ago. Ex-
cluding restructuring charges, the
company lost three cents a share,
compared with analysts’ forecasts of
a loss of seven cents a share, ac-
cording to Thomson Reuters.

Macy’s reported improved sales
of moderate sportswear, cold-
weather goods and home textiles,
while sales of dresses, fragrances
and handbags remained relatively
weak. The company praised its lo-
calization initiative—which tailors
stores’ merchandise to regional
tastes—for delivering sales that
were 1.9 percentage points higher
on average in the program’s 20 pilot
districts than in the 49 districts
elsewhere in the country.

“We are gaining confidence that
this unique strategy...will give us a
real competitive advantage,” Ms.
Hoguet said.

The quarter included $33 million
in charges related to division con-
solidation and its localization costs.

Sales in the quarter fell 3.9% to
$5.3 billion. Sales at stores open for
at least a year, fell 3.9%. The com-
pany said its online sales rose 21%.

—Joan E. Solsman
contributed to this article.

30 4Q ] 20 3Q
grams live in the future, with about
30% to 40% watching on-demand,
Mr. Zeiler said.

“The challenge is to sell advertis-

RTL Group

ing spots for on-demand platforms
for the same price ratio as for
prime-time television, when most
viewers are reached,” he said.

Meanwhile, in the U.K., where
RTL runs broadcaster Five, online
viewing of TV programs has rock-
eted in recent years to a forecast
410 million hours this year from 7.5
million hours in 2005, according to
Marija Jaroslavskaja, an analyst at
research firm Screen Digest’s broad-
band media team. By 2013, more
than 750 million hours of TV will be
watched via a laptop, Screen Digest
forecasts.

Five’s UK. digital channels—Five,
Five USA and Fiver—are free on the
Web and on digital terrestrial TV,
supported by advertising.

Mr. Zeiler believes viewers are
willing to pay to watch free-to-air
programs on-demand, as well as for
additional services such as archives.

Viewers will also pay for niche
digital channels, said Mr. Zeiler, who
plans to introduce a growing num-
ber of them. In major markets, such
as France, the Netherlands and Ger-
many, RTL already operates pay dig-
ital channels, like a channel target-
ing women in the Netherlands and a
crime-focused channel in Germany.
The broadcaster wholesales these
programs to satellite and cable net-
work providers, that in turn charge
their customers.

Mr. Zeiler said it is also impor-
tant that the industry develops new
forms of advertising. For example, a

sponsor’s brand name or logo cold
be discreetly shown during pro-
grams. “This doesn’t disturb viewers
but generates new revenue sources,
and we have to discuss that with the
media regulators in the countries
we’re operating in,” he said.

The U.K. government in Septem-
ber said it was moving toward lift-
ing a ban on product placement on
television, which industry experts
estimate could generate a further
£100 million ($167 billion) a year in
revenue for commercial broadcast-
ers in the country. The U.K. lags be-
hind continental Europe, where
product-placement restrictions were
lifted in most countries following a
European Union directive in 2007.

“All these measures we need in a
time in which advertisers doesn’t
cover all our costs anymore,” Mr.
Zeiler said.

ProSiebenSat.1 Media’s Chief Ex-
ecutive Thomas Ebeling, who said
last week the company has to intro-
duce more pay services to lessen its
dependence on advertising.

In common with peers, RTL has
tried to counterbalance the slump in
advertising revenue through inten-
sive cost-cutting.

“Our industry showed the ability
to deal with the change in our over-
all situation,” Mr. Zeiler said. “The
target was to lower costs without
hurting audience share and we’ve
been very successful in all impor-
tant markets we are operating in,”
he added.
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Sainsbury adds more general merchandise

Grocer challenges rivals Asda, Tesco with expanded selections of clothing, housewares and electricals

By KATHY SANDLER

J Sainsbury PLC is banking on a
late push into nonfood, general mer-
chandise sales to continue its five-
year resurgence as the UK. super-
market chain expands its store port-
folio in the north of England, where
it doesn’t have a big presence.

Sainsbury is six months into an
expansion program funded by a
£436 million ($729 million) equity-
raising earlier this year and is push-
ing north into traditionally under-
served parts of the U.K. The chain
also is expanding its offerings of
clothing, housewares, electrical
goods and toys substantially.

By introducing northerners to its
food and household goods, Sains-
bury, the U.K.’s third-largest super-
market chain by revenue, hopes to
build on solid results it reported
Wednesday.

The company posted a 48% rise
in first-half net profit on strong
sales gains and better cost manage-
ment. Net rose to £252 million in
the 28 weeks ended Oct. 2 from
£170 million a year earlier, boosted
by the revaluation of properties in
its joint ventures.

Adjusted pretax profit—a closely
tracked figure that strips out prop-
erty gains, pension financing, im-
pairment and other items—rose 19%
to £307 million, as the company
benefited from strong sales gains
and lower financing costs.

Sales, which the company re-
ported in October, increased 3.7% to
£11.16 billion. Comparable sales, ex-
cluding fuel but including value-
added sales, climbed 5.7%.

Sainsbury has seen five years of
same-store sales growth on the back
of a turnaround plan begun in late
2004. But food-price inflation is sta-

Bloomberg News

J Sainsbury is expanding into markets such as northern England, where it doesn’t have a big presence.

bilizing, which means the comfort-
able sales growth Sainsbury and its
main competitors have recently en-
joyed will fade. Its bigger rivals,
Tesco PLC and Wal-Mart Stores
Inc.’s Asda Group Ltd., have their
own plans to expand and gain mar-
ket share, adding to market skepti-
cism about the sustainability of
Sainsbury’s recent growth.

Tesco last month posted a gain
of 8.3% for its fiscal first half as
lower-priced goods and strengthen-
ing Asian results helped trigger a
rebound at Britain’s largest retailer
by revenue. Asda, the nation’s sec-

ond largest retailer, reported sales
at stores open at least a year rose
7.2% excluding fuel and value-added
tax in the second quarter.

Sainsbury’s chief financial of-
ficer, Darren Shapland, said he be-
lieves the expansion of the com-
pany’s nonfood range will help
continue its sales momentum.

Although Sainsbury is coming
late to the game—Tesco and Asda
already have large and established
nonfood retail space in their bigger
stores—Mr. Shapland insists this
could be an advantage.

“This is genuine new nonfood

space in the industry, so we’ll be
taking market share potentially not
just from the grocers, but more
likely from the high street as well,”
he said.

The company said its nonfood
sales rose at 2.5 times the rate of
food, while its online grocery sales
increased 20% in the first half.

Sainsbury plans to use about half
of the extra store space that it’s
opening in the next two
years—which runs to 50 new stores
and 30 to 35 store extensions—for
nonfood items, and expects these
items to generate a third of future

sales growth.

Of the 50 new supermarkets
opening by March 2011, around
three-quarters will be in Wales,
northern England and Scotland—ar-
eas traditionally that held few
Sainsbury outlets. It has a stronger
market presence in southern Eng-
land.

Store expansion notwithstand-
ing, in the shorter-term the com-
pany’s outlook is still cautious as
the economic health of the UK. re-
mains precarious.

Sainsbury has been working hard
to control costs, which Chief Execu-
tive Justin King said “is enabling
further investment in the customer
offer and, together with our good
sales performance, has delivered
further strong profit growth.”

The company was the U.K.’s big-
gest supermarket chain until 1995,
but was overtaken by Tesco and
then Asda, as competitors used the
U.K. property-market collapse in the
1990s and acquisitions to expand
aggressively.

Sainsbury has had a renaissance
in the past two years as Mr. King
has modernized stores, revamped
logistics and improved product
quality while cutting prices and in-
troducing new ranges of store-
branded goods.

The new ranges have begun to
filter into the company’s nonfood
products, and Mr. King said on a
conference call Wednesday that a
program of directly sourcing non-
food items from the Far East has al-
lowed the company to develop its
own products, the first full range of
which went on sale over Halloween.
This direct sourcing has helped re-
duce the cost of products, which Mr.
King said the company has passed
on to customers,.

Fedex forecasts small upturn for holidays

By BoB SECHLER

The holiday shopping season ap-
pears to be showing some signs of
life, at least for package-delivery gi-
ant FedEx Corp.

FedEx on Tuesday forecast that
it would ship more than 13 million
packages on what it expects to be
its busiest day of the year, Dec. 14.
That would be an 8% rise from its
busiest day last year and tracks ex-
pected growth in online retailing.

FedEx ships an average of about
7.5 million packages daily and last
month reported that the slide in the
U.S. package business had started to
abate.

Like rival United Parcel Service,
it has benefited from the decision of
Deutsche Post AG’s DHL USA to
withdraw from the U.S.

UPS said it would issue its own
holiday forecast next week. The

company wouldn’t say what it ex-
pects for shipping volumes, but UPS
previously said it plans to hire
about 50,000 temporary U.S. work-
ers for the period from Thanksgiv-
ing until year-end.

While that’s not as much as in
some years past, UPS Chief Finan-
cial Officer Kurt Kuehn said in Octo-
ber that he’s “pretty confident”
that there will be a seasonal uptick
in shipments and so the company
was preparing accordingly.

In 2007, the last year UPS pro-
vided such data, it hired 60,000 hol-
iday-season temporary workers.
Neither FedEx nor UPS made busi-
est-day forecasts in 2008, due to
economic uncertainty.

That the largest U.S. package
shippers are gearing up for in-
creases in holiday shipping volume
this year represents a turnaround of
sorts, even as unemployment rises

and consumer sentiment remains
weak. UPS and FedEx have been
downbeat most of this year, as the
recession has sent the U.S. package
delivery business into a freefall.

The holiday prediction follows an
anemic back-to-school shopping sea-
son for retailers, which have kept
their expectations muted for year-
end gift-giving.

U.S retailers remain cautious
heading into Christmas and are
maintaining lean inventories. In ad-
dition, according to the National Re-
tail Federation, many are offering
free shipping—a trend that could
help FedEx and UPS.

The trade association expects
holiday sales to drop 1% from a year
ago to $437 billion, with the vast
majority of consumers spending less
than they did last year.

Web shopping could be the ex-
ception, though. Comscore, which

tracks online businesses, expects
sales over the Web during the holi-
day season to show a slight gain, af-
ter falling 3% last year.

“People are not just browsing
and doing price comparisons; they
are making purchases,” said Janet
Hoffman, global managing director
of retail for Accenture, a software
and consulting firm. “That bodes
well for the holidays.”

Separately, FedEx said the IRS
determined it doesn’t owe any taxes
or penalties stemming from the use
of independent contractors by its
FedEx Ground unit from 2004
through 2006.

The IRS may look into the issue
for 2007 and 2008, a company
spokesman warned, but he said he’s
optimistic about the likely outcome.

FedEx is battling numerous law-
suits regarding the employment
classification of its delivery drivers.

SingTel posts 10% rise in earnings but remains cautious on outlook

By SE YOUNG LEE

SINGAPORE—Singapore Tele-
communications Ltd.’s fiscal-sec-
ond-quarter profit rose 10% on
stronger operating revenue and con-
tributions from its regional mobile
associates. Still, the company re-
mained cautious about its outlook.

Earnings rose to 956 million Sin-
gapore dollars (US$688.6 million)
for the quarter ended Sept. 30, from
S$868 million a year earlier.

Operating revenue increased to
S$$4.1 billion from S$3.89 billion.

“Our strong financial results
were achieved amid a cautious eco-
nomic climate and despite the nega-

tive currency impact,” SingTel Chief
Executive Chua Sock Koong said.

Ms. Chua said the company re-
mains on the lookout for new in-
vestment opportunities and that its
strong balance sheet gives it signifi-
cant flexibility.

SingTel’s chief executive for in-
ternational operations, Lim Chuan

Poh, added that the company’s in-
vestment focus remains in Asia.
“Markets like Vietnam continue
to present a potential opportunity,”
Mr. Lim said. “We continue to track
the other areas where we currently
don’t have a presence, but at least
at the present moment there are no
specific countries [being targeted].”

Steiff settles
lawsuit accusing
executive of rape

Associated Press

NEW YORK—Steiff GmbH has
settled an $80 million lawsuit ac-
cusing the chief executive of the
German company’s toy unit of con-
ducting a years-long campaign of
unwelcome advances toward a U.S.
marketing executive and of raping
her, a lawyer for the company said
Wednesday.

When the lawsuit was filed by
Steiff marketing executive Jane Col-
lins in June, toy-unit CEO Martin
Frenchen said the allegations were
meritless. Also at the time, an attor-
ney for the company, David Rosen-
thal, said it was “committed to pro-
viding a safe and comfortable
working environment for all of its
employees” and would contest Ms.
Collins’s claims.

Mr. Rosenthal said the suit was
settled Tuesday night but wouldn’t
divulge the terms. Steiff company
officials didn’t respond to calls for
comment. Christopher Brennan, an
attorney for Ms. Collins, didn’t re-
turn calls.

The lawsuit was filed in New
York Supreme Court in Manhattan
and alleged Mr. Frechen raped Ms.
Collins in 2004 and subsequently
sexually harassed her during trade
shows.
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RUSSIA

A resilient country
is rapidly chmbing

out of recession

By Jonathan Gregson

ussia’s battered econ-

omy is working its way

out of the crisis, accord-

ing to Finance Minister
Aleksey Kudrin, with gross domes-
tic product growing 0.6% in the
third quarter, the ruble strength-
ening — to 29 rubles to the dollar
in November from 36 rubles to
the dollar in May — and unem-
ployment rates falling.

“Russia has come out of the
crisis very rapidly,” says Tom
Mundy, a Moscow-based equity
strategist at investment bank
Renaissance Capital. “The govern-
ment pursued sensible anticrisis
measures by focusing on social
spending, such as increased
unemployment benefits and mili-
tary salaries, that feed through
rapidly into the real economy.”
The stimulus — including the
increase in budget and tax cuts
— was equivalent to 8% of GDP.

But this tentative recovery
comes from a low base because,
as economist Sergei Aleksash-
enko of independent think tank
Carnegie Moscow Center, part of
the U.S. Carnegie Endowment
for International Peace, points
out, the global recession has hit
Russia harder than any other
Group of Twenty member. Its
economy shrank roughly 10%
between September of last year
and this, with lower oil and
commodity prices playing a large
part in the overall decline.

Says Prof. Philip Hanson,
associate fellow of the Russia
and Eurasia Program at the
London-based think tank Chatham
House: “The role of capital
flight, with both international
investors fleeing risk and
Russian businesses putting funds

Russia’s inflation
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offshore, and underlying riskiness
of investing in a country where
the state has a record of expropri-
ating assets, also contributed to
the sharpness of the downturn.”

Kingsmill Bond, London and
Moscow-based chief strategist at
Russian investment bank Troika-
Dialog, maintains that four-fifths
of the contraction in the country’s
GDP was essentially companies
running down their inventories.
“Now Russian companies are
restocking, money supply is growing
and banks starting to lend again,
so the economy should grow by
5% next year provided the global
environment remains stable.”

Mr. Mundy of Renaissance
Capital anticipates improve-
ments in industrial production in
the final quarter which has not
been priced into current stock
market valuations.

With inflation falling fast — as
high as 15% precrisis and now at

“Russia’s budget deficit
of around $90 billion
still needs to be funded,
so privatization is back
on the agenda.”

i
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Russia’s volatile equity market offers opportunities to active investors.

Morgan Stanley, which expects
oil prices to rise further, Mr. Wang
sees “value in Russia’s energy
sector” where the possibility of a
lower tax combined with tax
credits for development from new
Siberian fields could boost returns.

Mr. Mundy points out that all
this means that the budget deficit
is now likely to be much lower
than previously expected. The
deficit was 4.7 % of GDP in the
year through to September.

This is a good thing, says Ms.
Orlova of Alfa-Bank. “With the
banks unable to transfer excess
liquidity to the real economy, and
still highly leveraged companies
having no appetite for loans,
running too high a deficit would

stimulate an asset price bubble.
The government’s approach is
therefore sensible.”

Mr. Mundy points out that
“Russia’s budget deficit of around
$90 billion (€61.4 billion) still
needs to be funded, so privatiza-
tion is back on the agenda.”
Leading candidates include the
shipping company Sovcomflot,
where a 20% sale is contemplat-
ed, and insurance group Rosgoss-
trakh. A dilution of the govern-
ment’s 75% holding in oil giant
Rosneft through a secondary
placement is also in the cards.

In total, some 5,500 companies
may be sold. The government is
also planning to auction more
development licenses for oil, gas

REUTERS/Alexander Natruskin

and metals. While in most cases
the government is likely to maintain
majority control, Mr. Mundy
believes privatizations will provide
“interesting opportunities” for
international investors.

“There is need for huge invest-
ments in infrastructure,” he says,
“but much depends on how far
the government will permit foreign
direct investment in strategic
assets and its willingness to stick
to agreements.”

“There’s a sea change in the
way Russia’s government is
approaching international capital
markets,” says Mr. Bond of Troika-
Dialog, “which is helpful toward
both FDI and portfolio investors.”

Prof. Hanson of Chatham House
is more cautious, noting that
“there is still a lot of resistance
to FDI in high-tech industries.”

Portfolio investors, on the other
hand, are returning to Russia
because it offers value and the
prospect of growth.

Mr. Mundy of Renaissance Capital
points out that Russia’s equity
market is “highly volatile” present-
ing opportunities to the active
investor. However, any return
toward risk aversion world-wide
would trigger a proportionately
greater selloff. From the interna-
tional investor’s perspective, he
says “it’s a leveraged play into
continuing global recovery.”

around 10% after three months of
flat consumer prices — and the
government cutting interest rates,
around 9.5% at the beginning of
November compared with 13% in
March, Mr. Bond of Troika-Dialog
expects domestic growth to pick up
rapidly, so large retail banks,
telecoms, transport companies, auto
makers and retailers should all
benefit from stronger demand.

The enthusiasm has spread to
international investors. Accord-
ing to Michael Wang, a London-
based emerging market strategist
at Morgan Stanley, based on
future prospects Russia’s listed
companies are 40% cheaper than
those in other emerging markets.

But some analysts remain
cautious. Natalia Orlova, Moscow-
based senior economist at Alfa-Bank,
one of Russia’s largest private
banks, points out that much of
Russia’s recovery is due to external
factors. Most of the stock
market’s rebound, she says, is
due to external demand, to higher
export energy prices and a 30%
increase in metals output.

Mr. Mundy of Renaissance
Capital also attributes much of
Russia’s performance to its natural
resources. “Russia is doing well
because the oil price has been
quite resilient,” he says. And at
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Mobile venture raises hopes in West Bank

Wataniya’s launch injects competition, is seen as vote of confidence in territories by foreign investors

By CHARLES LEVINSON

RAMALLAH, the West Bank—The
Palestinian territories’ second cell-
phone carrier launched Tuesday, in-
jecting competition into the wireless
market here and delivering a signifi-
cant vote of confidence in the terri-
tories by foreign investors.

The Wataniya Mobile venture is
one of the largest direct-foreign in-
vestments ever in the Palestinian
territories. Former British Prime
Minister Tony Blair has embraced it
as a private-sector engine of growth
for the West Bank’s economy, which
is plagued by high unemployment
and restrictions on goods going in
and out through Israel.

“This is a sign that Palestine is
open for business,” said Mr. Blair,
who attended Tuesday’s launch at
Ramallah’s upscale Grand Park Ho-
tel. The former British leader cur-
rently represents the so-called Mid-
dle East Quartet—the U.S., the
European Union, the United Nations
and Russia—and he negotiated with
Israel on behalf of the start-up.

As recently as two months ago, it
wasn’t clear the service would ever
get off the ground amid a standoff
with Israel over the release of band-
width. In September, Wataniya Chief
Executive Alan Richardson, a Scot-
tish telecom executive who started
one of Iraq’s cellphone networks in
2003, threatened to pull the plug on
the venture altogether if Israel,
which controls the Palestinian terri-
tories’ airwaves, didn’t release more
bandwidth. Mr. Richardson com-
plained that it took him more than
two years to launch a service here,
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Palestinians buy phone cards to use with Wataniya Mobile in the West Bank city of Jenin ahead of the wireless carrier’s
launch. The “056” logo refers to the dialing prefix for Wataniya customers.

compared with four months to
launch a service in war-torn Iraq.

Wataniya is 57%-owned by a Ku-
wati unit of Qatar Telecommunica-
tions Co., or Qtel. Sheikh Abdullah
bin Mohammad bin Saud al-Thani,
Qtel’s chairman and a Qatari royal
family member, made a rare, brief
visit through Israel to attend the
launch in Ramallah. The Palestine
Investment Fund, a holding com-
pany for Palestinian public assets,
owns a 43% stake.

The struggle to get Wataniya up
and running became a closely
watched test case for those consid-
ering doing business in the Palestin-
ian territories. U.S. and Western of-
ficials have thrown their support
behind Wataniya as part of efforts
to revive the Palestinian economy
and encourage foreign investment.
The U.S. government’s Overseas Pri-
vate Investment Corp. provided $16
million in loan guarantees.

In bidding for the wireless li-

cense back in 2005, Wataniya of-
fered a stunning $354 million, easily
beating out a second place bid of
just $28 million. (While bids were
made in 2005, a final license wasn’t
awarded until 2007.)

Wataniya has pumped $100 mil-
lion into its infrastructure so far. It
says it expects to invest nearly $700
million, including the license fee,
over the next 10 years and create
2,750 jobs.

Backers are hoping the Palestin-

ian territories’ low cellphone pene-
tration rate—just 35%—will trans-
late into fast growth. Wataniya’s
launch ends a monopoly that was
long enjoyed by Palestine Telecom-
munications, or Paltel, which is ma-
jority-owned by Kuwait’s Mobile
Telecommunications Co.

Paltel has 1.5 million Palestinian
subscribers. Wataniya begins opera-
tions with just 40,000, who signed
up during a promotional blitz in the
past month. In addition to going af-
ter Palestinians without cellphones,
Wataniya executives are aiming for
Paltel customers and those of a
handful of Israeli operators.

While the Israeli carriers cater to
Jewish settlers in the West Bank,
they control as much as 45% of the
market, according to World Bank
and Palestinian estimates.

In recent months, Israel has
taken significant steps to improve
the Palestinian economy, including
removing nearly 200 checkpoints
and roadblocks that restricted Pal-
estinians’ freedom of movement.
Still, U.S. officials say Israel can do
much more. They cite Wataniya as
an example.

Wataniya has received just 3.8
megahertz of bandwidth from Israel,
instead of the 4.8 megahertz Israel
has pledged the company. Without
the spectrum, Wataniya says it will
be unable to offer 3G mobile ser-
vices like Web browsing and email.

Israeli officials have said the cur-
rent bandwidth allocated to Wa-
taniya is sufficient for now and the
remainder will be turned over in the
future. Israeli officials have given
conflicting reasons for the delay.

CEO of Reed Elsevier resigns

BY MAARTEN VAN TARTWIJK
AND BRUCE ORWALL

AMSTERDAM—Ian Smith, chief
executive of Reed Elsevier PLC, re-
signed unexpectedly Wednesday af-
ter only eight months in the job, but
the Anglo-Dutch publishing group’s
chairman said the move doesn’t her-
ald a pending strategic shift.

In a statement, Reed Elsevier
said Mr. Smith, age 55, had resigned
by mutual agreement and had also
stepped down from the board, effec-
tive immediately.

The company named Erik Eng-
strom as his successor. Mr. Eng-
strom, 46 years old and a native of
Sweden, became CEO of scientific
publisher Elsevier in 2004 and has
been a member of Reed Elsevier’s
executive board since 2005.

Mr. Smith wasn’t available to
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comment further on his abrupt res-
ignation, a spokesman said.

Reed Elsevier’s main businesses
are science, medical, legal and busi-
ness publishing; exhibitions and
conferences; and data businesses
such as LexisNexis and ChoicePoint.
It tried last year to sell its Reed
Business Information unit—pub-
lisher of titles such as Broadcasting

lan Smith’s abrupt

departure came by
mutual agreement,
after eight months.

& Cable and New Scientist—with
hopes of using the proceeds to pay
off the $4.1 billion debt it racked up
in the 2008 acquisition of data-ag-
gregation firm ChoicePoint. But
amid tough market conditions, the
sale was called off.

People familiar with the matter
said the board concluded that Mr.
Smith, a newcomer to the publishing
world, wasn’t the right executive to
lead the company forward, espe-
cially amid the turbulence of the re-
cession and the downturn in adver-
tising. Previously, Mr. Smith had
been chief executive of U.K. home-
builder Taylor Woodrow.

In an interview, Reed Elsevier
Chairman Anthony Habgood, who
joined the company earlier this year,
after Mr. Smith came on board, said

the executive change won’t bring
immediate strategic shifts.

“This is not the result of any kind
of strategic disagreement or change
of direction,” Mr. Habgood said. “We
didn’t have a disagreement between
Ian and myself and Ian and the
board or anything like that.”

Mr. Smith’s departure comes as
the economic slump hurts previously
resilient parts of Reed Elsevier’s
business. In July, the company is-
sued a profit warning and raised
£824 million ($1.38 billion) in a
share placement that also under-
scored the continued drag on earn-
ings from Reed Business Informa-
tion.

In a trading update brought for-
ward to Wednesday from Thursday,
Reed also said that business trends
seen in the second half are expected
to continue for the rest of the year
and into 2010.

The company added that adver-
tising and promotion markets, and
other transactional markets such as
employee screening, remain difficult
but should stabilize.

However, it said it expects a
“modest reduction” in adjusted op-
erating margin in 2010, due to in-
creased investments in a weak reve-
nue environment. The company
added that these are “only partially
mitigated by restructuring and other
cost actions.”

Mr. Smith’s resignation took in-
vestors by surprise. In Amsterdam
trading Reed Elsevier shares fell 4%
to €7.91 ($11.85). In London trading,
the shares closed at 465 pence
($7.78), down 19.50 pence.

National Express plans
to launch rights issue

BY JEFFREY SPARSHOTT

LONDON—National  Express
Group PLC said it plans to raise
£360 million ($602.2 million)
through a rights issue despite objec-
tions from the Cosmen family, the
group’s largest shareholder.

The UK. transport company,
which has been the subject of two
failed takeover bids in recent weeks,
both of which were backed by the
Cosmens, said it would use the
money to shore up its balance sheet
and pay off debt.

The move marks an attempt to
keep the company independent and
another snub for its largest share-
holder, which believes National Ex-
press should consider the sale of as-
sets, new management and a new
strategy, and find a more substantial
financing package.

Jorge Cosmen “urged the board
to consider again that there could
be a benefit to taking more time ...
to explore all options available to
the group,” National Express said in
a summary of objections. The Cos-
men family controls about 18.7% of
the company’s shares, according to
data provider FactSet.

Mr. Cosmen, who represents the
family’s interests on National Ex-
press’s board, favors a rights issue
combined with a more comprehen-
sive financial solution, National Ex-
press said.

While the company said Mr. Cos-
men failed to support the rights-is-

sue resolutions, it still plans to issue
as many as 357 million new shares
in a fully underwritten seven-for-
three rights issue. A full vote on the
rights issue by shareholders is
scheduled for Nov. 27.

It remains unclear whether the
Cosmens will take up their alloca-
tion. “At the end of the day
they’ve got two-and-a-half weeks to
decide whether they want to take
their rights,” said Chief Operating
Officer Ray O’Toole. .

National Express blamed the
“marked underperformance” of its
East Coast rail franchise as well as
high debt following an acquisition
spree for its financial position, and
said the rights issue was the best
way to proceed.

National Express last month
abandoned merger talks with rival
bus-and-rail operator Stagecoach
Group PLC to focus on reducing its
debt with an equity fund raising.

The group had net debt as of
Sept. 30 of about £1.1 billion, with
significant refinancing necessary in
September 2010, and again by June
2011.

Panmure Gordon analyst Gert
Zonneveld said raising £360 million
will help improve the company’s
balance sheet but doesn’t resolve
other problems, such as filling a va-
cant CEO slot, rectifying underper-
formance across some operations
and a dispute with the U.K. Depart-
ment for Transport. “It gives them
more breathing space,” he said.





