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Analysts say cost-cutting, which helped companies beat forecasts, can’t keep boosting profits

By ToM LAURICELLA

A record number of U.S.
companies beat earnings ex-
pectations in the third quar-
ter, but a big portion of their
profits came from cost-cut-
ting, disappointing investors
who were hoping for boostsin
revenue.

With nearly all of the com-
panies in the Standard &
Poor’s 500-stock index report-

ing their numbers, 80% did
better than Wall Street ana-
lysts anticipated, according
to Thomson Reuters. That is
up from 73% last quarter,
which tied the previous
record.

Revenue is on track to fall
10%, but that is what analysts
were expecting. The worry is
that without a meaningful up-
turnin U.S. sales, cost-cutting
can only boost profits for so

long.

“It goes to the heart of the
question about the recovery,”
said David Kostin, equity mar-
ket strategist at Goldman
Sachs. “Are we going to get
some end-demand picking up
that is more than just inven-
tory rebuilding?”

The good news is that com-
panies are running so lean
that should revenue pick up in
coming months, operating

margins would likely surge,
giving a powerful boost to
profits. Companies with a
strong presence in emerging
markets are particularly
poised to benefit, because
faster economic growth there
could drive higher sales.

The falling dollar also
could help profits rise. A
weaker dollar, which raises
the value of profits earned out-
side the U.S., has yet to be felt

on corporate bottom lines.
No one doubts that profits
will look good next quarter, if
only because last year’s
fourth quarter was so terri-
ble. After nine straight quar-
ters of earnings declines, ana-
lysts expect fourth-quarter
earnings to more than triple.
Even without good news
on the revenue front, the Dow
Jones Industrial Average
Please turn to page 39

Obama confronts limits of engagement at Singapore talks

/
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The U.S. and Russia now appear unlikely to complete a nuclear-arms-reduction accord by Dec. 5, when the current Strategic Arms Reduction Treaty expires. The U.S. president, left,
met for closed-door consultations with Russian President Dmitry Medvedeyv, but U.S. National Security Council Russia specialist Michael McFaul said major issues remain. Page 10.

Companies scramble
to tap bond market

By KATE HAYWOOD

Companies around the
world areracing into the bond
market while investor de-
mand remains hot, concerned
that the window may slam
shut at any moment.

While a rush to sell before
markets wind down for the
holidays is typical, this year
the sense of urgency is
greater. Central banks are pre-
paring to stem the flow of
easy credit that helped fuel
this year’s spectacular corpo-
rate-debt rally and some
worry that the slowdown, if it
comes too soon or too
sharply, could cause a hitch in
credit markets.

There is real concern
about what will happen when

governments around the
world start peeling back the
layers of stimulus, said Brian
Hessel, managing director at
Global Credit Advisers LLC,
which invests in high-yield
and distressed debt.

“If the ending of govern-
ment programs is done rap-
idly without a lot of replace-
ment stimulus it’ll be a diffi-
cult situation for the mar-
kets,” he said. “But the people
running the financial watch-
dogs are very aware that the
markets need to have some
preview of the punch bowl be-
ing taken away.”

For now, investors are still
snapping up corporate debt,
and companies are taking ad-
vantage. Last week, U.K. satel-
lite communications com-

Please turn to page 39

Technology tussle

Rigid corporate rules can
often hamper efficiency
Journal Report
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we can do both.

To meet growing demand, the world

will need all economically viable
energy sources—while also mitigating

o emissions. ExxonMobil is developing
technologies to help address this
challenge today and for the future.
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Bankers’ salaries, schools in U.K.'s sights

Government to unveil
its legislative agenda
this week via queen

By ALISTAIR MACDONALD

The U.K. government this week
will unveil its last legislative pro-
gram before next year’s general elec-
tion, looking to sway voters with pro-
posals giving the government more
power to intervene in badly perform-
ing schools and to rip up bankers’ con-
tracts if they lead to excessive pay.

The initiatives will be outlined
Wednesday in the queen’s speech,
written by the government and deliv-
ered by the monarch to set out Brit-
ain’s legislative agenda for the next
parliamentary session.

Though many of the measures
have been previewed, the list of
bills offers an important opportu-
nity for U.K. Prime Minister Gordon
Brown’s government to portray it-
self as tackling the country’s prob-
lems ahead of an election that must
be called by June.

In his weekly podcast, Mr. Brown
said that one of these pieces of legis-
lation, the Financial Services Bill,

will lead to “a transformation of the
way the financial sector is policed.”

Included will be legislation to au-
thorize the Financial Services Au-
thority, the country’s regulator, to
terminate the remuneration con-
tracts at British banks and to fine
them when payments are considered
too high or have rewarded undue risk
taking, a Treasury spokesman said.

The FSA already has said that,
starting in January, its own new
rules will allow it to act when it
thinks banks’ remuneration policies
aren’t consistent with effective risk
management. The FSA, though, has
typically said policing individual
contracts isn’t its role.

Other proposals will include a
measure barring financial institu-
tions from encouraging customers to
borrow more than they can afford, by
sending out unrequested credit-card
checks, and one allowing bank cus-
tomers to join forces in U.S.-style
class-action suits “to get redress
when many people feel that they have
been badly treated,” Mr. Brown said.

Among other legislative initia-
tives will be an education bill giving
the government more power to in-
tervene when schools perform
badly, proposals designed to tackle
antisocial behavior and laws to give
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British Prime Minister Gordon Brown makes a speech to party members at Ealing

Town Hall on Friday in London.

people rights to demand quicker
health treatment in areas such as
tests for cancer.

As political parties draw battle
lines ahead of the election, Mr.
Brown is keen to show that his gov-
ernment will keep putting money

into public services, such as health.
He wants to contrast that with the
opposition Conservative Party’s
talk of a period of belt tightening to
tackle national debt.

Still, his proposals will likely
draw many questions—primarily

over where the money will come
from to pay for them amid the U.K.’s
record national debt. The proposals
for the FSA to tear up bankers’ con-
tracts likely will face pushback from
British banks, arguing that such
measures create an unfair advan-
tage for foreign competitors.

Mr. Brown also will try in a
speech on foreign policy on Monday
night to sharpen the contrast be-
tween his agenda and what he says
is a more negative Conservative
Party outlook. According to extracts
of that speech, Mr. Brown will say
the U.K. needs to “look outward” by
“advancing in international co-oper-
ation,” a call that will come at a time
of increasingly voiced cynicism in
the UK. overitsrole ininternational
conflicts such as the war in Afghani-
stan and in international bodies like
the European Union.

“When Britain is bold, when Brit-
ainis engaged, when Britain is confi-
dent and outward-looking, we have
shown time and again that Britain
has a power and an energy that far
exceeds the limits of our geography,
our population and our means,” he
will say in the speech, which will
also defend the U.K.’s role in Afghani-
stan as one protecting the country
from terrorists.

British surveys show business confidence is falling again

BY ILONA BILLINGTON

LONDON—The British econo-
my’s path to recovery is likely to be
bumpy, with surveys showing that
business confidence fell for a sec-
ond straight monthin October as ac-
cess to credit remained tight, while
house prices dipped in the first half
of November.

The Bank of England Wednesday

said that while the U.K. economy has
begunitsrecovery, activity won’t re-
turntoits 2007 level until 2011 at the
earliest. The central bank once again
highlighted weak bank lending as a
significant drag on growth.

That was borne out in a survey
conducted by the British Chambers
of Commerce, which found that 33%
of companies said it was more diffi-
cult to access bank finance in the

three months to October, up from
20% in the three months to June.
“It is clear that the huge sums
thathavebeeninjectedinto the finan-
cial system by quantitative easing
are still not reaching small and me-
dium-sized businesses in anything
like the scalerequired for businessto
invest for future success,” said David
Frost, director-general of the BCC.
The centralbank has a special pro-

gram for injecting more liquidity
into the economy by purchasing
bonds, which it calls quantitative
easing. Last week, that program was
expanded to a total of £200 billion.
A separate survey by Lloyds TSB
found that optimism over future
business activity fell for the second
straight month to reach its lowest
level since June. Despite the fall,
confidence remains much stronger

than it was at the start of 2009.

There were also signs of fragility
in the housing market, which has
been one of the U.K. economy’s few
bright spots in recent months. Prop-
erty Web site Rightmove reported
that U.K. house prices fell 1.6% in No-
vember from the previous month, al-
though it said that reflected a sea-
sonal slowdown in demand ahead of
the Christmas holiday period.
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Humana Inc.’s interest in ad-
vertising in a special section on
Medicare open enrollment in the
Detroit Free Press sparked the
idea to publish a special section on
the topic, which the news depart-
ment would have covered anyway.
A Nov. 3 Marketplace article on
the newspaper incorrectly sug-
gested that the idea for the spe-
cific articles came from Humana.

In addition, with the approval of
Free Press editors, advertising rep-
resentatives told Target Corp.
that the paper was planning to pub-
lish articles on education, but the
content of the individual stories
wasn’t shared by the editors with
the ad staff or Target. The Journal
article incorrectly implied that
the specific topics of the articles
were given to Target.
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Repsol considers its options for Brazil

Spanish oil company weighs stock listing for unit as it seeks financial assistance to develop discoveries

By BERND RADOWITZ

RIO DE JANEIRO—Spain’s Rep-
sol YPF SA is considering listing
part of its Brazilian unit or seeking
a partner to develop a series of new
oil discoveries in a promising oil re-
gion in Brazil, Repsol Chairman An-
tonio Brufau said over the weekend.

Speaking during a news confer-
ence in Rio de Janeiro, Mr. Brufau
said Repsol is studying “whether it
needs to search for an ally” to fi-
nance the investment needed to
move from the discovery to the pro-
duction stage at these oil finds.

Other than a stock-market list-
ing, another option is asset swaps
with other oil companies, Mr. Bru-
fau said, though he didn’t specify
potential partners.

Once considered a sleepy Span-
ish oil company with no oil, Repsol
over the past few years has an-
nounced a series of new discoveries.

Today, it holds significant stakes
in oil blocks in the subsalt region of
Brazil’s Santos Basin, where several
of the world’s largest oil and gas
discoveries have been made in re-
cent years.

Brazil’s subsalt reserves are bur-
ied under a thick layer of salt miles
below the ocean floor that shifts un-
der geological pressure, making the
reserves expensive to develop.

Other private oil companies
would be “very, very interested” in
getting hold of any acreage in the
region, according to Jason Kenney,
an oil analyst at ING Bank, of the

Reuters

Repsol Chairman Antonio Brufau, here in Madrid in May, says the company is considering a search for a financial ally.

Netherlands.

One of Repsol’s recent discover-
ies is the giant Guara discovery,
which Repsol and its partners Pe-
troleo Brasileiro SA, or Petrobras,
and BG Group PLC estimate hold as
many as two billion barrels of oil
equivalent in recoverable hydrocar-
bon reserves.

Another, the nearby Carioca find,
holds an estimated 765 million bar-
rels of oil equivalent, Repsol Explo-
ration and Production Director
Nemesio Cuesta said this weekend.

Currently, most of the stakes in
exploration and production blocks
of the subsalt area are in the hands
of Brazil’s state-run oil company

Petrobras.

Until 2007, only a few foreign oil
companies—including Repsol—had
bid in government auctions for
shares in exploration areas contain-
ing the subsalt area.

The area was considered a fron-
tier region where there was a high
risk of incurring losses during ex-

ploration.

After Petrobras in late 2007 said
estimated recoverable reserves at
its Tupi subsalt discovery could
reach eight billion barrels of oil
equivalent, the enormous potential
of the new oil region became clear.
But the Brazilian government
stopped the licensing of any further
areas in the region.

Brazil’s Congress is currently de-
bating government proposals that
would revise the regulatory frame-
work for the oil and gas sector, and
allow foreign companies into new,
yet-unlicensed parts of the subsalt
only in production-sharing contracts
and not as owners of those re-
sources.

Repsol says the cost of develop-
ing its Brazilian subsalt fields will
depend on long-term production
tests that still need to be carried
out.

The cost is likely to surpass $10
billion within the next 10 to 12
years, Mr. Brufau said.

“Whether it will be $14 billion,
or $10 billion, or $18 billion, is pre-
mature” to tell, he added.

Another option for Repsol would
be to finance its stake in the subsalt
developments by reaching a deal
with Petrobras, which is Repsol’s
partner in most of the recent oil
finds, Mr. Brufau said. He didn’t
specify what form such an agree-
ment could take.

Petrobras Chief Executive Sergio
Gabrielli this weekend didn’t com-
ment on any possible deal.

U.K. tells EU: Slow down on finance-sector reforms

By ApAM BRADBERY

LONDON—The European Union’s
push into a regulatory overhaul is
going too quickly and the current
deadline of Dec. 2 should be pushed
back, a U.K. Treasury Committee
said.

In a report, the committee said
the government should veto the
plan if crucial changes aren’t made.

“While the intention of the Euro-
pean proposals is widely welcomed,
there is a great deal of unease about
the details, both within our commit-
tee and from the evidence we re-
ceived from outside,” said John Mc-
Fall, chairman of the Treasury
Committee. “There is still more un-
ease about the timetable for agree-
ment.”

The European Commission is-
sued legislative proposals for a re-

vamp of the EU’s regulatory struc-
ture in September. The shakeup
would create a European Systemic
Risk Board to monitor threats to fi-
nancial stability. It would also cre-
ate three European supervisory au-
thorities to better coordinate
national regulations.

The Swedish government, which
holds the EU presidency, is pushing
for agreement on this package at a
meeting of European finance minis-
ters in Brussels on Dec. 2. But the
Treasury Committee report says
there are so many important
changes needed the deadline should
be extended.

“We consider that is far too fast:
the proposals will set in place a
framework which should last for
many decades and there should be
proper time for consideration, oth-
erwise this could end up as a recipe

for a muddle,” Mr. McFall said.

The committee called on the gov-
ernment to veto the commission’s
proposals if they aren’t changed to
better protect the fiscal powers of
countries in the region, . The report
also cited a need to alter the com-
mission’s sole power to declare an
economic emergency and remove
other legal uncertainties. It also said
there should be a veto if attempts
are made to separate the proposals
for the ESRB and the supervisory
authorities.

The U.K. Treasury’s financ-
ial-services secretary, Paul Myners,
said in an appearance before the
committee last week that the gov-
ernment would be prepared to veto
the commission’s proposals if neces-
sary to protect the country’s fiscal
position.

The government is concerned

that it could be forced by the ESRB
to commit taxpayer funds to bail out
a bank in a future financial crisis.

The committee’s report said the
current provisions protecting EU
countries’ fiscal powers “need to be
far stronger,” even though European
finance ministers agreed in June
that the new supervisory structure
shouldn’t impinge on national gov-
ernments.

The report said another trou-
bling feature of the proposals is the
power they give the commission to
declare a national emergency when
the orderly functions of markets are
threatened, which would allow it to
demand action from regulators or
regulated firms.

The committee said it agrees
with Lord Myners that the EU’s ex-
ecutive body isn’t the right organi-
zation to make this decision.

Rules veto

A UK. Treasury committee wants
the government to scupper
proposed European Commission
financial regulations unless:

M Legal uncertainties around
the regulations are
satisfactorily resolved

M Fiscal safeguards are
strengthened to protect the
independence of individual
countries’ regulators

M Provisions are removed that
would give the European
Commission unilateral power
to declare a financial
emergency

Source: U.K. Treasury Committee

Citigroup rejects Terra Firma’s proposal to save music unit EMI

By ToBy LEwIs AND DANA CIMILLUCA

Citigroup Inc. has rejected Terra
Firma Capital Partners Ltd.’s latest
bid to restructure EMI Group Ltd., as
the music company’s lender and its
owner continue to haggle over how
to address its debt burden.

Citigroup in the past few weeks
rebuffed a proposal from the buyout
firm in which Terra Firma would in-
ject about £1 billion, or $1.67 billion,
into EMI in exchange for Citigroup
forgiving a similar proportion of its
£2.6 billion of EMI loans, according
to people familiar with the matter.
The proposal would have required

Citigroup to write off more debt
than it was comfortable with, one of
the people said. It is unclear if and
when Terra Firma intends to make a
new offer.

Either way, the proposal shows
the lengths Terra Firma is willing to
g0 to rescue EMI, a big bet it made
at the height of the private-equity
boom that has soured dramatically.
About 80% of Terra Firma’s inves-
tors voted in favor of allowing the
firm to invest the additional £1 bil-
lion, even though this would have
raised Terra Firma funds’ EMI expo-
sure to about 40%, one person famil-
iar with the buyout firm said. Typi-

cal private-equity-fund exposure to
a single deal is 10% to 20%.

Terra Firma earlier this year of-
fered to inject £300 million into
EMI, an offer that Citigroup also re-
buffed, a person familiar with the
matter has said.

Citigroup became Terra Firma’s
sole lender after the credit crunch
made it difficult to syndicate the
debt when the £2.4 billion deal was
agreed to in 2007.

Yet even as Terra Firma attempts
to rescue its investment, it is
sharply reducing its managerial in-
volvement in the company.

The U.K.-based firm is withdraw-

ing about 10 of its executives who
help run EMI on a day-to-day basis,
one person said.

Terra Firma had close to 40 exec-
utives at EMI at the height of its in-
volvement. Since then, Terra Firma
Chairman Guy Hands has stepped
away from day-to-day control of the
music division, which is at the heart
of EMTI’s troubles.

Music companies, like other tra-
ditional media, have been ravaged
by the circulation of their content
for free on the Internet. EMI’s prob-
lems have been compounded by a
loss of market share and of some of
its key talent since the takeover.

Terra Firma already has written
down a large portion of its EMI in-
vestment, and been forced to inject
extra cash into the company to avoid
default on the Citigroup loan.
Since September of last year,
EMI’s music division has failed at
least three so-called covenant tests
that force it to keep its cash flow at
a certain level relative to its debt.
EMI passed the latest test, in Sep-
tember, a person familiar with the
matter said, which could give Terra
Firma some breathing room in the
Citigroup discussions.
—James Mawson
contributed to this article.
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GE puts faith in China aerospace industry

U.S. company forms avionics venture with AVIC, setting up possible challenge to Boeing and Airbus

By NORIHIKO SHIROUZU

BEIJING—General Electric Co.
made a big and potentially risky bet
Sunday on China’s aerospace indus-
try as it struck an agreement with
leading Chinese aircraft company
Aviation Industry Corp. of China to
jointly supply avionics systems for
jetliner makers globally.

GE is essentially moving its avi-
onics platform to China, angling in
part to grab business for a planned
aircraft China hopes will compete
with jets from Boeing Co. and Euro-
pean Aeronautic Defence & Space
Co.’s Airbus.

At the heart of GE’s decision is
the growth in China’s appetite for
planes, but the U.S. company also is
betting that a China-made jetliner
eventually could challenge Boeing
and Airbus outside China—a notion
seen with skepticism in the industry

GE and AVIC agreed to establish
a 50-50 joint venture in China that
GE said would be its main platform
to develop and market avionics sys-
tems for global commercial-aircraft
manufacturers. No financial details
were given, but GE called it “a sub-
stantial investment.”

GE defines its avionics systems
as the “brains” of the aircraft, help-
ing pilots navigate and operate the
plane. The business is is part of its
aviation-systems division, which has
annual revenue of about $2.5 billion,
roughly 13% of GE’s total aviation
revenue of $19.2 billion in 2008.

The agreement highlights in-
creasing competition among West-
ern aircraft-engine makers and oth-
ers to supply technology for a large
passenger jet China’s main state-
owned commercial-aircraft maker,
an AVIC offshoot called Commercial
Aircraft Corp. of China Ltd., or Co-
mag, is trying to launch by 2016. The
aim for that aircraft, the C919, is to
compete with Boeing’s B737 and Air-
bus’s A320.

The GE-AVIC joint venture, which
requires Chinese regulatory ap-
proval and is expected to launch in
mid-2010, will be “GE’s only way to
go to market with avionics systems
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Lin Zuoming, president of China’s AVIC, left, shook hands with GE Chief Executive Jeffery Immelt at a ceremony Sunday.

around the world,” a senior GE exec-
utive said Sunday in Beijing. Thus,
he said, GE will make advanced com-
mercial-avionics technology avail-
able for the venture and will do so
with the understanding of regulators
in Washington.

“This market is huge, and the
Chinese aviation industry likely over
the coming decades will be one of
the biggest, if not the biggest, of the
world,” said GE Chief Executive Jef-
frey Immelt in a speech before sign-
ing the agreement with Lin Zuom-
ing, president of state-owned AVIC.

“This joint venture also opens
the door for us to serve customers
in every corner of the world,” said
Mr. Immelt, whose presence at the
signing further underlined the im-
portance GE attaches to the venture.

Boeing and Airbus are expected
to come up with next-generation
narrow-body jets to replace their ag-
ing jetliners, but by some projec-
tions, those replacements won’t en-
ter service until the early 2020s.
Comac is aiming for a crucial edge
by launching the C919 by 2016. Co-
mac, based in Shanghai, has told
suppliers it plans to sell 2,500 C919
planes over a period of 20 years.

A top executive at a major U.S.
aerospace supplier calls this “overly
optimistic,” saying it would be a feat
if Comac were able to sell 600 to
800 C919s over 20 years. The C919,
even if successfully developed and
marketed, might lose its luster once
Boeing and Airbus produce new air-
craft to replace the B737 and the
A320, respectively, he says.

Lorraine Bolsinger, head of GE
Aviation Systems, said that while
GE’s immediate focus is to compete
for C919 business, its venture with
AVIC also is being established with
an eye toward supplying technology
for the next-generation narrow-body
jets being planned by Boeing and
Airbus, as well as business jets and
other aircraft in the pipeline.

She said world-wide demand for
narrow-body jetliners might amount
to 20,000 aircraft over the next few
decades. GE expects Comac to take a
“fair share” of that demand. Such
high expectations help explain GE’s
willingness to share the latest tech-
nology to help Comac come up with
a competitive passenger jet.

“The whole premise of this joint
venture is to bring [to market] ad-

vanced technology,” Ms. Bolsinger
said. Asked how GE would treat
technology the U.S. government
might consider too sensitive to
transfer to China, she said GE
wouldn’t jeopardize its relationship
with the U.S. military but noted that
there is a lot of expertise outside the
military realm on which AVIC and
GE could cooperate. “The joint ven-
ture creates approximately 200 jobs
in the U.S,, in addition to creating
bilateral industrial cooperation with
China,” said Ms. Bolsinger.

For Comac, the C919 follows last
year’s launch of its first passenger
jet, a 70-seat regional plane called
the ARJ-21. The two aircraft repre-
sent significant steps by China to try
to cut into the global aerospace mar-
ket dominated by Boeing and Airbus
and a handful of other aircraft mak-
ers. GE provided engines for the
ARJ-21 and last year signed a deal
with Comac to purchase five ARJ-21
jets, with an option to buy 20 more.
GE said it planned to lease the re-
gional jets to Chinese airlines to op-
erate within China.

A major unknown for the C919 is
acceptance by consumers, especially
in key markets such as North Amer-
ica. Brazil’s Empresa Brasileira de
Aeronutica SA, or Embraer, which
has aimed to compete with Boeing
and Airbus for decades, has only
been able to break into the smaller,
so-called regional-jet business.

Still, a senior executive of a ma-
jor Western aircraft manufacturer in
Beijing said it would be a mistake to
dismiss an effort by Comac to com-
pete with Boeing and Airbus in the
big-passenger-jet business. China
has the “willpower” and the “finan-
cial resources” to put up a good
fight, and Comac also has China’s
huge and still-growing market for
commercial airliners to fall back on.

While some Western aviation ex-
ecutives believe consumers in ad-
vanced markets would never accept
Chinese-designed aircraft, GE’s Ms.
Bolsinger sounded a positive note
Sunday. “I do believe we will see the
C919 fly in North America, and we
look forward to that day.”

Airbus and Boeing strike optimistic tone at air show in Dubai

By STEFANIA BiancHI, Nour MALAS
AND ALEX DELMAR-MORGAN

DUBAI—The world’s top two civil
aircraft makers said Sunday at the
air show here that their market had
hit bottom and would start to im-
prove.

John Leahy, Airbus’s chief oper-
ating officer for customers, told re-
porters that “we see the market im-
proving, not deteriorating,” and “six
to nine months ago, people were
talking about delaying or canceling.
I'm not hearing any of that at this
air show.”

Randy Tinseth, Boeing’s commer-
cial-airplane marketing vice presi-
dent, was less bullish but still posi-
tive, telling Zawya Dow Jones in an
interview that “In 2010, you should
see a continued increase in traffic
levels. In 2011 you should see air-
lines returning to profitability and
in 2012 we expect to see a demand
for new airplanes.”

The Dubai Airshow is usually a
jamboree of huge aircraft orders by
the Gulf region’s leading airlines,
such as Emirates Airline, Etihad Air-
ways and Qatar Airways, whose or-

Reuters

An Airbus A380 was among the planes shown at the Dubai air show Sunday.

ders have been a key to the two
plane makers’ profitability in recent
years.

However, this year’s event is
much quieter as carriers in the oil-
rich region face falling passenger
numbers amid the global financial
crisis.

Both companies are to give for-
mal briefings about their market
outlook on Monday.

Globally, passenger demand as
tracked by the International Air
Transport Association has risen 5%
from its low point of March 2009
but the recovery has stalled and it

remains 6% below the peak level of
early 2008. The two plane makers’
customers are grappling with rising
oil prices.

Airbus, a unit of European Aero-
nautic Defence & Space Co., an-
nounced a deal with Ethiopian Air-
lines for 12 A350 XWB aircraft. The
deal is a confirmation of an earlier
memorandum of understanding
signed in July that was a break-
through for Airbus, as the airline
has historically been loyal to Boeing.

The list price for the Ethiopian
jet order would be about $3 billion;
Airbus said it had given a discount
but didn’t say how much.

On Friday, before the air show
started, the European plane maker
also signed a $1.8 billion agreement
in principle with Vietnam Airlines
for four A380 superjumbos and two
A350 XWBs.

Airbus badly needs a flow of or-
ders from current-generation jets
such as the ones ordered by these
two airlines to make up for its prob-
lem-plagued A400M military plane
and heavy investment in new mod-
els.

Although Boeing and Airbus are

hunting for new deals, their biggest
problem is airlines trying to push
back deliveries of the aircraft they
have already ordered in a bid to pre-
serve cash. Cancellations cause ex-
pensive disruptions rippling back
into the supply chain.

Mr. Leahy, however, said Airbus
will this year deliver as many air-
craft as in 2008 amid improving
market conditions.

“This year, we can confirm that
our deliveries will be at least the
same as last year,” he said. In 2008,
Airbus delivered 483 aircraft to air-
lines.

Mr. Tinseth of Boeing said the
Gulf region’s aviation market has
proved resilient in the face of the
global financial downturn, and the
fact that Middle East economies will
be some of the first to emerge from
recession bodes well for airlines.

“I know that a lot of capacity has
been added. Yields have been hurt
but the airlines continue to grow,”
he said.

Boeing didn’t make any commer-
cial announcements Sunday, saying
it is using the air show to “deepen
relations” with existing customers.
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Ahold is ready to burn its cash pile

Supermarket-holding company, sitting on $3.7 billion, says board members are focused on expansion

By ANNA MARI1J VAN DER MEULEN

AMSTERDAM—International su-
permarket chain operator Ahold NV
says it is ready to use its €2.6 billion
($3.7 billion) cash pile to make tar-
geted acquisitions, a move analysts
say is meant to boost a lagging
share price and ward off would-be
buyers.

Ahold said Nov. 5 it was ap-
pointing operational managers for
the Europe and U.S., where it runs
Stop & Shop and Giant Landover,
freeing up the board members re-
sponsible for those areas to spend
more time on expansion projects.

An Ahold spokesperson said that
the company will look at growing in
its existing continents, and that a
combination of acquisitions and or-
ganic growth is possible in markets
where it is already active, or adja-
cent new markets. He declined to
comment on whether the company
is currently in takeover talks.

The move was seen by analysts
as a first step to end several years
in which Ahold has underperformed
its European and U.S. peers, such as
Carrefour SA, J. Sainsbury PLC, Su-
pervalu Inc. or Safeway Inc.

While Ahold has been battling to
regain investor confidence since an
accounting scandal six years ago, it
has built up a cash pile of about
€2.6 billion. Its net debt, meanwhile,
dropped to €1.16 billion at the end of
July from €1.37 billion in April.

Ahold’s Chief Executive John
Rishton, appointed in 2007, has re-
peatedly said he feels comfortable
with the company’s cash buffer in
the current economic climate, which
has made some analysts skeptical
whether Ahold is really ready for an
aggressive buying spree.

In Europe and the U.S., the eco-
nomic downturn has seen bitter
fighting between grocery stores as
they compete for market share.

For Ahold, the U.S, where it gen-
erates around 60% of its sales, could
offer tempting takeover opportuni-
ties. ING analyst John David Roeg
says the U.S would be the most ob-
vious hunting ground for Ahold be-
cause of its fragmented market con-
taining a large number of smaller
regional players.

With operating profits evaporat-

Stock boost

Ahold’s daily share price

Source: Thomson Reuters Datastream

ing in the current environment,
there should be interest among fam-
ily- and private equity-owned medi-
um-sized chains in selling out to a
bigger entity such as Ahold, he said.

Ahold spokesman Jochem van de
Laarschot said the U.S. is a tough
environment where you can expect
the strong companies to become
stronger and the weak to become
weaker.

“As the US market continues to
be fragmented, further consolidation
is inevitable and Ahold is well posi-
tioned to go after opportunities that
will arise,” he said.

Ahold is currently active on the
U.S. East Coast through stores such
as Stop & Shop, Giant Carlisle and
Giant Landover. It generated almost
$22 billion of sales in the U.S. in
2008.

In Europe, a merger with Bel-
gian supermarket operator Delhaize
Group has been the subject of spec-
ulation for two years, ever since Del-
haize CEO Pierre Olivier Beckers
said in 2007 that Ahold and Del-
haize could be a good fit, were
Ahold to sell its U.S. food distribu-
tion services U.S. Foodservice, which
it in fact sold later that year.

Delhaize declined to comment.

In the U.S. the combined activi-
ties of Ahold and Delhaize would
create a food retailer with $40 bil-
lion in annual sales and a strong
market position covering the entire
East Coast. In Europe the combina-
tion would produce a strong market

Macau resort to woo foreigners

By JONATHAN CHENG

HONG KONG—Las Vegas Sands
Corp. said it hopes to generate 30%
of its Macau revenues from non-Chi-
nese customers after 2011, when it
opens a new casino-and-resort com-
plex in Macau’s Cotai area.

Currently, revenue from non-
China visitors makes up about 8% of
Las Vegas Sands’ business in Macau,
according to the company’s Macau
president, Steve Jacobs.

While visitors from neighboring
Hong Kong and mainland China
make up the bulk of visitors and
revenue in Macau and at Las Vegas
Sands’ properties there, Chairman
Sheldon Adelson said Sunday that
those visitors tend to be day-trip-
pers focused on gambling.

“When people fly in, they bring a
much bigger budget than does a
day-tripper,” Mr. Adelson said, high-

lighting efforts to drive business
from Japan, South Korea, Thailand,
Indonesia and India.

He said business from day-trip-
pers, many of whom cross the bor-
der to Macau from Hong Kong or
the neighboring southern Chinese
province of Guangdong for gambling
runs, “can be taken care of by the
casino-only guys,” most of whom
are clustered in Macau’s traditional
downtown peninsula.

Work on that project is sched-
uled to resume in January after a
year-long hiatus, with a mid-2011
launch date for the project, which
sits adjacent to the Venetian Macao
and includes Shangri-La,

Las Vegas Sands aims to raise as
much as US$3.83 billion in a Hong
Kong listing of its Macau assets. The
listing will be open to retail sub-
scribers Monday, with trading set to
begin on Nov. 30.
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An Albert Heijn sﬁpermarket owned by Ahold, in Utrecht, the Netherlands

position in the Benelux countries,
with activities also in Sweden and
Greece.

As Ahold said growth in adjacent
markets is also a possibility, this

could mean expanding its presence
in Central and Eastern Europe where
it’s already active in the Czech Re-
public. But it has yet to turn a profit
on its Czech operations.

Reuters

The same factors that are push-
ing Ahold to make acquisitions also
make it an attractive target. Earlier
this month, ING Wholesale Banking
analysts said in a report that
U.K.-based Tesco PLC could be a
possible buyer.

Tesco declined to comment on
market rumors.

Ahold’s takeover drive “may be a
step by management to protect the
group from becoming a potential
target itself, due to its low valuation
and lack of defined growth strat-
egy,” said Standard & Poor’s analyst
James Monro.

Ahold, however, could also pre-
vent a hostile takeover by issuing
cumulative preferred shares, a type
of “poison pill” common among
Dutch companies. This gives the re-
ceiver, the Stichting Continuiteit
Ahold, up to 50% of the voting
rights.

Ahold will present its third quar-
ter earnings results on Nov. 18.

© 2009 Samsung Electronics Co. Ltd.
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China gives lift to GM turnaround effort

Government incentives increase auto maker’s sales, boosting its global business

By JonN D. SToLL

General Motors Co.’s turnaround
effort will come under new scrutiny
Monday as the company reports fi-
nancial results. But one part of the
strategy appears to be working:
China.

GM’s sales are expected to have
doubled in China in the third quar-
ter from a year earlier and are now
running neck and neck with the De-
troit auto maker’s sales in the U.S.
The company’s 478,000 vehicle sales
in China helped GM remain a rele-
vant player on the global auto stage,
and—more importantly—provided
much-needed profit for GM’s inter-
national operation, according to a
person familiar with the results.

Although not expected to be ex-
haustive, the auto maker’s third-
quarter results will provide the
most comprehensive look at the
company’s financial health since it
filed for bankruptcy-court protec-
tion in June. The company is to up-
date its cash position, indicate how
close it is to earning money in
North America, and update its prog-
ress on restructuring the Adam Opel
GmbH unit in Europe.

But for GM Chief Executive Fred-
erick “Fritz” Henderson, the most
positive story lies in China, where
government-sponsored sales incen-
tives and the popularity of the Wul-
ing microvan venture GM partially
owns lifted the company’s auto sales
34% in the first nine months of this
year compared with a year earlier.
GM’s share of the China market has
increased as well, climbing to 13.4%
in the third quarter from 12% a year
earlier and cushioning the com-
pany’s lead over its rivals.

GM’s China business, which
wasn’t included in bankruptcy pro-
ceedings in the U.S., is actually
composed of a web of joint ventures
with Chinese auto makers. Profit is
spread across those partnerships
and to other parts of GM’s organiza-
tion, such as GM-Daewoo in South
Korea. The auto maker doesn’t in-
clude Chinese vehicle sales in its
revenue line, and the business isn’t
a source of cash needed to rebuild

Associated Press

Buick cars lure shoppers to a GM dealership in Shenyang, in northeast China’s Liaoning province, earlier this month.

operations elsewhere in the world.

But Shanghai has become a spiri-
tual and physical second home for
GM. The company in July decided to
base its international unit there, and
an increasing number of GM’s global
purchasing and development duties
are being sent to Shanghai.

The China joint ventures are a
critical platform for GM’s growth in
several emerging markets. For in-
stance, the company will team with
SAIC Motor Corp. to expand in In-
dia. It also plans to ship Wuling ve-
hicles, including a coming sedan, to
a variety of developing nations.

The auto maker doesn’t break
out specific results for the China
unit and it plans to consolidate all
operations outside the U.S. into the
international operations.

To be sure, GM needs to turn
around its ailing North American
business if it hopes to be truly via-
ble. The U.S. serves as the hub of
GM production and is still seen as
offering the most profit potential of
any market in the world.

The third quarter will give a

fuzzy picture of GM’s progress at
home. While costs have plunged
thanks to layoffs, debt reduction
and plant closings, the company’s
North American operation is a shell
of its former self.

The auto maker lost considerable
U.S. market share during the third
quarter, falling to 19.5% from 24.5%
a year earlier. The company also
nearly halved production and in-
creased per-vehicle spending on
sales incentives, according to Auto-
data Corp. Even with the benefit of
the U.S. government’s “cash for
clunkers” sales-incentive program,
GM’s sales volume fell.

For Mr. Henderson, momentum
in China isn’t necessarily lining
GM’s pockets. The bulk of the sales
taking place in China are credited to
Wuling, of which GM owns about a
third. Wuling vans and small pickup
trucks are generally strong among
light commercial buyers and farm-
ers, and can be bought at a fraction
of what U.S. vehicles cost.

GM is on track to sell nearly two
million vehicles this year in China,

about as many as it is likely to sell
in the U.S. Two-thirds of those Chi-
nese sales are likely to be Wulings,
with the balance going mostly to the
Buick and Chevrolet brands. Buick is
GM’s mainline brand in China.

Profit aside, momentum in China
is critical to GM’s ability to keep
pace with other global industry
heavyweights, notably Volkswagen
AG and Toyota Motor Co. Both are
expected to surpass GM in global
sales this year, but those leads are
likely to be muted by GM’s strength
in China.

China is a rare pocket of growth
amid a collection of GM operations
that have been sinking for years. In
the three years spanning 2006 to
2008, GM lost market share in 12 of
the top 16 markets where it sells ve-
hicles. It is gaining share in China.

The country now accounts for at
least 25% of GM’s global sales, com-
pared with 10% a year ago. Whereas
three GM vehicles were sold in the
U.S. for every GM vehicle sold in
China a year ago, that ratio has
fallen to 1.25 vehicles.

Taiwan LCD maker to expand with $5.3 billion deal

By CHARMIAN Kok
AND PERRIS LEE CHOON SIONG

TAIPEI—Computer-monitor
maker Innolux Display Corp. agreed
to acquire Chi Mei Optoelectronics
Corp. in a 172 billion New Taiwan
dollar ($5.3 billion) all-stock deal
that extends the reach of Taiwanese
technology manufacturing tycoon
Terry Gou.

The purchase of Chi Mei, an-
nounced Saturday, marks the second
acquisition in less than two months
for Innolux, which leads the world
in shipments of flat-panel computer
monitors. The deal, a 26% premium
to Chi Mei’s market value based on
Friday’s closing prices, reflects in-
tensifying competition among Asia’s
major producers of liquid-crystal-
display panels used in TV sets and
flat-screen monitors.

Innolux was founded six years
ago by Mr. Gou, who also is founder
and chairman of Taiwan-based Hon
Hai Precision Industry Co., the
world’s biggest contract manufac-
turer by revenue. Mr. Gou is the
largest single shareholder in In-
nolux, and he, Hon Hai and other re-
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The purchase of Chi Mei expands the reach of Innolux’s Terry Gou.

lated interests together own about
24% of the display maker. Hon Hai
has steadily expanded into a broad
range of electronics including per-
sonal computers and cellphones.
“We want to be Taiwan’s No. 1

[flat-panel] player...and to be among
the world’s top three panel makers,”
Mr. Gou told reporters Saturday.
The LCD-panel industry has been
beset by overcapacity as producers
have poured cash into ever-larger

factories that can bring costs down.
The upshot is that even amid soar-
ing demand for LCD television and
computer monitors, producers have
struggled to remain profitable.

The new entity, to be named Chi
Mei Innolux Corp., will overtake AU
Optronics Corp. as Taiwan’s biggest
maker of LCD panels by capacity
and rank it among the world’s three
biggest LCD producers, company of-
ficials said. Samsung Electronics
Co. and LG Display Co., both of
South Korea, now lead the industry.

“The combined entity will have
the scale to compete toe-to-toe with
the Koreans,” said Matt Cleary, an
analyst at Deutsche Securities.

Mr. Cleary said consolidation
should prove positive for the global
flat-panel industry as fewer produc-
ers competing for clients will help
support panel prices.

The Chi Mei tie-up follows In-
nolux’s Oct. 5 announcement that it
would buy TPO Displays Corp., a
producer of flat panels used in gad-
gets like cellphones, in a share swap
valued at $620 million. Chi Mei spe-
cializes in larger panels used for TV
sets and monitors.

GM weighs

financing plan
to bolster Opel

By Joun D. SToLL
AND SHARON TERLEP

General Motors Co. is finalizing
an Opel GmbH financing plan that
significantly lessens its reliance on
German government funding, using
at least $1.48 billion in cash from
GM and potentially $3 billion from
European governments and labor
unions, according to people familiar
with the matter.

GM’s plan to use a big chunk of
its own cash, much of it provided by
U.S. taxpayers, to prop up the un-
profitable European unit is expected
to be a key topic Monday, when the
auto maker presents its first post-
bankruptcy financial results.

GM must negotiate specifics of
the plan with Opel’s top labor repre-
sentative, Klaus Franz, and present
it to officials in several European
nations where it has operations,
these people said.

A GM official said Opel has
enough liquidity to operate on its
own, but significant financing is
needed to restructure the unit and
properly capitalize it for the future.
Last month, GM said it had $13.4
billion in funds supplied by the U.S.
Treasury sitting in escrow. The re-
mainder of its cash on hand is likely
to be disclosed Monday.

On Friday, the company said it
paid back an additional €200 million
($296.8 million) to Germany and ex-
pects to pay the remaining €400
million owed on a €1.5 billion bridge
loan by the end of this month. Re-
paying the loan will allow GM to
dissolve an independent trust that
Germany put into place as the cus-
todian of a 65% stake in Opel.

It is unclear if GM will tap U.S.
Treasury funds to fix Opel. In an in-
terview last week, Chairman Edward
E. Whitacre Jr. said GM has re-
sources it could tap, including U.S.
Treasury financing.

The latest Opel plan was set in
motion after GM abandoned selling
control of Opel and sister brand
Vauxhall to Magna International Inc.
of Canada and OAO Sberbank of
Russia. Both Mr. Franz and officials
in Germany, home to about half of
Opel’s 50,000 employees, had fa-
vored Magna.

The fresh round of meetings with
labor and government officials is
likely to begin this week.

Earlier this year, as Opel’s parent
company edged toward bankruptcy
court and Opel’s own cash began to
run out, German Chancellor Angela
Merkel provided a $2.2 billion loan
and billions in additional financing
if GM found an outside investor to
take control of Opel.

Now, GM is distancing itself from
Ms. Merkel and rethinking its need
for German aid. Still, GM will dis-
cuss with German officials the po-
tential for winning some financial
backing, likely in the range of hun-
dreds of millions of euros, for its
new plan, a person familiar with the
plan said.

Officials in Spain, the U.K. and
Poland, all of which have Opel or
Vauxhall plants, previously had
committed nearly $1.48 billion to
GM’s Opel effort, and the company
said in a statement Friday that it
still seeks that support for the new
plan. Mr. Franz, the labor official,
also committed to about the same
level of cost concessions as he did
for the Magna plan.

—Christoph Rauwald
contributed to this article.
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Dexia to shore up public-finance unit

Belgian-French bank plans to issue covered bonds to satisfy European regulators

By MATTHEW DALTON

BRUSSELS—Belgian-French bank
Dexia SA is moving to restructure
its public-finance division, part of
an effort to convince European
Union regulators that the business
is sustainable over the long term,
Chief Executive Pierre Mariani said
in an interview.

The business, which makes long-
term loans mainly to local govern-
ments, historically relied on a mix of
short-term and longer-term lending,
leaving it vulnerable when short-
term funding markets froze after
Lehman Brothers collapsed last
year. Now it will raise funding
mostly by issuing covered bonds, a
type of longer-term debt that is
backed by individual assets, Mr.
Mariani said.

Dexia frequently issued covered
bonds before the financial cri-
sis—when even covered-bond buy-
ers disappeared—and will rely on
them more in the future, he said.

“Clearly covered bonds are the
most adequate way of funding the
bulk of this business for reasons of
liquidity, duration and cost of fund-
ing,” he said.

Dexia is also moving to reduce
the division’s swollen balance sheet,
particularly outside its core markets
of France, Belgium, Italy and Spain.
Mr. Mariani said Dexia has already
sold some assets from Dexia Credit
Local, the main public finance divi-
sion, and could sell more in the fu-
ture.

“Some parts of the business
could be sold if we have an interest
for liquidity, balance sheet manage-
ment or for profitability,” he said.

The funding question has been
the main point of Dexia’s negotia-
tions with the European Commis-
sion, which must approve the bank’s
restructuring plan since it received
major government support to sur-
vive the financial crisis. The com-
mission has concerns about the se-

gency/Belga
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curity of Dexia’s funding and is
seeking a reduction of 40% or more
in Dexia’s balance sheet, people fa-
miliar with the negotiations say.
That could require Dexia to sell a
large piece or even all of Dexia
Credit Local, these people said.

But Dexia on Thursday strongly
denied that selling all of Dexia
Credit Local is a possible outcome
of its talks with the commission.

“[Board Chairman] Jean Luc De-
haene and Pierre Mariani have
worked constantly and determinedly
to set the company back on its feet
and to preserve it in one piece,” a
company statement said.

Dexia argues that the sale earlier
this year of FSA, its bond-insurance
arm, should be viewed as equivalent
to a major balance-sheet reduction
because of the enormous credit risk

that FSA represented. If the com-
mission agrees with that argument,
Dexia could avoid more onerous re-
quirements to sell off other assets
to meet the commission’s balance-
sheet reduction goals.

Dexia’s third-quarter results re-
leased Friday showed that public fi-
nance may become less important to
the company’s core business. The
bank had a better-than-expected
profit of €274 million ($408 million)
in the third quarter on sharply
higher revenue, mainly from im-
proving capital markets and lower
charges related to its bond portfolio.

The leading earner for Dexia was
its retail-and-commercial-banking
division, which posted earnings of
€125 million.

Revenue for the quarter more
than tripled, to €1.37 billion from

Pierre Mariani

Dexia
Net profit/loss, in billions

Source: the company

€315 million a year earlier, helping
to reverse a €1.54 billion net loss in
the third quarter of 2008. The big-
gest chunk of last year’s losses was
related to problems in its bond port-
folio.

Strong deposit growth in Bel-
gium and Turkey boosted profit, the
bank said.

Mr. Mariani said that Deniz, its
Turkish retail division, is important
to Dexia’s future growth and isn’t
being considered for sale as part of
its talks with the commission. Dexia
also wants to keep its insurance
business as part of talks with the
commission.

“It’s not under discussion,” Mr.
Mariani said. “Insurance is not a
source of liquidity drain for the
group and would not be relevant to
deal with these issues.”

Three firms bidding for BHP’s Ravensthorpe mine

BY ELISABETH BEHRMANN
AnD ALEX WILSON

SYDNEY—Three potential bid-
ders remain in the running for BHP
Billiton Ltd.’s idled Ravensthorpe
nickel operation in Western Austra-
lia state, with final bids due Nov. 25,
people familiar with the situation
said Friday.

Australia’s Minara Resources
Ltd. as well as Poseidon Nickel Ltd.
and China Metallurgical Group
Corp., or MCC, are all still taking
part in the sales process for the
nickel laterite operation, two people
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familiar with the bidding process
said.

Confirmation that there are
three potential bidders and that a
date is set for final offers will raise
market hopes that BHP may yet be
able to extract some value from the
US$2.1 billion operation, which it
wrote off in January just eight
months after it was commissioned.

Some analysts had predicted BHP
could be forced to sell the mine for
a nominal amount, given the risks
and costs associated with restarting
it; others think BHP will still aim for
several hundred million dollars.

BHP declined to comment on po-
tential bidders but said the opera-
tion continues to attract “consider-
able interest.”

A spokeswoman for the miner
said it is evaluating divestment, re-
start or closure options, adding that
“a formal evaluation of the divest-
ment as an option is progressing
well and as planned.”

One person familiar with the sit-
uation said MCC, Poseidon and Mi-
nara remain in the bidding, adding
that there is also interest from other
companies without elaborating.

Minara has confirmed its partici-

pation in the sale. A spokesman for
Poseidon, chaired by Fortescue Met-
als Group Ltd. Chief Executive An-
drew Forrest, declined to comment.
MCC also declined to comment.
Nickel laterites are deeply
weathered ore bodies close to the
surface. They contain lower concen-
trations of nickel than sulfide ore
bodies, which tend to be much
deeper below the surface. BHP
opened Ravensthorpe at a time of
plummeting nickel prices and strug-
gled to turn a profit.
—Stephen Bell in Perth
contributed to this article.

Vivendi tops Telefonica with bid for Brazil’s GVT

By Max COLCHESTER
AND RuTH BENDER

Vivendi SA on Friday trumped an
offer by Telefénica SA of Spain for
a majority stake in Brazilian tele-
communications operator GVT, a
surprise move that is likely to put an
end to a two-month bidding war and
underscores Vivendi’s desire to ex-
pand in fast-growing economies.

Vivendi said that it had bought
37.9% of GVT and had irrevocable
options to buy an additional 19.6% of

the company. This gives the French
company effective control of 57.5%
of GVT’s voting share capital out-
standing, the company said. Vivendi
added that, in accordance with Bra-
zilian law, it would now launch a
tender offer for 100% of the Brazil-
ian company.

Vivendi’s bid of 56 Brazilian re-
als, or about $32.28, per share im-
proves an offer laid down by
Telefénica earlier this month of
50.50 reals and values GVT at about
€2.8 billion, or $4.2 billion.

Telefonica wasn’t available for com-
ment. GVT declined to comment.

Vivendi, whose businesses range
from telecom companies to video-
games, recently has focused its
strategy on buying companies in de-
veloping markets, as revenue from
its telecom operations in Europe
stagnates amid increased competi-
tion and greater regulatory pressure.

Vivendi had made a friendly all-
cash offer for GVT in September, but
the offer was trumped twice by
Telefénica.

Japan Airlines
reports a loss
for quarter

By YosHI10 TAKAHASHI

TOKYO—Racked by the cost of
operating unprofitable routes in a
travel slump, Japan Airlines Corp.
reported its fourth straight quar-
terly loss and said it is seeking me-
diation with creditors on delaying
loan repayments.

JAL also said Friday it will seek
125 billion yen ($1.4 billion) in
bridge funding from the state-
backed Development Bank of Ja-
pan, as well as other institutions,
and plans to conclude talks on a po-
tential alliance with another carrier
by year-end.

The Japanese carrier scrapped
its target of a full-year loss of 63
billion yen because of the uncer-
tainty over its future while a gov-
ernment-appointed turnaround
agency is working on a recovery
plan. For July-September, the sec-
ond quarter of its fiscal year, JAL
swung to a loss of 32.18 billion yen
from a year-earlier profit 40.09 bil-
lion yen, based on Japanese ac-
counting standards. Revenue tum-
bled 26% to 429.06 billion yen.

The company is burning through
its cash resources rapidly. The car-
rier said Friday that cash and cash
equivalents on hand at the end of
September amounted to 94.7 billion
yen, about half of the year-earlier
level.

And with “substantial doubt”
hanging over its ability to finance
daily operations, JAL said it is seek-
ing out-of-court mediation on loans.

JAL has been talking to both
AMR Corp.’s American Airlines and
Delta Air Lines Inc. about a possi-
ble alliance. Chief Executive Haruka
Nishimatsu said, “It would be natu-
ral to form a tie-up with American
Airlines, taking into consideration
[the relationship] we have had in
the past.”

The two airlines are members of
the Oneworld airline-marketing net-
work. But he added that his com-
pany will continue considering an
alliance with Delta.

Either of the two U.S. airlines
could take a stake in the Japanese
company to gain access to lucrative
Asian routes.

JAL’s latest results and the need
to look for a partner show that the
airline is feeling the heat of a crisis
in global aviation that has prompted
a wave of consolidation.

In the latest example, British
Airways PLC and Iberia Lineas Aer-
eas de Espana SA agreed Thursday
to merge to create one of the
world’s largest airlines, with annual
revenue of roughly $20 billion.

JAL, which said this month it
will discontinue 16 routes to cut
costs, is restructuring with help
from a quasigovernmental invest-
ment fund—the Enterprise Turn-
around Initiative Corp. ETIC, which
has access to 1.6 trillion yen in
state-guaranteed funds and the abil-
ity to purchase the debts of belea-
guered companies, will be assessing
JAL’s assets over the next two
months to gauge the level of sup-
port it can provide.

Mr. Nishimatsu, who has faced
pressure to resign, indicated Friday
that he had no plan to immediately
step down.

“Our task is to set a course for a
restructuring plan. Once the course
is set, I'd like to talk about our fu-
ture management.”

—Hiroyuki Kachi
contributed to this article.
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Obama confronts limits of engagement

Halfway through Asian tour, U.S. president faces challenges to trade, human rights, security and environment

BY JONATHAN WEISMAN

SHANGHAI — President Barack
Obama arrived here Sunday night
to press China on issues from cli-
mate change to economic restruc-
turing, amid rising concerns that
his first swing through Asia as presi-
dent will yield more disappoint-
ment than progress on trade, hu-
man rights, national security and
environmental concerns.

A flurry of actions over the week-
end raised more questions than they
resolved on a broad swath of issues
confronting both sides of the Pacific.

On Sunday, leaders of the Asia-Pa-
cific Economic Cooperation forum
dropped efforts to reach a binding in-
ternational climate-change agree-
ment in Copenhagen next month, set-
tling instead for what they called a po-
litical framework for future negotia-
tions. Mr. Obama became the first
president to meet with the entire As-
sociation of Southeast Asian Nations,
including the military junta of Myan-
mar, and White House officials say he
personally demanded the country’s
leadersrelease political prisoners, in-
cluding opposition leader Aung San
Suu Kyi. But Mr. Obama failed to se-
cure any mention of political prison-
ers in an Asean communique.

The U.S. and Russia now appear un-
likely to complete a nuclear-arms-re-
duction accord by Dec. 5, when the cur-
rent Strategic Arms Reduction Treaty
expires. Mr. Obama met for closed-
door consultations with Russian Presi-
dent Dmitry Medvedev, but National
Security Council Russia specialist
Michael McFaul said major issues re-
main, and the two countries are work-
ing out a “bridging agreement” to ex-
tend previous arms ratification rules.

On trade, the U.S. president com-
mitted this weekend to “re-engage”
the Trans Pacific Partnership, a
fledgling free-trade alliance with
smaller countries in the region. But
a presidential shift in tone toward
more trade engagement will face its
real test Thursday when Mr. Obama
visits South Korea to discuss a free-
trade agreement with that country
that remains stuck over the thorny
issue of trade in automobiles.

On the issue of Iran, Mr. Obama
and Mr. Medvedev were left to warn
leaders of the Islamic Republic once
again that “time is running out.”
Iran has yet to agree to a Russian of-
fer to enrich Iran’s uranium for use
in research in exchange for the clo-
sure of a nuclear reactor that West-

Reuters

“

U.S. President Barack Obama boards Air Force One in Singapore Sunday, where he attended an Asia-Pacific summit. At the
forum he appealed to Asian nations to make their economies more dependent on domestic consumption than on U.S. profligacy.

ern powers say could be used to en-
rich uranium for nuclear weapons.

Half-way through his Asian tour,
Mr. Obama is confronting the limits
of engagement and personal charm.

International efforts to combat
climate change took a significant
blowwhentheleaders of the Asia-Pa-
cific Economic Cooperation forum
conceded a binding international
treaty won’t be reached when the
United Nations convenes in Copen-
hagen in three weeks. Danish Prime
Minister Lars Lokke Rasmussen flew
to Singapore Saturday night to de-
liver a new, downsized proposal to
lock world leaders into further talks.

“Even if we may not hammer out
the last dots of a legally binding in-
strument,Idobelieveapolitical bind-
ing agreement with specific commit-
ment to mitigation and finance pro-
vides astrongbasis forimmediate ac-
tion in the years to come,” Mr. Ras-
mussentold APEC leaders at ahastily
convened meeting organized by Mexi-
can President Felipe Calderdn and
Australian Prime Minister Kevin
Rudd on Sunday morning.

The election of Mr. Obama, a be-
liever in strict limits on greenhouse-
gas emissions, had raised hopes
among environmentalists that
Copenhagen would produce a tough,
binding treaty to follow the Kyoto Ac-

cords of 1997, which expire in 2012.

The landslide victory of Japanese
Prime Minister Yukio Hatoyama’s
Democratic Party of Japan brought
to power a new government pledging
deeper emissions cuts than its prede-
cessor. And Chinese President Hu Jin-
tao proposed in September to adopt
what he called “carbon-intensity tar-
gets,” the amount of carbon released
into the atmosphere per unit of eco-
nomic output. Emissions from surg-
ing economies such as China’s would
continue to rise but at a slower rate.

Political opposition in the U.S.
Congress over Mr. Obama’s climate-
change proposals, and continuing re-
sistance among developing coun-
tries to binding emission-reduction
targets slowed consensus ahead of
the Copenhagen summit.

Mr. Rasmussen laid out in some
detail his goals for the summit. He
said leaders should produce a five-
to eight-page text with “precise lan-
guage” commiting developed coun-
tries to reductions of emissions
thought to be warming the planet,
with provisions on adapting to
warmer temperatures, financing ad-
aptation and combating climate
change in poor countries. It would in-
clude pledges of immediate financ-
ing for early action.

“We are not aiming to let anyone

off the hook,” Mr. Rasmussen told
the leaders. “We are trying to create
a framework that will allow every-
body to commit.”

But the leaders didn’t say when a
final summit would be convened to
ratify a real treaty.

“There are two choices that we
face, given where things are. One was
to have a political declaration to say,
‘Wetried. We didn’t achieve an agree-
mentandwe’llkeep ontrying,” and the
other was to see if we could reach ac-
cord as the Danish prime minister laid
out,” said Michael Froman, White
House deputy national security ad-
viser for international economics.

Mr. Obama, in a speech Sunday,
took his appeal for a new world eco-
nomic order to the leaders of Asia
that must help make it happen. He
said the U.S. would strive to con-
sume less, save more and restruc-
ture its economy around trade and
exports. But he appealed to Asianna-
tions to make their own economies
more dependent on domestic con-
sumption than on U.S. profligacy.

White House officials say a simi-
lar message will be delivered in
Shanghai and Beijing, but it is un-
clear how hard the U.S. president
can press Beijing to allow the Chi-
nese yuan to appreciate—which
would make Chinese products less

competitive on world markets.

At the APEC summit, leaders “un-
til the last moment” tried to secure a
commitment to stabilize foreign-ex-
change markets, according to a top
adviser to an APEC head of state.
But disagreements between the U.S.
and Chinese delegations kept any
commitment on currency out of the
APEC final statement.

A more-valuable yuan would em-
power Chinese consumers to buy,
while making Chinese exportsless at-
tractive to U.S. consumers. But Wash-
ington can’t afford to anger China,
which it needs to float a U.S. budget
deficit that reached $176.4 billion in
October alone, a monthly record.

Indeed, the Asia trip is exposing
the limits of Mr. Obama’s policy of en-
gagement. The U.S. president met
with Asean, declaring that efforts to
marginalize the government of Myan-
mar had failed. Human-rights groups
had hoped a communiqué out of the
meeting would call for the release of
Ms. Suu Kyi, a Nobel Peace Prize win-
ner under house arrest. Instead, it
made a cryptic reference to a previ-
ous Asean foreign ministers’ commu-
niqué that called for her release. Sun-
day’s statement did say that 2010 elec-
tions in Myanmar must be “free, fair,
inclusive and transparent.”

The failure to single out Ms. Suu
Kyiwas “another blow” to dissidents
who want more pressure on the My-
anmarjunta, said Soe Aung, aspokes-
man for the Forum for Democracy in
Burma, a Thailand-based organiza-
tion. “We keep saying again and
again that the U.S. should not send a
mixed signal to the regime.”

A White House official said the
president never expected the leaders
of Myanmar to accept any mention of
Ms. Suu Kyi’s release, but did press
for a mention of political prisoners.

U.S. officials had taken pains tore-
duce expectations for the meeting,
which was part of a new initiative by
the Obama administration to im-
proveits ties with Southeast Asia and
toincreaseinteraction with the Myan-
mar government. The U.S. imposes
stiff sanctions on the country, also
known as Burma. But many analysts
view those sanctions as a failure, as
Myanmar has expanded trade with
China and other Asian nations, and
U.S. officials now believe they might
have more influence over the coun-
try’s leaders if they talk with them
more regularly. —Costas Paris

and Patrick Barta
contributed to this article.

China bank regulator blames U.S. policy for asset bubbles

By AARON BAcCK

BEIJING—China’s top bank regu-
lator blamed the U.S.’s loose mone-
tary policy for creating new global
asset bubbles, saying low interest
rates and a weak dollar are encourag-
ing speculation in world markets.

The U.S. Federal Reserve’s prom-
ise to keep interest rates at extraor-
dinarily low levels for an extended
period “has already led to a massive
U.S. dollar carry trade and massive
speculation,” said Liu Mingkang at
the International Finance Forum in
Beijing, which began shortly before
U.S. President Barack Obama ar-
rived for his first visit to China.

Mr. Liu, who is chairman of the

China Banking Regulatory Commis-
sion, said the weak dollar and low
U.S. rates are creating “un-
avoidablerisks for therecov-
ery of the global economy,
especially emerging econo-
mies,” and that the situation
is “seriously impacting glo-
bal asset prices and encour-
aging speculation in stock
and property markets.”
China is particularly af-
fected by U.S. policy be-
cause it has kept its cur-
rency largely pegged to the
dollar. Key trading part-
ners,including the U.S. and the Euro-
pean Union, have urged China to let
its currency appreciate, and multilat-

Liu Mingkang

eral agencies such as the World Bank
and International Monetary Fund
have said a stronger yuan
wouldhelp avoidrisks of as-
setbubbles, inpart because
that would make it more ex-
pensive for outsiders to
buy Chinese assets.

The focus on the green-
back comes afterit sanktoa
15-month low against many
major currencies last week.
In a speech Tuesday, Rich-
ard Fisher, president of the
Federal Reserve Bank of Dal-
las, said heis aware that the
Fed’s current stance of keeping inter-
est rates low for an extended period
was denting the dollar.

Mr. Fisher’s comments marked
the first mention from the Fed about
the so-called carry trade, which
takes advantage of the central
bank’s current near-zero-percent in-
terest rate to borrow dollars
cheaply. The dollars are then sold to
buy other currencies or assets that
investors think will earn a higher re-
turn, which further pushes down
the dollar.

On Sunday, Mr. Liu didn’t specifi-
cally mention China’s asset prices,
but the country’s stock and prop-
erty markets have been on the rise
this year.

China has kept its benchmark in-
terest rates unchanged this year, al-
though policy debate has been shift-

ing in Beijing as the recovery in the
domestic economy consolidates and
as the central bank tries to manage
the flood of liquidity and credit un-
derpinning the recovery.

A key concern that analysts say is
keeping China from raising rates is
the possibility that higher rates
would prompt more speculative in-
flows into the recovering domestic
economy. China has consistently said
it won’t bow to external pressure on
its currency policy, though the cen-
tral bank last week acknowledged
that capital flows and the move-
ments of other major currencies are
issues it must take into account.

—Juan Chen
contributed to this article.





