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Where has all the candy
gone? A tribute to those lost
treats of the past. Page 29

Editorial
& Opinion

Obama gives Brussels the
brush-off. Page 14

Deutsche Telekom weighs IPO for T-Mobile USA

The owner of T-Mobile
USA, the fourth-largest U.S.
wireless provider, is preparing
an initial public offering or
spinoff of the business, ac-
cording to people familiar
with the matter, as it seeks
billions of dollars to jump
start the carrier and assuage
disenchanted shareholders.

T-Mobile’s parent, German
giant Deutsche Telekom AG,
has recently held discussions
with a number of banks in-
cluding Deutsche Bank AG
about underwriting an IPO for
the unit, according to people

familiar with the matter. A
spokesman for Deutsche
Telekom declined comment.

Other options under con-
sideration, these people say,
include a partial spinoff of the
business, which would carve it
into a separate entity with its
own balance sheet. A merger
with a U.S. rival is also on the
table, though less likely, said
these people, as it would face
regulatory and technological
hurdles.

Despite heavy marketing
and high-profile devices such
as the first Google Inc.-based
cellphone, T-Mobile USA has
failed to keep pace with rivals
in recent years. With about 33

million customers and annual
revenue of around $19 billion,
T-Mobile USA has about 14%
market share, far behind
AT&T Inc., Verizon Wireless
and Sprint Nextel Corp.

T-Mobile USA has lan-
guished under perceptions
that its wireless network is
inferior and lacks reach, ana-
lysts say, a major shortcoming
as customers turn to their
cellphones to surf the Internet
and stream video. In the third
quarter, 77,000 customers
walked away

For Deutsche Telekom, the
U.S. market has been a prob-
lem ever since it acquired the
former VoiceStream Wireless

for $35 billion in 2001 at the
height of the telecom boom.
Any move in the U.S. would
come as the company has also
announced plans to combine
its struggling T-Mobile unit in
the U.K. with a rival.

Deutsche Telekom is his-
torically risk averse and the
people familiar with the mat-
ter caution the company may
ultimately decide against an
IPO. Several years ago, the
company began preparing an
IPO for the entire T-Mobile
unit, which includes wireless
operators with 78 million cus-
tomers across Europe. It ulti-
mately quashed the plan.

Still, there is a feeling “the

status quo isn’t working for
T-Mobile,” said one person fa-
miliar with the matter. Taking
T-Mobile USA public would be
a way to fund the build-out of
the unit’s network without re-
linquishing control.

Deustche Telekom has told
outsiders it will spend the
next few weeks holding inter-
nal meetings about the fate of
T-Mobile USA and come to a
conclusion in the next two
months.

Deutsche Telekom gener-
ated about €7 billion ($9.7 bil-
lion) in free cash flow last
year. But its ability to fund T-
Mobile’s infrastructure is con-

Please turn to page 4

BY JEFFREY MCCRACKEN
AND DANA CIMILLUCA

Ailing Greece infects market

Financial markets swooned
Thursday amid rising fears of
a government debt default in
Europe, highlighting the seri-
ousness of the challenges fac-
ing the euro currency as fis-
cally challenged countries like
Greece, Portugal and Spain dig
themselves out of debt.

While Greece and Portugal
have felt investors’ fire in re-
cent days, now even larger
economies like Spain are
starting to come under pres-
sure from worries about their
weakened public finances.

Blue-chip stock indexes in
Spain and Portugal slumped
nearly 6% and 5%, respec-

tively, while an index of Eu-
rope’s 600 biggest companies
dropped 2.7%. The euro sank
more than 1% to an eight-
month low of $1.3727 and lost
3% of its value against the
yen.

The Dow Jones Industrial
Average slid 268.37 points, or
2.6%, to close at 10002.18, af-
ter it briefly fell below the
key 10000 level. It was the
biggest one-day point drop
since April 20 and its lowest
close since Nov. 4.

The global economic
downturn, and extensive gov-
ernment spending to fight it,
have led to major fiscal prob-
lems in Europe, especially for
less-dynamic economies like

Greece, Portugal, Ireland and
Spain. Such countries took ad-
vantage of their membership
in the 16-nation euro bloc
during the boom by borrow-
ing at unusually low interest
rates. But now, investors are

worried about how they will
reduce yawning budget defi-
cits that exceed 12% of their
economic output in the case
of Greece and Ireland.

The debt troubles of Eu-
rope’s weaker economies are

raising questions about the
nature of the euro zone,
where countries share a cur-
rency but not financial poli-
cies. Some have speculated
that a weaker country, like
Greece, might end up falling
out of the union or, worse, re-
quire a bailout by European
policy makers or the Interna-
tional Monetary Fund. Such
concerns are prompting in-
vestors to take a more careful
look at the health of individ-
ual euro economies.

“A year ago, everyone as-
sumed that these countries
were the same,” said Brian
Yelvington, a strategist at
fixed-income brokerage
Knight Libertas. “Now people

are trying to figure out how
far Greek [bonds] should
trade from Portugal.”

European policy makers
are trying to pressure way-
ward countries like Greece
into taking stronger action to
fix their finances. Greek mar-
kets eased a little earlier this
week as investors awaited a
move by the European Com-
mission, the European Union’s
executive arm, to endorse
Greece’s budget plans.

However, the prospect of
debt fears spreading to other
countries like Spain creates
new, and bigger, problems.
Greece contributes only about
2.5% of the euro area’s eco-

Please turn to page 7

BY NEIL SHAH

Source: Thomson
Reuters Datastream

Fear spreads | Anxiety over deficits in the euro zone weighed on the indexes of nations with high debt loads
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The debt markets are in no
mood to forgive politicians who
fail to grasp their concerns.
Heard on the Street, page 32
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Market has the upper hand with Greece
If the European Commission

thought its much-caveated approval
of Greece’s latest deficit-reduction
plan would draw a line under the
country’s debt crisis, it should think
again. Greek stocks, bonds and cred-
it-default swaps rallied briefly as
the ruling emerged Wednesday, but
have since dropped: The Athens
bourse fell 3.3% Thursday.

In reality, the market is calling
the shots, and will decide if Greece’s
attempts to cut its deficit by over
nine percentage points of GDP by
2012 are credible. Other highly in-
debted countries should take note,
and not just those in the euro zone.

Until recently, a Commission
stamp of approval might have reas-
sured investors that Greece’s fiscal
crisis was manageable. But the best
that could be said for Wednesday’s
ruling is the market now believes a

future bailout is more likely because
the European Union would find it
harder to abandon Greece if the
country made an effort to fulfill its
obligations. Short term, that could
help keep a lid on bond yields, re-
flecting a reduced risk of a default.

Greece’s fate has implications for
the global debate over the timing of
the withdrawal of fiscal stimulus.
The International Monetary Fund
recently warned that countries face
the risk of a double-dip recession if
they pull back emergency-support
measures too quickly. But if bond
markets decide sustained public
spending and high deficits in some
countries risk creating an unsustain-
able debt position, they will take
matters into their own hands.

Spain and Portugal are next in
the market’s cross hairs. The cost of
insuring their debt against default

soared again Thursday, and their
stock markets fell 6% and 5%, re-
spectively. Also vulnerable is the
U.K., where the political rhetoric on

the deficit has become more con-
fused, with the opposition Conserva-
tive party seeming to step back from
promises of quick, sharp cuts.

Schroders Wednesday became the
latest big investor to warn that debt
markets will not forgive politicians
who fail to grasp their concerns. The
Markit iTraxx SovX Western Europe
index of credit-default swaps on 15
countries ended at a record 1.065
percentage points Thursday, accord-
ing to Société Générale, up 0.12 per-
centage point on the day.

Faced with this pressure from in-
vestors, policy makers in highly in-
debted countries will face an unpal-
atable choice: cut voluntarily, and
risk damaging the recovery; or have
cuts forced on them in the midst of
a market crisis. They may not have
long to make up their minds.

—Richard Barley and Simon Nixon

Santander posts good results with some bad timing

For Toyota,
problems are
accelerating

Banco Santander picked the
wrong day to announce some im-
pressive results.

On a normal day, the Spanish
banking giant might have expected
its earnings to be applauded. It
made €8.9 billion ($12.37 billion), a
fraction better than the previous
year despite taking nearly €10 bil-
lion in provisions. Instead,
Santander’s shares slumped 10% as
fears over euro-zone sovereign debt
engulfed Spanish stocks and bonds.
That isn’t fair.

Santander’s results demonstrated
why it is has been one of the best-
performing banks through the crisis.
It is well-capitalized, with a core
Tier 1 ratio of 8.6%, conservative for
a bank with strong internal capital
generation, thanks in part to canny
moves, including the partial initial
public offering of its Brazilian unit

at a substantial premium to book
value in 2009. Its liquidity position
also is strong, with 76% of funding
consisting of retail deposits and me-

dium- to long-term financing.
Thanks in part to good cost control,
it achieved lending margins of 1.9%.
Strong risk management also has
contributed to a nonperforming loan
ratio of 3%, below its European peer
group average of 4.8%. And at the
end of 2009, 73% of impairments
were covered by provisions.

True, the bank is exposed to
some of the most highly indebted
countries in the world, in Spain,
Portugal and the U.K., with the risk
that sovereign crises could lead to
increased losses. But in each of
these countries Santander continues
to generate profits thanks to non-
performing loan rates well below
the market average.

Even in Spain, its nonperforming
loan rate is 3.4% compared with a
market average of 5%. Exposure to
Spain’s toxic real-estate developers

is just €14.1 billion, equivalent to
just over 1% of Santander’s balance
sheet, and existing impairments are
77% covered by provisions. Mean-
while, Santander continues to gen-
erate profits from fast-expanding
Latin American countries, including
Brazil, where nonperforming loan
rates remain low.

Like any financial institution,
Santander is vulnerable to market
confidence. A 10% share-price fall in
a day is a worry for any bank. But
Santander has only minimal expo-
sure to Spanish government bonds
at just €17 billion. And it generates
just 28% of revenue from Spain. Af-
ter Thursday’s fall, the bank trades
at less than twice forecast tangible
book value. For a bank likely to gen-
erate well above 20% return on eq-
uity, that is cheap.

—Simon Nixon

One can only wonder how spec-
tacular Toyota Motor’s profit come-
back might have been, if not for its
recent woes.

A more productive exercise for
investors is to consider how quickly
Thursday’s $880 million annual
earnings forecast could be whittled
down as those troubles increase.

Toyota says it factored in the im-
pact of its biggest recalls ever, in-
cluding the hit that will come to
sales, when formulating the forecast
for the year ending in March. But it
is difficult to see how the company
can grasp the whole situation with
any certainty.

In the last few days, the threat to
Toyota’s brand both in the U.S. and
Japan has increased. Regulators in
both countries are looking into com-
plaints about brakes on Toyota’s
iconic Prius hybrid, potential dam-
age from which, Toyota says, wasn’t
factored into the forecast.

Washington also says it will in-
vestigate whether electromagnetic
interference might be causing elec-
tronic throttle systems to malfunc-
tion, something that would be far
more complex to fix than a floor
mat or sticky gas pedal, and Con-
gress plans to hold hearings into
these issues. Granted, some of this
is alarmist and motivated by law-
makers looking to score political
points during an election year at the
expense of a company that humbled
Detroit.

Getting behind Toyota remains a
risky proposition, as investors who
bought into the stock early in the
week, thinking the company was on
top of the situation, already have
learned. Until it puts the brakes on
its declining reputation, investments
in this pillar of Japan Inc. are best
left to speculators.

—James Simms
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Pain in Spain
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