
European banks are bracing
for a difficult 2009 as rising
corporate bankruptcies add to
problems with bad mortgage
and credit-card loans. Analysts
are predicting billions of euros
in write-downs, offering a chal-
lenge to governments. Page 1

n The U.K. pound may fall to
parity with the euro, a psycho-
logical blow to a country that
spurned the currency used by
much of Europe. Page 1

n GMAC is ramping up loans
to U.S. car buyers, a day after
Washington committed $6 bil-
lion to help the firm. Page 3

n Ukraine and Russia inched
closer to resolving the gas dis-
pute, as Kiev moved to make
payments to energy giant AOA
Gazprom. Page 3

n The drop in U.S. home prices
continued to intensify, with a
closely watched index falling
2.2% in October from Septem-
ber, a record decline. Page 7

n Government aid for GMAC
gave U.S. stocks a boost. In Eu-
rope, Infineon Technologies led
a tech-sector rally. Page 18

n Bayer filed a patent suit
against Abbott over its Humira
autoimmune drug, the company’s
top-selling product. Page 28

n Sharp projected a $476.8 mil-
lion loss, citing a steep decline
in the value of its stake in TV
maker Pioneer. Page 6

n Three Chinese steelmakers
will merge amid falling demand
and a push by Beijing for the
sector’s consolidation. Page 22

n The coup in Guinea has
added uncertainty to the out-
look for mining companies,
which were already grappling
with depressed prices. Page 17

n UniCredit sold Italian and
Austrian noncore assets worth
about $2.79 billion as it tries to
boost its capital ratios. Page 19

n Euro-zone lending was stag-
nant in November, and German
prices rose less than expected in
December, suggesting the ECB
will cut rates again. Page 20

Euro’s parity
with pound
draws nearer

Israel continued to strike at
Hamas targets in Gaza as inter-
national pressure for a cease-
fire mounted and Israeli offi-
cials warned operations against
the militant group were only
just beginning. European for-
eign ministers met in Paris,
calling for an end to hostilities.
The Israeli attacks have killed
at least 350 Palestinians. Page 1

n Pakistan closed the main
supply route for U.S. and allied
troops in Afghanistan after
launching a fresh offensive
against militants in the area.

n Herman Van Rompuy was
sworn in as Belgium’s prime
minister, triggering hopes he
could heal some of the nation’s
linguistic divisions. Page 2

n The European Commission
approved two programs by Ger-
many to support companies in
the economic downturn, making
the nation the first to make use
of special state-aid frameworks.

n Medvedev signed a law ex-
tending Russian presidential
terms to six years, a move seen
as paving the way for Putin’s
return to the presidency. Page 2

n An ailing former executive
of dismantled Russian oil giant
Yukos who was jailed in 2006
was freed after posting a $1.8
million bail, his lawyer said.

n China is delaying part of a
massive project to divert water
to its north, amid concerns over
environmental damage. Page 9

n Embattled Gov. Blagojevich
named Roland Burris, the
former attorney general of Illi-
nois, to fill the U.S. Senate seat
vacated by Obama. WSJ.com

n Voters in Bangladesh handed
ex-leader Hasina a decisive vic-
tory in parliamentary elections,
early results showed. Page 9

n A pro-India coalition will
head the new Jammu and Kash-
mir state government. Page 9

n Guinea’s coup leaders named
civilian banker Kabine Komara
as the new prime minister.

European ministers seek
end to hostilities in Gaza

Editorial&Opinion

European banks await
‘the year of reckoning’
More bankruptcies,
problems with debt
to add to 2009 woes

By Joshua Mitnick

And Margaret Coker

TEL AVIV—Israel continued its
aerial bombardment of Hamas tar-
gets in the Gaza Strip on Tuesday
as international pressure for a
cease-fire mounted and Israeli offi-
cials warned that operations
against the militant group were
only just beginning.

European foreign ministers met
Tuesday in Paris, calling for an end
to hostilities and increased access
to Gaza for humanitarian purposes.

Turkey’s prime minister, mean-
while, announced a round of shut-
tle diplomacy to Arab capitals to
consult on a response to the at-
tacks.

The Israeli aerial bombard-
ment, which began Saturday, has
claimed at least 350 Palestinians,

including 60 civilians, according to
United Nations estimates, which
haven’t been updated since Mon-
day. Palestinian hospital officials
said 10 more Palestinians died in Is-
raeli attacks Tuesday, but there
was no independent confirmation
of that figure. Four Israelis have
been killed by Palestinian missiles.
The U.N. has said that at least 1,400
Palestinians have been wounded.
At least 20 Israelis have sustained
injuries.

Israel’s security cabinet meets
Wednesday to discuss the military
operation, and Israeli press reports
late Tuesday suggested a possible
cease-fire would be on the agenda.
The military denied an earlier re-
port that it had recommended a
48-hour cease-fire, and a govern-
ment spokesman said he had no

Please turn to page 27

The oil hangover
Putin, Ahmadinejad and
Chávez learn a hard lesson
about energy prices. Page 11
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What’s News—
Business & Finance World-Wide

— NOTICE TO READERS —
Wall Street Journal Europe won’t
publish Thursday, in observance
of the New Year’s Day holiday.
Subscribers can go to WSJ.com
for the latest developments.

0

2

4

6

8

10

12%

200520001995

0

20

40

60

80

Œ100 billion

’10’09’08’07’062005

Trouble brewing for European banks

Credit Suisse numbers on overall
impairment charges for European banks 

Default rate for European "junk"-rated
companies that Standard & Poor’s rates

A lot more European corporate borrowers are likely to renege on their debts
next year. That's bad news for the banks that lent them money.

Note: Figures for 2008 and after, are estimates Sources: Standard & Poor’s; Credit Suisse

Dell’s goal of ‘carbon
neutrality’ hits limit
NEWS IN DEPTH | PAGES 14-15

U.S. airlines are raising
cash even in credit crunch
CORPORATE NEWS | PAGE 4

By Neil Shah

LONDON—European banks are
bracing for a difficult 2009 as a ris-
ing tide of corporate bankruptcies
adds to their problems with bad
mortgage and credit-card loans.

With the U.K. on the brink of re-
cession and the euro zone heading
for what could be its sharpest
downturn since World War II, ana-
lysts are predicting billions of eu-
ros in write-downs for banks as
more companies run into trouble
and renege on their debts. The
losses could present a challenge to
European governments, which in
the past few months have spent
more than Œ70 billion ($97.79 bil-
lion) on capital injections to keep
their banking sectors afloat.

Some 75 European companies
with lower credit ratings could de-
fault in 2009, affecting about Œ25
billion of debt, according to ratings
firm Standard & Poor’s. Together
with losses on mortgages and
other loans, companies’ problems
will force European banks to take a

Please turn to page 27

Money & Investing > Page 17

By Laurence Norman

LONDON—With more U.K. inter-
est-rate cuts and poor economic
data likely in the coming week, ster-
ling soon could fall to parity with
the euro for the first time, a psycho-
logical blow to a country that
spurned the currency used by much
of Europe.

The euro has strengthened 13%
against the pound this month, as the
U.K. economy has deteriorated
more quickly than that of the 15-na-
tion euro zone and the Bank of Eng-
land has responded with steeper in-
terest-rate cuts.

Not only is the pound weaker
than it ever has been against the
euro since the common currency
was created 10 years ago, but it also
is weaker than at any time against a
widely used measure of where the
euro would have traded prior to its
creation.

Tuesday, the euro moved above
98 pence for the first time. Though
it fell back to £0.97857 by midday in
New York, it still was stronger than
the £0.9645 of late Monday.

The euro’s move above one
pound could come by Friday, when
the U.K. releases manufacturing
data and the Bank of England pub-
lishes key lending surveys, said

Please turn to page 27

Markets 4 p.m. ET
NET PCT

MARKET CLOSE CHG CHG

DJIA 8668.39+184.46 +2.17
Nasdaq 1550.70 +40.38 +2.67
DJ Stoxx 600 196.90 +3.44 +1.78
FTSE 100 4392.68 +73.33 +1.70
DAX 4810.20+105.34 +2.24
CAC 40 3217.13 +86.41 +2.76

Euro $1.4145 -0.0089 -0.63
Nymex crude $39.03 -0.99 -2.47
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There were plenty of
poorly handled bailouts in
2008, but the GMAC rescue
might go down as the year’s
most haphazard.

Any time the government
intervenes in a private com-
pany, the wider market bene-
fits if it can be done in a
clear and consistent manner.
Once a government’s guiding
principles for rescues can be
more easily discerned, inves-
tors find it easier to set
prices for other institutions
that might need help.

After weeks of doubt
about its viability, GMAC,
majority-owned by Cer-
berus Capital Manage-
ment, appears temporarily
stabilized after receiving a
$5 billion preference share
investment from the U.S.
Treasury. But lifting the
cloud hanging over GMAC
has created others else-
where.

From early on, the Fed-
eral Reserve’s approval of
GMAC as a bank holding
company on Dec. 24 seemed
inconsistent. That status
was deemed necessary to
allow GMAC to receive help
from the Troubled Asset Re-
lief Program.

But GMAC originally

planned to take actions that
would raise capital to a
level sufficient to get the
Fed’s approval as a bank
holding company. Its main
initiative was to ask bond-
holders to swap some of
their debt for new paper, in-
cluding preferred shares.

However, GMAC had to
extend the exchange dead-
line several times. On Dec.
10, GMAC said participation
in the debt exchange fell
short of the targeted 75%
and it wouldn’t be able to
create the $30 billion in reg-
ulatory capital required by
the Fed. Ominously, GMAC

added: “The Federal Re-
serve has informed GMAC
that if GMAC is unable to
meet these capital require-
ments, it will not approve
GMAC’s application to be-
come a bank holding com-
pany.”

GMAC still hasn’t publi-
cized the final results of the
debt exchange, which closed
on Dec. 26, but the Fed
went ahead and granted
bank holding company sta-
tus anyway. One reason the
Fed gave for doing this was
“successful efforts of man-
agement of GMAC to raise
capital.” The central bank
gave no numbers showing
what the level of GMAC’s
capital actually is.

One unfortunate result
of GMAC’s scramble is the
apparent creation of two
classes of bondholders.
There are those who took
part in the exchange and
made concessions as a re-
sult. And there are those
who didn’t participate—per-
haps expecting the govern-
ment to cave—who appear
to have avoided any pain
for now. As a result, bond-
holders in similar situations
might feel emboldened to
hold out and make the tax-
payer cough up instead.

Clearly, one important
factor behind these events
was the decision of the
Bush administration to bail
out General Motors and
Chrysler on Dec. 19. Since
GMAC finances a large
share of GM’s sales, it made
sense for bondholders to
bet that a GMAC rescue
would follow. To avoid con-
fusion, the government
could have made clear at
the same time it planned to
rescue GMAC also.

Another big question
about bailouts is whether
they lead the government
to influence management in
a way that might serve po-
litical ends but hurt the
business over the long
term. This could now play
out at GMAC. Tuesday, the
day after getting TARP
money, the company said it
was going to start lending
again to less creditworthy
borrowers. The company
says it is doing that be-
cause it has expanded ac-
cess to funding as a bank.

If the incoming Obama
administration is looking
for bailout templates, the
GMAC example is one to
avoid.

—Peter Eavis

Gazprom’s list of worries
Gazprom’s first-half ac-

counts are about as useful as
an icebox in the arctic when
assessing the risks facing the
Russian gas giant. The back-
ward-looking numbers de-
scribe a lost world of rising
energy prices, a strong ruble
and robust gas demand from
Russian and Ukrainian indus-
try.

Gazprom’s second-quar-
ter net profit nearly tripled
to 300 billion rubles ($10.2
billion). But the rapidly
freezing Russian and Ukrai-
nian economies, tight credit
conditions at home and
abroad as well as tumbling
energy prices and a weak
ruble have transformed the
picture since that period,
which ended in June. Troika
Dialog, an investment bank,
reckons that if oil prices re-
main around $40 a barrel,
Gazprom would have to
sharply reduce capital
spending. Operating cash-
flow would shrink to
around $17.5 billion in 2010
from $32 billion in 2009.

Amid the gloom, how-
ever, there is some cheer.
Gazprom appears to have
resolved its most immedi-
ate problem: a spat with
the Ukraine over $2.1 billion
in arrears on payments for

Russian gas. Gazprom, not
for the first time, threat-
ened to cut off gas supplies
if it wasn’t paid by year
end. The Ukrainians will
now find the cash.

But the essential prob-
lem remains. Gazprom
charges the Ukraine half the
rates it charges Western
customers for Russian gas.
While it wants that gap to
narrow, the Ukraine would
be hard pressed to pay such
rates in good times. Right
now, it looks impossible.

Meanwhile, the Ukraine
undercharges Russia for tran-
sit fees across its territory.
Rates are several times
higher on other pipelines
feeding Western Europe. The
upshot is that the Ukraine’s
cash-strapped gas utility Naf-
togaz can barely afford to
maintain the pipeline.

The immediate scuffle
might be over. But there is
no agreement on a long-
term formula for transit
fees and gas prices, and Rus-
sia is keen to keep the
screws tight on Ukraine’s
government for political rea-
sons. Expect Kiev and Mos-
cow to square off for an-
other bout at the end of
2009.
 —Matthew Curtin

Hurricane victim setback
U.S. judge denies
class-action status
over housing toxin

A good model for bad bailouts

By Paulo Prada

A U.S. federal judge on Monday
denied class-action status to thou-
sands of hurricane victims seeking
damages for alleged exposure to a
toxic chemical while living in emer-
gency housing provided by the gov-
ernment after deadly Gulf Coast
storms in 2005.

Victims of hurricanes Katrina
and Rita, spread across Alabama,
Mississippi, Louisiana and Texas,
have filed hundreds of lawsuits
over the past three years against
the federal government and dozens
of manufacturers of mobile hous-
ing trailers.

The complaints allege that form-
aldehyde in units supplied to them
as temporary shelter made them
sick. Though the chemical is permit-
ted by law in limited quantities as a
preservative on plywood and other
building materials, the plaintiffs ar-
gue that their exposure exceeded
safe limits and that many people
were made ill or injured as a result.

Common issues in the cases in
2007 led the federal court system
to attempt to consolidate the cases
in one court, the U.S. District Court
for the Eastern District of Louisi-
ana. In October, plaintiffs’ lawyers
filed motions seeking class-action
status for all the cases. That would
have allowed a single trial to settle
all the claims and potentially in-
crease the number of plaintiffs and
amount of damages.

But in a 50-page order Monday,
Judge Kurt Englehardt refused to
allow class-action status. The
judge found that the number of
plaintiffs and multiple defendants,
as well as varying state laws and le-
gal issues related to trailer types
and differing formaldehyde levels,
made it impossible for the cases to
be consolidated.

The victims’ claims and the
types of housing received “vary
greatly on an individual basis and re-
quire an individualized assess-
ment,” he wrote. “No class represen-
tative can be said to adequately rep-
resent the interests of all.”

Plaintiffs’ lawyers said they are
disappointed by the ruling but not

surprised considering the number
and variety of the cases alleging
formaldehyde-related ailments. Be-
cause a single court will still exist to
address common issues among
many of the suits, they said, attor-
neys will focus on finding so-called
bellwether cases that can help set
precedents for settlements with
plaintiffs filing similar claims.

“We’re looking forward to put-
ting before a jury some good, in-
structive bellwether cases,” said
Gerald Meunier, a New Orleans at-
torney who was one of those seek-
ing class-action status. “We’ll see
what they do with those, and we’ll

know more about how to conclude
all of the other litigation.”

Amid the violent hurricane sea-
son of 2005, the Federal Emergency
Management Agency scrambled to
find emergency housing for evacu-
ees who fled the Gulf Coast. The
agency bought tens of thousands of
mobile units—ranging from truck-
drawn trailers to bigger mobile-
home-style dwellings—from dozens
of manufacturers.

After testing a sample of 519 of
the government-issued trailers a
year ago, the U.S. Centers for Dis-
ease Control and Prevention found
that many of the units contained
formaldehyde levels that exceed
those in most mobile homes across
the U.S. The higher levels, the CDC
said in a July report, can cause
“acute symptoms, such as cough-
ing and irritated eyes, nose,
throat, and upper respiratory sys-
tem.” But even at lower levels, the
report continued, “risk for cancer
can increase.”

Many who inhabited the trailers
say they became ill after prolonged
exposure to formaldehyde. At issue
in the cases is the concentration of
the chemical in trailer materials and
whether some of the smaller trail-
ers were even suitable for anything
but brief periods of habitation.

At court hearings earlier in 2008,
defense lawyers argued that many
trailers came with instructions noti-
fying occupants to ventilate their
trailers frequently to reduce the
buildup of chemicals within the
units. Plaintiffs’ attorneys coun-
tered with assertions by toxicolo-
gists that formaldehyde wouldn’t be
completely eliminated by simply air-
ing out a trailer.

By Rhonda L. Rundle

American Apparel Inc. pro-
moted financial executive Adrian
Kowalewski to chief financial of-
ficer, as the teen retailer’s stock re-
covered after a sharp drop traced
to concerns about financing costs
and the weak economy.

Mr. Kowalewski, 31 years old,
succeeds Ken Cieply, who resigned
in May after he was publicly criti-
cized by founder and Chief Execu-
tive Dov Charney. Mr. Kowalewski
has been handling many of the CFO
duties in recent months so his ap-
pointment wasn’t a surprise, ana-
lysts said.

American Apparel shares fell
15% Monday but were up almost 9%
at midday Tuesday, to $1.69, in
American Stock Exchange trading.
The share price had been slipping
in recent days since the company
announced amendments to its
credit facility, prompting at least
one analyst to cut his 2009 earn-
ings estimate.

Mr. Kowalewski joined Ameri-
can Apparel in 2006. Since then, he
has been director of corporate fi-
nancing and development at the
company, which makes T-shirts
and other casual clothing. A year
ago, he was named to the board.

Earlier in December, American
Apparel reported that November
sales at stores open at least a year
rose 6% over the year-earlier pe-
riod. But Todd Slater, an analyst at
Lazard Capital Markets, recently
reduced his 2009 earnings esti-
mate due to higher financing costs
and weakening economic condi-
tions.

American Apparel
taps Kowalewski
as finance chief

By Jon Kamp

A unit of Bayer AG has filed a
patent-infringement lawsuit in a
U.S. court against Abbott Laborato-
ries relating to the autoimmune
drug Humira, which is Abbott’s top-
selling product.

Humira is an injectable drug for
treating multiple immune system-re-
lated diseases, including rheumatoid
and other types of arthritis, the intes-
tinal disorder Crohn’s disease and the
skin condition plaque psoriasis. Ab-
bott has projected that Humira sales
will exceed $4.4 billion this year.

Bayer’s Healthcare unit claimed
in a suit filed Dec. 24 in the U.S. Dis-
trict Court for the Eastern District
of Texas that Humira infringes on a
Bayer patent issued in 1997 that cov-
ers antibodies that fight a protein
called “tumor necrosis factor,” or
TNF, that causes inflammation. Hu-
mira, which has been on the market
since 2002, is an anti-TNF drug.

Bayer asked the court to deter-
mine that Abbott has infringed on
the patent, which expires in August
2014, and to award damages. The
company isn’t seeking to enjoin Ab-
bott from selling the drug.

Bayer spokesman Bryan Iams said
the company won’t comment further
on its litigation strategy, including
the timing of the filing and whether
Bayer plans to sue companies that
make drugs similar to Humira.

Abbott said there is no infringe-
ment issue.

“Humira does not infringe Bayer’s
patent and Abbott believes that Bay-
er’s patent is invalid,” Abbott spokes-
man Scott Stoffel said. “We will vigor-
ously defend against this lawsuit.”

The complaints
allege formaldehyde
in trailers made
people sick.

GMAC
Projected unsecured 
long-term debt 
outstanding, in billions 

Source: CreditSights
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Van Rompuy sworn in as Belgian premier
Ex-budget minister
is expected to tackle
divide, stimulus plan

Medvedev move may presage
Putin’s return to presidency
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By John W. Miller

BRUSSELS—Herman Van Rom-
puy, an intellectual with a penchant
for writing haiku was sworn in Tues-
day as Belgium’s prime minister,
triggering hopes that he could heal
some of this country’s bitter linguis-
tic divisions.

The 61-year-old Mr. Van Rompuy
takes over a fragile government

hammered by a recent bank-bailout
scandal and an economy sliding into
recession.

A widely respected elder states-
man in Belgium’s right-of-center
Christian Democrat party, Mr. Van
Rompuy emerged as the only consen-
sus candidate. He is known mainly
for his tenure as budget minister in
the 1990s, when he laid the ground-
work for Belgium to join the euro.

Mr. Van Rompuy is from Bel-
gium’s Dutch-speaking majority,
whose demands for greater auton-
omy have caused political turmoil
here in recent years. But his selec-
tion was welcomed by French-speak-
ing media and opinion makers.

In an editorial titled “Yes, He
Can,” La Libre Belgique, the French-
language daily, called Mr. Van Rom-
puy a leader of “reason and heart,”
who understands the dangers of dis-
mantling the state.

Mr. Rompuy’s immedi-
ate priorities, his spokes-
man said, will be hammer-
ing out the details of a Œ2
billion ($2.8 billion) stimu-
lus plan passed this month
by the Belgian parliament
and sealing the govern-
ment’s October deal to sell
the Belgian banking and in-
surance arms of Fortis NV,
to BNP Paribas SA of
France for Œ14.5 billion.

It was that deal, part of
one of the first big bank
bailouts of the current global fi-
nancial crisis, that brought down
Mr. Van Rompuy’s predecessor,
Yves Leterme. Mr. Leterme re-
signed on Dec. 19, after a Belgian
supreme court investigative judge
said his chief of staff and justice
minister tried to influence the

judge hearing a case brought
against the sale by minority share-
holders.

BNP Paribas has said it wants to
go ahead with the purchase, which
has been delayed at least until a

shareholder vote on Feb.
12, after the Belgian court
ruled in favor of the minor-
ity shareholders. The share-
holders have said the deal
the government struck
with BNP in October under-
values their shares.

The longer-term issue
on Mr. Van Rompuy’s plate,
however, is healing the rift
between Dutch speakers in
Flanders in the north and
French speakers in Wallo-
nia in the south. Flanders is

wealthier and wants a confederal-
state system like Switzerland’s, giv-
ing each region more control over
its tax revenues.

Mr. Van Rompuy doesn’t yet
have an easy solution to Belgium’s
linguistic divide, said his spokes-
man, Dirk De Backer. Unlike Mr. Le-

terme, Mr. Van Rompuy has a repu-
tation as a conciliator. “Talking,
talking to each other, trying to un-
derstand each other” will yield a
compromise, said Mr. De Backer.

The center-right coalition in
place since March will remain with
only a few changes. It isn’t clear how
long Mr. Rompuy will be in the job.
An investigation into the Fortis af-
fair is under way, and if it clears Mr.
Leterme, he could return as prime
minister after regional elections in
June. Otherwise, Mr. Rompuy could
remain in office until the next na-
tional elections, scheduled for 2011.

Mr. Rompuy’s blog (http://herman-
vanrompuy.typepad.com) lists books
he is reading, his favorite quotes, his
own essays and his poems. He re-
cently read U.K. Prime Minister Gor-
don Brown’s “Courage: Eight Por-
traits.” Many of the books are reli-
gious, while his own poetry, written
in Dutch, swings from reverent to
ironic. One, called “Hair,” reads, when
translated from the Dutch: “Hair
blows in the wind/After years there is
still wind/Sadly no more hair.”

ASSOCIATED PRESS

MOSCOW—Russian President
Dmitry Medvedev signed a law ex-
tending presidential terms to six
years from four, the Kremlin
said Tuesday, a move seen
as paving the way for
Vladimir Putin’s return to
the presidency.

Mr. Medvedev’s final en-
dorsement of the legisla-
tion follows its quick ap-
proval by the Kremlin-con-
trolled parliament and all of
Russia’s 83 provincial legis-
latures. If enacted, the
change wouldn’t apply to
Mr. Medvedev’s current
term, due to end in 2012.

Mr. Putin, who remains very pop-
ular, was barred constitutionally
from seeking a third straight term
as president.

He tapped his longtime protégé
Mr. Medvedev as his favored succes-
sor, ensuring his landslide election

in March.
Mr. Putin then became prime

minister and leader of the United
Russia party, which dominates the

Duma, and he is still seen
as the man calling the
shots in Russia.

Mr. Putin has said the
change wasn’t tailored for
him and would expand de-
mocracy.

But the push to amend
the constitution just
months after Mr.
Medvedev’s election has
led to speculation that his
term could be cut short to
allow Mr. Putin to return
to the Kremlin.

Mr. Putin isn’t barred from run-
ning again after a break, and Mr.
Medvedev’s move to extend the pres-
idential term sparked speculation
that Mr. Putin might not wait until
scheduled elections in 2012 to seek
a return to the office.

INDEX TO PEOPLE

INDEX TO BUSINESSES

Dmitry
Medvedev

1 FREE daily access
to WSJ.com

If you bought today’s paper from
a retail outlet, simply register at:

wsj.com/reg/coupon
or renew at: wsj.com

Today's code is: EUROPE-R-667

Herman Van
Rompuy

LEADING THE NEWS

THE WALL STREET JOURNAL EUROPE (ISSN 0921-99)

Boulevard Brand Whitlock 87, 1200 Brussels, Belgium

Telephone: 32 2 741 1211 Fax: 32 2 741 1600

SUBSCRIPTIONS, inquiries and address changes to:
Telephone: +44 (0) 207 309 7799
 Calling time from 8am to 5.30pm GMT
E-mail: WSJUK@dowjones.com Website: www.services.wsje.com

Advertising Sales worldwide through Dow Jones
International. Frankfurt: 49 69 971428 0; London: 44 207 842
9600; Paris: 33 1 40 17 17 01

Printed in Belgium by Concentra Media N.V. Printed in Germany by
Dogan Media Group / Hürriyet A.S. Branch Germany. Printed in
Switzerland by Zehnder Print AG Wil. Printed in the United Kingdom by
Newsfax International Ltd., London. Printed in Italy by Telestampa
Centro Italia s.r.l. Printed in Spain by Bermont S.A. Printed in Ireland
by Midland Web Printing Ltd. Printed in Israel by The Jerusalem Post
Group. Printed in Turkey by GLOBUS Dünya BasInevi.

Registered as a newspaper at the Post Office.
Trademarks appearing herein are used under license from Dow Jones
& Co. © 2008 Dow Jones & Company All rights reserved.
Editeur responsable: Daniel Hertzberg M-17936-2003

The Wall Street
Journal Europe

Future Leadership
Institute

would like to thank
all sponsors,

book publishers,
participating

universities and
business schools for
all help and support

during 2008.

Happy New Year!

Bringing Universities and Businesses Together

THE/FUTURE LEADERSHIP/INSTITUTE

The Wall Street Journal
Europe is proud

to support

“Behavioural Finance -
How to Account for

Irrationality?”

“Speeches - Workshops -
Discussions - Networking”

15 and 16 January, 2009
WHU Otto Beisheim

School of Management

www.campus-for-finance.com

Contact: gert.vanmol@dowjones.com

The Wall Street Journal Europe is
read every day by 27,000 students at 180 top

business schools and university campuses across
Europe, a program supported by

2 WED., DEC. 31, 2008 - THURS., JAN. 1, 2009 T H E WA L L ST R E ET JOU R NA L .

knowledge of plans to discuss a
halt to the operation at Wednes-
day’s meeting.

Militants inside the enclave
kept up a barrage of attacks Tues-
day into southern Israel and vowed
to send rockets further into the
country. Gaza-launched rockets
have killed four Israelis, including
one soldier, so far. Late Tuesday, a
Hamas missile hit the Israeli desert
town of Bersheba, nearly doubling
the known range of Hamas’ arsenal
to 45 kilometers.

Despite mounting international
pressure for a return to a six-
month cease-fire between the two
sides—which ended two weeks ago—
Israeli government spokesmen and

spokeswomen maintained through-
out the day that the time wasn’t
ripe for talk of renewing the pact.

“An instant fix that doesn’t
solve anything isn’t a solution.
We’ll be back in a month or two
months in a round of violence like
today,” said Mark Regev, a spokes-
man for Prime Minister Ehud Olm-
ert. “You need to create a situation
in which Hamas understands that it
isn’t in their interest to shoot at in-
nocent Israeli civilians.”

Mr. Olmert shrugged off grow-
ing concern in Washington and Eu-
ropean capitals about a prolonged
war, telling his nation that the oper-
ation was still in its initial stages.

With infantry and armored
units massing at the Gaza border, Is-
rael’s air force launched 40 strikes
on the Gaza Strip on Tuesday. Is-
raeli officials said they had tar-
geted administrative buildings
used by Hamas government offi-
cials, police stations, border tun-
nels and weapons storehouses.

Inside Gaza, eyewitnesses re-
ported that a Gaza City sports club,
two mosques, and the homes of sev-
eral Hamas militants were also tar-
geted.

At Shifa Hospital, the Gaza
Strip’s largest, doctors struggled
with shortages of staff and sup-
plies to provide care for the in-
jured. In the 12-bed intensive-care
unit doctors are now tending to 53
critically injured patients, said Hai-
tham Dababish, the hospital’s emer-

gency-room director.
“Our medical teams are ex-

hausted, and our sources of medi-
cal supplies are running out,” Dr.
Dababish said. “If we continue like
this, the whole system will col-
lapse.”

Meanwhile, Palestinian mili-
tants lobbed at least 40 missiles
into southern Israeli towns. Hamas
has vowed it won’t surrender and
has promised to continue missile
strikes as well as renew a campaign
of suicide attacks.

“Rockets will be on your daily
agenda,” said a spokesman for Ha-
mas’ militant wing, Abu Obeida, in
a taped broadcast aimed at Israeli
citizens.

The Gaza fighting, the worst in
decades, has risked instability spill-
ing over into other countries in the
region. Thousands have demon-
strated in Arab capitals, criticizing
leaders for acting too cautiously to
halt the attacks.

Egyptian President Hosni
Mubarak, who has angered Arabs
across the region for refusing to
open that country’s border with
Gaza, said on Tuesday that the
crossing would remain largely
shut until the Palestinian Author-
ity regained control over Gaza. (Ha-
mas won Palestinian-wide elec-
tions in 2006, and then forcefully
took control of Gaza in 2007.)
Egypt allowed a trickle of
wounded Palestinians across the
border on Monday.

Continued from first page

£1 to Œ1 = unwelcome parity
Ashraf Laidi, chief markets strate-
gist at CMC Markets in London.
Thin holiday trading, which can ex-
acerbate currency swings, is an-
other factor.

But next week’s news, which in-
cludes data on housing prices Mon-
day, a closely watched service-sec-
tor survey Tuesday and the Bank of
England’s two-day policy meeting
that ends Thursday, also should
weigh on sterling. Mr. Laidi, for one,
expects the central bank to cut its
key interest rate 0.75 percentage
point to 1.25%. By comparison, the
European Central Bank’s key rate is
2.5%.

Also weighing broadly on the
pound are investor worries about
the U.K.’s mounting public-sector
debt, which is being driven in part
by massive bank rescues. Analysts
say that has caused investors to de-
mand a higher risk premium or to
steer clear of U.K. assets.

Given all that, it would be “un-
fathomable” for the euro not to
breach parity soon, Mr. Laidi said.
The euro should continue to
strengthen, reaching around £1.10
within six months.

Ron Leven, senior currency strat-
egist at Morgan Stanley in New
York, also sees no immediate end to
the pound’s decline, although he
said the euro mightn’t break above
£1 quite yet. The currency will come
under renewed pressure as the
U.K.’s Monetary Policy Committee
proves “relatively quick in follow-
ing the Federal Reserve in cutting in-
terest rates close to zero and adopt-

ing some quantitative easing types
of policy.”

A weak currency is usually good
news for a country’s exporters,
whose products become more com-
petitive against those of rivals. In-
deed, the last time sterling experi-
enced such a precipitous weaken-
ing, when the pound exited the Euro-
pean Exchange Rate Mechanism
that was the precursor to the euro in
1992, it helped spark a decade and a
half of economic growth.

But with the global economy suf-
fering and the euro zone, its biggest
export market, in recession, that
hasn’t happened.

With U.K. manufacturing output
having declined for eight months in
a row, 45% of exporters told the CBI
their order books were below nor-
mal, compared with 12% of manufac-
turers who said the opposite. That
was the most negative balance the
survey had shown in five years.

Total goods exports fell 1.7% in
the three months to October from
the previous quarter, according to
the most recent trade data from the
Office for National Statistics. Ex-
ports to euro-zone countries, which
amounted to £114 billion ($165 bil-
lion) in 2007, fell 0.4% in the same
period.

“The further depreciation of ster-
ling does add to the U.K.’s export
competitivity,” said Lai Co, head of
economic analysis at the CBI. “How-
ever, the gains in export growth are
likely to be fairly limited, since the
euro-zone economy is also contract-
ing in the midst of this very serious
global downturn.”

Continued from first page

European banks await ‘year of reckoning’ with more problems
total of Œ98 billion in impairments
in 2009, up from Œ77 billion in
2008, analysts at Credit Suisse esti-
mated in a recent report. Com-
bined with a difficult business envi-
ronment, the losses could elimi-
nate any profits for the banking sec-
tor, the analysts warn.

“Next year is going to be the
year of reckoning,” says Blaise Gan-
guin, chief credit officer for Eu-
rope at S&P in Paris.

Signs of strain already are show-
ing. Britain’s HBOS PLC said in a De-
cember report that corporate bor-
rowers are falling behind on loan
payments at an unexpectedly high
rate. For October through Novem-
ber, the bank’s total impairment
costs rose by £1.6 billion ($2.3 bil-
lion), or nearly as much as in the
previous nine months combined.

Meanwhile, a sharp drop in con-

sumer spending is taking a toll on
U.K. retailers. Woolworths Group
PLC has been shutting stores after
filing for administration, the U.K.
equivalent of bankruptcy.

In all, analysts at research firm
Sanford Bernstein estimate that
the U.K. banking sector in 2009 will
have to take about £13 billion in im-
pairment charges tied to corporate
loans. That is up from £8 billion in
2008, and higher than the £5.6 bil-
lion and £3.5 billion in impairments
the analysts expect for mortgage
and credit-card loans, respectively.
Taken together, the losses would
wipe out a large chunk of the £37 bil-
lion the U.K. government has spent
to boost the capital ratios of some
of the country’s biggest banks, in-
cluding Royal Bank of Scotland
Group PLC, HBOS and Lloyd’s TSB
Group PLC.

In one sign of banks’ and inves-

tors’ fears of rising bankruptcies
across Europe, the price of default
insurance for a basket of high-qual-
ity European corporate bonds has
nearly quadrupled this year, ac-
cording to data provider Markit.
Concerns about deepening losses
and economic malaise also
prompted S&P earlier this month
to slash its credit ratings for 11 glo-
bal banks, including the U.K.’s
Royal Bank of Scotland and Bar-
clays PLC, Switzerland’s UBS AG
and Credit Suisse Group and Ger-
many’s Deutsche Bank AG.

An Royal Bank of Scotland
spokesman referred to the bank’s
most recent trading statement,
which said impairments in U.K. re-
tail and commercial banking were
9% higher than in the first nine
months of 2008 compared with the
same period in 2007.

A spokeswoman for UBS, re-

sponding to the S&P downgrade,
said the bank is committed to main-
taining strong capital levels.

HBOS, Barclays, Credit Suisse
and Deutsche Bank declined to com-
ment.

Banks have to some extent pre-
pared themselves for corporate de-
faults, and their situation isn’t as
dire as it was just a few months
ago, when they weren’t even lend-
ing to each other.

“Is this going to take European
banks down? No,” S&P’s Mr. Gan-
guin says. “Will it hurt their capital
ratios? Of course it will.”

Some banks already have sold
off or written down the value of
many “leveraged” loans, which
were used to finance corporate buy-

outs. Many of these high-risk loans
in recent years also were packaged
and sold to investors in the form of
complex investments known as col-
lateralized loan obligations,
though it remains to be seen how

much of the risk remains with the
banks.

U.K. banks, for their part, al-
ready may have raised enough capi-
tal to weather the storm, say ana-
lysts at Sanford Bernstein. The
banks are “plumped up to survive a
harsh winter,” the analysts wrote
in a recent report. “The quality of
lending is higher this time around
than in the last downturn and far
superior to the debacle in the U.S.”

 —Sara Schaefer Muñoz
contributed to this article.
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Israel continues its bombing of Gaza
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The price of default insurance for a
basket of high-quality European corporate
bonds has nearly quadrupled since the
beginning of 2008.

Israel bombed the Gaza Strip for a fourth day on Tuesday. Above, Palestinian boys carry a bag through the ruins of a house
following an Israeli air strike in Rafah, in southern Gaza.
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Well-to-do lending
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Ford hopes self-parking cars boost curb appeal

GMAC ramps up U.S. auto lending
Credit criteria eased,
thanks to federal aid
totaling $6 billion

By Matthew Dolan

DETROIT—Ford Motor Co.
plans to offer two Lincoln models
in 2009 that can park themselves,
the latest move in a strategy aimed
at improving the public’s image of
the auto maker.

The automatic parallel-parking
system will be shown in January at
the North American International
Auto Show in Detroit, and will be of-
fered as an option on the Lincoln
MKS sedan and MKT crossover-
utility vehicle.

Similar technology is already
available from Toyota Motor
Corp.’s Lexus division, but Ford’s
push reflects a wider effort champi-
oned by Chief Executive Alan Mulal-
ly to cast the company in a more fa-
vorable light. At the Detroit show,
Ford also will show a hybrid ver-
sion of the Ford Fusion sedan rated
at 17 kilometers a liter in city driv-

ing—about 12 more than Toyota’s
Camry hybrid.

On Monday, billionaire investor
Kirk Kerkorian confirmed through
a spokeswoman that he had sold
his remaining shares in the auto
maker in a widely expected move.
Mr. Kerkorian earlier had pledged
his support and confidence in Ford
and Mr. Mulally.

Mr. Kerkorian’s investment
company, Tracinda Corp., had accu-
mulated a 6.5% stake in Ford ear-
lier in 2008. The auto maker’s
stock subsequently plunged, and in
October Tracinda began selling its
holding, saying Mr. Kerkorian
wanted to concentrate his invest-
ments in oil, gas, gambling and
lodging. The casino-and-hotel mo-
gul suffered a huge loss on his Ford
investment.

Ford, General Motors Corp. and
Chrysler LLC still have strong repu-
tations among truck buyers, but

for years have suffered poor im-
ages among many consumers favor-
ing cars. Recent studies have found
about half of people shopping for
cars won’t even consider one from
the three companies, a factor that
has stymied efforts by the Big
Three to halt the declines in their
market share. Soon after arriving
in 2006, Mr. Mulally made boost-
ing Ford’s standing a key priority.

In an interview Monday, Mark
Fields, Ford’s president of the
Americas, said the company is
counting on technological innova-
tions and fuel-efficient vehicles to
help separate Ford from competi-
tors and draw more people into its
showrooms. “We weren’t known as
technology leaders, but known as
fast followers,” Mr. Fields said.

In 2007, the company began of-
fering an in-car entertainment sys-
tem developed with Microsoft
Corp., called Sync, which drivers

can use to control their phone, ste-
reo and iPod through voice com-
mands. Ford is hoping such innova-
tions will “make us cool in the cus-
tomers’ minds,” Mr. Fields said.

John Casesa, managing partner
at the New York consulting firm
Casesa Shapiro Group LLC, said it
is unclear how many customers
will want the new Active Park As-
sist feature. “In terms of technol-
ogy, the automatic parking wasn’t
very successful at Lexus,” Mr. Cas-
esa said. “I think the better exam-
ple is Sync because it worked as
promised and it’s priced right.”

Ford didn’t say how much the
option will cost. A Lexus spokes-
man said its Advanced Parking
Guidance System costs $700.

Ford’s system requires less
driver input and reduces the risk of
selecting a too-small spot, said Ali
Jammoul, Ford’s chief engineer for
steering systems.

By Damian Paletta

And John D. Stoll

WASHINGTON—GMAC LLC
said it would resume financing for
“a broader spectrum” of U.S. car
buyers, a day after the federal gov-
ernment committed $6 billion to
stabilizing the finance company—a
vital component for struggling car
maker General Motors Corp.

“The actions of the federal gov-
ernment to support GMAC are hav-
ing an immediate and meaningful
effect on our ability to provide
credit to automotive customers,”
GMAC President Bill Muir said in a
prepared statement.

In a sign the government’s deep-
ened role in the automotive indus-
try could become open-ended, the
Treasury Department said Monday
it had set up a separate program
within the Troubled Asset Relief
Program, a fund originally de-
signed to help banks, to make in-
vestments directed at the auto in-
dustry. A Treasury official said the
new program didn’t have a specific
dollar limit.

The Treasury purchased $5 bil-
lion in senior preferred equity in
GMAC and offered a new $1 billion
loan to GM so the auto maker could
participate in a rights offering at
GMAC. That loan comes in addition
to the recent $17.4 billion emer-
gency plan to rescue GM and
Chrysler LLC.

The move represents the second
tranche of government aid that ben-
efits giant private-equity firm Cer-
berus Capital Management, which
owns Chrysler and, until these re-
cent moves, a majority stake in
GMAC. John Snow, a top player at
Cerberus, was the Bush administra-
tion’s Treasury secretary before
Henry Paulson.

GMAC said Tuesday it will mod-
ify its credit criteria to include re-
tail financing for customers with a
credit-bureau score of 621 or
above, compared with the 700 mini-
mum score it put in place two
months ago as its troubles deep-
ened. The median U.S. consumer-
credit score is 723. “We will con-

tinue to employ responsible credit
standards, but will be able to relax
the constraints we put in place a
few months ago due to the credit
crisis,” Mr. Muir said.

Following GMAC’s announce-
ment, GM said it would offer 0% fi-
nancing on some models in a bid to
jump-start sales. GM, the largest
U.S. auto maker by revenue, had to
scale back incentives in a stagnant
domestic market as its finance
arm’s troubles left it unable to pro-
vide loans and leases.

The difficulties of GMAC and
Chrysler’s financing arm, Chrysler
Financial, are a big reason GM and
Chrysler have suffered steep drops
in auto sales and fallen into finan-
cial trouble in the past few months,
Michael J. Jackson, chief executive
of AutoNation Inc., the country’s
largest chain of auto dealerships,
said in a recent interview. Both fi-
nancing companies have been re-
stricting credit as their own fi-
nances worsened. “Consumer
credit is the jet fuel of the auto busi-
ness,” Mr. Jackson said. “The major-
ity of consumers can’t buy a car
without getting a loan.”

GMAC finances about 80% the
wholesale purchases of GM’s cars
by dealers world-wide. It has typi-
cally been the largest source of fi-
nancing for the actual buyers of
those vehicles once they reached
the showroom.

The car company has said that a
45% sales skid for October was in
part because of GMAC’s restricted
lending, which cost GM anywhere
from 45,000 to 60,000 sales in the
month. About 25% of GM vehicle
sales were financed through GMAC

last month, down from more than
40% a year ago.

The move by Treasury was the
second part of a two-step rescue by
the government of GMAC. Last
week, the Federal Reserve ap-
proved the finance company’s ap-
plication to become a bank holding
company, a move sought by other
companies, too, to take advantage
of new government programs
aimed at stabilizing banks.

In bailing out GMAC, Treasury
officials aren’t just stabilizing an
auto-finance company but a major
player in the housing market’s
boom and bust. GMAC played a big
role in pushing riskier adjustable-
rate mortgages. The collapse of the
housing market put additional
strain on GMAC.

The Fed’s approval was condi-
tional on GMAC raising new capi-
tal, which the company tried to do
through a debt-equity swap that ex-
pired Friday. The company’s goal
was to raise $30 billion by convert-
ing 75% of its issued debt into pre-
ferred-stock holdings. Last week,
less than 60% of bondholders had
signed on and the offering had
been extended four times. At the
same time as the Treasury an-
nouncement Monday, GMAC said it
had raised enough capital to satisfy
the Fed’s conditions. It wasn’t clear
whether the government’s inter-
vention prompted or followed
GMAC’s meeting the capital re-
quirement.

Cerberus bought 51% of GMAC
in 2006. GM has a 49% stake in
GMAC. As a result of the Fed’s
move, Cerberus must reduce its in-
terest to a maximum of 14.9% in

voting shares and 33% in total eq-
uity. It will do this by distributing
its positions in GMAC directly to
Cerberus investors. GM will trans-
fer part of its stake in GMAC to a
trust whose trustee will be ap-
proved by the Treasury.

Treasury has now spent virtu-
ally all the first half of a $700 bil-
lion financial-market rescue pack-
age Congress approved in early Oc-
tober. Treasury Secretary Paulson
said two weeks ago that the first
half of the bailout fund was essen-
tially spent and that Congress
would soon need to release the sec-
ond installment.

The Treasury official who
briefed reporters on the plan Mon-
day didn’t break down how all of
the money had been allocated but
said “from a short-term cash-flow
basis” the department hasn’t ex-
ceeded the first $350 billion in-
stallment. It is “not fair to say
we’ve overcommitted the 350” bil-
lion, he said.

Treasury officials briefed mem-
bers of President-elect Barack
Obama’s transition team on the
new plan, a Treasury spokes-
woman said.

Treasury said GMAC would pay
an 8% dividend as part of the $5 bil-
lion investment, which the govern-
ment said was “part of a broader
program to assist the domestic au-
tomotive industry in becoming fi-
nancially viable.” Treasury will re-
ceive warrants from GMAC, which
will be additional preferred equity
equal to 5% of the preferred-stock
purchase that will pay a 9% divi-
dend if exercised.

Treasury’s investment doesn’t
carry any direct requirement to
lend any of the money. A similar
lack of conditions for funds lent to
banks has been a source of criti-
cism, especially among congres-
sional Democrats who charge as a
result that the bailout isn’t work-
ing. As part of the deal, GMAC
agreed to limit compensation on its
top 25 executives including a ban
on severance packages for the top
five employees. The limits won’t ap-
ply to executives at Cerberus.

Cerberus spokesman Peter
Duda said the firm had no comment
on Treasury’s investment. GM offi-
cials couldn’t be reached.

 —Neal Boudette, Kerry E. Grace
and Sharon Terlep

contributed to this article.
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Shifting down
n U.S. Treasury 
Department to buy $5 
billion in senior 
preferred equity with an 
8% dividend from GMAC. 

n GMAC to issue 
warrants to Treasury in 
an amount equal to 5% of 
preferred stock purchase
that will pay 9% dividend 
if exercised.

n Treasury also agreed 
to lend up to $1 billion
to GM.

By Guy Chazan

Ukraine and Russia inched closer
to resolving the gas dispute that has
put Russian gas supplies to Europe
in jeopardy, though Moscow said ne-
gotiations were still continuing and
played down talk of a breakthrough.

The talks are being watched
closely in European capitals, after
OAO Gazprom, the state-controlled
Russian energy giant, in December
threatened to cut off supplies to
Ukraine on Jan. 1 unless Kiev paid
off $2 billion in arrears and clinched
a new supply deal for 2009.

On Tuesday, the Ukrainian gov-
ernment issued a decree saying two
state banks would lend state energy
company Naftogaz Ukrainy up to $2
billion to pay off its arrears. Later,
Ukrainian President Viktor Yush-
chenko said in a statement that
Ukraine had paid Gazprom what it
owed for November and December.
Those payments would, he said,
pave the way for a new supply deal.

But a spokesman for Gazprom, Ser-
gei Kupriyanov, said it was “too early
to talk about debt repayment.”

“We don’t see the money yet,” he
said. He added that talks were con-
tinuing.

Even if Naftogaz pays off its
debts, there is still disagreement
over how much Ukraine should pay
for the gas it imports from Russia
next year. Naftogaz has offered to
buy gas at about $200 per 1,000 cu-
bic meters, according to a person fa-
miliar with the talks: Gazprom
wants twice that amount. Ukraine
currently pays $179.50 per 1,000 cu-
bic meters. The average European
price Gazprom charges is about
$500, reflecting in part the longer
distance the gas must travel.

Most of the gas Europe receives
from Russia flows in pipelines
across Ukraine, and Gazprom
warned its European customers this
month that those deliveries could
be disrupted unless the dispute is re-
solved. Europe has called on both
sides to seek a compromise.

The spat has raised uncomfort-
able memories of January 2006,
when Gazprom turned off the tap to
Ukraine in a pricing dispute, leading
to supply disruptions in Western Eu-
rope for a few days. That caused
panic in the west, which feared an em-
boldened Russia was using its energy
wealth to intimidate its neighbors.

Analysts say there is little likeli-
hood of a repeat of 2006. Then, Rus-
sia accused Ukraine of siphoning off
gas from the pipelines running
across its territory that was intended
for Gazprom’s European customers.
This time, Ukraine has said it will
guarantee all supplies to Europe.
Kiev has been hoarding gas in under-
ground storage, and will have enough
even if Russia turns off the switch.

Separately Tuesday, Gazprom
said second-quarter net profit nearly
tripled, thanks to a peak in gas prices
over that period, as well as increases
in European sales volumes. Under in-
ternational financial reporting stan-
dards, Gazprom’s net profit attribut-
able to shareholders for the quarter
ended June 30 rose to 300.3 billion ru-
bles ($10.23 billion) from 102.9 billion
rubles in the second quarter of 2007.

Gazprom’s shares have plunged in
recent months amid the global finan-
cial crisis. Gazprom has turned to the
Russian government for assistance
to refinance foreign debt and to fund
record investments next year.

—Alexander Kolyandr
contributed to this article.

Ukraine agrees
to pay $2 billion
Russian gas debt
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Affluent clients turn to last-resort lenders
These days, people
pull up to pawnshops
in Cadillacs, BMWs

How a U.K. property
firm cut debt without
a fire sale. Page 17

When to introduce
kids to the news
WSJ.com/Juggle

By Gary Fields

Philadelphia

A
T SOCIETY Hill Loan, a
pawnshop in a middle-
class neighborhood here,
a steady rain fell outside
as a fashionably dressed

young man parked his Cadillac Es-
calade outside. Looking around
warily, he came in to speak with Nat
Leonard, co-owner of the store.

The visitor was a 29-year-old en-
gineer who was laid off earlier this

year from one of
the local chemi-
cal companies.
Since then, he’s
been cleaning
planes at the air-
port for less than
half the salary he
was earning a
year ago.

Now he needs
a $2,500 loan on
his watch—a Mo-
vado Fiero with a

diamond bezel—to pay his mortgage
note. “I want to help,” said Mr. Leo-
nard. But unlike Rolex and a few
other brands, “there’s no market”
for Movado in his pawn universe.

The young man, who didn’t wish
to give his name, left the store disap-
pointed. “I’m not sure what I’m go-
ing to do,” he said.

Typically, pawnshop customers
have a household income of about
$29,000, according to Dave Adel-
man, president of the
2,400-member National
Pawnbrokers Association.
But operators around the
U.S. say they are seeing a
surge in new activity fueled
in part by a different clien-
tele: middle- and upper-
middle-class customers fac-
ing ravaged stock portfo-
lios, tightened bank credit
and unexpected layoffs. In
areas dogged by high unem-
ployment and foreclosure
rates, the pawn business is espe-
cially robust.

Rick LaChappelle, owner of four
pawnshops in Maine, calculates he
has lent about 33% more money this
year than last. “The banking indus-
try is not giving out any money right
now,” he said. “So people are relying
on second-tier lending institutions.”

While some pawnshops—like
Beverly Loan Co. in Beverly Hills—
have discreetly served the wealthy
for decades, more stores, such as So-
ciety Hill, are newly awash with
furs, diamonds and other baubles
from the bubble. At places like Soci-
ety Hill, transactions are up by as
much as 40% in recent months.

Even Beverly Loan has seen a shift
in customer patterns. “We have had

somany $50,000-plusloansandmore
businesses [as clients] than ever be-
fore,”saidChiefExecutiveOfficerJor-
dan Tabach-Bank. Many business cli-
ents, he said, are “getting loans to
meet payroll or other obligations be-
cause their lines of credit are frozen.”

Pawnshopsarelendingcompanies
that take collateralized or pawned
merchandise in exchange for money.
If a customer defaults, or fails to pick
up their belongings, then the shop can
sell the goods. Though fees vary from
state to state and are set by law, the
cost of a typical $75 loan is about $15 a
month. While total fees can pile up
overaperiodofseveralmonths,thein-

dustry argues that its rates
canbelowerthansomehigh-
interest credit cards and
bank fees.

Lee Amberg, owner of
AA Classic Windy City Jew-
elry & Loan in affluent Evan-
ston, Ill., said he’s been see-
ing Cartier watches, two-
carat diamonds, David Yur-
man jewelry and pieces
from Tiffany’s. One client,
he said, brought in a fur
coat from Saks Fifth Avenue

that retailed at $9,000. She told him
she needed a loan to help buy private-
school uniforms for her child.

Diamond Exchange USA is more
of a hybrid store. In addition to sell-
ing its own pieces, it makes loans
against customers’ goods and pur-
chases used jewelry. Located on a ma-
jor thoroughfare in Bethesda, Md., it
has a constant stream of Mercedes-
Benzes, BMWs and other luxury cars
pulling into the lot. Virtually all of
the clientele are women. Many come
to sell their gold or diamond jewelry.

A potential new customer re-
cently strolled in to speak with co-
owner Justin Carmody. A resident
of Potomac, Md., she owns a small
wholesale company and was looking
to obtain a $6,000 loan on a

1.91-carat diamond ring given to her
by her husband. With a 10% fee, she
learned, it would cost her $6,600 to
get the ring back. If she failed to re-
solve her cash issues in a month,
she’d be responsible for an addi-
tional payment—$600, or 10% of the
principal—each month until satisfy-
ing the debt.

“I’ve never done anything like
this. I’m looking at my options,” she
said. “I’m trying to separate my
emotions. I just want to get through
the next week.” Ultimately, how-
ever, she decided against the loan.

This year, the number of first-
time pawnshop users is up 10%, ac-
cording to Mr. Adelman of the pawn-
broker trade group. Owners say the
rate at which people are coming
back to retrieve property and pay
off loans has fallen about 10%. That
leaves the store on the hook to sell
the goods.

Though some pawnbrokers now
have more items to sell—the result of
higher loan defaults—their general
prospects remain healthy. Richard
Shane, managing director at Jefferies
&Co., who covers the pawnshop indus-
try, said publicly traded companies,
such as Cash America International
Inc., are doing well in this difficult
economy. (Pawn balances at the com-
pany rose 16% in the quarter ended
Sept. 30.) Banks, moreover, continue
to make funds available to them “be-
cause the businesses are strong and
cash flow is strong,” said Mr. Shane.

On a recent weekday morning, a
line stretched from the front counter
at Lewiston Pawn Shop. Mr. LaChap-
pelle and his Lewiston, Maine, staff
turned away many customers with
less-than-desirable goods. Comput-
ers, because they become obsolete
so quickly, are among the items that
are hard to use as collateral. Other
things such as porcelain figurines

and collectibles have negligible loan
value since there’s a limited market
to resell them if necessary.

“I try to take all I can, but I also
have to be aware of the market,” ex-
plained Mr. LaChappelle. “We have
to evolve with the economy or I get
stuck with merchandise that
doesn’t sell.”

At the 10-floor gallery, an out-of-
work contractor named Albert Lan-
glois walked the aisles pointing to
construction equipment he has
pawned as collateral for loans.

Included in the stash: industrial-
size nail guns, drills, air compres-
sors for running power tools and
several saws. The scaffolding he
uses to work on multi-story build-
ings is stacked in a storage room.
“Pretty much everything I own is in
here,” Mr. Langlois said.

In 2008, Mr. Langlois, 40, laid off
the eight members of his contract-
ing crew and lost a house through
foreclosure. In addition to his equip-
ment he has pawned two motorcy-
cles, valued at $20,000 between
them. Mr. LaChappelle has become
one of the primary lenders around,
Mr. Langlois said. “You can’t go to a
bank and get small loans to make
ends meet, so you come to Rick.”

Derek Arthur, 27, owner of
Ground Up Construction, was re-
turning to the store to recover his
equipment after satisfying a loan. A
year ago, he said, he had 20 people
working for him, including subcon-
tractors. Now he has four employ-
ees and just one job. He had needed
a $3,000 loan to get the business
through a rough period while await-
ing payment from a customer.

Mr. Arthur figured no bank would
lend him such a small amount for a
month or two. So he pawned a dump
trailer as well as other equipment
and a smattering of jewelry. The
money, he said, paid his work crew,
insurance and other expenses.

“You have to have a Plan B,” he
said. “If you don’t have one, you’d
better find one fast.”

By Cheryl Lu-Lien Tan

NexCen Brands Inc. sold its Bill
Blass licensing business for about
$10 million in a deal that raised far
less cash than the company had
sought but could lead to the revival
of the iconic couture fashion line
that was shut down in recent weeks.

NexCen, which has been selling
assets to focus on its franchising
business, said the proceeds
wouldn’t be enough to pay off debt
associated with the Bill Blass busi-
ness. As a result, it said the $14.2 mil-
lion in remaining debt was con-
verted into a deficiency note that, un-
der new terms agreed to by BTMU
Capital Corp., would bear interest at
an annual rate of 15% a year.

The buyer, Peacock Interna-

tional Holdings LLC, plans to revive
the Bill Blass couture line “within
nine to 12 months,” said Scott Patti,
executive vice president of licens-
ing and sales.

In his heyday, Mr. Blass dressed
socialites such as Nan Kempner and
First Lady Nancy Reagan in his sig-
nature tailored suits and gowns. But
since he retired and sold the label in
1999, a number of designers have
struggled to carry on his legacy.
(Mr. Blass died in 2002.)

Peacock, a New York shirt and tie
manufacturer with $70 million in an-
nual sales, purchased the rights to
the Blass name. When Peacock and
NexCen started talking six months
ago, NexCen was seeking about $25
million for the Bill Blass assets, Mr.
Patti said.
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Claiborne’s CEO crams into coach to cut
costs. That makes him unusual, given that
many CEOs travel on corporate jets. Page 5

Bill Blass label gets a new owner
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Albert Langlois

Like other lending
companies, Lewiston

Pawn Shop in Maine has
seen business increase

during the downturn.

Nat Leonard

Peacock International plans to revive
the Bill Blass couture line, above.
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China Eastern to get $580 million more in aid

Airlines get cash even in crunch
U.S. carriers sell stock and planes, tap vendors and lenders as bulwark against recession

By Jonathan Buck

In a further sign of the broaden-
ing economic slump, the decline in
international air-passenger traf-
fic accelerated in November while
the drop in air cargo volumes was
the worst since 2001.

International passenger traffic
in November fell 4.6% from a year
earlier, according to figures re-
leased Tuesday by the Interna-
tional Air Transport Association.
That follows year-to-year declines
of 2.9% in September and 1.3% in
October.

Air cargo volumes plummeted
13.5% in November, providing fur-
ther evidence of the rapid decline
in global trade.

“The industry is now shrinking
by all measures,” IATA Director
General Giovanni Bisignani said.
“We can expect deep losses in the
fourth quarter.”

Mr. Bisignani described the
drop in cargo volumes as shock-
ing. IATA—an international trade

body that represents about 230
airlines, comprising 93% of sched-
uled international air traffic
world-wide—says 35% of the
value of goods traded internation-
ally are shipped by air.

Airlines on average also had
more empty seats in their planes
last month, as international pas-
senger load factor dropped to
72.7%, down three percentage
points from a year earlier.

Carriers in the Asia-Pacific re-
gion witnessed the biggest decline
in freight and passenger traffic in
November, with cargo volumes
down 17%. There were also double-
digit declines for carriers in North
America, Latin America and Eu-
rope.

IATA said the trend is likely to
continue through December.

Asia-Pacific carriers also saw a
9.7% drop in November passenger
traffic, following a 6.1% decline in
October.

While Chinese domestic traffic
rebounded after the Beijing Olym-
pics in the summer, travel to and
from international markets contin-
ues to fall, reflecting weaknesses
in global trade and consumer con-
fidence.

For North American carriers,
international passenger traffic
dropped 4.8% in November, as the
near-collapse of the investment-
banking sector triggered a slump
in business travel.

European carriers fared only
slightly better, with a 3.4% fall in
international traffic.

Bucking the trend, Middle East-
ern carriers saw passenger traffic
increase by 5.6%, up from 3.5% in
October. However, that’s still be-
low the double-digit growth rates
before the financial crisis.

“The industry is back in inten-
sive care,” said Mr. Bisignani. “Im-
proving efficiency everywhere
will be [the] theme for 2009.”

Carriers in the
Asia-Pacific region
witnessed the
biggest decline.

*Estimates      Source: the companies
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Their cash dwindling, U.S. airlines are furiously raising money. Cash and cash equivalents, in billions 
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CORPORATE NEWS

SHANGHAI—China Eastern Air-
lines Corp. said Tuesday it will get
an additional four billion yuan, or
about US$580 million, capital injec-
tion from the government, on top
of the three billion yuan in aid
Beijing had already earmarked for
the airline.

The expected extra cash comes as
China Eastern, the worst performer
of China’s three major airlines, suf-
fers millions of dollars in losses from
fuel hedging and a sharp contraction
in global aviation demand. But the
tepid reaction of its share price to
the government suggests traders
and analysts expect the funding to
provide only short-term relief while
the outlook for the entire airline in-
dustry remains bleak.

China Eastern’s A shares fell 3.6%
to 4.49 yuan on the Shanghai stock
exchange, after jumping as much as
7.3% to 5 yuan shortly after the open-
ing bell. The Shanghai Composite In-
dex slipped 0.8% at 1832.91. In Hong
Kong, China Eastern’s H shares fell

8.5% to 1.18 Hong Kong dollars (15.2
U.S. cents), while the benchmark
Hang Seng Index fell 0.7% 14,235.50.

China Eastern said it will use the
new funds to improve its cash flow.
As part of the bailout, the Shanghai-
based carrier will sell 1.44 billion A
shares at 3.87 yuan each to its par-
ent, China Eastern Air Holding Co.,
and the same amount of H shares at
one yuan each to a wholly owned
unit of the parent.

Class A shares are yuan-denomi-
nated shares of Chinese companies
listed on mainland exchanges that
are restricted to local investors and
approved foreign investors. Class H
shares are Hong Kong-listed stocks
issued by a China-based company.

“The nearly doubled capital injec-
tion will support China Eastern’s
cash flow for around two quarters,
and the move also shows the govern-
ment’s potential guarantee, which
will make it easier for China Eastern
to get further funding support from
other channels,” said Zhang Qi, an

analyst at Orient Securities.
China Eastern said its gearing ra-

tio will drop to 90.13% from 98.49%
after the capital injection.

Despite the decline, the carri-
er’s leverage remains large by any

industry standard. Given the sharp
losses it is widely expected to incur
this year and a likely even tougher
year ahead, it isn’t surprising to
see its share price struggle to rise,
analysts said.

“The high valuation of the carri-
er’s A shares can’t support further
rises in the stock as demand in the
global aviation market remains
weak,” said the Orient Securities an-
alyst, who has a target price on
China Eastern of 4.66 yuan.

The stock is trading around five
times forecast 2009 book value,
compared with an average of
around two times for other domes-
tic carriers.

China Eastern had incurred fuel-
hedging losses totaling US$690 mil-
lion as of Nov. 14, a person familiar
with the situation said in November.

The carrier reported a third-quar-
ter net loss of 2.33 billion yuan, a
sharp reversal from the year-earlier
net profit of 976 million yuan.
 —Jin Jing

By Susan Carey

U.S. airlines, largely unprofitable
and saddled with poor debt ratings,
are enjoying surprising success rais-
ing money as other companies are
struggling amid the credit crunch.

Airlines are building cash as a bul-
wark against global recession and
losses on fuel-price hedging efforts.
They are selling stock, selling and
leasing back planes, refinancing as-
sets and tapping the debt markets
for secured loans. They are also turn-
ing to a collection of vendors, suppli-
ers and business partners that stand
to make money if the airlines just
stay aloft.

The largest airlines have been
raising cash all year, but their ef-
forts have accelerated recently. The
drop in fuel prices has bolstered
2009 prospects, but has also hurt
some airlines that used hedging con-
tracts to lock in fuel prices when
they were higher. Several airlines
that didn’t expect oil prices to drop
sharply, including UAL Corp.’s
United Airlines and Delta Air Lines
Inc., have had to post hundreds of
millions of dollars apiece in collat-
eral to trading partners on fuel-hedg-
ing contracts.

Overall, many large carriers have
less cash on hand than they did a
year ago, or even at the end of the
third quarter. That’s galvanizing
them to find new sources of capital.

In recent weeks, Delta picked up
$1 billion in cash from American Ex-
press Co., issuer of the airline’s co-
branded SkyMiles credit card, and it
will get another $1 billion through
2010. Last week, Southwest Air-
lines Co., which has an investment-
grade credit rating, said it would
raise about $350 million by selling
and leasing back 10 of its planes. It
brought in an additional $400 mil-
lion by selling notes backed by
other aircraft.

Describing the economy’s de-
cline since Sept. 30 as “staggering,”
Gary Kelly, Southwest’s chairman,
said recently that “we want to boost
our liquidity.”

AMR Corp., parent of American

Airlines, in 2008 has raised nearly
$2 billion from stock sales, aircraft-
backed financing, a revolving credit
line, and by divesting itself of a
money-management unit. Recently,
it sold a fleet of 39 turboprop planes
to Danish investors and leased them
back, a deal expected to generate
$200 million in cash.

“Never underestimate the ability
of airlines to raise money,” says Bill
Warlick, airline debt analyst at Fitch
Ratings. Given the industry’s his-
toric volatility, airlines are accus-
tomed to tough credit conditions.
They rely mostly on long-term debt,
not shorter-term instruments such
as commercial paper that evapo-
rated in the recent market turmoil.

Now that lower fuel prices are
easing airlines’ cost pressures, inves-
tors and airline partners are betting
the carriers will be able to generate
positive cash flow even as travel de-
mand falls in the recession. Some an-
alysts expect U.S. carriers to be prof-
itable in 2009, thanks to the cheaper
fuel, shrinking route networks, and
an influx of new revenue, such as
fees for checked bags.

For passengers, the route cut-
backs mean that planes have been
getting fuller and fares have been ris-
ing. The new fees airlines have
tacked on have further boosted the
cost of travel.

For the airlines, financing isn’t
easy or cheap. In its three-year pri-
vate note placement, Southwest is
paying an annual interest rate of
10.5%—more than double the 5.2%
the airline committed to in May,
when it borrowed $600 million in a
12-year secured-term loan, says
Douglas Runte, an airline and aircraft
debt analyst for Piper Jaffray & Co.

Ed Bastian, president of Delta
and chief executive of its newly ac-
quired Northwest Airlines unit, says
airlines can’t afford to pass up fund-
raising opportunities. “From a cash
position, we’re about husbanding…
resources and staying strong until
we see where the demand picture
settles out,” he says.

Airlines also must keep an eye on
coming debt maturities, interest pay-
ments and aircraft-leasing commit-
ments. Fitch estimates the seven
largest U.S. airlines face $4.4 billion
of debt and capital-lease maturities
in 2009, and $6 billion in 2010.

Another motivation is financial
pressure from bad bets on fuel-price
hedges. In the third quarter, UAL’s
loss included a $519 million noncash
loss on fuel hedges, and US Airways
Group Inc. reported $488 million of
unrealized losses from mark-to-mar-
ket adjustments on its fuel hedges.

Several airlines have had to post

collateral to trading partners on the
fuel hedges. United had to pony up
$900 million. Delta said it posted
$1.1 billion in collateral for fuel
hedges earlier in December. Even so,
airlines are benefiting greatly over-
all from lower oil prices.

Some aerospace executives say fi-
nancing for new planes is the big-
gest challenge globally, although
most U.S. airlines have arranged
funding to cover at least some of the
modest number of planes they ex-
pect to buy over the next two years.

Airlines continue to tap partners
with a history of coming to their aid—
even in bankruptcy proceedings.
Credit-card issuers often supply
one-time cash infusions by buying
frequent-flier miles in advance
from airlines.

US Airways raised $200 million
by selling miles to Barclays PLC’s
Barclaycard US. US Airways raised
an additional $750 million in a deal
that included getting a $200 million
advance from Airbus.

“Airlines continue to defy expec-
tations by raising more cash,” says
Philip Baggaley, an airline debt ana-
lyst for Standard & Poor’s Corp.
“But the cookie jar is getting close
to empty for many of them. Assets
that could be turned into cash al-
ready have.”

Air cargo volume,
passenger traffic
fell in November
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 18.70 $28.23 0.37 1.33%
Alcoa AA 24.20 10.69 0.96 9.87%
AmExpress AXP 10.70 18.00 0.30 1.69%
BankAm BAC 66.40 13.24 0.30 2.32%
Boeing BA 4.20 41.25 1.26 3.15%
Caterpillar CAT 4.70 43.66 1.32 3.12%
Chevron CVX 8.90 73.38 1.83 2.56%
Citigroup C 65.80 6.80 0.23 3.50%
CocaCola KO 7.30 44.93 0.52 1.17%
Disney DIS 10.40 22.48 1.01 4.70%
DuPont DD 6.00 25.11 0.62 2.53%
ExxonMobil XOM 22.00 78.59 0.57 0.73%
GenElec GE 52.10 15.82 0.16 1.02%
GenMotor GM 23.70 3.80 0.20 5.56%
HewlettPk HPQ 9.90 36.19 0.61 1.71%
HomeDpt HD 14.10 23.11 –0.25 –1.07%
Intel INTC 31.80 14.69 0.56 3.96%
IBM IBM 5.20 83.55 2.30 2.83%
JPMorgChas JPM 26.50 31.01 1.23 4.13%
JohnsJohns JNJ 9.20 59.17 1.02 1.75%
KftFoods KFT 7.80 26.60 0.08 0.30%
McDonalds MCD 5.40 61.74 1.36 2.25%
Merck MRK 9.90 29.60 1.30 4.59%
Microsoft MSFT 39.80 19.34 0.38 2.00%
Pfizer PFE 34.70 17.75 0.46 2.66%
ProctGamb PG 9.10 61.12 0.92 1.53%
3M MMM 3.40 57.17 1.80 3.25%
UnitedTech UTX 4.40 53.04 1.71 3.33%
Verizon VZ 11.60 33.23 0.09 0.27%
WalMart WMT 12.60 55.05 –0.06 –0.11%

Dow Jones Industrial Average P/E: 18
LAST: 8668.39 s 184.46, or 2.17%

YEAR TO DATE: t 4,596.43, or 34.7%

OVER 52 WEEKS t 4,596.43, or 34.7%

 Note: Price-to-earnings ratios are for trailing 12 months
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credit
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Follow the markets throughout
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Europe and Asia.
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Behind Europe’s deals: Bank revenue rankings, France
Behind every IPO, bond offering, merger deal or syndicated loan is one or more investment banks. Here are
investment banks ranked by year-to-date revenues from recent deals.

PERCENTAGE OF TOTAL REVENUE
Revenue, Market Equity Debt Mergers &
in millions share capital markets capital markets acquisitions Loans

Calyon $247 8.6% 10% 26% 25% 38%

BNP Paribas 234 8.2% 3% 31% 33% 32%

SG Corp & Investment Banking 217 7.6% 2% 31% 22% 45%

JPMorgan 203 7.1% 37% 9% 43% 11%

RBS 161 5.6% 8% 23% 9% 61%

Morgan Stanley 157 5.5% 54% 2% 43% 1%

Merrill Lynch 147 5.1% 29% 22% 49% …%

Rothschild 127 4.4% 1% …% 99% …%

Natixis 106 3.7% …% 36% 7% 57%

Source: Dealogic

Credit-default swaps: European companies
At its most basic, the pricing of credit-default swaps measures how much a buyer has to pay to purchase-and
how much a seller demands to sell-protection from default on an issuer's debt. The snapshot below gives a
sense which way the market was moving yesterday.

Showing the biggest improvement... And the most deterioration
CHANGE, in basis points CHANGE, in basis points

Yesterday Yesterday Five-day 28-day Yesterday Yesterday Five-day 28-day

Norske Skogindustrier  "1,269" –26 –18 –123 Sodexo 102 3 2 –4

Corus Group "1,109" –26 –36 329 ISS Glob  914 4 14 180

Intl Pwr  945 –18 –23 143 LVMH Moet Hennessy Louis Vuitton 166 4 2 –35

EMI Group  882 –13 –21 6 Valeo 708 5 24 14

Hammerson  "1,007" –10 –9 142 Societe Air France 679 7 ... 144

Kingfisher  539 –9 –11 –69 ThyssenKrupp 558 8 8 159

CIR SpA CIE Industriali Riunite 597 –8 –3 17 GKN Hldgs  924 10 21 95

Nielsen  954 –8 –38 13 Tomkins  802 10 41 88

Scania AB  396 –6 –3 –91 Marks & Spencer  463 12 15 –7

Ladbrokes 486 –6 –11 –6 Gecina 1630 15 –41 519

Source: Markit Group

Dow Jones Stoxx 50: Tuesday’s best and worst…
Market value, Previous

in billions close, in STOCK PERFORMANCE
Company Country Industry of US$ local currency Previous session 52-week Three-year

ING Groep Netherlands Life Insurance $22.7 7.71 7.27% –71.2% –73.9%

AXA France Full Line Insurance 46.1 15.60 5.76 –43.0 –42.4

Soc. Generale France Banks 29.6 36.00 4.96 –61.1 –62.7

GDF Suez France Multiutilities 109.5 35.33 4.68 –11.7 38.0

Iberdrola Spain Conventional Electricity 46.2 6.54 4.64 –37.1 14.9

Royal Bk of Scot U.K. Banks $27.4 0.48 –1.03% –87.0 –90.4

Barclays U.K. Banks 18.0 1.49 –0.86 –69.6 –75.2

Astrazeneca U.K. Pharmaceuticals 57.6 27.48 –0.22 27.0 –4.3

Rio Tinto U.K. General Mining 21.0 14.48 –0.14 –72.8 –46.4

Roche Hldg Pt. Ct. Switzerland Pharmaceuticals 108.5 162.50 unch. –16.9 –17.3

...And the rest of Europe’s blue chips
Latest, Latest,

Market value, in local STOCK PERFORMANCE Market value, in local STOCK PERFORMANCE
Company/Country (Industry) in billions (U.S) currency Latest 52-week Three-year Company/Country (Industry) in billions (U.S) currency Latest 52-week Three-year

Nokia 59.7 11.10 4.62% –58.1% –28.6%
Finland (Telecom Equipment)
Vodafone Grp 114.3 1.36 4.53 –27.5 7.3
U.K. (Mobile Telecom)
SAP 43.8 25.24 4.25 –29.0 –33.9
Germany (Software)
Daimler 36.4 26.70 4.20 –59.9 –39.3
Germany (Automobiles)
E.ON 80.5 28.44 3.87 –41.4 –0.2
Germany (Multiutilities)
ArcelorMittal 35.5 17.30 3.50 –67.5 ...
Luxembourg (Iron & Steel)
UniCredit 32.9 1.75 3.38 –69.3 –70.0
Italy (Banks)
Deutsche Bk 22.5 27.83 3.34 –68.9 –66.0
Germany (Banks)
BASF 36.1 27.73 3.28 –45.3 –13.2
Germany (Commodity Chemicals)
Anglo Amer 30.1 15.55 3.25 –49.5 –24.8
U.K. (General Mining)
Total 131.5 39.20 2.94 –31.0 –26.3
France (Integrated Oil & Gas)
Bayer 44.9 41.55 2.92 –33.6 14.5
Germany (Specialty Chemicals)
Banco Bilbao Vizcaya 45.9 8.66 2.85 –48.3 –43.1
Spain (Banks)
BHP Billiton 41.1 12.78 2.82 –17.3 32.6
U.K. (General Mining)
Tesco 40.4 3.57 2.74 –25.3 9.6
U.K. (Food Retailers & Wholesalers)
ENI 94.8 16.74 2.70 –33.2 –30.1
Italy (Integrated Oil & Gas)
UBS 41.4 14.84 2.70 –68.2 –73.5
Switzerland (Banks)
L.M. Ericsson Tel B 22.7 58.80 2.62 –22.5 –57.6
Sweden (Telecom Equipment)
Assicurazioni Genli 38.9 19.49 2.58 –37.1 –27.5
Italy (Full Line Insurance)
France Telecom 74.6 20.18 2.49 –18.1 –5.1
France (Fixed Line Telecom)

GlaxoSmithKline 103.8 12.59 2.36% –1.6% –13.5%
U.K. (Pharmaceuticals)
Banco Santander 76.3 6.75 2.27 –51.1 –35.4
Spain (Banks)
Credit Suisse Grp 32.1 28.50 2.22 –58.2 –58.0
Switzerland (Banks)
HSBC Hldgs 112.6 6.49 2.20 –22.9 –30.4
U.K. (Banks)
Royal Dutch Shell 93.0 18.54 2.12 –35.5 –30.0
U.K. (Integrated Oil & Gas)
Siemens 68.1 52.68 1.99 –51.6 –27.8
Germany (Diversified Industrials)
ABB 34.4 15.58 1.90 –51.4 21.0
Switzerland (Industrial Machinery)
Sanofi-Aventis 85.1 45.75 1.83 –27.4 –39.2
France (Pharmaceuticals)
Deutsche Telekom 66.3 10.75 1.80 –28.4 –23.9
Germany (Mobile Telecom)
Telefonica 105.5 15.85 1.28 –28.7 23.4
Spain (Fixed Line Telecom)
Unilever 42.3 17.42 1.28 –30.7 –10.1
Netherlands (Food Products)
BP 155.1 5.20 1.12 –15.5 –18.4
U.K. (Integrated Oil & Gas)
Intesa Sanpaolo 42.5 2.54 1.10 –53.1 –43.5
Italy (Banks)
Nestle 151.4 41.60 0.97 –20.0 5.1
Switzerland (Food Products)
Novartis 132.4 52.70 0.96 –15.1 –23.2
Switzerland (Pharmaceuticals)
BNP Paribas 38.7 30.00 0.84 –59.6 –56.2
France (Banks)
Koninklijke Philips 19.9 13.91 0.83 –52.9 –47.8
Netherlands (Consumer Electronics)
Allianz SE 48.0 75.00 0.81 –49.3 –42.4
Germany (Full Line Insurance)
British Amer Tob 52.3 17.90 0.67 –8.9 36.5
U.K. (Tobacco)
Diageo 37.8 9.50 0.32 –12.1 12.2
U.K. (Distillers & Vintners)

Sources: Dow Jones Indexes; WSJ Market Data Group

WSJ.com

Hedge funds
Dow Jones TOTAL RETURN for rolling periods, net of fees*
Hedge Benchmark One week One month One quarter Year to date One year

Convertible Arbitrage -1.23% -3.53% -39.1% -49.5% -49.5%
Merger Arbitrage -0.67% 0.74% -3.4% -8.0% -8.0%
Event Driven 0.70% -4.91% -21.2% -27.6% -27.6%
Distressed Securities -0.12% -6.58% -25.6% -37.0% -37.0%

*Estimates as of 12/29/08, after fees; Source: www.djhedgefundindexes.com

Credit derivatives
Spreads on credit derivatives are one way the market rates
creditworthiness. Regions that are treading in rough waters can
see spreads swing toward the maximum—and vice versa. Indexes
below are for five-year swaps.

Markit iTraxx Indexes SPREAD RANGE, in pct. pts.
Mid-spread, since most recent roll

Index: series/version in pct. pts. Mid-price Coupon Maximum Minimum Average
Europe: 10/1 1.81 97.32% 0.01% 2.17 1.18 1.61

Eur. High Volatility: 10/1 4.73 90.04 0.02 5.57 2.16 3.65

Europe Crossover: 10/1 10.19 85.24 0.06 11.20 5.74 8.46

Asia ex-Japan IG: 10/1 3.51 93.68 0.02 6.63 1.99 3.69

Japan: 10/1 2.93 93.67 0.02 3.75 1.58 2.60

 Note: Data as of December 29

Spreads
Spreads on five-
year swaps for 
corporate debt; 
based on Markit 
iTraxx indexes.   

In percentage points
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BLUE CHIPS & BONDS

Major players & benchmarks
Below, a look at the Dow Jones Stoxx 50, the
biggest and best known companies in Europe,
including the U.K.
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An executive crams into coach to cut costs
Liz Claiborne’s chief
accepts wasted time;
‘every penny counts’

William L. McComb flies business class
only on trips longer than 10 hours.

Airlines battle to minimize penalties for safety lapses

American Airlines is telling its mechanics they must now follow ‘verbatim’ the
language used in FAA airworthiness directives.

By Joann S. Lublin

LOS ANGELES—At nearly 3 a.m.,
William L. McComb stands coatless
on a chilly airport sidewalk, wait-
ing to collect a rented Volvo. The
chief executive of Liz Claiborne
Inc. left his midtown Manhattan of-
fice about 13µ hours ago, and must
lead an important conference call
in three hours.

With a corporate jet, “I would
have long ago landed and been at
my hotel,” Mr. McComb says wea-
rily. The boyish-looking executive,
who turned 46 Monday, flies more
than 300,000 kilometers a year, all
of them on commercial flights, al-
most always in coach.

That makes Mr. McComb un-
usual, given that many CEOs of ma-
jor companies travel on corporate
jets. Proponents say corporate
planes offer executives safety, con-
venience and rapid access to re-
mote locales.

Company aircraft are a flying of-
fice and “a day extender for me,”
says James E. Rogers, CEO of Duke
Energy Corp., a Charlotte, N.C., util-
ity that owns two jets and a helicop-
ter. After flying to White Plains,
N.Y., for a business dinner recently,
“I got back on the [Duke] plane and
I was home by 10:30 p.m.,” Mr. Rog-
ers recalls.

But public anger and tough
times mean more CEOs may soon
be joining Mr. McComb on commer-
cial flights. The heads of the Big
Three car makers provoked a fire-

storm of criticism from lawmakers
by traveling to Washington on pri-
vate jets in November to plead for
federal help.

Twenty-eight U.S. companies,
from Altria Group Inc. to Universal
Corp., divulged their sale or
planned disposal of corporate air-
craft in the past two years, says
Equilar Inc., which tracks executive
compensation and benefits. Sev-
eral others, including Bristol-My-
ers Squibb Co. and Citigroup Inc.,
say they are seeking buyers for com-
pany planes.

It’s a tough sell. There were a
record 2,522 used business jets for
sale as of Nov. 30, up 53% from a
year earlier, according to UBS In-
vestment Research.

Corporate aircraft aren’t cheap.
Planes cost $10 million to $50 mil-
lion, plus a minimum of $2,000 an
hour to operate, estimates David E.

Strauss, a UBS analyst. Chartering
a plane costs an average of $2,000
to $8,000 per hour.

E*Trade Financial Corp., an on-
line brokerage hurt by the down-
turn, earlier in 2008 sold its two
Challenger jets that had been used
mainly by senior managers. “I don’t
hear anybody complaining” about
flying commercial, says spokes-
woman Pam Erickson. “We’re not
flying as much these days.” E*Trade
now discourages out-of-town meet-
ings and requires advance approval
for trips. Similar austerity moves
are depressing business air travel
world-wide, according to the Inter-
national Air Transport Association,
a trade group.

Claiborne doesn’t own any air-
craft. Under Mr. McComb’s prede-
cessor, Paul Charron, the company
occasionally chartered a plane to
fly a group of executives to a cus-
tomer meeting.

Mr. McComb arrived in 2006, af-
ter 14 years at Johnson & Johnson,
where he occasionally flew with col-
leagues on corporate jets to hard-to-
reach small towns. “That made
sense,” he says. “I never felt bad
about taking the corporate air-
craft.”

Mr. McComb says Claiborne’s fi-
nancial circumstances are differ-
ent. The apparel maker and retailer
has posted losses in each of its past
four quarters. On Dec. 16, the day
Mr. McComb flew to Los Angeles,
Claiborne’s board indefinitely sus-
pended its 5.625 cent quarterly divi-
dend to conserve cash. “Every
penny counts,” Mr. McComb says.

The CEO, whose annual salary is
$1.3 million, visits a Claiborne oper-
ation in the U.S., Europe or Asia ev-
ery week or so. Under Claiborne’s re-
cently revamped travel policy, he

flies business class only on flights
longer than 10 hours.

Mr. McComb allows three hours
of travel time on each end of a
flight, in part to account for delays.
For his 7:15 p.m. flight from the New-
ark, N.J., airport, he leaves his of-
fice at 4:30 p.m. There’s no black car-
service sedan waiting outside: He
travels by subway, commuter train
and airport monorail. He says he
doesn’t worry about personal secu-
rity because no one recognizes him.

Mr. McComb’s choice of public
transportation reflects his leader-
ship philosophy at a company with
an egalitarian culture. Rank-and-
file employees think Mr. McComb
“is a regular guy. He’s very ap-
proachable,” says Gene Monte-
sano, CEO of Claiborne’s Lucky
Brand jeans.

Commercial air travel creates “a
huge, built-in waste of time,” Mr.
McComb says. “But it is effective
cost-wise.” Plus, he adds, “it’s the
only time in my whole life that I am
alone and self-indulgent.”

Munching on saltine crackers,
his favorite snack, Mr. McComb
awaits takeoff. And waits. Snow
swirls outside the ice-covered win-
dows. Nine jets “are ahead of us for
deicing,” the captain warns. The air-
craft is deiced just after 10 p.m.
“This flight is going to be an all-
nighter,” Mr. McComb groans.

He knows about air-travel
snafus. He missed a dinner with
Claiborne vice presidents in Los An-
geles last summer after a four-hour
delay at New York’s Kennedy air-
port. In early 2007, he nearly
missed an appointment with the
CEO of retailer Kohl’s Corp. in Meno-
monee Falls, Wis., because of a
flight delay.

The Los Angeles flight finally

takes off at 10:37 p.m. With the fas-
ten-seatbelt warning still lit, Mr. Mc-
Comb unbuckles his belt to fetch
sleeping pills from the overhead
bin. He pops 10 milligrams of Am-
bien, and soon falls asleep. The
knees of the lanky six footer press
hard against the seat in front of him.
The lack of leg room bothered him,
he explains afterward. “Your whole
body really feels pinned.”

He lands at 2:30 a.m. Los Ange-
les time. The flight “ranks right up
there with the worst flights I have
had in this job,” Mr. McComb says.

After a glitch in obtaining his
rental car, Mr. McComb reaches his
hotel at 3 a.m. He stays at this hotel
frequently, but is so tired that he ini-
tially can’t find the lobby elevators.
He enters his room, throws down
his suitcase and crawls into bed
without turning on a light.

Slightly more than two hours
later, the freshly shaven CEO dons a
sweater, jeans and loafers before
phoning his 21-member manage-
ment team. Mr. McComb originally
had planned this meeting for New
York, with eight executives flying in
from Hong Kong, Los Angeles, Am-
sterdam and Montreal. He opted for
the teleconference to save money,
and the Los Angeles locale since he
planned to meet with Claiborne ex-
ecutives based there.

At 6 a.m., Mr. McComb dials in.
“Hey guys, it’s Bill,” he says, smiling
at unseen listeners around the
globe. “How is everyone?”

Mr. McComb claims he feels fine
despite his scant sleep. He puts in a
15-hour workday, meeting with exec-
utives of Claiborne’s Juicy Couture
line and Lucky Brand before catch-
ing a red-eye return flight to New
York. At the airport gate, he con-
cedes later, “I started feeling tired.”

By Andy Pasztor

And Paulo Prada

Southwest Airlines and American
Airlines have overhauled mainte-
nance practices after a string of safety
lapses disclosed earlier this year, but
the carriers are now sparring with reg-
ulators over how much they should be
fined for those mistakes.

The moves underscore the compli-
cated relationship that has emerged
with the Federal Aviation Administra-
tion as the carriers seek to put the
safety issues that emerged last
spring and summer behind them.
Both Southwest Airlines Co. and
AMR Corp.’s American Airlines are
paying closer attention to govern-
ment safety mandates. At the same
time, they are also trying to minimize
their exposure to financial damages.

Southwest sparked a federal en-
forcement crackdown when it ac-
knowledged flying tens of thousands
of passengers in 2007 on some four
dozen jets that hadn’t received man-
datory checks for potential fuselage
cracks. Those lapses led to massive
flight cancellations, congressional
criticism and erosion of public confi-
dence in the FAA.

Nicholas Sabatini, the FAA’s top
air-safety official at the time, ex-
pressed “outrage and shock” at
what he called “the completely unac-
ceptable situation” of missed inspec-
tions.

Barely eight months after those
revelations, Southwest is investing
close to $1 million to rewrite and up-
date its maintenance manuals. The

largest U.S. low-cost carrier also
has created a maintenance-compli-
ance team, operating separately
from line mechanics and managers,
to alert senior Southwest execu-
tives about possible new slip-ups.

“We’ve moved thoroughly and ex-
peditiously to make sure that these
types of problems don’t ever hap-
pen again,” said Ron Ricks, the air-
line’s executive vice president for
corporate services.

But Southwest is also battling a
record $10.2 million penalty the FAA
initially proposed in March. Re-
cently, Southwest has revved up its
rhetoric attacking the agency. “It’s
not defiant to assert your legal rights
and defend yourselves against a pen-
alty that isn’t fair or equitable based
upon the facts,” Mr. Ricks said in an
interview last week.

That is a shift from the way South-
west reacted when news of the safety
lapses first emerged. Southwest
Chief Executive Gary Kelly apolo-
gized to customers, made concilia-
tory statements promising to cooper-
ate fully with regulators and said his
team already had “approached the
FAA to work with them to settle” out-
standing enforcement issues.

FAA officials say they are con-
tinuing to discuss the matter with
Southwest, and haven’t referred the
case to the Justice Department for
legal action.

Notwithstanding its defensive
comments, the carrier and its outside
legal team may want to avoid such a
fight because it would likely dredge
up information about more than

1,000 passenger flights by Southwest
jets that the agency later said hadn’t
been properly inspected.

A similar dynamic is emerging at
American, which has boosted its ef-
forts to comply with federal regula-
tions even as it prepares to argue
that the size of future FAA penalties
should be reduced. Over the summer,
the FAA forced American to tempo-
rarily ground its entire McDonnell
Douglas MD-80 fleet for failing to
properly fix electrical wiring that gov-
ernment inspectors believed posed
potential hazards of fires and fuel-
tank explosions. Stung by the result-
ing public outcry and congressional

criticism, American brought in a
team of consultants to help revamp
inspection and repair procedures
across the company.

The airline replaced a senior
maintenance official last month and
is warning mechanics they must
now follow “verbatim” the language
included in FAA airworthiness direc-
tives. Long before that occurred,
American’s in-house engineers be-
gan distributing guidance to make
sure mechanics strictly carry out
FAA safety fixes. “Now, the instruc-
tions are gone over with a fine-
tooth comb before the work is even
done,” according to American

spokesman Tim Wagner.
Seeking to further ensure compli-

ance, American has ordered mechan-
ics to attend special training ses-
sions stressing the importance of
following federal regulations to the
letter. Next month, some repairs
also will require paperwork show-
ing which part of the maintenance
manual was used and that the super-
visor who signed off on the work
had the necessary credentials.

The change already can be felt at
American’s hub at New York’s John F.
Kennedy International Airport. Two
mechanics there recently had their li-
censes temporarily suspended by the
FAA for failing to properly replace an
aircraft’s nose-gear tire. According
to union officials, several more me-
chanics are under investigation for
the same mistake, which can result in
excessive landing-gear vibration.

“It amounts to a seismic shift,” ac-
cording to a mechanic, with both the
company and the FAA “promoting
full compliance and warning against
shortcuts.”

Still, American could be hit with
an unprecedented, large penalty in
coming months. Based on prelimi-
nary calculations by local regulators
and the airline’s own experts, some
American officials privately fret the
penalty could end up between $20
million and $30 million.

According to people familiar with
the matter, American plans to argue
that changes it has made should sig-
nificantly reduce the amount. Ameri-
can and the FAA declined to com-
ment on the matter.
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Dow Jones and Dow Jones Stoxx Indexes
Price-to- Price-to-

Dividend earnings PERFORMANCE (euros) PERFORMANCE (U.S. dollars) Dividend earnings PERFORMANCE (euros) PERFORMANCE (U.S. dollars)
yield* ratio* Dows Jones Index Last Daily 52-wk. Last Daily 52-wk. yield* ratio* Dows Jones Index Last Daily 52-wk. Last Daily 52-wk.

3.66% 10 World -a % % 169.98 1.06% –43.5% 5.78% 10 U.S. Select Dividend -b % % 562.49 0.95% –33.7%

3.12% 11 Global Dow 1009.10 1.86% –43.9% 1515.86 1.21% –45.7% 4.89% 12 Infrastructure 1156.20 0.53% –37.7% 1564.29 0.21% –39.6%

4.60% 8 Stoxx 600 196.90 1.78% –46.0% 208.00 1.13% –47.8% 2.67% 4 Luxury 590.30 1.51% –46.2% 707.86 0.86% –47.9%

4.69% 8 Stoxx Large 200 215.10 1.88% –45.5% 226.03 1.22% –47.2% 9.85% 8 BRIC 50 233.10 1.23% –57.8% 313.20 0.20% –59.3%

3.94% 9 Stoxx Mid 200 166.90 1.28% –47.7% 175.34 0.63% –49.4% 3.69% 3 Africa 50 573.00 1.28% –48.7% 512.43 0.24% –50.6%

4.49% 8 Stoxx Small 200 100.40 1.27% –50.7% 105.44 0.62% –52.3% 6.94% 4 GCC % % 1359.21 0.11% –50.1%

4.75% 8 Euro Stoxx 222.80 2.25% –46.3% 235.38 1.59% –48.0% 4.43% 9 Sustainability 638.20 1.20% –43.1% 761.62 0.48% –45.0%

4.83% 8 Euro Stoxx Large 200 241.40 2.43% –46.2% 253.42 1.77% –48.0% 2.92% 10 Islamic Market -a % % 1458.48 1.11% –39.6%

4.15% 9 Euro Stoxx Mid 200 194.00 1.35% –46.2% 203.63 0.69% –48.0% 3.24% 9 Islamic Market 100 1419.30 1.36% –32.3% 1716.81 0.63% –34.6%

4.90% 8 Euro Stoxx Small 200 115.70 1.30% –47.8% 121.32 0.65% –49.5% 6.68% 5 Islamic Turkey -c % % % %

9.00% 5 Stoxx Select Dividend 30 1131.60 0.18% –61.9% 1369.80 –0.47% –63.2% 2.87% 12 Wilshire 5000 % % 8757.26 0.53% –40.9%

6.92% 7 Euro Stoxx Select Div 30 1360.10 1.93% –57.6% 1652.77 1.28% –58.9% % DJ-AIG Commodity 109.90 0.17% –36.9% 112.90 –0.47% –39.0%

*Fundamentals are based on data in U.S. dollar. Footnotes: a-in US dollar. b-dividends reinvested. c-in local currency. Note: All data as of 2 p.m. ET. Source: Dow Jones Indexes

Cross rates U.S.-dollar and euro foreign-exchange rates in global trading

USD GBP CHF SEK RUB NOK JPY ILS EUR DKK CDN AUD

Australia 1.4465 2.0884 1.3737 0.1866 0.0493 0.2067 0.0160 0.3849 2.0461 0.2745 1.1804 ...

 Canada 1.2255 1.7693 1.1638 0.1581 0.0418 0.1751 0.0136 0.3261 1.7334 0.2325 ... 0.8472

 Denmark 5.2702 7.6086 5.0049 0.6797 0.1797 0.7530 0.0584 1.4024 7.4544 ... 4.3004 3.6433

 Euro 0.7070 1.0207 0.6714 0.0912 0.0241 0.1010 0.0078 0.1881 ... 0.1341 0.5769 0.4887

 Israel 3.7580 5.4254 3.5689 0.4847 0.1282 0.5369 0.0416 ... 5.3155 0.7131 3.0665 2.5979

 Japan 90.2500 130.2939 85.7075 11.6401 3.0777 12.8949 ... 24.0154 127.6541 17.1246 73.6434 62.3898

 Norway 6.9989 10.1043 6.6466 0.9027 0.2387 ... 0.0776 1.8624 9.8996 1.3280 5.7111 4.8383

 Russia 29.3243 42.3355 27.8483 3.7821 ... 4.1898 0.3249 7.8032 41.4778 5.5642 23.9284 20.2719

 Sweden 7.7534 11.1936 7.3632 ... 0.2644 1.1078 0.0859 2.0632 10.9668 1.4712 6.3267 5.3599

 Switzerland 1.0530 1.5202 ... 0.1358 0.0359 0.1505 0.0117 0.2802 1.4894 0.1998 0.8592 0.7279

 U.K. 0.6927 ... 0.6578 0.0893 0.0236 0.0990 0.0077 0.1843 0.9797 0.1314 0.5652 0.4788

 U.S. ... 1.4437 0.9497 0.1290 0.0341 0.1429 0.0111 0.2661 1.4145 0.1897 0.8160 0.6913

Source: Thomson Reuters via WSJ Market Data Group

Reuters Group PLC is the primary data provider for several statistical tables in The Wall Street Journal, including foreign stock quotations, futures and futures
options prices, and foreign exchange tables. Reuters real-time data feeds are used to calculate various Dow Jones Indexes.

WSJ.com

Commodities Prices of futures contracts with the most open interest
EXCHANGE LEGEND: CBOT: Chicago Board of Trade; CME: Chicago Mercantile Exchange; ICE-US: ICE Futures U.S.MDEX: Bursa Malaysia
Derivatives Berhad; LIFFE: London International Financial Futures Exchange; COMEX: Commodity Exchange; LME: London Metals Exchange;
NYMEX: New York Mercantile Exchange;ICE-EU: ICE Futures Europe

ONE-DAY CHANGE Contract Contract
Commodity Exchange Last price Net Percentage high low

Corn (cents/bu.) CBOT 396.25 2.75 0.70% 816.00 305.50
Soybeans (cents/bu.) CBOT 953.00 7.50 0.79 1,653.50 779.25
Wheat (cents/bu.) CBOT 604.75 12.75 2.15 1,275.00 471.00
Live cattle (cents/lb.) CME 85.900 –0.300 –0.35% 117.650 80.600
Cocoa ($/ton) ICE-US 2,529 –22 –0.86 3,228 1,884
Coffee (cents/lb.) ICE-US 107.55 0.90 0.84 181.60 102.15
Sugar (cents/lb.) ICE-US 11.29 0.17 1.53 15.85 9.89
Cotton (cents/lb.) ICE-US 47.97 1.72 3.72 100.41 39.23
Crude palm oil (ringgit/ton) MDEX 1,671.00 81 5.09 3,825 1,345
Cocoa (pounds/ton) LIFFE 1,774 4 0.23 1,840 992
Robusta coffee ($/ton) LIFFE 1,765 48 2.80 2,747 1,580

Copper (cents/lb.) COMEX 132.05 0.90 0.69 398.40 125.50
Gold ($/troy oz.) COMEX 870.00 –5.30 –0.61 1,045.00 688.00
Silver (cents/troy oz.) COMEX 1098.00 17.00 1.57 2,122.50 851.00
Aluminum ($/ton) LME 1,484.00 –21.00 –1.40 3,340.00 1,463.50
Tin ($/ton) LME 9,795.00 45.00 0.46 25,450.00 9,750.00
Copper ($/ton) LME 2,849.00 –31.00 –1.08 8,811.00 2,815.00
Lead ($/ton) LME 920.00 50.00 5.75 3,460.00 870.00
Zinc ($/ton) LME 1,123.00 –17.00 –1.49 2,840.00 1,065.00
Nickel ($/ton) LME 9,925 25 0.25 33,600 9,000

Crude oil ($/bbl.) NYMEX 39.03 –0.99 –2.47 148.17 35.13
Heating oil ($/gal.) NYMEX 1.3061 –0.0027 –0.21 4.3140 1.2136
RBOB gasoline ($/gal.) NYMEX 0.9328 0.0143 1.56 3.6000 0.8260
Natural gas ($/mmBtu) NYMEX 5.890 –0.209 –3.43 14.169 4.820
Brent crude ($/bbl.) ICE-EU 42.92 –0.28 –0.65 150.53 38.80
Gas oil ($/ton) ICE-EU 422.50 8.50 2.05 1,366.25 397.25

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on Dec. 30
Per In

AMERICAS Per euro In euros U.S. dollar U.S. dollars

Argentina peso-a 4.8820 0.2048 3.4515 0.2897

Brazil real 3.2935 0.3036 2.3285 0.4295

Canada dollar 1.7334 0.5769 1.2255 0.8160
1-mo. forward 1.7345 0.5765 1.2263 0.8155

3-mos. forward 1.7331 0.5770 1.2253 0.8162
6-mos. forward 1.7307 0.5778 1.2236 0.8173

Chile peso 907.02 0.001103 641.25 0.001559
Colombia peso 3170.49 0.0003154 2241.50 0.0004461

Ecuador US dollar-f 1.4145 0.7070 1 1
Mexico peso-a 19.4798 0.0513 13.7720 0.0726

Peru sol 4.4407 0.2252 3.1395 0.3185
Uruguay peso-e 34.513 0.0290 24.400 0.0410

U.S. dollar 1.4145 0.7070 1 1
Venezuela bolivar 3.04 0.329245 2.15 0.465701

ASIA-PACIFIC
Australia dollar 2.0461 0.4887 1.4465 0.6913
China yuan 9.6615 0.1035 6.8306 0.1464

Hong Kong dollar 10.9619 0.0912 7.7500 0.1290
India rupee 67.8865 0.0147 47.9950 0.0208

Indonesia rupiah 15488 0.0000646 10950 0.0000913
Japan yen 127.65 0.007834 90.25 0.011080

1-mo. forward 127.57 0.007839 90.19 0.011087
3-mos. forward 127.41 0.007849 90.08 0.011102

6-mos. forward 127.13 0.007866 89.88 0.011126
Malaysia ringgit-c 4.9202 0.2032 3.4785 0.2875

New Zealand dollar 2.4514 0.4079 1.7331 0.5770
Pakistan rupee 111.600 0.0090 78.900 0.0127

Philippines peso 67.151 0.0149 47.475 0.0211
Singapore dollar 2.0353 0.4913 1.4390 0.6950

South Korea won 1781.57 0.0005613 1259.55 0.0007939
Taiwan dollar 46.359 0.02157 32.775 0.03051
Thailand baht 49.166 0.02034 34.760 0.02877

Per In
EUROPE Per euro In euros U.S. dollar U.S. dollars

Euro zone euro 1 1 0.7070 1.4145
1-mo. forward 1.0012 0.9988 0.7079 1.4127

3-mos. forward 1.0026 0.9974 0.7088 1.4108
6-mos. forward 1.0044 0.9956 0.7101 1.4083

Czech Rep. koruna-b 26.556 0.0377 18.775 0.0533
Denmark krone 7.4544 0.1341 5.2702 0.1897

Hungary forint 267.73 0.003735 189.29 0.005283
Norway krone 9.8996 0.1010 6.9989 0.1429

Poland zloty 4.1726 0.2397 2.9500 0.3390
Russia ruble-d 41.478 0.02411 29.324 0.03410

Slovak Rep. koruna 30.1391 0.03318 21.3080 0.04693
Sweden krona 10.9668 0.0912 7.7534 0.1290

Switzerland franc 1.4894 0.6714 1.0530 0.9497
1-mo. forward 1.4889 0.6717 1.0526 0.9500

3-mos. forward 1.4875 0.6723 1.0516 0.9509
6-mos. forward 1.4825 0.6745 1.0481 0.9541

Turkey lira 2.1563 0.4638 1.5245 0.6560
U.K. pound 0.9797 1.0207 0.6927 1.4437

1-mo. forward 0.9806 1.0198 0.6933 1.4425
3-mos. forward 0.9814 1.0190 0.6938 1.4413

6-mos. forward 0.9815 1.0189 0.6939 1.4412

MIDDLE EAST/AFRICA
Bahrain dinar 0.5332 1.8754 0.3770 2.6527
Egypt pound-a 7.8131 0.1280 5.5238 0.1810
Israel shekel 5.3155 0.1881 3.7580 0.2661

Jordan dinar 1.0021 0.9979 0.7085 1.4114
Kuwait dinar 0.3904 2.5616 0.2760 3.6232

Lebanon pound 2123.80 0.0004709 1501.50 0.0006660
Saudi Arabia riyal 5.3086 0.1884 3.7531 0.2664

South Africa rand 13.2363 0.0755 9.3579 0.1069
United Arab dirham 5.1953 0.1925 3.6731 0.2723

SDR -f 0.9138 1.0943 0.6461 1.5478

a-floating rate b-commercial rate c-government rate c-commercial rate d-Russian Central Bank rate f-Special Drawing Rights from the Inter-
national Monetary Fund ; based on exchange rates for U.S., British and Japanese currencies.
Note: Based on trading among banks in amounts of $1 million and more, as quoted by Thomson Reuters.

Major stock market indexes Stock indexes from around the world, grouped by region. Shown in local-currency terms.

Price-to- PREVIOUS SESSION PERFORMANCE

earnings ratio* Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.

Price-to- PREVIOUS SESSION PERFORMANCE

earnings ratio* Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.

 8 EUROPE DJ Stoxx 600 196.90 3.44 1.78% –46.0% –46.0%

 8 DJ Stoxx 50 2065.46 42.20 2.09 –43.9% –43.9%

 8 Euro Zone DJ Euro Stoxx 222.81 4.89 2.24 –46.3% –46.3%

 9 DJ Euro Stoxx 50 2451.48 63.18 2.65 –44.3% –44.3%

 5 Austria ATX 1750.83 –0.70 –0.04% –61.2% –61.2%

 7 Belgium Bel-20 1907.12 23.95 1.27 –53.8% –53.8%

 7 Czech Republic PX 858.2 –9.4 –1.08 –52.7%

 9 Denmark OMX Copenhagen 226.19 0.52 0.23 –49.6% –49.6%

 8 Finland OMX Helsinki 5403.52 184.21 3.53 –53.4% –53.4%

 7 France CAC-40 3217.13 86.41 2.76 –42.7% –42.7%

 10 Germany DAX 4810.20 105.34 2.24 –40.4% –40.4%

 … Hungary BUX 12286.42 121.20 1.00 –53.2% –53.2%

 2 Ireland ISEQ 2350.61 4.28 0.18 –66.1% –66.1%

 6 Italy S&P/MIB 19460 293 1.53 –49.5% –49.5%

 4 Netherlands AEX 246.58 5.77 2.40 –52.2% –52.2%

 6 Norway All-Shares 270.20 5.24 1.98 –52.6% –52.6%

 17 Poland WIG 27391.21 295.30 1.09 –50.8% –50.8%

 10 Portugal PSI 20 6357.78 68.05 1.08 –51.2% –51.2%

 … Russia RTSI 625.42 –17.41 –2.7% –72.7%

 7 Spain IBEX 35 9195.8 178.1 1.98% –39.4% –39.4%

 15 Sweden OMX Stockholm 204.22 2.41 1.19 –42.0% –42.0%

 11 Switzerland SMI 5534.53 69.57 1.27 –34.8% –34.8%

 … Turkey ISE National 100 26411.09 –12.55 –0.05 –52.4% –52.4%

 8 U.K. FTSE 100 4392.68 73.33 1.70 –32.0% –32.0%

 10 ASIA-PACIFIC DJ Asia-Pacific 93.51 0.69 0.74 –40.9%

 … Australia SPX/ASX 200 3654.2 33.1 0.91 –42.4% –42.4%

 … China CBN 600 14891.07 –147.50 –0.98 –64.1%

 9 Hong Kong Hang Seng 14235.50 –92.98 –0.65 –48.8% –48.8%

 10 India Sensex 9716.16 182.64 1.92 –52.1% –52.1%

 … Japan Nikkei Stock Average 8859.56 112.39 1.28 –42.1% –42.1%

 … Singapore Straits Times 1770.65 –9.92 –0.56 –48.9%

 11 South Korea Kospi 1124.47 6.88 0.62 –40.7% –40.7%

 10 AMERICAS DJ Americas 219.88 2.52 1.16 –41.7%

 … Brazil Bovespa 37513.82 453.66 1.22 –41.3% –41.3%

 13 Mexico IPC 22261.41 –130.97 –0.58 –24.6% –24.6%

*P/E ratios use trailing 12-months, as-reported earnings
Note: Americas index data are as of 3:00 p.m. ET. Sources: Thomson Reuters; WSJ Market Data Group

GLOBAL MARKETS LINEUP

MSCI indexes
Developed and emerging-market regional and country indexes
from MSCI Barra as of December 30, 2008

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE

yield ratio Morgan Stanley Index Last Daily YTD 52-wk.

4.00% 10 ALL COUNTRY (AC) WORLD* 223.03 0.88%–44.7% –45.4%

3.90% 10 World (Developed Markets) 901.08 0.86%–43.3% –44.1%

3.50% 11 World ex-EMU 104.91 0.67%–42.0% –42.9%

3.70% 11 World ex-UK 903.94 0.80%–42.3% –43.0%

5.00% 8 EAFE 1,234.57 1.97%–45.2% –46.5%

4.30% 8 Emerging Markets (EM) 557.47 1.07%–55.2% –55.1%

5.70% 8 EUROPE 67.72 0.77%–46.9% –47.6%

6.30% 7 EMU 142.44 1.86%–49.1% –49.5%

5.60% 8 Europe ex-UK 76.09 1.05%–45.4% –45.9%

7.90% 6 Europe Value 75.48 0.85%–50.2% –51.0%

3.60% 10 Europe Growth 59.05 0.70%–43.5% –44.2%

5.50% 7 Europe Small Cap 99.05 0.39%–54.0% –55.2%

4.40% 4 EM Europe 158.10 –0.74%–67.1% –65.9%

5.80% 6 UK 1,280.70 2.45%–33.3% –33.0%

5.60% 8 Nordic Countries 95.93 0.88%–53.5% –54.1%

3.40% 3 Russia 416.15 0.38%–72.3% –71.0%

4.70% 10 South Africa 570.70 1.72%–20.0% –22.8%

5.20% 8 AC ASIA PACIFIC EX-JAPAN 243.07 1.98%–54.1% –54.7%

2.80% 10 Japan 527.01 0.85%–43.9% –45.8%

3.50% 9 China 40.31 1.89%–52.8% –54.8%

1.90% 9 India 365.26 2.44%–57.3% –54.3%

2.80% 7 Korea 306.59 0.11%–40.7% –40.7%

8.80% 7 Taiwan 166.27 –0.23%–50.2% –50.6%

3.00% 14 US BROAD MARKET 942.10 –0.61%–40.9% –41.4%

2.50% 37 US Small Cap 1,165.46 –1.91%–41.3% –41.8%

3.80% 8 EM LATIN AMERICA 2,026.15 –1.10%–54.0% –53.4%

*Twenty-three developed and 26 emerging markets Source: MSCI Barra

Follow the markets throughout the day, with updated stock quotes, news and commentary at
WSJ.com/Europe. Also, receive email alerts that summarize the day’s trading in Europe and Asia.
To sign up, go to WSJ.com/Online Today
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Outsourcers brace for hit
More businesses
put plans on hold
amid global crisis

Sharp writes down Pioneer stake

GLOBAL BUSINESS BRIEFS

New Sony game nears breaking even

By Daisuke Wakabayashi

TOKYO—Japanese electronics
maker Sharp Corp. said it will book
a loss of 43.2 billion yen ($476.8 mil-
lion), mainly due to a steep decline
in the value of its 15% stake in televi-
sion manufacturer Pioneer Corp.

Sharp acquired about 30 million
shares in Pioneer a year ago as part
of a business alliance that called for
Pioneer to buy liquid-crystal-dis-
play panels from Sharp. The value of
the Pioneer shares, purchased at the
time for 1,385 yen per share, had
fallen to 163 yen apiece as of Tues-
day as the car-audio and consumer-
electronics maker has seen its busi-
ness conditions worsen and its
losses mount.

Sharp said it will book a loss of
36.7 billion yen from its Pioneer
stake for the third quarter ending in
December, with another 6.5-billion-
yen loss stemming from declines in
other unspecified shareholdings.
The company said it is still examin-
ing whether it needs to revise its full-

year earnings forecast.
With a strong yen hurting over-

seas sales and a recession in the
company’s major markets, Sharp’s
loss is a worrying sign that Japan’s
electronics makers could now face
another obstacle: a loss in the value

of cross-shareholdings. Many Japa-
nese companies hold minority
stakes in companies they do busi-
ness with as a way to cement a part-
nership, or as part of a longstanding
relationship involving affiliated
companies. With the Nikkei Stock
Average having fallen 42% in 2008,
many other Japanese companies
could be exposed to write-downs.

At the time of the alliance be-
tween Sharp and Pioneer, the deal
was seen as a way to provide Sharp
with a stable customer as the Osaka-
based company ramped up panel
production. For Pioneer, the pact
provided much-needed capital and
allowed it to add LCD televisions to
its plasma-display TV business.

Both Pioneer and Sharp are fac-
ing a sudden downturn in demand
for flat-panel televisions and cut-
throat pricing has eroded profit mar-
gins. Pioneer is forecasting a net
loss of 78 billion yen in the fiscal
year ending in March. Sharp expects
a 41% decline in net profit to 60 bil-
lion yen.

CORPORATE NEWS

OAO Rosneft

Russia’s largest oil company,
OAO Rosneft, said Tuesday its out-
put growth will be insignificant in
2009, after a healthy rise in 2008,
because of the financial crisis. Rus-
sian oil production was headed for
its first decline in a decade in 2008
after impressive increases in previ-
ous years. Analysts said the decline
could extend to between 2% and 3%
in 2009 compared with an expected
1% fall in 2008. Rosneft was one of a
few companies in Russia, the
world’s second largest oil exporter
after Saudi Arabia, to record signifi-
cant 2008 output growth, pushing
production up 8% to 2.2 million bar-
rels a day. The company had plans to
increase production by 11% in 2008
but lowered its growth outlook in
September after delaying the
launch of a major field.

Source: Thomson Reuters Datastream

Pioneer
Tuesday’s close: ¥163, up 7.2%
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EADS

Airbus meets its ’08 target
to deliver 12 superjumbos

Airbus, a unit of European Aero-
nautic Defence & Space Co., said
Tuesday it has met its target of de-
livering 12 A380 superjumbos this
year—with just two days to spare.
In a bid to reassure customers, Air-
bus Chief Executive Tom Enders
had wagered reporters a magnum
bottle of Champagne during a Sep-
tember news conference that Air-
bus would reach its A380 target
this year. No one accepted his bet.
On Tuesday, in a statement, Mr. End-
ers said, “we have met our 2008 de-
livery schedule.” Image-tarnishing
delays, technical problems and mis-
steps dating back to 2005 slowed
the plane’s development. Airbus has
booked 198 orders for the A380 from
16 customers, including Dubai’s
Emirates Airlines, Singapore Air-
lines and Australia’s Qantas.

—Compiled from staff
and wire service reports.

Enel SpA

Enel SpA, Italy’s biggest utility
by market value, received 12 expres-
sions of interest for a majority
stake in its local natural-gas distri-
bution networkm a person familiar
with the matter said Tuesday. The
Rome-based utility received seven
expressions of interest from finan-
cial investors and five from indus-
trial ones, the person said, adding
that the 12 are equally split be-
tween Italian and international
companies. Based on the sale of a
stake of around 70% in the gas grid
Enel Rate Gas SpA, the company
could receive up to Œ900 million
($1.25 billion) in cash, the person
said, adding that it could also lower
its debt pile by as much as Œ500 mil-
lion. Enel is trying to reduce debt it
accumulated during a spree of ac-
quisitions and earlier this month it
said it sold its Italian high-voltage
power lines for Œ1.15 billion.

By Ben Worthen

Businesses in the U.S. have in-
creasingly outsourced tech work to
lower-wage locations over the past
decade as a way to save money. But it
looks as though the souring econ-
omy will hurt outsourcing as
well—at least in the short term.

The value of the outsourcing
deals signed in the third quarter was
the lowest of any quarter in six years,
according to outsourcing-advisory
company TPI, a subsidiary of Infor-
mation Services Group Inc. Only 128
large outsourcing contracts—those
valued at more than $25 million—
were signed during the quarter, for a
total value of about $14.4 billion. The
number of deals was down about
20% from the year-earlier quarter
and 22% from the second quarter of
2008, according to TPI.

One might expect services that
can help businesses cut costs to
thrive during a downturn. But there
is so much uncertainty about what
sort of changes businesses will be
forced to make over the next several
months that many are putting off all
major decisions, including whether
to outsource, says Robert Kennedy, a
professor of business administration

at the University of Michigan.
The trend is being felt in India,

where many companies offering
technology outsourcing are based.
For example, Infosys Technologies
Ltd., one of India’s largest outsourc-
ing companies, recently stopped
its recruitment efforts and says
some of its clients have delayed
some projects.

The downturn stands to reshape
the outsourcing industry in a cou-
ple of ways.

First, the types of projects that
businesses are electing to go ahead
with are changing. In the past many
businesses turned to outsourcers
for software development. Now,
most of the new business for out-
sourcers is expected to be so-called
infrastructure-management ser-
vices like monitoring a corporate
network or operating a data center
from a remote location, says Doug
Brown, a partner at outsourcing-re-
search company Brown-Wilson
Group. This is traditionally lower-
margin work that many large out-
sourcing companies have been try-
ing to shift away from.

Businesses are also forgoing
large projects that require moving
lots of staff and re-examining inter-
nal business processes in favor of
shorter deals that simply transfer
work done in the U.S. to a place
where workers can do the exact
same things for less. (Offshore work-
ers still earn substantially less: Pe-
ter Harrison, chief executive of out-

sourcing company GlobalLogic Inc.,
pays his employees in India an aver-
age salary of about $15,500 a year,
less than he paid them in 2004.)

There has also been a shift in
who is outsourcing. Mr. Harrison
says that his customers have histor-
ically been an even mix of large,
midsize and small businesses. But
over the past six months the mix
has changed. Fewer small compa-
nies are outsourcing work, but
more large ones are.

One reason is that large compa-
nies tend to have well-established
work processes, which can be easily
replicated for less money by an out-
side party.

Small companies, on the other
hand, don’t always outsource to
save money; often it is faster to work
with an outsourcing company than
to hire new staff, says Mr. Kennedy,
the Michigan professor. But now
many of these small companies are
cutting staff, and the ones that are
still hiring are having an easier time
finding people locally.

Still, Mr. Kennedy expects that
the outsourcing slowdown will be a
temporary one. “Companies will
still be looking to take costs out,” he
says, adding that he expects larger
deals to resume in the second half.

And indeed, a survey of 200 mul-
tinational corporations by Hackett
Group Inc. found that the percent-
age of tech jobs they expect to out-
source will grow to 25% in 2010 from
15% in 2008.

By Kathy Shwiff

Sony Corp. is closer to breaking
even on its new-generation PlaySta-
tion 3 videogame console because it
costs 35% less to make than the pre-
vious model, according to technol-
ogy-research firm iSuppli Corp.

The electronics giant is locked in
a battle with Nintendo Co.’s Wii and
Microsoft Corp.’s Xbox 360 for con-
trol of the videogame-console mar-
ket. The cost cuts could help stanch
the hardware red ink at Sony, which
sold the previous-generation PS3 at
a significant loss, making up for it

with game-title sales and royalties.
Integration and key changes in

components has brought the latest
PS3’s cost down to $448.73 from
$690.23 for the first-generation
model, said iSuppli.

The PS3 sells for about $399 in
the U.S., at least $150 more than Wii
and Xbox 360. However, the PS3 ac-
counted for 16% of global video-
game-unit shipments in the second
quarter of 2008, second only to Nin-
tendo’s Wii, which accounted for
54% of the market.

Andrew Rassweiler of iSuppli
predicted the PS3 may be able to

break even in 2009 with further
hardware revisions.

Part of the decline in cost is the
result of “the normal learning curve
and supply/demand factors that
bring component prices down over
time,” iSuppli said.

Also, integration of components
into the core silicon of the PS3 cut
the number of individual parts to an
estimated 2,820 from 4,048 in the
previous-generation model with a
60-gigabyte hard drive.

The cost estimate of $448.73
doesn’t include software, box con-
tents and royalty expenses.

Gimotive/Stankiewicz GmbH

Gimotive/Stankiewicz GmbH, a
supplier of soundproofing insula-
tion used by auto makers, has
sought bankruptcy protection, a
German district court said Tuesday.
The announcement by the district
court in Celle came more than three
weeks after an apparent deal with
creditors, banks and customers that
had let the company’s more than
2,000 workers receive paychecks.
The court said that the company re-
quested the insolvency filing and
that a liquidator has been ap-
pointed. Calls seeking comment
from the company, also based in
Celle, were not immediately an-
swered. Gimotive had been wres-
tling with a drop in demand from
large car makers.

Hua Xia Bank Co.

Chinese lender Hua Xia Bank
Co. said Tuesday its president Wu
Jian will become the company’s
chairman, succeeding Zhai Hongx-
iang, who has resigned. The mid-
size bank, in which Deutsche Bank
AG owns a 13.7% stake, said in a
statement Vice President Fan Dazhi
will become its president. Hua Xia
Bank said its board has approved
the appointments, which are sub-
ject to approval from China’s bank-
ing regulator. Ms. Zhai resigned be-
cause of a recent government no-
tice banning retired senior officials
at the provincial level from assum-
ing the position of chairman at com-
panies, the state-run Shanghai Se-
curities News reported.

OZ Minerals Ltd.

Lenders of OZ Minerals Ltd.
granted the Australian miner an ex-
tension on the refinancing of
US$560 million in debt. The dead-
line was moved to Feb. 27 from Dec.
29, subject to conditions, including
that it pursue asset sales and not de-
clare any dividends ahead of the
new deadline. OZ Minerals said
there remains uncertainty over
whether it will be able to complete
the refinancing by the new deadline
and it is pursuing asset sales and
other measures to pay down debt.
The miner said metals markets
haven’t improved since its shares
were suspended Nov. 26 and that it
was negotiating with lenders for
bridging facilities to cover expected
cash shortfalls. OZ Minerals has
been hit by frozen debt markets and
sagging commodity prices. The
miner has cut production from un-
profitable mines.

Reliance Communications Ltd.

Reliance Communications Ltd.
said it has launched cellphone ser-
vices based on GSM technology in
all of India’s 22 telecom service ar-
eas. The company had received ra-
dio bandwidth to offer GSM ser-
vices in January. “Since then, our
network rollout has been completed
and more than 11,000 towns and
340,000 villages will be part of our
GSM offerings to begin with,” said
Anil Ambani, the company’s chair-
man. He said the GSM rollout was
six months ahead of schedule and
that the coverage would be ex-
tended to more than 24,000 towns
and 600,000 villages in a few
months. The GSM rollout completes
the company’s investment program
of over 100 billion rupees ($2.07 bil-
lion), he added.

Tiger Airways Pte. Ltd.

Low-cost carrier Tiger Airways
Pte. Ltd. of Singapore and the
South Korean city of Incheon have
terminated a joint-venture plan to
start a low-cost airline in South Ko-
rea. “The recent global economic
situation and continued regulatory
uncertainty in Korea have meant
that both parties have concluded
that the climate is not conducive to
the successful launch,” Tiger Avia-
tion, operator of Tiger Airways,
said Tuesday. The proposed low-
fare airline was to have operated
out of Incheon’s international air-
port with an initial fleet of five Air-
bus A320s. Aircraft due for deliv-
ery in 2009 and 2010 for the can-
celed venture will be deployed on
the Tiger Airways network in Asia
and Australia, the statement said.
Tiger is 49% owned by Singapore
Airlines Ltd.
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n LLOYD GEORGE MANAGEMENT (HK) LTD
Suite 3808, One Exchange Square, HK: Tel. 852 2845 4433 Fax. 852 2845 3911
LG Antenna GL EQ BMU 12/24 USD 32.63 –56.4 –54.9 –24.3
LG Asian Plus AS EQ CYM 12/19 USD 38.26 –55.2 –54.6 –17.6
LG Asian SmallerCo's AS EQ BMU 12/29 USD 53.53 –66.3 –65.7 –37.5
LG India EA EQ MUS 12/18 USD 32.76 –64.9 –65.0 –22.9
Siberian Investment Co EE EQ IRL 12/08 USD 16.82 –80.9 –80.5 NS

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 12/24 EUR 25.67 –64.9 –64.4 –36.3
MP-TURKEY.SI OT OT SVN 12/24 EUR 18.65 –63.4 –62.5 –31.1

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810
Parex Caspian Sea Eq EU EQ LVA 12/29 EUR 2.10 –76.6 –76.6 NS
Parex Eastern Europ Bd EU BD LVA 12/29 USD 8.79 –35.7 –35.7 –17.5
Parex Russian Eq EE EQ LVA 12/29 USD 8.72 –72.5 –72.5 –38.7
Parex Ukrainian Eq EU EQ LVA 12/29 EUR 1.72 –83.2 –83.2 NS

n PICTET & CIE, ROUTE DES ACACIAS 60, CH-1211 GENEVA 73
Tel: + 41 (58) 323 3000 Web: www.pictetfunds.com
PF (LUX)-Asian Eq-Ica AS EQ LUX 12/29 USD 109.35 –53.7 –53.7 –20.7
PF (LUX)-Asian Eq-Pca AS EQ LUX 12/29 USD 104.97 –54.2 –54.2 –21.4
PF (LUX)-Biotech-Pca OT EQ LUX 12/26 USD 279.43 –16.0 –18.6 –1.6
PF (LUX)-CHF Liq-Pca CH MM LUX 12/26 CHF 123.97 1.6 1.7 1.8
PF (LUX)-CHF Liq-Pdi CH MM LUX 12/26 CHF 93.57 1.6 1.7 1.8
PF (LUX)-Cnt Eu Eq-I EU EQ LUX 12/23 EUR 114.06 –48.7 –48.3 –27.1
PF (LUX)-Digital Comm-Pca OT EQ LUX 12/23 USD 79.75 –41.7 –40.9 –15.4
PF (LUX)-East Eu-Pca EU EQ LUX 12/23 EUR 139.05 –72.9 –72.8 –42.2
PF (LUX)-Emg Mkts LC-Pca GL EQ LUX 12/29 USD 91.50 –60.4 –60.3 –26.0
PF (LUX)-Emg Mkts-Pca GL EQ LUX 12/29 USD 300.42 –59.1 –58.9 –25.9
PF (LUX)-Eu Indx-Pca EU EQ LUX 12/23 EUR 74.99 –45.1 –45.1 –24.9
PF (LUX)-EUR Bds-Pca EU BD LUX 12/23 EUR 376.38 4.2 4.3 1.0
PF (LUX)-EUR Bds-Pdi EU BD LUX 12/23 EUR 286.43 4.2 4.3 1.0
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 12/23 EUR 124.54 –5.0 –4.9 –3.2
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 12/23 EUR 87.55 –5.0 –4.9 –3.3
PF (LUX)-EUR HiYld-Pca EU BD LUX 12/23 EUR 88.80 –38.0 –37.8 –22.7
PF (LUX)-EUR HiYld-Pdi EU BD LUX 12/23 EUR 51.48 –38.0 –37.8 –22.7
PF (LUX)-EUR Liq-Pca EU MM LUX 12/26 EUR 134.61 3.6 3.7 3.5
PF (LUX)-EUR Liq-Pdi EU MM LUX 12/26 EUR 97.01 3.7 3.7 3.5
PF (LUX)-Europ Eq-Pca EU EQ LUX 12/23 EUR 299.64 –50.9 –50.6 –29.7
PF (LUX)-EuSust Eq-Pca EU EQ LUX 12/23 EUR 99.25 –46.1 –46.3 –28.3
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 12/23 USD 188.72 –6.0 –5.8 –0.5
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 12/23 USD 128.38 –6.0 –5.8 –0.5
PF (LUX)-Gl Eq Sel-Pca GL EQ LUX 12/23 USD 12.43 –48.9 –48.1 –26.5
PF (LUX)-Gr China-Pca AS EQ LUX 12/29 USD 208.80 –51.2 –50.4 –15.0
PF (LUX)-Indian Eq-Pca EA EQ LUX 12/29 USD 190.48 –64.1 –63.9 –22.6
PF (LUX)-Jap Index-Pca JP EQ LUX 12/29 JPY 8100.31 –43.0 –43.0 –28.6
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 12/29 JPY 7263.65 –45.8 –45.8 –33.7
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 12/29 JPY 7090.40 –46.1 –46.1 –34.1
PF (LUX)-JpEq130/30-Pca JP EQ LUX 12/29 JPY 3903.36 –43.4 –43.4 –32.3
PF (LUX)-Pacif Idx-Pca AS EQ LUX 12/29 USD 156.44 –51.0 –50.6 –19.9
PF (LUX)-Piclife-Pca CH BA LUX 12/23 CHF 687.88 –19.0 –19.5 –10.4
PF (LUX)-PremBrnds-Pca OT EQ LUX 12/23 EUR 43.61 –43.3 –43.5 –25.6
PF (LUX)-Rus Eq-Pca EE EQ LUX 12/23 USD 24.72 NS NS NS
PF (LUX)-Security-Pca GL EQ LUX 12/26 USD 69.27 –37.9 –37.3 –17.9
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 12/23 EUR 317.80 –48.5 –48.1 –28.4
PF (LUX)-US Eq-Ica US EQ LUX 12/26 USD 78.53 –39.0 –40.1 –18.7
PF (LUX)-USA Index-Pca US EQ LUX 12/26 USD 70.02 –39.6 –40.8 –20.4
PF (LUX)-USD Gov Bds-Pca US BD LUX 12/26 USD 533.06 12.9 14.3 9.4
PF (LUX)-USD Gov Bds-Pdi US BD LUX 12/26 USD 391.15 12.9 14.3 9.4

PF (LUX)-USD Liq-Pca US MM LUX 12/26 USD 130.17 2.4 2.5 3.5
PF (LUX)-USD Liq-Pdi US MM LUX 12/26 USD 85.00 2.5 2.5 3.5
PF (LUX)-Water-Pca GL EQ LUX 12/23 EUR 100.54 –35.6 –36.1 –18.1
PF (LUX)-WldGovBds-Pca GL BD LUX 12/23 USD 163.48 11.1 12.7 9.4
PF (LUX)-WldGovBds-Pdi GL BD LUX 12/23 USD 135.32 11.1 12.7 9.4
PTF (LUX)-MidEast&NorAfr-Pca GL EQ LUX 12/24 USD 42.50 NS NS NS

n POLAR CAPITAL PARTNERS LIMITED
International Fund Managers (Ireland) Limited PH - 353 1 670 660 Fax - 353 1 670 1185
Asia Ex-Japan Fund USD AS EQ IRL 05/20 USD 1.12 –93.7 –93.8 –72.2
Global Technology OT EQ IRL 12/24 USD 7.58 –47.6 –47.6 –26.3
Japan Fund USD JP EQ IRL 12/30 USD 14.73 –12.5 –12.0 –10.2

n Hemisphere Management (Ireland) Limited
Columbus USD A GL EQ CYM 10/31 USD 89.67 –11.1 –13.2 NS
Discovery USD A OT OT CYM 11/28 USD 123.63 10.8 12.5 12.2
Elbrus USD A GL EQ CYM 11/28 USD 8.03 –50.9 –48.7 –14.9
Europn Conviction USD B EU EQ CYM 11/28 USD 123.63 8.2 13.3 6.6
Europn Forager USD B OT OT CYM 11/28 USD 176.56 –13.9 –13.7 –0.9
Gl Utilities Abs Rtn USD A OT OT CYM 08/29 USD 100.13 –16.6 –10.7 –1.9
Japan Abs Ret USD A AS EQ CYM 07/31 USD 141.61 –9.5 –17.9 –7.4
Latin America USD A GL EQ CYM 11/28 USD 14.12 2.2 –4.7 14.7
Paragon Limited USD A EU EQ CYM 11/28 USD 324.09 17.9 22.3 19.8
UK Fund USD A OT OT CYM 11/28 USD 165.65 4.1 3.4 4.3

n PT CIPTADANA ASSET MANAGEMENT
Tel: 521-3479 Fax: 521-3478 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 12/17 USD 60.31 NS –56.9 –21.7

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 12/24 EUR 544.21 –44.7 –44.5 NS
Core Eurozone Eq B EU EQ IRL 12/24 EUR 639.79 NS NS NS
Euro Fixed Income A EU BD IRL 12/24 EUR 1130.76 –9.5 –9.5 –6.0
Euro Fixed Income B EU BD IRL 12/24 EUR 1199.80 –8.9 –8.9 –5.5
Euro Small Cap A EU EQ IRL 12/24 EUR 831.25 –52.8 –52.3 –34.8
Euro Small Cap B EU EQ IRL 12/24 EUR 885.00 –52.5 –52.1 –34.4
Eurozone Agg Eq A EU EQ IRL 12/24 EUR 483.54 –49.5 –49.3 NS
Eurozone Agg Eq B EU EQ IRL 12/24 EUR 690.71 –49.2 –49.0 –27.5
Glbl Bd (EuroHdg) A GL BD IRL 12/24 EUR 1189.45 –8.0 –7.5 –3.9
Glbl Bd (EuroHdg) B GL BD IRL 12/24 EUR 1254.81 –7.4 –6.9 –3.3
Glbl Bd A EU BD IRL 12/24 EUR 970.83 –3.7 –3.6 –4.4
Glbl Bd B EU BD IRL 12/24 EUR 1027.29 –3.1 –3.0 –3.9
Glbl Real Estate A OT EQ IRL 12/24 USD 651.20 –48.8 –49.0 –30.7
Glbl Real Estate B OT EQ IRL 12/24 USD 667.25 –48.5 –48.6 –30.3
Glbl Real Estate EH-A OT EQ IRL 12/24 EUR 612.29 –47.8 –48.3 –31.7
Glbl Real Estate SH-B OT EQ IRL 12/24 GBP 57.84 –47.3 –47.8 –30.6
Glbl Strategic Yield A EU BD IRL 12/24 EUR 1117.16 –25.2 –25.2 –13.1
Glbl Strategic Yield B EU BD IRL 12/24 EUR 1188.15 –24.8 –24.7 –12.6
Japan Equity A JP EQ IRL 12/24 JPY 9909.00 –46.7 –46.4 –31.2
Japan Equity B JP EQ IRL 12/24 JPY 10497.00 –46.4 –46.1 –30.8
PacBasn (Ex-Jap) Eq A AS EQ IRL 12/24 USD 1246.98 –52.9 –52.1 –21.4
PacBasn (Ex-Jap) Eq B AS EQ IRL 12/24 USD 1322.68 –52.6 –51.9 –21.0
Pan European Eq A EU EQ IRL 12/24 EUR 697.03 –48.7 –48.7 –28.2
Pan European Eq B EU EQ IRL 12/24 EUR 738.53 –48.5 –48.4 –27.8
US Equity A US EQ IRL 12/24 USD 640.64 –44.8 –45.8 –21.9
US Equity B US EQ IRL 12/24 USD 681.61 –44.5 –45.5 –21.4
US Small Cap A US EQ IRL 12/24 USD 954.41 –44.4 –45.8 –23.4
US Small Cap B US EQ IRL 12/24 USD 1016.29 –44.1 –45.4 –22.9

n SEB ASSET MANAGEMENT S.A.
www.seb.se
SEB Fund 1
Choice Global Value -C- GL EQ LUX 12/29 SEK 59.78 –48.7 –48.7 –29.4
Choice Japan Fd JP EQ LUX 12/29 JPY 44.64 –43.5 –43.5 –30.7
Choice Jpn Chance/Risk JP EQ LUX 12/29 JPY 44.45 –50.3 –50.3 –32.0
Choice NthAmChance/Risk US EQ LUX 12/29 USD 2.79 –46.6 –46.6 –23.8
Europe 2 Fd EU EQ LUX 12/29 EUR 0.69 –52.5 –52.5 –30.8
Europe 3 Fd EU EQ LUX 12/29 GBP 2.97 –36.8 –36.8 –16.4
Global Chance/Risk Fd GL EQ LUX 12/29 EUR 0.46 –41.5 –41.5 –25.0
Global Fd GL EQ LUX 12/29 USD 1.66 –43.9 –43.9 –22.0
Intl Mixed Fd -C- NO BA LUX 12/29 USD 22.99 –31.0 –31.0 –13.2
Intl Mixed Fd -D- NO BA LUX 12/29 USD 16.22 –31.0 –31.0 –12.0
Wireless Fd OT EQ LUX 12/29 EUR 0.09 –51.0 –51.0 –26.1

n SEB Fund 2
Choice Asia ex. Japan Fd AS EQ LUX 12/29 USD 4.51 –50.4 –50.4 –20.4
Currency Alpha EUR -IC- OT OT LUX 12/29 EUR 10.91 6.7 6.7 NS
Currency Alpha EUR -RC- OT OT LUX 12/29 EUR 10.85 6.3 6.3 NS
Currency Alpha SEK -ID- OT OT LUX 12/29 SEK 105.59 NS NS NS
Currency Alpha SEK -RC- OT OT LUX 12/29 SEK 119.38 6.3 6.3 NS
Generation Fd 80 OT OT LUX 12/29 SEK 6.35 –32.8 –32.8 NS
Nordic Focus EUR NO EQ LUX 12/29 EUR 49.05 –50.4 –50.4 NS
Nordic Focus NOK NO EQ LUX 12/29 NOK 60.70 –50.4 –50.4 NS
Nordic Focus SEK NO EQ LUX 12/29 SEK 57.45 –50.4 –50.4 NS

n SEB Fund 3
Choice North America Eq. Fd US EQ LUX 12/29 USD 1.38 –43.0 –43.0 –23.0
Ethical Global Fd GL EQ LUX 12/29 USD 0.61 –44.2 –44.2 –23.0
Ethical Sweden Fd NO EQ LUX 12/29 SEK 28.61 –35.8 –35.8 –20.3
Europe Fd EU EQ LUX 12/29 USD 1.64 –44.7 –44.7 –23.4
Index Linked Bd Fd SEK OT BD LUX 12/29 SEK 13.09 4.8 4.8 3.5
Medical Fd OT EQ LUX 12/29 USD 2.85 –26.0 –26.0 –11.0
Short Medium Bd Fd SEK NO MM LUX 12/29 SEK 9.16 3.1 3.1 3.0
Technology Fd OT EQ LUX 12/29 USD 1.55 –45.6 –45.6 –20.5
World Fd NO BA LUX 12/29 USD 1.65 –38.2 –38.2 –14.8

n SEB Fund 4
Short Bond Fd EUR EU MM LUX 12/29 EUR 1.27 1.9 1.9 2.2
Short Bond Fd SEK NO MM LUX 12/29 SEK 21.56 2.8 2.8 2.9
Short Bond Fd USD US MM LUX 12/29 USD 2.50 1.8 1.8 3.1

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 12/29 SEK 10.07 –1.4 –1.4 –0.1
Alpha Bond Fd SEK -B- NO BD LUX 12/29 SEK 9.04 –1.4 –1.4 –0.1
Alpha Bond Fd SEK -C- NO BD LUX 12/29 SEK 25.22 –1.6 –1.6 –0.2
Alpha Bond Fd SEK -D- NO BD LUX 12/29 SEK 8.40 –1.6 –1.6 –0.2
Alpha Short Bd SEK -A- NO MM LUX 12/29 SEK 10.81 2.9 2.9 3.0
Alpha Short Bd SEK -B- NO MM LUX 12/29 SEK 10.13 2.9 2.9 3.0
Alpha Short Bd SEK -C- NO MM LUX 12/29 SEK 21.15 2.8 2.8 2.8
Alpha Short Bd SEK -D- NO MM LUX 12/29 SEK 8.79 2.8 2.8 2.8
Bond Fd SEK -C- NO BD LUX 12/29 SEK 41.54 10.0 10.0 5.7
Bond Fd SEK -D- NO BD LUX 12/29 SEK 12.46 8.7 8.7 5.1
Corp. Bond Fd EUR -C- EU BD LUX 12/29 EUR 1.09 –7.2 –7.2 –4.1
Corp. Bond Fd EUR -D- EU BD LUX 12/29 EUR 0.85 –8.1 –8.1 –4.6
Corp. Bond Fd SEK -C- NO BD LUX 12/29 SEK 10.74 –11.0 –11.0 –5.7
Corp. Bond Fd SEK -D- NO BD LUX 12/29 SEK 8.44 –10.8 –10.8 –5.7
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 12/29 EUR 103.72 NS NS NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 12/29 EUR 103.43 NS NS NS
Danish Mortgage Bond Fd SEK -ID- NO BD LUX 12/17 SEK 121.91 NS NS NS
Danish Mortgage Bond Fd SEK -RC- NO BD LUX 12/29 SEK 1137.50 NS NS NS
Flexible Bond Fd -C- NO BD LUX 12/29 SEK 20.86 5.7 5.7 4.1
Flexible Bond Fd -D- NO BD LUX 12/29 SEK 11.81 5.7 5.7 4.1

n SEB Global Hedge
Global Hedge I SEK -C- OT OT LUX 12/29 SEK 80.08 –24.6 –24.6 –13.1
Global Hedge I SEK -D- OT OT LUX 12/29 SEK 73.18 –26.8 –26.8 –14.4

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 12/29 USD 1.53 –54.2 –54.2 –19.1

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 12/29 SEK 16.68 –50.1 –50.1 –25.0
Europe Chance/Risk Fd EU EQ LUX 12/29 EUR 756.47 –55.5 –55.5 –33.0

n SG ASSET MANAGEMENT HTTP://WWW.SGAM.COM
Eq. China A AS EQ LUX 12/29 USD 14.78 –55.3 –54.7 –15.2
Eq. Pacific A AS EQ LUX 12/29 USD 6.27 –54.7 –54.4 –19.0

n SGAM Fund
Bonds CHF A CH BD LUX 12/23 CHF 28.18 8.0 7.8 2.6
Bonds ConvEurope A EU BD LUX 12/23 EUR 28.40 –2.3 –2.1 1.5
Bonds Eur Corp A EU BD LUX 12/22 EUR 20.69 –5.7 –5.7 –3.5
Bonds Eur Hi Yld A EU BD LUX 12/23 EUR 13.15 –38.0 –37.9 –22.3
Bonds EURO A EU BD LUX 12/29 EUR 39.59 7.2 7.5 3.7
Bonds Europe A EU BD LUX 12/23 EUR 37.89 5.9 5.8 2.6
Bonds US MtgBkSec A US BD LUX 12/22 USD 25.89 2.7 2.6 3.5
Bonds US OppsCoreplus A US BD LUX 12/22 USD 31.31 –0.5 –0.4 2.5
Bonds World A GL BD LUX 12/23 USD 39.83 7.1 8.6 8.6
Eq. ConcentratedEuropeA EU EQ LUX 12/29 EUR 20.21 –49.9 –49.8 –29.7
Eq. Eastern Europe A EU EQ LUX 12/29 EUR 13.03 –70.4 –70.5 –41.5
Eq. Equities Global Energy OT EQ LUX 12/29 USD 13.92 –44.8 –44.6 –13.8
Eq. Euroland A EU EQ LUX 12/29 EUR 8.99 –48.0 –47.9 –26.9
Eq. Euroland MidCapA EU EQ LUX 12/29 EUR 14.25 –50.8 –50.6 –32.2
Eq. EurolandCyclclsA EU EQ LUX 12/29 EUR 13.43 –47.0 –46.9 –21.5
Eq. EurolandFinancialA OT EQ LUX 12/29 EUR 8.25 –55.7 –55.6 –36.8
Eq. Glbl Emg Cty A GL EQ LUX 12/29 USD 5.83 –56.8 –56.9 –23.6
Eq. Global A GL EQ LUX 12/29 USD 20.62 –46.1 –46.2 –24.8
Eq. Global Technol A OT EQ LUX 12/29 USD 3.49 –50.8 –51.1 –29.6
Eq. Gold Mines A OT EQ LUX 12/29 USD 20.80 –30.6 –28.9 –11.6
Eq. Japan A JP EQ LUX 12/29 JPY 657.46 –50.3 –50.3 –34.6
Eq. Japan Sm Cap A JP EQ LUX 12/29 JPY 902.32 –47.1 –47.1 –39.5
Eq. Japan Target A JP EQ LUX 11/26 JPY 1485.42 –25.1 –24.8 –18.8
Eq. Switzerland A CH EQ LUX 04/17 CHF 36.35 –16.6 –21.3 –4.3
Eq. UK A UK EQ LUX 12/29 GBP 9.35 –45.2 –45.3 –27.4

Eq. US ConcenCore A US EQ LUX 12/29 USD 15.73 –41.4 –41.7 –19.4
Eq. US Lg Cap Gr A US EQ LUX 12/29 USD 10.48 –47.9 –48.2 –24.1
Eq. US Mid Cap A US EQ LUX 12/23 USD 18.90 –51.7 –51.5 –22.0
Eq. US Multi Strg A US EQ LUX 12/23 USD 15.26 –47.0 –46.5 –26.1
Eq. US Rel Val A US EQ LUX 12/23 USD 14.78 –48.4 –48.3 –30.2
Eq. US Sm Cap Val A US EQ LUX 12/29 USD 12.06 –51.7 –52.1 –32.7
Eq. US Value Opp A US EQ LUX 12/29 USD 12.43 –51.2 –51.3 –31.9
Money Market EURO A EU MM LUX 12/29 EUR 27.11 4.3 4.3 4.0
Money Market USD A US MM LUX 12/23 USD 15.74 2.8 2.9 3.9

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
Email: am@tni.ae Tel:+971 2 619 2300
MENA Real Estate Acc Fund OT OT ARE 12/11 USD 7.88 –46.7 NS NS
UAE Blue Chip Fund Acc OT OT ARE 12/18 AED 5.14 –55.9 –54.6 –18.1

n TRIGON CAPITAL
Phone +372 667 9208 Fax +372 667 9221 E-mail invest@trigon.ee Website www.trigoncapital.com

Central and Eastern European EUR EE EQ EST 12/30 EEK 100.46 –62.5 –62.5 –38.7
New Europe Small Cap EUR EE EQ EST 12/30 EEK 47.91 –65.6 –65.6 –40.6
Second Wave EUR EE EQ EST 12/30 EEK 85.22 –69.0 –68.8 –36.6

n YUKI MANAGEMENT & RESEARCH CO., LTD.
Tel: +81-3-5299-3277 www.yukijapan.co.jp
YMR-N Growth Fund JP EQ IRL 12/30 JPY 8604.00 –48.7 –48.7 –34.3
YMR-N Japan Fund JP EQ IRL 12/30 JPY 9440.00 –45.7 –45.7 –30.5
YMR-N Low Price Fund JP EQ IRL 12/30 JPY 12981.00 –43.1 –43.1 –30.7
YMR-N Small Cap Fund JP EQ IRL 12/30 JPY 6418.00 –48.2 –48.2 –35.8
Yuki Mizuho Gen Jpn III JP EQ IRL 12/30 JPY 4249.00 –54.3 –54.3 –36.0
Yuki Mizuho Jpn Dyn Gro AS EQ IRL 12/30 JPY 4492.00 –53.8 –53.8 –38.8
Yuki Mizuho Jpn Exc 100 JP EQ IRL 12/30 JPY 6101.00 –51.3 –51.3 –36.4
Yuki Mizuho Jpn Gen JP EQ IRL 12/30 JPY 8021.00 –47.8 –47.8 –32.6
Yuki Mizuho Jpn Gro JP EQ IRL 12/30 JPY 6252.00 –49.3 –49.3 –34.7
Yuki Mizuho Jpn Inc JP EQ IRL 12/30 JPY 7953.00 –39.3 –39.3 –27.8
Yuki Mizuho Jpn Lg Cap AS EQ IRL 12/30 JPY 4984.00 –47.2 –47.2 –31.5
Yuki Mizuho Jpn LowP JP EQ IRL 12/30 JPY 11333.00 –37.4 –37.4 –25.1
Yuki Mizuho Jpn PGth JP EQ IRL 12/30 JPY 7640.00 –53.5 –53.5 –34.7
Yuki Mizuho Jpn SmCp JP EQ IRL 12/30 JPY 6133.00 –51.6 –51.6 –35.7
Yuki Mizuho Jpn Val Sel AS EQ IRL 12/30 JPY 5193.00 –44.8 –44.8 –31.4
Yuki Mizuho Jpn YoungCo AS EQ IRL 12/30 JPY 2387.00 –58.2 –58.2 –49.0

n Yuki 77 Series
Yuki 77 Excellent JP EQ IRL 12/30 JPY 4203.00 –52.5 –52.5 –35.8
Yuki 77 General JP EQ IRL 12/30 JPY 5903.00 –48.6 –48.6 –33.1
Yuki 77 Growth JP EQ IRL 12/30 JPY 5916.00 –51.8 –51.8 –36.6
Yuki 77 Income AS EQ IRL 12/30 JPY 5115.00 –39.0 –39.0 NS

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 12/30 JPY 6240.00 –46.4 –46.4 –32.7
Yuki Chugoku Jpn Gro JP EQ IRL 12/30 JPY 5112.00 –49.3 –49.3 –31.5
Yuki Chugoku JpnLowP JP EQ IRL 12/30 JPY 8190.00 –37.2 –37.2 –24.0
Yuki Chugoku JpnPurGth JP EQ IRL 12/30 JPY 4676.00 –46.6 –46.6 –32.1

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 12/30 JPY 6769.00 –47.4 –47.4 –33.3

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 12/30 JPY 4549.00 –48.4 –48.4 –32.5
Yuki Hokuyo Jpn Inc JP EQ IRL 12/30 JPY 5279.00 –37.4 –37.4 –27.2
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 12/30 JPY 4705.00 –45.5 –45.5 NS

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 12/30 JPY 4501.00 –53.6 –53.6 –37.0
Yuki Nishi-Nippon Cty PurGthJp JP EQ IRL 12/30 JPY 4365.00 –51.1 –51.1 –35.2

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 12/30 JPY 5099.00 –46.7 –46.7 –33.2

Continued from previous page

n 788 ASSET MANAGEMENT LTD.
info@788am.com www.788am.com
788 China Smaller Cap OT OT CYM 11/28 USD 15.43 NS NS NS
788 Gl Asset Alloc. Fd OT OT CYM 11/28 USD 68.65 –52.2 –51.4 –23.5

n ALEXANDRA INVESTMENT MANAGEMENT
Alexandra Global Inv I OT OT VGB 11/28 USD 36.36 –10.3 –1.0 5.6

n CAPITAL MANAGEMENT ADVISORS
Phone Number: +1 441 295 59 29
CMA Dynamic OT OT BHS 11/28 USD 1355.87 0.5 4.1 5.9
CMA MultHdge Arbtrge OT OT CYM 11/28 USD 1741.08 –9.8 –9.7 –1.4
CMA MultHdge Balncd OT OT CYM 11/28 USD 1244.44 0.4 4.8 5.8
CMA MultHdge Growth OT OT CYM 11/28 USD 1692.18 2.7 7.0 6.4
CMA MultiHdge Lvrgd OT OT CYM 11/28 USD 962.18 –0.3 1.6 6.7

n CARLO SCEVOLA & PARTNERS
Tel +44 (0) 20 7419 5671
www.rescgf.com
Resolute Capital Gth Fd OT OT VGB 09/30 USD 1232.97 9.7 14.5 11.0

n D'AURIOL FUNDS WWW.DAURIOL.BIZ
2 FUNDS OF FUNDS OF HEDGE FUNDS
D'Auriol Alt Non-Lev A EU OT CYM 10/31 EUR 104.59 –19.3 –20.0 –4.1
D'Auriol Opp F3 EUR EU MM CYM 10/31 EUR 1034.84 –24.5 –25.8 –8.5

n HARMONY CAPITAL
email: info@harmonycapitalfund.com
Harmony Cap Ltd A USD OT OT BMU 11/28 USD 2078.33 –11.0 –11.7 –2.7

Harmony Cap Ltd B EUR OT OT BMU 11/28 EUR 2009.32 –10.5 –11.1 –3.1
Harmony Cap Ltd D USD OT OT BMU 11/28 USD 1911.11 42.2 41.1 22.7
Harmony Cap Ltd E EUR OT OT BMU 11/28 USD 1156.71 –10.7 –11.4 –3.5
Harmony Cap Ltd F GBP OT OT BMU 11/28 GBP 1009.64 –10.1 –10.7 –2.2

n HERMITAGE CAPITAL MANAGEMENT LTD.
Tel: +7501 258 3160 www.hermitagefund.com
The Hermitage Fund GL EQ JEY 12/12 USD 485.59 –72.7 –72.9 –45.5

n HORSEMAN CAPITAL MANAGEMENT LTD.
T: +44(0)20 7838 7580, F: +44(0) 20 7838 7590, www.horsemancapital.com
Horseman EmMkt Opp EUR GL EQ GBR 11/28 EUR 215.75 16.4 18.5 39.7
Horseman EmMkt Opp USD GL EQ USA 11/28 USD 219.14 14.4 16.4 40.1
Horseman EurSelLtd EUR EU EQ GBR 11/28 EUR 211.32 17.7 19.8 22.3
Horseman EurSelLtd USD EU EQ GBR 11/28 USD 219.15 16.6 18.8 22.6
Horseman Glbl Ltd EUR GL EQ CYM 11/28 USD 476.61 27.0 29.4 33.5
Horseman Glbl Ltd USD GL EQ CYM 11/28 USD 476.61 27.0 29.4 33.5

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Absolute Companies
HSBC Absolute Companies
Euro Absolute OT OT GGY 09/30 GBP 1.43 –12.1 –12.2 –0.7
Euro Absolute EUR OT OT GGY 09/30 EUR 2.01 –12.3 –12.6 –2.2
Global Absolute OT OT GGY 12/12 GBP 0.95 –15.4 NS NS
Global Absolute USD OT OT GGY 12/12 USD 1.77 –15.4 NS NS

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 12/12 EUR 77.88 –30.4 NS NS
Special Opp Inst EUR OT OT CYM 12/12 EUR 73.19 –30.1 NS NS
Special Opp Inst USD OT OT CYM 12/12 USD 82.75 –27.6 NS NS
Special Opp USD OT OT CYM 12/12 USD 81.62 –28.1 NS NS

n HSBC Portfolio Selection Fund
GH Fund AP OT OT JEY 12/12 EUR 120.60 –14.8 NS NS
GH Fund CHF Hdg OT OT JEY 12/12 CHF 100.95 –17.7 NS NS
GH Fund EUR Hdg OT OT JEY 12/12 EUR 109.56 –17.0 NS NS
GH Fund EUR Hdg (Non-V II) OT OT JEY 12/12 EUR 97.29 –16.9 NS NS
GH Fund EUR Hdg (Non-V) OT OT JEY 12/12 EUR 109.56 –17.0 NS NS
GH Fund GBP Hdg OT OT JEY 12/12 GBP 119.22 –16.7 NS NS
GH Fund Inst EUR OT OT JEY 12/12 EUR 84.27 NS NS NS
GH Fund Inst JPY OT OT JEY 12/12 JPY 8497.33 –16.3 NS NS
GH Fund Inst USD OT OT JEY 12/12 USD 100.44 –14.5 NS NS
GH FUND S EUR OT OT CYM 12/12 EUR 114.28 –16.4 NS NS
GH FUND S GBP OT OT JEY 12/12 GBP 118.97 –15.5 NS NS
GH Fund S USD OT OT CYM 12/12 USD 133.42 –14.6 NS NS
GH Fund USD OT OT GGY 11/28 USD 246.79 –15.6 –14.9 –1.3
Hedge Investments OT OT JEY 12/12 USD 125.23 –14.7 NS NS
Leverage GH USD OT OT GGY 12/12 USD 100.38 –34.2 NS NS
MultiAdv Arb CHF Hdg OT OT JEY 12/12 CHF 85.03 –25.5 NS NS
MultiAdv Arb EUR Hdg OT OT JEY 12/12 EUR 91.60 –24.7 NS NS
MultiAdv Arb GBP Hdg OT OT JEY 12/12 GBP 98.41 –25.2 NS NS
MultiAdv Arb Inst USD OT OT CYM 06/30 USD 98.01 –0.8 NS NS
MultiAdv Arb S EUR OT OT CYM 12/12 EUR 96.52 –24.2 NS NS
MultiAdv Arb S GBP OT OT CYM 12/12 GBP 101.19 –23.9 NS NS

MultiAdv Arb S USD OT OT CYM 12/12 USD 109.88 –22.3 NS NS
MultiAdv Arb USD OT OT GGY 12/12 USD 171.33 –23.3 NS NS

n HSBC Uni-folio
Alpha AdvantEdge OT OT JEY 12/12 USD 107.83 –19.1 NS NS
Asian AdbantEdge EUR OT OT JEY 12/12 EUR 88.74 –25.2 NS NS
Asian AdvantEdge OT OT JEY 12/12 USD 162.15 –24.1 NS NS
Emerg AdvantEdge OT OT JEY 12/12 USD 140.16 –32.3 NS NS
Emerg AdvantEdge EUR OT OT JEY 12/12 EUR 78.36 –34.3 NS NS
Europ AdvantEdge EUR OT OT JEY 12/12 EUR 115.92 –18.7 NS NS
Europ AdvantEdge USD OT OT JEY 12/12 USD 122.82 –17.8 NS NS
Japan AdvantEdge JPY OT OT JEY 12/12 JPY 8045.42 –14.3 NS NS
Japan AdvantEdge USD OT OT JEY 12/12 USD 93.51 –12.9 NS NS
Lvgd Alpha AdvantEdge OT OT JEY 12/12 USD 87.35 –39.8 NS NS
Trading AdvantEdge OT OT GGY 12/12 USD 151.96 13.0 NS NS
Trading AdvantEdge EUR OT OT GGY 12/12 EUR 138.16 13.2 NS NS
Trading AdvantEdge GBP OT OT GGY 12/12 GBP 145.72 15.8 NS NS
US AdvantEdge OT OT JEY 12/12 USD 104.12 –17.6 NS NS

n INTEGRATED ALTERNATIVE INVESTMENTS, TEL: +44 (0)20 75149200
Email: contact@integratedai.com - Website: www.integratedai.com
Altipro OT OT FRA 11/20 EUR 246.02 –3.2 –3.9 1.4
Integrated Dir Trading EUR OT OT CYM 10/31 EUR 101.42 –1.0 1.4 6.1
Integrated Emg Markets EUR OT OT CYM 10/31 EUR 75.74 –27.9 –29.3 –9.0
Integrated European EUR OT OT CYM 10/31 EUR 148.65 0.0 –1.5 2.5
Integrated Event Driven EUR OT OT CYM 10/31 EUR 87.20 –18.7 –20.2 –3.6
Integrated Lg/Sh Sel F EUR OT OT CYM 09/30 EUR 89.88 –10.1 –9.3 2.9
Integrated MultSt B EUR OT OT VGB 10/31 EUR 117.21 –16.0 –16.4 –3.5
Integrated Relative Value EUR OT OT CYM 09/30 EUR 96.76 –3.7 –3.4 2.4

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
KBL SPOP Investing OT OT LUX 09/30 EUR 1902.24 –13.7 –12.4 0.9
KBL SPOP Investing OT OT LUX 09/30 USD 1829.54 –14.3 –12.7 1.6
KBL SPOP Long/Short Eq OT OT LUX 10/31 USD 391.27 –40.9 –41.9 –12.3
KBL SPOP Long/Short Eq OT OT LUX 10/31 EUR 371.55 –42.9 –43.8 –14.4

n MERIDEN GROUP
Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 12/12 USD 197.28 –76.3 –75.7 –51.0
Antanta MidCap Fund EE EQ AND 12/12 USD 292.15 –83.9 –83.2 –51.9

Meriden Opps Fund GL OT AND 12/24 EUR 87.02 –22.4 NS NS
Meriden Protective Div GL EQ AND 11/24 EUR 78.88 –2.8 NS NS

n OTHER FUNDS
For information about these funds, please contact us on Tel: +44 (0) 207 842 9694/9633
Medinvest Plc Dublin OT OT IRL 10/31 USD 1253.68 –15.5 –16.4 –0.8

n SUPERFUND ASSET MANAGEMENT GMBH
For information about open funds, please contact us on Tel: +43 1 24700
www.superfund.com *Closed for New Investments
Superfund Cayman* OT OT CYM 12/16 USD 82.83 73.3 78.2 36.0
Superfund GCT USD* GL EQ LUX 12/16 USD 3640.00 50.0 53.1 22.1
Superfund Gold A (SPC) GL OT CYM 12/16 USD 1111.67 26.5 32.2 28.2
Superfund Gold B (SPC) GL OT CYM 12/16 USD 1287.12 37.5 46.5 33.6
Superfund Q-AG* OT OT AUT 12/16 EUR 8748.00 35.2 36.9 18.9

n WEAVERING CAPITAL
www.weaveringcapital.com chas.dabhia@weaveringcapital.com T:+44(0)2073554720
Weavering Macro F.I. Fd GL OT CYM 11/28 USD 184.23 11.7 13.9 12.6

n WINTON CAPITAL MANAGEMENT LTD
Tel: +44 (0)20 7610 5350 Fax: +44 (0)20 7610 5301
Winton Evolution EUR GL OT VGB 11/28 EUR 1279.60 2.3 2.7 9.1
Winton Evolution GBP GL OT VGB 11/28 GBP 1259.30 3.2 3.8 10.3
Winton Evolution JPY GL OT VGB 11/28 JPY 113320.39 –1.4 –1.2 5.4
Winton Evolution USD GL OT CYM 11/28 USD 1250.56 2.0 2.4 9.5
Winton Futures EUR GL OT VGB 11/28 EUR 202.25 19.2 19.4 19.0
Winton Futures GBP GL OT VGB 11/28 GBP 217.41 20.6 21.0 20.7
Winton Futures JPY Lead Series 2 GL OT VGB 11/28 JPY 14458.03 14.9 14.7 15.4
Winton Futures USD GL OT VGB 11/28 USD 718.25 18.5 18.8 19.5

n ZULAUF EUROPE FUNDS
Phone: +353 1436 7200 Fax: +353 1672 5361 www.zulaufeurope.ky
Zulauf Europe Fd EUR OT OT CYM 12/19 EUR 117.48 –17.0 –9.5 –6.3
Zulauf Europe Fd LP OT OT CYM 03/31 USD 173.04 1.2 12.5 6.3
Zulauf Europe Fd USD OT OT CYM 12/19 USD 256.10 –14.6 –6.7 –3.7

NAV % RETURN
FUND NAME GF DATE CR NAV 1-WK 1-MO 1-Q 1-YR 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

NAV — %RETURN —
FUND NAME GF AT LB DATE CR NAV YTD 12-MO 2-YR

For information about listing your funds, please contact: Peter Jennings, tel: +44-20-7842-9674; email: peter.jennings@dowjones.com or Carson Wong tel: +852 2831-6481; email: carson.wong@dowjones.com

Advertisement [ ALTERNATIVE INVESTMENT FUNDS www.WSJ.com ] Advertisement

n ARIX ABSOLUTE RETURN INVESTABLE INDEX
Feri Institutional Advisors, www.feri.de
ARIX Composite Gross USD OT 11/28 USD 1315.66 NS –1.0 –13.7 –15.8 –4.1

Advertisement [ INTERNATIONAL INVESTMENT FUNDS www.WSJ.com ] Advertisement

INDICES
12-month and 2-year returns may be calculated over 11- and 23-month
periods pending receipt and publication of the last month end price.
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By Naftali Bendavid

WASHINGTON—Top Republican
lawmakers are positioning them-
selves for battle over U.S. President-
elect Barack Obama’s economic re-
covery plan, signaling Monday that
they will cast themselves as guard-
ians against excessive spending
rather than outright opponents of
the Democrats’ stimulus package.

Senate Minority Leader Mitch
McConnell (R., Ky.) in a statement
Monday supported the idea of using
federal spending to boost the econ-
omy. But he warned that the price
tag, which could approach $800 bil-
lion over two years, shouldn’t be-
come an excuse for funding unde-
serving projects.

“We should have a simple test:
Will the yet-unwritten, reportedly
trillion-dollar spending bill really
create jobs and grow the econ-
omy—or will it simply create more
government spending, more bu-

reaucrats and deeper deficits?” Mr.
McConnell said.

Mr. McConnell’s role will be crit-
ical. The Democrats will need to at-
tract at least some support from
Senate Republicans, given that
they won’t have a filibuster-proof
majority.

Just as the Democrats face a politi-
cal balancing act in crafting a pack-
age that the public sees as an honest
attempt to boost the economy, and
not a grab bag of politically moti-
vated spending, the Republicans face
a challenge of their own.

Having just suffered a rebuke at
the polls, the GOP can ill afford to ap-
peartobeblockingthe Democrats’ at-
temptstofixtheeconomy.Atthesame
time,Republicansdon’twanttoletthe
Democrats push through expensive
projectswithoutopposition.Theyare
seeking to position themselves as a
check on what they call the Demo-
crats’ free-spending tendencies.

Republicans also see an oppor-
tunity to recast themselves as the
fiscally sensible party—a label
that was damaged during several
years of high spending when the
GOP controlled the White House
and Congress.

Republicans’ statements in re-
cent weeks provide a sense of their
likely approach, such as highlighting
projects—including mayors’ re-
quests for a polar-bear exhibit and a
water slide—that they call examples
of Democratic excess.

House Minority Leader John
Boehner (R., Ohio) has stressed the
needfortaxcutsasopposedtospend-
ing.TheDemocrats’planissuretoin-
clude a dose of both.

“Families and small businesses
are facing difficult times, and now is

not the time to make matters even
worse by asking taxpayers to pay
for a slate of new government spend-
ing in the name of ‘economic stimu-
lus,’ ” Mr. Boehner said recently.

Messrs. Boehner and McConnell
have taken to referring to the Demo-
crats’ plan as a “trillion-dollar”
package; Mr. McConnell used the
word “trillion” 10 times in Monday’s
statement.

In fact, the Democrats are plan-
ning to offer a package of as much as
$775 billion, and even if that figure
creeps upward, congressional lead-
ers are virtually certain to keep it at
less than a trillion precisely because
the notion of spending a trillion dol-
lars is politically dangerous.

The broad parameters of the
package are known. It will include a
tax cut, aid to state governments,
andfundinginfivemainareas:tradi-

tional infrastructure, school con-
struction, energy efficiency, broad-
band access and health-informa-
tion technology.

Democrats in both chambers
say they will bring Republicans
into the process of crafting the
package as soon as they finalize
their own proposal.

Asked whether he has been in
touch with the Republicans, Rep.
David Obey (D., Wis.,) chairman of
the House Appropriations Commit-
tee and a key player in the stimulus
discussions, said that can’t happen
until the Democrats have a unified
position.

“We don’t even have a package
yet,” Mr. Obey said in an interview
Monday. “Until we have a package,
you can’t be in touch with any-
body. We’re still trying to work out
with Obama’s people what they
think should be in the stimulus
package and what we think should
be in the package.”

Mr. McConnell’s statement made
it clear he wanted to avoid being
handedamassivepieceoflegislation
by the Democrats and asked to vote
on it hurriedly—a tactic the Republi-
cans themselves were known to use
when in the majority.

“We all want to continue work-
ingtogether to strengthentheecon-
omy,” Mr. McConnell said. “This
will require consideration of alter-
native ideas, public congressional
hearings and transparency—not a
rushed, partisan, take-it-or-
leave-it approach.”

Congressional aides and the
Obama team have said they want a
package ready when Congress re-
turns on Jan. 6, so legislation can
reach the House and Senate floors
before Mr. Obama’s inauguration
on Jan. 20.
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The deepest decline
Both Case-Shiller Home Price indexes suffered record annual declines 
in October; change from a year earlier in each.

Source: Standard & Poor’s
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U.S. home prices drop further
Closely watched index records record declines; consumer confidence falls to new low
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By Sudeep Reddy

The decline in U.S. home prices
continued to intensify as tight
credit weighs on the sector and con-
sumers remain wary about making
major purchases.

The Standard & Poor’s/Case-
Shiller home-price index, a closely
watched gauge, fell 2.2% in October
from September and 18% from a
year earlier, the sharpest declines in
the report’s two-decade history.
The index has fallen 23.4% since its
mid-2006 peak, pushing prices back
down to March 2004 levels.

The 20-city housing index
showed six metro areas with annual
price drops of more than 25%, and
three—Phoenix, Las Vegas and San
Francisco—posting declines
greater than 30%. Dallas and Char-
lotte, N.C., had the best showing
among the cities tracked, with a 3%
annual decline in the Dallas metro-
politan area and a 4.4% decline in
the Charlotte market.

At the same time, the Conference
Board’s consumer-confidence index
fell to an all-time low of 38 in Decem-
ber from 44.7 in November. The mea-
sure, based on a survey of 5,000
households, showed consumers’
feelings about current economic
conditions at the worst levels since
after the 1990-91 recession, but not
as low as the period around the
1981-82 recession.

Consumers turned more nega-
tive about the labor market, with
42% saying jobs are “hard to get”
compared with 37.1% in November.
Those saying jobs are “plentiful” de-
clined to 6.2% from 8.7% in Novem-
ber.

The deepening economic woes
renew pressure on the incoming
Obama administration and Demo-
crat-controlled Congress to try to
stem the decline in housing prices.
The Obama team has been mum on
the specific approach the new ad-
ministration will take, but it is
weighing ideas from lawmakers and

the departing Bush administration.
Democratic lawmakers are push-

ing for measures to keep people in
their homes even if they are delin-
quent. They also are pressing to al-
low bankruptcy judges to change
homeowners’ mortgage terms to
prevent foreclosures. Democratic
leaders have maintained that they
won’t release the second half of the
Treasury Department’s $700 billion
financial rescue fund until home-
owners receive more aid.

The Bush administration also
has weighed several proposals to
draw more consumers into the mar-

ket, such as offering 4.5% mortgage
rates for new buyers. The govern-
ment would accomplish this by pur-
chases of mortgage securities is-
sued by Fannie Mae and Freddie
Mac. The Federal Reserve and Trea-
sury have already tried to influence
the mortgage market through pur-
chases of the mortgage debt, but
they haven’t specifically tried to pro-
duce a mortgage rate of 4.5%

Home prices are on track to de-
cline through the second half of
2009 as unemployment rises and
tight lending standards keep many
potential home buyers on the side-
lines. Banks across the U.S., stung
by mortgage losses, are instituting
stringent standards for new borrow-
ers.

The reluctance to lend is keeping
home inventories high, despite fall-
ing mortgage rates, and pushing
prices down even more. That is rais-
ing the number of foreclosures and
weighing heavily on the banking sec-
tor and overall economy.

A recovery isn’t likely until
credit loosens and potential buyers
think prices are bottoming out, said
David Blitzer, chairman of the Stan-
dard & Poor’s index committee. “We
need a lot more people in the mar-
ket as much as anything else,” Mr.
Blitzer said. “The lending standards
have to be such that a reasonable
number of people can get loans.”

Republicans warn on stimulus overspending

ECONOMY & POLITICS

Money & Investing

By Amol Sharma

President-elect Barack Obama’s
call to improve the U.S.’s broadband
infrastructure has cable and phone
company lobbyists maneuvering to
get a leg up.

Lawmakers in Congress want a
plan that will create jobs over the
next two to three years while also
tackling the longer-term goal of im-
proving the availability and quality
of high-speed Web access in the U.S.
The U.S. has slipped to 15th from
fourth place since 2001 in broad-
band penetration, according to the
Organization for Economic Coopera-
tion and Development. Advocates
say broadband deployment is criti-
cal to the competitiveness of the
U.S. economy.

Among the issues are what
speed Congress should define as
broadband and whether govern-
ment money should be funneled
only to areas that have no broad-
band access, or if it should also sub-
sidize upgrades to existing net-
works.

Policies under serious consider-
ation are corporate tax credits to
build new wireless or land-line infra-
structure, government-backed broad-
band “bonds” and grants to compa-
nies or local governments, legislative
aides and lobbyists close to the pro-
cess say. There also is strong agree-
ment that low-income consumers
need to be encouraged to sign up for
broadband—for example, through
vouchers to purchase computers or
discounts on monthly service.

Large cable operators are seek-
ing to increase the FCC’s definition
of broadband download speed to
about five megabits per second,
about 6µ times as fast as the cur-
rent definition, according to people
familiar with the situation. Internet-
service providers building out “un-
served” regions, where service of
that speed isn’t available, would be
given the full benefit of tax incen-
tives or grants.

The big cable providers also
want to target “underserved” areas,
where there is only one broadband
provider or the service isn’t widely
available. In those markets, compa-
nies would get incentives to build
out next-generation services. The
download speed that would qualify
as next-generation would likely be
in the range of 40 to 50 megabits per
second, people involved in the dis-
cussions say.

The cable plan would disadvan-
tage phone companies, especially
smaller ones whose digital-sub-
scriber-line services are slower
than cable modems.

Companies
move to shape
broadband push

Sen. Mitch McConnell will have
influence over the U.S. stimulus plan.
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n BANC INTERNACIONAL D'ANDORRA. BANCA MORA.
Avgd. Meritxell 96, Andorra la Vella. Andorra. Ph. +376.884884 www.bibm.ad
Andfs. Anglaterra UK EQ AND 12/29 GBP 6.55 –30.8 –30.5 –14.8
Andfs. Borsa Global GL EQ AND 12/29 EUR 5.71 –40.4 –40.1 –21.2
Andfs. Emergents GL EQ AND 12/29 USD 9.90 –53.4 –53.5 –21.3
Andfs. Espanya EU EQ AND 12/29 EUR 10.61 –39.9 –39.7 –19.9
Andfs. Estats Units US EQ AND 12/29 USD 11.93 –41.2 –40.4 –20.4
Andfs. Europa EU EQ AND 12/29 EUR 6.35 –42.7 –42.8 –22.8
Andfs. Franca EU EQ AND 12/29 EUR 8.06 –42.6 –42.6 –24.1
Andfs. Japo JP EQ AND 12/29 JPY 434.91 –43.7 –43.0 –28.8
Andfs. Plus Dollars US BA AND 12/29 USD 8.39 –21.6 –21.8 –10.5
Andfs. RF Dolars US BD AND 12/29 USD 10.19 –10.0 –10.3 –4.4
Andfs. RF Euros EU BD AND 12/29 EUR 8.94 –19.0 –19.1 –10.9
Andorfons EU BD AND 12/29 EUR 11.90 –22.2 –22.0 –13.4
Andorfons Alternative Premium OT OT AND 10/31 EUR 97.79 –15.8 –16.5 –4.5
Andorfons Mix 30 EU BA AND 12/29 EUR 8.07 –30.4 –30.1 –16.7
Andorfons Mix 60 EU BA AND 12/29 EUR 8.02 –39.1 –38.1 –21.0

n CHARTERED ASSET MANAGEMENT PTE LTD - TEL NO: 65-6835-8866
Fax No: 65-6835 8865, Website: www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited AS EQ MUS 12/19 USD 136979.95 –47.5 –47.5 –19.2

n DJE INVESTMENT S.A.
internet: www.dje.lu email: info@dje.lu phone:+00 352 269 2522 0 fax:+00 352 269 25252
DJE Real Estate P OT OT LUX 12/30 EUR 10.07 –1.0 –1.0 0.2
DJE-Absolut P GL EQ LUX 12/30 EUR 175.26 –30.6 –30.6 –12.4
DJE-Alpha Glbl P EU BA LUX 12/30 EUR 153.82 –24.8 –24.8 –9.0
DJE-Div& Substanz P GL EQ LUX 12/30 EUR 174.90 –26.6 –26.6 –10.8
DJE-Gold&Resourc P OT EQ LUX 12/30 EUR 130.72 –30.3 –30.3 –11.6
DJE-Renten Glbl P EU BD LUX 12/30 EUR 119.68 –2.0 –2.0 0.0
LuxPro-Dragon I AS EQ LUX 12/30 EUR 92.85 –48.7 –48.7 –14.7
LuxPro-Dragon P AS EQ LUX 12/30 EUR 90.74 –49.8 –49.8 –15.6
LuxTopic-Aktien Europa EU EQ LUX 12/30 EUR 14.33 –25.7 –25.7 –7.6
LuxTopic-Pacific AS EQ LUX 12/30 EUR 9.05 –57.9 –57.9 –26.8

n EAST CAPITAL

n website: www.eastcapital.com
Ph: +46 (0) 8 505 88 505, Fax: +46 (0)8 505 88 508
(Lux) E Eur ConvgnceEUR EE EQ LUX 12/29 EUR 38.67 –64.8 –64.8 NS
(Lux) E Eur ConvgnceUSD EE EQ LUX 12/29 USD 42.40 –65.7 –65.7 NS
(Lux) Russian EUR EE EQ LUX 12/29 EUR 29.43 –74.1 –74.1 NS
(Lux) Russian USD EE EQ LUX 12/29 USD 32.25 –74.8 –74.8 NS
Balkan Fund EE EQ SWE 12/29 SEK 11.33 –66.0 –66.0 –30.7
Baltic Fund EE EQ SWE 12/29 SEK 31.80 –56.8 –56.8 –33.9
Eastern European Fund EU EQ SWE 12/29 SEK 19.94 –63.6 –63.6 –32.9
Russian Fund EE EQ SWE 12/29 SEK 543.99 –68.9 –68.9 –38.0
Turkish Fund EE EQ SWE 12/29 SEK 4.70 –59.0 –59.0 –21.1

n HERITAGE FUND MANAGEMENT
info@heritagefunds.ch www.heritagefunds.ch
HF-China Abs Ret OT OT CHE 12/24 CHF 72.26 –52.2 –52.1 –18.0
HF-World Bds Abs Ret OT OT CHE 12/25 USD 71.48 –21.7 –20.4 –9.5

n HERMES FINANCIAL MANAGEMENT (EGYPT) LIMITED, AMSALES@EFG-HERMES.COM
Tel: 9714 363 4041 *Middle East & Developing Africa Fund
EFG-Hermes Egypt GL EQ BMU 11/28 USD 31.79 –50.6 –48.5 –7.3
EFG-Hermes MEDA* GL EQ BMU 11/28 USD 19.29 –46.7 –44.0 –8.2
EFG-Hermes Saudi Arabia Equity EA EQ SAU 12/14 SAR 4.88 NS NS NS
EFG-Hermes Telecom OT EQ BMU 11/28 USD 25.11 –34.4 –33.7 –3.4

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 12/29 USD 244.21 –21.7 –21.7 –9.3

Sel Emerg Mkt Equity GL EQ GGY 12/29 USD 127.98 –52.7 –52.7 –21.5
Sel Euro Equity EUR US EQ GGY 12/23 EUR 72.68 –50.3 –50.2 –29.4
Sel European Equity EU EQ GGY 12/29 USD 134.45 –52.6 –52.8 –27.8
Sel Glob Equity GL EQ GGY 12/29 USD 139.75 –48.8 –49.0 –27.0
Sel Glob Fxd Inc GL BD GGY 12/29 USD 128.76 –12.2 –12.1 –4.3
Sel Pacific Equity AS EQ GGY 12/29 USD 86.76 –50.8 –50.4 –21.0
Sel US Equity US EQ GGY 12/29 USD 96.50 –43.5 –43.9 –23.3
Sel US Sm Cap Eq US EQ GGY 12/29 USD 122.73 –46.9 –47.3 –28.6

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
DSF 25/75 EU BA LUX 12/29 EUR 290.79 –19.4 –19.3 –9.6
DSF 50/50 EU BA LUX 12/29 EUR 213.70 –28.0 –27.9 –14.7
DSF 75/25 EU BA LUX 12/29 EUR 159.33 –36.6 –36.5 –20.2
KBC Eq (L) Europe EU EQ LUX 12/29 EUR 378.38 –50.2 –50.2 –29.9
KBC Eq (L) Japan JP EQ LUX 12/29 JPY 16650.00 –43.7 –43.7 –30.7
KBC Eq (L) NthAmer EUR US EQ LUX 12/29 EUR 440.68 –42.8 –43.3 –21.9
KBC Eq (L) NthAmer USD US EQ LUX 12/29 USD 640.08 –41.3 –41.8 –19.9
KBL Key America EUR US EQ LUX 12/24 EUR 306.05 –47.6 –47.9 –24.3
KBL Key America USD US EQ LUX 12/24 USD 319.17 –47.1 –47.3 –22.9
KBL Key East Europe EU EQ LUX 12/24 EUR 1089.86 –67.9 –67.9 –38.5
KBL Key Eur Sm Cie EU EQ LUX 12/24 EUR 615.63 –55.1 –54.5 –33.7
KBL Key Europe EU EQ LUX 12/24 EUR 507.13 –42.6 –42.5 –24.4
KBL Key Far East AS EQ LUX 12/24 USD 879.12 –54.0 –53.2 –22.1
KBL Key Major Em Mkts GL EQ LUX 12/23 USD 338.77 –63.5 –62.4 –25.6
KBL Key NaturalRes EUR OT EQ LUX 12/23 EUR 327.88 –47.3 –46.6 –18.9
KBL Key NaturalRes USD OT EQ LUX 12/23 USD 348.03 –49.6 –48.2 –16.4
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Chinese steel makers plan merger
Beijing has pushed
for consolidation
to ease overcapacity

Tangshan Iron, Chengde Xinxin and Handan Iron said the merger will increase
their market share and cut overall raw-material and research costs.
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BEIJING—Consolidation in Chi-
na’s battered steel industry took a
step forward Tuesday with the
planned merger of three major pro-
ducers to create one of the country’s
biggest steel makers by output.

Shenzhen-listed Tangshan Iron
& Steel Co. said it plans to merge
with Chengde Xinxin Vanadium &
Titanium Co. and Handan Iron &
Steel Co., both of which are listed in
Shanghai, through share swaps.

The merger of the three compa-
nies, which share the same parent
company, fits with the govern-
ment’s push to make its steel mak-
ers more efficient, as well as to re-
duce pollution and energy consump-
tion.

In recent years, China bulked up
steel production to feed its booming
housing market and to supply facto-
ries that were pumping out exports;
the country is the world’s largest
producer and consumer of steel.
Now, amid the global financial crisis
and the downturn in demand, the
government is encouraging consoli-
dation among China’s more than
1,000 steelmakers to deal with ex-
cess capacity. In November, Chinese
crude steel output fell 12.4% from a
year earlier, to 35.2 million metric
tons. That production was 18% be-
low October’s level.

The merger comes after Tangs-
han Iron and Chengde Xinxin’s par-
ent company, Tangshan Iron & Steel
Group, merged with Handan Iron’s
parent firm, Handan Iron & Steel
Group, in June to form Hebei Iron &
Steel Group.

After their merger, Tangshan
Iron will become the sole operating

company of Hebei Iron’s major steel
assets and will change its name. The
company didn’t say what the new
name would be or whether the
merged entity’s listing would be on
the Shenzhen Stock Ex-
change.

The merger of the
three listed companies
will increase Hebei Iron’s
market share and cut
overall raw material and
research costs, the com-
panies said. But they also
warned low steel prices
and slower economic
growth may affect profit-
ability.

Earlier this week, the official Xin-
hua news agency reported that He-
bei Iron is raising its production tar-
get for 2009. The move shows He-
bei’s “confidence in next year’s steel
market,” it said.

In 2009, Hebei intends to pro-
duce 38 million metric tons of iron,
41 million tons of steel and 39.1 mil-

lion tons of rolled steel; up from this
year’s 30.1 million tons of iron, 33
million tons of steel and 30 million
tons of rolled steel, Xinhua said.

In 2007, Tangshan Iron, Chengde
Xinxin and Handan Iron
produced about 21 million
metric tons of steel prod-
ucts in total, compared
with the 22.6 million tons
produced by Baoshan
Iron & Steel Co., China’s
largest listed steel pro-
ducer by output.

Under the share-swap
proposal, Tangshan Iron
will exchange 0.775 share

for one share of Handan Iron, and
1.089 shares for one share of
Chengde Xinxin.

The three companies’ shares fell
on their trading resumption Tues-
day, after being suspended since
Sept. 5, partly because of the stock
market’s decline in the past four
months and also because of uncer-
tainties surrounding the merger, an-

alysts said.
Tangshan Iron’s shares dropped

by the 10% daily limit to 4.10 yuan
(60 U.S. cents). Handan Iron ended
8.8% lower at 3.52 yuan, and
Chengde Xinxin closed down 10% at
4.95 yuan.

For Handan Iron and Chengde
Xinxin’s shareholders who don’t
agree with the share-swap pro-
posal, Hebei Iron said it will offer
them 4.10 yuan per Handan Iron
share, and 5.76 yuan per Chengde
Xinxin share.

Hebei Iron said it will buy back
shares at an “appropriate price”
from Tangshan Iron’s shareholders
who don’t agree with the plan, but it
didn’t give a figure.

Zhao Xiange, chief steel analyst
at China Everbright Securities Co.,
said uncertainties about the merger
weighed on the share prices, as the
deal still requires the approval of
the three companies’ shareholders,
the state-owned assets regulator
and the securities regulator.

Zhou Xizeng, an analyst at Citic
Securities Co., also said Hebei Iron
didn’t provide an asset-injection
plan for the merged entity, which
“remains a key question for inves-
tors.”

“Although the [merger] process
may face some difficulties, no doubt
it will succeed as the deal is backed
by the local [Hebei province] govern-
ment,” said Wang Zhe, a steel ana-
lyst with China Securities Co. “This
is in line with Beijing’s industry poli-
cies.”

Separately, Liuzhou Iron & Steel
Group said Tuesday it became a unit
of Wuhan Iron & Steel Group, after
the two parties signed a letter of in-
tent to cooperate in 2005. Wuhan
Iron & Steel Group is the country’s
fourth-largest steel producer by out-
put, while Liuzhou Iron & Steel
Group ranks 22nd.
 —Juan Chen

Hong Kong CEOs win delay on trade-blackout extension
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By Jeffrey Ng

HONG KONG—Hong Kong’s
stock-market operator bent to pres-
sure from the city’s business lead-
ers, saying it would delay extending
the blackout period for share trad-
ing by company directors, but
added it won’t withdraw the contro-
versial plan.

Hong Kong Exchanges & Clear-
ing Ltd., the operator of the stock
and derivatives market, said its inde-

pendent listing committee met late
Tuesday and decided to postpone
the implementation of the new ar-
rangement to April 1 instead of Jan. 1.

The stock exchange plans to stop
corporate directors and large share-
holders from dealing in shares in
their companies from the end of a fi-
nancial-reporting period until the
results are reported. The current
blackout period lasts a month ahead
of results being posted.

“The scale of the change in the

length of the blackout period has
been perceived as dramatic and that
the change has been introduced at
too short notice,” said Richard Will-
iams, head of listing at Hong Kong
Exchanges, said after the commit-
tee’s meeting.

“To respond to these concerns,
the listing committee has decided to
defer implementation of the rule,”
Mr. Williams said.

The decision comes a day after
236 listed companies, many of them

controlled by Hong Kong’s wealthi-
est families, signed an open letter
criticizing the extension of the
blackout period as bad for Hong
Kong’s standing as a financial cen-
ter.

Officials from the Hong Kong
stock exchange and the Securities
and Futures Commission have de-
fended their plan, which was aimed
at making insider trading more diffi-
cult and promoting good corporate
governance.

By Mark Peters

Reliant Energy Inc. said Merrill
Lynch & Co. sued to dispute the en-
ergy company’s termination of a
$300 million credit line, claiming it
triggers the default of an additional
agreement.

Merrill claimed that, by ending
the line of credit on Dec. 5, Reliant
defaulted on another agreement
that guarantees the power compa-
ny’s collateral obligations to trading
partners.

Reliant denied it is in default, say-
ing the credit line can be terminated
without triggering a default of the
other agreement, according to a Se-
curities and Exchange Commission
filing.

“We intend to vigorously oppose
the Merrill Lynch action,” the com-
pany said in the filing. The lawsuit
was filed in a New York state court
on Dec. 24.

Merrill said in the suit that the
dispute could further complicate Re-
liant’s efforts to sell some or all of its
businesses as part of a strategic re-
view. Reliant has told Merrill that it
is in talks with “one or more third
parties,” according to the lawsuit.

Reliant declined to comment on
the review, which was announced in
October. Merrill said it had no addi-
tional comment beyond the suit.

Merrill’s likely “end game” is forc-
ing an end to the collateral agree-
ment with Reliant, requiring it to
post more than $1 billion, wrote
John Kiani, an analyst with Deut-
sche Bank, in a note to clients. He
said Merrill potentially could take
control of Reliant’s retail-power
business.

Although the credit arrangement
remains in place, “this lawsuit indi-
cates [Reliant] may not have excess
time with” Merrill, Mr. Kiani wrote.

Reliant had planned to raise
$1 billion in additional capital by is-
suing $350 million in convertible
preferred stock to private-equity
firm First Reserve Corp. and getting
a $650 million term loan from GS
Loan Partners, a unit of Goldman
Sachs Group. The Houston company
abandoned those plans last month.

Reliant’s retail business has
more than 1.8 million customers in
Texas, buying wholesale power and
reselling it to end-use customers.
The company also owns 15,000
megawatts of generation, located
mainly in the mid-Atlantic region,
California and Florida.
 —David J. Reynolds

contributed to this article.

Reliant to fight
Merrill’s lawsuit
over credit line
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Farming’s sudden feasts and famines
Grain-price seesaws
press growers to deal
with volatility, costs

By Scott Kilman

And Roger Thurow

JESUP, Iowa—Benjamin Rien-
sche has just come off two of his
best years in farming. But like grow-
ers all over the globe, he is in the
midst of a more turbulent era of
sharply rising and then suddenly
falling prices.

Now the 47-year-old, who grows
corn and soybeans across roughly
4,050 hectares in Iowa, fears he will
incur losses in 2009 that would be his
first red ink in 16 years. His revenue
is falling, but the costs of seed, fertil-
izer and machinery have remained
high. Mr. Riensche bought most of
his supplies months ago, when grain
prices were still high. Many of his
suppliers are still trying to pass
along the higher costs they ab-
sorbed in recent years for every-
thing from metal and chemicals to
natural gas. To lower his costs, he
could idle land, but figures raising a
crop at least gives him a chance to
benefit if prices move back up, as
some predict.

“I never thought the stakes could
get so big,” Mr. Riensche says.
“We’ve gone from the nickel slots to
world-class poker.”

All this is happening even
though the world has been produc-
ing more grain than ever. Demand
has grown faster than farmers could
increase their production most
years of this decade, helping to
drain grain reserves. Unusually
good weather in most of the world
this year is refilling grains stocks
once again. But the situation could
easily change. Some economists
worry that the world will consume
more grain than it produces by

2010, particularly if oil prices re-
cover enough to make the produc-
tion of ethanol from corn more prof-
itable again.

The situation is a headache for
farmers even though it can mean
years of big profits. Commodity
prices are changing more quickly
than farmers can plan which crops
to grow. The price of a bushel of corn
rarely varied by more than a dollar
in a year's time for most of the 1980s
and the 1990s. But this year, many
U.S. corn farmers have seen the
price of their crop swing by $4 a
bushel.

The rapid change in the fortunes
for Mr. Riensche is not uncommon
for farmers around the world, who
are experiencing an unprecedented
era of volatility. After prices of crops
peaked in the summer, bumper crops
recently helped reduce prices, dous-
ing the anger behind riots in nearly
60 countries. But crop reserves re-
main unusually low while demand
continues to grow. That means the
slightest disruption—flooding,
drought, disease, or extra-cautious
farmers—could have a much bigger
impact on prices than it would have
had in recent decades.

“There’s no cushion," said Daniel
W. Basse, president of AgResource
Co., a Chicago commodity forecast-
ing concern. “It's a very volatile situ-
ation.”

Successful farming is partly
about divining future demand,
which has been high as new consum-
ers emerge around the world. Mr.
Riensche’s corn and soybeans flow
into a U.S. commodity sector that
fattens livestock for Asian consum-
ers, fills food-aid cargo ships to Af-
rica, and supplies corn-fed ethanol
plants in the Midwest. Just last
year, his Blue Diamond Farming Co.
saw its profits double into the six fig-
ures. Hearing agricultural experts
predict a decade of strong crop
prices, Mr. Riensche felt confident
enough to build a new home on the

site of the farmhouse where his fa-
ther was born.

The two-and-a-half story, red-
brick Georgian is roughly three
times the size of the Reinsches’
cramped, 1,130-square-foot home in
town, where their four children
share two bedrooms. Within a few
weeks, the girls and a boy will each
have their own room.

“For a long time, I figured our
standard of living had slipped be-
hind where we would be if I had
stayed in banking,” says Mr. Rien-
sche, who earned an M.B.A. from
the University of Chicago, then
worked for Swiss Bank Corp.

He returned home in 1993 to run
the family farm after his brother
died in a harvest accident. For many
years, U.S. farmers received about
$2 per bushel for their corn, so close
to their break-even point that they
depended on federal farm subsidies
to stay in business. “Only in the last
few years were we able to catch up,”
Mr. Riensche says.

The boom hit home for him in
2006, when a new energy law forced
the oil industry to blend billions of gal-
lons of ethanol into motor fuel.
Dunkerton Co-op, which buys Mr.
Riensche’s crops, suddenly began sup-
plying half of its members’ corn to the
ethanol plants sprouting around the
farms he works with his father, Ro-
land, 78.

At the same time, the world’s ap-
petite for U.S. corn, soybeans,
wheat, pork and poultry was
steadily expanding. Demand was so
great that even the June flooding
that inundated nearby Waterloo
and Cedar Rapids—delaying Mr.
Riensche’s planting season by
nearly a month—didn’t dent the
farmer’s optimism.

With grain stockpiles already per-
ilously low, grain buyers panicked
that the world might run out. Specu-
lators helped drive prices skyward.
The Dunkerton grain elevator bought
some of Mr. Riensche’s corn for three

times what he typically has collected:
$6.24 a bushel.

In July, the weather turned ideal
for growing, leading to the U.S.’s sec-
ond-biggest corn crop ever. But as
harvesting began in September, the
Wall Street meltdown fueled fears
that a global economic slowdown
would chill foreign demand. Then, in
October, the sibling source of de-

mand—ethanol—took a big hit. Etha-
nol giant VeraSun Energy Corp.,
owner of a plant in nearby Dyersville,
filed for protection from creditors un-
der Chapter 11 of the U.S. federal
bankruptcy code. Corn prices plum-
meted further.

“Who could believe prices could
rise that high or fall that fast?” said
Mr. Riensche as his 12-man crew
raced to finish a field before a Novem-
ber nightfall. Every 20 minutes, a
semi-trailer hauling 1,000 bushels of
corn lumbered down the road to an
ethanol plant paying him about $4
per bushel.

Not long ago, Mr. Riensche would
have been ecstatic to get that much
for his corn. But his suppliers and
the owners of the land he leases

jacked up their prices to cash in on
the grain boom. His seed costs for
next year are jumping 33%, and his
fertilizer bill is more than doubling.
Hog producers who used to pay to
have manure removed from their
barns are now making corn farmers
pay for its value as fertilizer.

Mr. Riensche figures it will cost
him close to $5 to grow a bushel of
corn next year and about $11 to grow
a bushel of soybeans—not good with
prices where they are at the moment.
Taking their cues from the Chicago
Board of Trade, local buyers are offer-
ing about $4 a bushel for corn that
farmers promise to deliver next year,
while soybean processors are offer-
ing about $9.

Federal subsidy checks aren’t
likely to help U.S. farmers as much as
they once did. Corn and soybean
prices are still above the levels that
automatically trigger price-support
related checks from the government.

The chance of red ink returning to
the Farm Belt is prompting rural
bankers to tighten their lending stan-
dards, which could force farmers to
draw down their savings in order to
stay in business. Bankers already ex-
pect some of their most indebted
farmers to get out of the business
next year.

Quitting isn’t an option for Mr.
Riensche. Unlike many U.S. farmers,
he has a child who wants to follow in
his footsteps. “My dad is a pretty suc-
cessful guy,” says nine-year-old Hans
asheplaysinhisfather's shopwithhis
model farm. “We are taking a big leap
offaith,”Mr.Rienschesaysashunches
overhis personal computer, staring at
commoditypricecharts.“Wearepray-
ing for a change in the markets.”
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By Roger Thurow

And Andrew Batson

In the vast Meizhou Dongpo res-
taurant in Beijing, two-year-old
Zhao Meichen bounced on her
grandfather’s knee as the parade of
food to their table began.

“What’s your favorite?” Zhao
Jianmin asked his granddaughter.

“Meat!” Meichen shouted, stab-
bing at the plates of pork, chicken,
beef and duck with her chopsticks.

Far away in Ethiopia, one-year-
old Teshome squirmed on his moth-
er’s lap while they waited in a food-
aidline.BaltuTumebo alreadyhadre-
duced her family to two meals a day
andwasstretchingherdwindlingsup-
ply of corn with ever-thinner por-
ridge. Rising food prices triggered by
growing global demand had compro-
mised a government safety net de-
signedtohelp Ethiopiansescape hun-
ger and improve their farms. “Meat?”
Ms. Tumebo sighed. They hadn’t
eaten any for months, she said.

Although the world is producing
more food than ever before, a tug on
one link of the food chain still can rat-
tle others far away. One prime exam-
ple: the remarkable economic migra-
tion of millions of once-hungry peo-
ple in places like China into the bet-
ter-fed middle class inadvertently
made it harder for the presently hun-
gry in places like Ethiopia to also

join the ranks of the well fed.
Growing demand in one corner

of the world has complicated conse-
quences elsewhere. To feed its vora-
cious appetite for pork and other
meats, China bought a record 490
million bushels of U.S. soybeans—
mostly to feed livestock—during
the year ended Aug. 31, or about 18%
of the harvest. The squeeze on soy-
bean supply forced prices higher.

That had a impact in Ethiopia,
where soybeans are a crucial ingredi-
ent, along with corn, in a special mix-
ture fortified with micronutrients for
malnourished children. While global
commodity prices have declined in re-

cent months, easing the worst of the
food crisis, the prices consumers pay
for food have barely budged in many
places; in the U.S., retail food prices
have continued to rise. Relief agen-
cies in Ethiopia are still struggling to
meet demand.

Mothers have been forced to
make painful choices. Ms. Tumebo
sometimes shared the food from the
Irish aid agency Concern intended
for Teshome with her other six chil-
dren. “How can I only feed one child
and not the others?” she asked.

In China, Meichen’s grandpar-
ents knew the cruelty of hunger.
They were students in the late 1950s

when the country was ravaged by
some of the worst hunger in history,
which was followed by years of food
rationing, especially of meat.

Now they marvel at the choices
available to their granddaughter
brought by agriculture reform and in-
creasedprosperity.Foryears,Chinese
families prepared for winter by stor-
inguphundredsofpoundsofcabbage,
fearingthatfreshvegetableswouldn't
be available. Today, Mr. Zhao hops on
hiselectricscooterandzipstotheCar-
refoursupermarket,whereacornuco-
pia of fresh produce awaits.

Like many urban Chinese, Me-
ichen's family frequently eats out be-
causeit is convenient and affordable.
Her mother, Zhang Xu, says their
new apartment doesn’t even need a
machine to press flour into noodles,
once a staple of any Chinese home.

Ms. Zhang, 34, works at an Inter-
net company and estimates her sal-
ary is four times what it was when
she started eight years ago. Me-
ichen’s father runs his own technol-
ogybusiness.Thegrandparents'pen-
sions push the family's combined
monthly income to around $6,000.

Even with the downturn in Chi-
na’s economy, Ms. Zhang feels like
she has more money than time, and
pays little mind to prices of everyday
items like pork, cereals and milk.

In Ethiopia, Ms. Tumebo, 30, can’t
afford anything. The little grain bin

beside the family’s one-room mud-
brick hut is empty.

After Ethiopia’s 2003 famine, the
government installed a program de-
signed to protect small farmers dur-
ing the annual “hunger season” be-
tween the time the food from the last
harvest runs out and the next comes
in. Rural families terraced fields,
planted trees and dug rain-retention
ponds to renew exhausted cropland.
Some were paid in food, but most re-
ceived cash so they could buy food to
stimulate the farm economy.

Ms. Tumebo, her husband and
their two oldest children, ages 13
and 10, participated. They used the
payments to supplement the corn,
chili peppers and navy beans they
grow on their tiny plot of land.Then
food prices began soaring at the end
of 2007. Soon Ms. Tumebo could buy
only about one-third the amount of
corn and wheat with each safety-net
payment—barely enough to feed one
child for one week.

This fall, the harvest was more
meager than expected due to spo-
radic rains. Ms. Tumebo fears her
corn may last less than half a year. As
theironlysourceofpotential income,
the peppers and beans may be too
valuable to eat. Then there are the
family goats. They would be the last
to be sold for cash or slaughtered for
supper. But if the safety net isn’t re-
paired, the goats could soon be gone.

In China and Ethiopia: two families’ shifting fortunes
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Zhao Meichen, left, like many in China’s prospering middle class, eats well. In
Ethiopia, Baltu Tumebo, right, struggles to feed her son due to food shortages.
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Farmer Benjamin Riensche is being
squeezed by up-and-down grain pricing.

Online today
See photos from Iowa and Ethiopia
and details on the food situation in

countries around the world,
at WSJ.com/World.
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Li-led group raises PCCW bid
Some shareholders
still want better deal;
vote at a later date
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HONG KONG—Japanese shares
ended higher and most other Asian
markets advanced Tuesday, as in-
vestors snapped up battered
stocks such as Sony and Petro-
China as a disastrous 2008 began
to wind down.

The Nikkei Stock Average of 225
companies rose 1.3% to end the half-

day session at
8859.56 in Tokyo,
taking gains to a
fourth session in a
row. But the bench-

mark tallied losses of 42% for the
year, succumbing to the combined
effect of the global financial crisis,
recession in developed countries,
declining consumer demand and a
steep appreciation in the yen
against major currencies. Tokyo
markets, closed for holidays
through the rest of the week, will re-
open Monday.

A Nikkei report that Sony,
Canon and other exporters planned
to increase prices for overseas ship-
ments boosted shares. Sony gained
1.2% and Canon added 2.8%. The ex-
porters’ price increases are aimed
at offsetting declining profits.

Energy-related stocks climbed
in the region after crude-oil prices
rose above $40 a barrel. BHP Billi-
ton added 2.6% and Woodside Pe-
troleum rose 3.3% in Sydney. Cnooc
gained 4.4% and PetroChina rose
2% in Hong Kong, while Inpex ad-
vanced 5.1% in Tokyo. SK Energy
closed 7.6% higher in Seoul, receiv-
ing an additional boost from the
continued fall in the dollar against
the Korean won, which will help
ease its dollar-denominated debts.

Taiwan’s Taiex jumped 3.9% to
4589.04 on hopes of strong rallies
in the next week following higher-
than-expected fund repatriation
and the government’s consumption
stimulus plan.

The Bombay Stock Exchange’s
Sensitive Index closed up 1.9% at
9716.16, led by gains in blue chips
and rate-sensitive shares.

In Hong Kong, China Eastern
Airlines tumbled 8.5% after the car-
rier said it would sell its state-
owned parent company shares val-
ued at seven billion yuan ($1.02 bil-
lion). China Eastern previously had
said it would raise three billion
yuan to boost capital by selling
shares to its parent company.

By Laura Santini

HONG KONG—A group led by deal
maker Richard Li blinked in the face
of investor opposition and sweetened
its $2 billion bid to take full control of
PCCW Ltd. minutes before a crucial
shareholder vote.

But the richer offer could still
prove a hard sell to investors hoping
for a better deal.

Mr. Li, chairman of Hong Kong’s
dominant fixed-line phone company,
and his group raised their of-
fer by 7.1% to 4.50 Hong
Kong dollars, or about 58
U.S. cents, a share, to acquire
the roughly 52% of the com-
pany they don’t already con-
trol. Including depositary re-
ceipts, the new offer values
that stake at HK$16.66 bil-
lion, or roughly US$2.15 bil-
lion.

The deal is being funded
with bank loans that the buy-
ers already have secured.

The move came as shareholders
gathered in Hong Kong on Tuesday
morning to vote on the original offer.
PCCW’s share price indicated deep in-
vestor skepticism. The shares ended
Monday at HK$3.45 a share, well be-
low the original HK$4.20-a-share of-
fer. Its shares were halted Tuesday
pending the results of the meeting,

which was adjourned without a vote.
Investors will vote on the new offer at
an undetermined date.

Mr. Li now must convince share-
holders that the new offer, while still
lower than the HK$5-a-share range
PCCW had traded at in recent years
and well below the high levels of the
1990s technology boom, offers an at-
tractive deal amid tough market con-
ditions. Mr. Li’s group hopes to take
PCCW private while values are low, a
transaction that also would give the
group greater ability to make
changes at the company.

The new offer represents a 64%
premium to the price of its shares be-
fore they were halted in October on
the possibility of a takeover proposal.

The buyout group has also
pointed to an analysis by N
M Rothschild & Sons (Hong
Kong) Ltd., an independent
financial adviser to the com-
pany, that said tough equity-
market conditions don’t pro-
vide attractive funding and
Hong Kong’s staid land-line
market could limit near-
term growth.

Said a spokesman for the
group, “$4.50 cash for each
PCCW share is our final of-
fer. It provides the certainty

of cash in an uncertain market.”
But many of PCCW’s sharehold-

ers, especially retail investors who
had been attracted to a company per-
ceived as a Hong Kong bedrock,
bought shares at much higher levels
and are upset that Mr. Li is attempt-
ing to buy them out cheaply.

“In my opinion, the offer is still

not attractive enough” to gain sup-
port, says Timothy Chan, a telecom
analyst at CLSA Asia-Pacific Mar-
kets.

Many also were unhappy that
Mr. Li’s group would receive divi-
dends, which under the new agree-
ment would total between HK$18.13
billion and HK$18.78 billion, after
the deal. The special dividend, paid
out of cash on hand as well as debt
incurred by PCCW, has irritated mi-
nority shareholders, who think that
the funds should be shared with
them, analysts say.

To pass, the buyout needs 75% ap-
proval of the votes cast, while “no”
votes can’t amount to more than 10%
of the total.
 —Lorraine Luk

contributed to this article.
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Nikkei ends brutal year with gain,
and most other markets climb

ASIAN-PACIFIC
STOCKS

By SungHa Park

SEOUL—A Seoul court ruled
Tuesday in favor of two local compa-
nies seeking to invalidate currency-
options contracts that hurt them
when the won weakened against the
U.S. dollar in 2008.

Ruling in favor of manufacturers
DSLCD Co. and MonAmi Co. against
SC First Bank, the Seoul Central Dis-
trict Court said the options con-
tracts—known as “knock in-knock
out,” or KIKO, contracts—should be
temporarily invalidated because the
bank didn’t sufficiently protect the
companies against the possibility of
a sudden, steep decline in the won’s
value against the dollar. The compa-
nies will be freed from their obliga-
tions under the contracts from Nov.
3, the day they filed the lawsuit, un-

til the court makes its final decision
in the case. It was unclear when a fi-
nal decision might come.

Such contracts became news in
South Korea in September when
losses related to them forced some
companies into bankruptcy. Thir-
teen big banks sold the currency op-
tions to more than 450 companies,
mostly small and midsize exporters,
in 2007 as the won strengthened
against the dollar. Banks recom-
mended that companies hedge
against a stronger won and pre-
dicted the currency would remain
strong. Instead, the won weakened
to roughly 1,500 won to the dollar
from less than 1,000 won to the dol-
lar. Tuesday the won was trading at
1,259.50 won to the dollar.

DSLCD’s losses under the con-
tracts up to December total more

than $20 million, while MonAmi’s
losses were more than $1 million.

“The bank has not fulfilled its
duty to recommend additional mea-
sures to limit losses…and to clearly
and sufficiently explain possible
risks that the contracts contain,”
the ruling read.

A spokeswoman for SC First
Bank said, “After receiving the rul-
ing, we will review the document
and decide what to do.”

About 100 small and midsize
companies filed a class-action suit
against 13 banks that sold KIKO con-
tracts on behalf of unnamed sellers,
and a number of other Korean com-
panies are reportedly preparing sim-
ilar suits.

—Jin-Young Yook
contributed to this article.
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China water project faces delays
Pollution concerns
push back start
for part of canal plan

Pro-India parties win in Kashmir
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BANGKOK—Prime Minister Ab-
hisit Vejjajiva, blocked by protests
from delivering his first major
speech at Parliament, on Tuesday
gave it instead at Thailand’s Foreign
Ministry, which demonstrators
briefly surrounded.

After the speech, the anti-govern-
ment protesters left the ministry
and returned to Parliament, easing
a standoff that threatened to reig-
nite Thailand’s long-running politi-
cal crisis. Mr. Abhisit and his cabi-
net then left the ministry.

In his policy speech, the prime
minister vowed to jump-start the na-
tion’s economy,
heal its political
divisions and re-
pair its tattered
image.

“The govern-
ment has come
into office at a
time of conflict.
This conflict has
become the
weakness of the
country,” he told
lawmakers who
are members of his coalition.

Opposition members boycotted
the speech, whose venue was
shifted to the Foreign Ministry be-
cause Parliament remained block-
aded by opponents of the new gov-
ernment. On Monday, the blockade
had forced Mr. Abhisit to postpone
his speech, scheduled for that day.

The protesters, calling them-
selves the Democratic Alliance
against Dictatorship, had vowed to
surround Parliament until their calls
for new general elections are met.

But later Tuesday, they said
their protests might end Wednes-
day. “It’s not important how long
we will gather. The important
thing is that we have had the
chance to express our view of the
current government,” protest
leader Jakraphob Penkair said.

The latest standoff comes less than
a month after the last government

was forced from
office after six
monthsof demon-
strations that cul-
minated in the
eight-day seizure
of Bangkok’s two
airports by oppo-
nents of former
Prime Minister
Thaksin Shina-
watra.

Tuesday’s
demonstra-
tions—by sup-

porters of Mr. Thaksin—were peace-
ful except for some brief scuffles be-
tween protesters and police.

On Dec. 17, Mr. Abhisit became
the third prime minister in four
months. His party, which had been
in opposition since 2001, heads a
coalition some analysts doubt can
last until the next general election
in 2011.

About efforts to end the political
crisis, Mr. Abhisit Tuesday said,
“We will keep negotiating and medi-
ating.” Analysts say continuing up-
heavals will further batter Thai-
land’s tourism industry.

“There’s no confidence among
tourists who want to visit Thai-
land,” said Prakit Chinamourphong,
president of the Thai Hotel Associa-
tion. “I just want to see a peaceful
country without demonstrations so
that the tourists will come back to
Thailand again.”

Azerbaijan outlaws international radio

By Shai Oster

BEIJING—China is delaying part
of its plan to divert billions of tons
of water to its parched north, amid
concerns that the massive project
could cause previously unexpected
environmental damage.

The four-year delay affects the
central of three sections of the con-
troversial “South-to-North” water
diversion project. The project is
designed to move water from Chi-
na’s central and southern regions
up to the arid northern prov-
inces—in some cases hundreds of
kilometers away along three man-
made channels.

The total project, at an esti-
mated $62 billion, is expected to
cost nearly three times the Three
Gorges Dam, the world’s largest
dam, and to take decades to com-
plete. It is expected to require the
relocation of some 300,000 people
and, when finished, to carry a vol-
ume of water along its eastern, cen-
tral and western routes that’s
more than half of California’s an-
nual consumption.

The eastern route, which mostly
follows the ancient Grand Canal, is
largely done. The mountainous west-
ern route, which is the most contro-
versial and technically challenging,
isn’t slated for completion until

2050. The central section was sup-
posed to start operation in 2010, but
officials now say it will be launched
in 2014.

The South-to-North Water Diver-
sion Office under the State Council,
China’s cabinet, confirmed changes
in the plan, but said the new timeta-
ble represents an “adjustment,” not
a delay. “We have taken appropriate
measures to mitigate the environ-
mental adverse effects that the con-
struction projects may make,” the
office said. The new measures in-
clude dams that could maintain
higher water levels and ways to cut
pollution.

The government says the
South-to-North project is the only
way to solve chronic water short-

ages. China’s water supply relative
to its population is a quarter of the
world average ratio, and most of the
water is concentrated in the south.
In Beijing, the capital, located in the
north, the ratio is one-thirtieth the
world average. The north’s main
river, the Yellow River, has tempo-
rarily dried up in some places.

Critics, mostly scientists and en-
vironmentalists, have continued to
voice opposition to the project, fear-
ing it will waste tens of billions of
dollars and damage the environ-
ment while offering only a tempo-
rary fix. During 2008, local govern-
ments joined in the criticism.

The central stretch of the
project runs from the Han River, a
Yangtze River tributary in central

China’s Hubei Province, north to
Beijing. During December, Zou
Qingping, the deputy chief of the
Hubei Province bureau of environ-
mental protection, told the local
government that reducing water in
the Han River would worsen pollu-
tion, according to several local me-
dia reports. China’s state-con-
trolled media was allowed to re-
port extensively on the contro-
versy, a marked departure from the
strict controls over coverage of the
Three Gorges Dam.

The revised plans for the cen-
tral section, approved during De-
cember, include building a dam
and diverting water from the
Yangtze River into the Han. But Du
Yun, a geologist with the Institute
of Geodesy and Geophysics at the
China Academy of Sciences, said
that even those measures may not
be sufficient. His research claims
that siphoning off a third of the wa-
ter from the Han River’s Dan-
jiangkou reservoir, as the plan
calls for, will raise the risk of
floods, increase sediment and
worsen water quality—hurting
navigation and irrigation for local
residents, and limiting supplies
for industrial and municipal use.

The new plan doesn’t address
the more controversial western
route, which would transfer water
along canals carved through rock
from the Yangtze headwaters in Ti-
bet to the Yellow River.
 —Ellen Zhu in Shanghai

and Gao Sen
and Kersten Zhang in Beijing

contributed to this article.
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NEW DELHI—A pro-India coali-
tion will head the new Jammu and
Kashmir state government, ending
almost six months of federal ad-
ministration of the troubled re-
gion, a long-time flash point be-
tween India and Pakistan.

No single party managed to win
a majority in the state election,
which took place in several phases
and ended last week. The National
Conference Party, which won a plu-
rality of 28 seats in the 87-seat
state legislature, and the Con-
gress Party, which won 17 seats,
struck an agreement Tuesday to
form a coalition, giving them a ma-
jority in the state parliament, offi-
cials said. The Congress Party
leads India’s federal coalition gov-
ernment.

National Conference leader
Omar Abdullah, 38 years old, will
head the state government—the

youngest to become chief minister
in India-ruled Jammu and Kash-
mir. “It is going to be a govern-
ment of partnership,” Mr. Abdul-
lah told reporters on Tuesday. “We
have an equal stake in the improve-
ment of the lot of the people of
Jammu and Kashmir”.

Mr. Abdullah’s father and
grandfather also were top officials
in the state, and his family has
long-standing ties to Congress
leader Sonia Gandhi, heir to an-
other Indian political dynasty.

The election turnout was above
60%, as voters defied a boycott
called by Kashmiri Islamic mili-
tant leaders who oppose Indian
rule in the disputed territory,
which is also claimed by Pakistan.
The National Conference Party op-
poses Kashmiri independence or
integration with Pakistan.

The high turnout is the latest
sign that separatist groups have

lost public support in Kashmir,
where militant attacks were once
a daily occurrence. Now, Indian of-
ficials say as few as 600 armed Is-
lamic insurgents remain in the
state.

The installation of a new state
government will mark the end of al-
most six months of federal rule
that followed riots and conflicts
between Hindu protesters and po-
lice, leaving more than 50 people
dead in the Muslim-majority state.
The religion-based rioting was
sparked by a dispute over control
of land set aside for a Hindu pil-
grimage site.

Both India and Pakistan claim
the entirety of Jammu and Kash-
mir, a focus of confrontation that
has spurred three wars since the
countries gained independence in
1947. India controls roughly 60%
of the territory and Pakistan, 30%.
China has control of 10%.

ASSOCIATED PRESS

WASHINGTON—The United
States criticized Azerbaijan’s deci-
sion Tuesday to ban international ra-
dio broadcasts into the country.

The ban, set to begin Jan. 1, ef-
fects broadcasters including Ra-
dio Free Europe/Radio Liberty,
Voice of America and BBC.

“These media organizations
play a crucial role in supporting
democratic debate and the free ex-
change of ideas and information,”
said State Department spokesman
Gordon Duguid. “This decision, if
carried out, will represent a seri-

ous setback to freedom of speech,
and retard democratic reform in
Azerbaijan.”

RFE/RL, which currently broad-
casts an Azeri-language service,
Radio Azadliq, said that the inter-
national broadcasts are Azer-
baijan’s primary source of informa-
tion outside its government.

“We are known there as a
source of independent, credible,
accurate news and information,”
RFE/RL President Jeffrey Gedmin
said in a statement on the organi-
zation’s Web site.

“This decision to knock us off

the air and, by the way, others—
the Voice of America, the BBC—is
going to rob the people in this
country of important information
that they need to react and act on
as they’re leading their lives and
trying to grow and build civil soci-
ety.”

The ban follows a vote by Azer-
baijan’s parliament last week to
schedule a nationwide referen-
dum on scrapping presidential
term limits. Critics of Azerbaijani
President Ilham Aliyev say the ref-
erendum is a blow to the oil-rich
Caspian nation’s democracy.

In Bangladesh,
Hasina coalition
wins in landslide

Danjiangkou dam in China’s Hubei province is under construction for the middle
route of the South-to-North project to relieve water shortages in northern areas.

Abhisit Vejjajiva
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Voters in Bangladesh handed a
former prime minister, who spent
much of the year in jail on corruption
charges, a decisive victory in parlia-
mentary elections that brings an end
to two years of military-backed rule.

A spokesman for the Bangladesh
election commission said prelimi-
nary results showed Sheikh Hasina,
and an alliance led by her Awami
League Party, winning in a land-
slide. Together, these parties cap-
tured 238 parliamentary seats ver-
sus the 32 seats for a rival alliance
led by the Bangladesh Nationalist
Party, according to the election-com-
mission spokesman. Final results
aren’t expected for a few days.

The BNP is unlikely to narrow
the huge margin by much, in a sharp
setback for its leader, Khaleda Zia,
another former prime minister who
was jailed last year on corruption
charges. The two women have spent
more than a decade trading terms in
power and launching attacks
against each other.

The vote itself—the first of its
kind in seven years—is seen as a cru-
cial test for the predominantly Mus-
lim nation of 140 million and its
quest for political stability. Voting
Monday was the most peaceful in de-
cades—a stark contrast to the failed
elections of 2007, which dissolved
into street riots and prompted emer-
gency rule. But Ms. Hasina’s oppo-
nents were already alleging wide-
spread vote-rigging and fraud.

On Tuesday an international ob-
server group said the vote appeared
to be fair.

Thai leader gives
policy speech
at different venue
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The view on 2009:
suddenly, a surge
Wells Capital strategist,

overly optimistic on 2008,

calls S&P to end at 1250

By David Gaffen

In a year that looks likely to
end with the Standard & Poor’s
500-stock index having lost
more than 40% of its value, many
a market optimist was humbled.

Those who entered the year
with high expectations for 2008
watched the stock mar-
kets make mincemeat of
those predictions. It is
even fair to say that
many pessimists fell
short in predicting just
how poor a year this
turned out to be.

That hasn’t dimmed
the spirits of James
Paulsen, chief invest-
ment strategist at Wells
Capital Management.
Mr. Paulsen was among
the many who expected a good
year—he predicted a 15% in-
crease in the S&P in 2008.
“About the only thing I’m confi-
dent about is that I’ve got to do
better than I did last year,” he

said, noting that in his 25 years in
the business, this was one of his
worst calls.

Still, he expects the S&P 500 to
end 2009 at around 1250. That trans-
lates into about a 45% rise, which
would rank it among the best years
for the index dating to 1930. He said
investors are making a mistake by
focusing too narrowly on the rough
period the market experienced af-
ter the crash in 1929, when in other
years of catastrophic loss in share
values, stocks rebounded quickly.

“We’ve had six major panic sell-
offs in the stock market since 1900,
where we were down 40% or 50%,”
he said. “One of those one was the

Great Depression, where
we went down another
45% from there. That’s the
one everyone is focusing
on, but the other five, ev-
ery one of them recovered
75% of their panic low
within 18 months of their
low.”

This even happened
amid the Great Depres-
sion: 1931 and 1932 were
dreadful years, but in 1933,
the S&P 500 rose nearly

47%. The S&P posted double-digit
losses in 1973 and 1974, and rose
31.5% in 1975.

For 2009, Mr. Paulsen believes
the U.S. government’s stimulus,
along with the Federal Reserve’s ef-

forts, could jolt the markets. He
isn’t alone. Bruce Bittles, chief in-
vestment strategist at Robert W.
Baird & Co., sees the S&P ending
2009 at 1100, terming the turn-
around a “cyclical” bull rally
amid a longer-term bear market.

For 2008, Mr. Paulsen said
he didn’t give enough credence
to the “policy tightening that
was already there” from the
Fed, and thought trade and net
exports would help cushion the
U.S. economic decline. He also
blames what he calls fear-mon-
gering from U.S. officials trying
to convince Congress of the
need for the Treasury’s Trou-
bled Asset Relief Program for
undermining confidence, say-
ing he isn’t convinced the U.S.
would have suffered a recession
if not for that.

While 2009 may have sur-
prises in store, he likens the vari-
ous Fed lending facilities and
economic stimulus plans to a
frustrated man at his grill, re-
peatedly dousing the charcoal
with lighter fluid. “Then all of a
sudden, poof,” he said.

Korea posts record fall in output
Trade surplus is cut
in half, fueling calls
for more rate cuts

By Kanga Kong

And Jung-Ah Lee

SEOUL—South Korea posted a
record decline for industrial out-
put in November and said its
monthly current-account surplus
was halved in the month, fueling
calls for interest-rate cuts to bol-
ster an export-reliant economy
grappling with the global slow-
down.

Industrial production con-
tracted by a seasonally adjusted
10.7% from October, the worst per-
formance since August 1987, and
by 14.1% year-to-year—its biggest
plunge since the indicator was in-
troduced in 1970, according to fig-
ures released Tuesday by the Na-
tional Statistical Office.

The data were significantly
worse than the median forecasts
of six economists polled by Dow
Jones Newswires for a 4%
month-to-month drop and a 7.5%
fall from a year earlier. In October,
output was down a revised, season-
ally adjusted 2.2% on month and
2.3% on year.

“I’ve never seen such a reading
before,” said Standard Chartered
Bank economist Chun Chong-woo.
“It’s even worse than it was in the
[late-1990s Asian financial crisis]
era.”

The contraction in output—for
the fifth straight month—was re-
ported the same day that the Bank
of Korea posted a $2.06 billion cur-
rent-account surplus for Novem-
ber, down from a record $4.75 bil-

lion surplus in October.
A central-bank official said the

balance would remain in the black
in December and noted that the No-
vember balance still was a strong
surplus.

“Although exports are decreas-
ing fast due to the global eco-
nomic downturn, imports are
likely to slow [faster] due to a
drop in global oil prices, so the cur-
rent-account balance is likely to re-
main in the black this month,” said
Yang Jae-ryong, a senior manager
with the balance-of-payments sta-
tistics team at the central bank.

The current-account data, com-
bined with suspected dollar-sell-
ing interventions by Korean au-
thorities recently to strengthen
the won, indicate that the local cur-
rency will likely get a further
boost, said David Kim, an econo-
mist with Taurus Investment & Se-
curities.

The dollar was at 1,259.50 won
late Tuesday in Seoul after the da-

ta’s release, down from 1,263 won
on Monday, with traders partly at-
tributing the decline to interven-
tion by the authorities.

Market reaction to the indus-
trial-output data was swift. Ko-
rean treasury bonds and bond fu-
tures extended gains, with the
March bond futures gaining 64 to
112.53 and the five-year treasury
yield down 0.27 percentage point
to 3.75%, as investors took to the
safety of fixed income.

Economists said the worst is
yet to come. “Now the market’s fo-
cus will move on to the nation’s in-
dustrial-output data for Decem-
ber, which is likely to show even
poorer results,” boosting demand
for bonds, said Samsung Securi-
ties analyst Nam Woo-do.

“This is a shocking number, and
today’s data show that the econ-
omy is deteriorating faster than ex-
pected,” said Bae Sung-young, an
analyst at Hyundai Securities.

The 12-month average leading

index, an indicator of how the econ-
omy will perform, fell 2.8% from a
year earlier, following a 1.5% fall in
the preceding month.

The rapid slowdown in indus-
trial activity has economists debat-
ing not whether the Bank of Korea
should cut rates in its next policy
meeting scheduled for Jan. 9, but
how deeply it should do so.

“Since the leading index has
slowed for a year and the [capac-
ity] utilization rate also looks bad,
the BOK is likely to cut rates by 50
basis points next month,” said
Hana Daetoo Securities economist
Kim Jae-eun.

The BOK cut its main interest
rate by a full percentage point to
3% in December, its latest salvo in
an easing campaign that began in
October. The cuts were aimed at
boosting the flagging economy,
which expanded a revised, season-
ally adjusted 0.5% in the third quar-
ter—its slowest since the third
quarter of 2004.

Source: National Statistical Office

Plunge
South Korea’s industrial output,
change from a year earlier
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Workers at a production line at Posco, 
South Korea's largest steelmaker

Chief accountant
in SEC division
leaves in January
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FRANKFURT—Lending to euro-
zone companies and households reg-
istered a barely perceptible increase
in November, while consumer prices
rose by less than expected in Ger-
many in December, bolstering expec-
tations that the European Central
Bank will continue to cut interest
rates to ward off a deep recession.

ECB figures on Tuesday showed
loans to the private sector rose by
just Œ1 billion ($1.4 billion) from Octo-
ber, a percentage increase of zero,
the smallest rise since records began
in 1991. The stagnation brought an-
nual growth in private-sector loans
down to 7.1%, from 7.8% in October.

Money-supply growth also
slowed more than expected, and
economists said the figures sup-
ported the case for a Jan. 15 rate cut.

“The sharp slowdown in euro-
zone private-sector lending in No-
vember is likely to raise concern at
the ECB over a credit crunch in the re-
gion,” ING Financial Markets econo-
mist Martin Van Vliet said.

M3 money-supply growth, which
the ECB sees as an indicator of infla-
tion pressures, fell to 7.8% annually in
November from 8.7% in October. M3
comprises currency in circulation,
overnight, short-term deposits and
debt securities of as long as two
years, repurchase agreements, and
money-market-fund shares.

Weak data in EU
suggests ECB
will ease further

By Paul Hannon

LONDON—The European Bank
for Reconstruction and Develop-
ment and the International Finance
Corporation said Tuesday that they
will lend $200 million to Georgia’s
biggest bank in an effort to help the
country through the international fi-
nancial crisis.

Since the credit crunch esca-
lated in September, banks and busi-
nesses in Eastern Europe have
found it almost impossible to bor-
row in the international capital mar-
kets. The EBRD has said it will in-
crease its lending to the region to
partially offset the reduced avail-
ability of private-sector finance,
with a particular focus on banks.

The EBRD has made similar
loans to banks in Romania, Russia
and Ukraine.

The EBRD will lend $100 million
to the Bank of Georgia, a sum that
will be matched by the IFC, the pri-
vate-sector financing arm of the
World Bank.

The IFC said it might make fur-
ther loans to Georgian banks.

“This investment into Bank of
Georgia will help promote a stable
and healthy banking sector, which is
critical for other sectors of the econ-
omy to develop,” said Jyrki Koskelo,
a vice president at the IFC. “We are
happy to support Bank of Georgia to-
gether with the EBRD, and are
jointly considering other opportuni-
ties in the Georgian banking sector.”

The Bank of Georgia is the coun-
try’s largest bank, holding roughly a
third of deposits and accounting for
a similar share of loans.

The Georgian economy is also
suffering from the effects of the Au-
gust conflict with Russia.

James Paulsen

MARKETBEAT
Market insight from WSJ.com

Georgian bank
receives loans
of $200 million

By John Kell

The chief accountant of the U.S.
Securities and Exchange Commis-
sion’s enforcement division will
leave the agency in January after
14 years to become a managing di-
rector at global business-advisory
firm AlixPartners LLP, the agency
said Tuesday.

Susan G. Markel was promoted
to her current post in June 2003.
During her 14-year career with the
SEC, she participated in enforce-
ment actions in several high-pro-
file investigations, including the fi-
nancial fraud cases against Xerox
Corp. and and matters involving
Cendant Corp., WorldCom and Car-
dinal Health Inc.

The U.S. Congress is weighing a
regulatory revamp that could re-
sult in a merger of the SEC with
the Commodity Futures Trading
Commission or reassigning its re-
sponsibilities to other agencies.

The SEC has been overshad-
owed by the Federal Reserve and
U.S. Treasury Department in the
handling of the global financial cri-
sis, and it has been criticized by
its own boss for failing to detect
the years of fraud perpetrated by
Bernard Madoff.

20 WED., DEC. 31, 2008 - THURS., JAN. 1, 2009 T H E WA L L ST R E ET JOU R NA L .



Ex-dairy chief is set for hearing in China
Top defendant
in tainted-milk case
formerly led Sanlu

By Loretta Chao

BEIJING—The former head of
the dairy company at the center of
China’s milk-adulteration scandal is
set to appear for a hearing Wednes-
day—the highest-profile defendant
in a case that has sparked enormous
public outrage.

Tian Wenhua—a 66-year-old vet-
erinarian who was fired as chair-
woman of Shijiazhuang Sanlu
Group Co. after its baby formula was
found to contain high levels of the
toxic chemical melamine—will be
charged, along with three other exec-

utives, with “manufacturing and sell-
ing counterfeit commodities,” ac-
cording to her lawyer, Liu Xinwei.

Sanlu had the highest levels of
melamine contamination out of 22
companies whose products
were tainted with the indus-
trial chemical. Ms. Tian’s
colleagues and friends say
they fear she will end up be-
ing a scapegoat for a wide-
spread breakdown in food
safety and face a sentence
of life in prison.

A Shijiazhuang munici-
pal-government spokesman
said Ms. Tian and the other
Sanlu executives are facing
charges because they are
suspected of having committed
crimes, and that now is the time “for
instituting public prosecution to the
suspects who produced, added and

sold melamine and related products.”
He said he couldn’t say whether gov-
ernment officials would be prose-
cuted in the future.

Ms. Tian hasn’t decided whether
to plead innocent or guilty,
Mr. Liu said Tuesday, add-
ing that he and Ms. Tian
would decide how to pro-
ceed when “we check out
the situation after the hear-
ing opens tomorrow.”

There has been specula-
tion in the Chinese media
that Ms. Tian could face the
death penalty if she is con-
victed. But Mr. Liu said the
maximum sentence his cli-
ent could face would be life

imprisonment. Sanlu couldn’t be
reached for comment regarding Ms.
Tian’s trial, and a Fonterra spokes-
woman said “it is not helpful to spec-

ulate on this matter at this time.”
The government has struggled

to restore Chinese citizens’ faith in
the safety of their food supply in the
wake of the scandal. Ms. Tian is the
biggest target so far for prosecu-
tors, who in the past week have ar-
gued cases against 17 other defen-
dants, many charged with manufac-
turing melamine-spiked powder or
adding it to milk. No verdicts were
announced as of late Tuesday.

Sanlu has ceased operations and
says it is bankrupt. Dairy farmers
and others added melamine-laced
powder to milk in an effort to fool
dairy-company quality checks with
inflated protein readings. Products
made from adulterated milk are
blamed for killing six young children
and sickening nearly 300,000 others.

Civil suits against companies for
negligence or defective products

are hard to bring and even harder to
win in China. Courts so far haven’t
accepted cases filed by parents of
children poisoned with melamine—
just as they haven’t accepted cases
by parents who lost children when
their school buildings collapsed in a
devastating earthquake in May.

Instead, the state has sometimes
brokered what are essentially out-of-
court settlements involving compen-
sation from government and nongov-
ernmental sources. To assuage public
anger, government prosecutors
bring criminal charges against com-
pany executives, sometimes with
heavy sentences that appear de-
signed to make powerful statements.

In 2007, when the head of China’s
State Food and Drug Administration
was found guilty of accepting money
from pharmaceutical companies to
approve drugs, he was sentenced to
death and swiftly executed.

A state-run newspaper in Henan,
near the home province of Sanlu, ed-
itorialized on Dec. 26 that “the trial
of Tian Wenhua is an alarm bell.”
But the Henan paper and other gov-
ernment-controlled media outlets
also said there was plenty of blame
to go around.

In an opinion piece published in
the Shanghai newspaper Oriental
Morning Post, writer Yu Ge argued
that Ms. Tian was being unfairly sin-
gled out. “So far, only she has been
pushed onto the altar to be the scape-
goat,” Mr. Yu wrote, despite that fact
that other companies’ products
were also tainted.

“This isn’t just the responsibility
of one company. Government super-
visors at every level should take re-
sponsibility, too,” said Ma Shuning,
secretary general of the criminal-de-
fense committee of the Beijing Law-
yers Association. Central-govern-
ment authorities and one of Sanlu’s
foreign shareholders, New Zealand
dairy company Fonterra Coopera-
tive Group, said Sanlu knew of the
contamination at least as early as
the beginning of August and in-
formed local government health offi-
cials. The local officials, in Sanlu’s
hometown of Shijiazhuang, told the
company not to make a public an-
nouncement but to quietly remove
tainted products from store shelves.

When news of the contamination
scandal was made public on Sept. 11,
Ms. Tian was fired from her position
as board chairwoman, removed as
secretary of the company’s Commu-
nist Party committee and then de-
tained. Seven local officials, includ-
ing the Communist Party chief of
Shijiazhuang and the director of the
city’s Food and Drug Administration,
lost their jobs. An official in the pros-
ecutor’s office in the district where
Sanlu is headquartered, said no gov-
ernment officials are facing charges.

After Ms. Tian graduated as a vet-
erinarian in 1966, one of her first
jobs was at a dairy farm then called
the Shijiazhuang Milk Factory,
which eventually evolved into
Sanlu, according to the state-run
Xinhua news agency and her class-
mates. Longtime employees of
Sanlu credit her with building the
company from the ground up.

A 30-year Sanlu employee who
asked to be identified only by her
surname, Zhang, said she is sure Ms.
Tian didn’t know Sanlu’s products
had been adulterated with a toxic
substance. “Sanlu is [Ms. Tian’s]
family. She brought it up herself.
How could she ruin it with her own
hands?” Ms. Zhang said.
 —Ellen Zhu in Shanghai

and Kersten Zhang in Beijing
contributed to this article.
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Calpers, seeking best price,
broadens its broker roster

Central banks trim holdings
of U.S. mortgage-backed debt

Nationwide’s pricey deal
Repurchase of stake
in financial firm
has hurt ratings

UniCredit sells variety
of assets to raise capital

MONEY & INVESTING

By John Kell

The California Public Employ-
ees’ Retirement System is set to de-
ploy a new stock-trading model as it
seeks to promote competitive
prices and seek out firms that are of-
ten overlooked.

The changes come as the number
of potential Calpers trading part-
ners has increased in recent years,
but per-share commissions have
fallen, making it difficult for emerg-
ing brokers to compete for the pen-
sion fund’s business.

Anne Stausboll, Calpers interim
chief investment officer, said the
merit-based trading model would
help the pension fund become more
selective in the businesses it uses, in-
cluding minority-, woman- or dis-
abled-owned companies that are
sometimes overlooked.

“While we’ve had very good re-
sults in our trades, we now have the

tools to improve our process and
keep pace with an increasingly com-
plex market,” said George Diehr,
chairman of the Calpers investment
committee.

The nation’s largest public pen-
sion fund and Mosaic Investment
Advisors surveyed 130 brokers in
January, scoring the 67 responses
they received, and evaluated the bro-
kers on their track records or opera-
tional potential.

Brokers are placed in three
pools: “core” for high scorers, “de-
velopmental” for brokers that will
receive a chance to demonstrate
their capabilities and a “queue”
group to be given opportunity to
move to the developmental pool.

Calpers has about $180 billion in
assets and manages more than 70%
of its public stock investments inter-
nally. The pension fund provides
benefits for more than 1.6 million
people.

By Leslie Scism

Nationwide Mutual Insurance
Co., is poised to write a big check to
buy back part of a unit it sold to the
public a little more than a decade
ago, at a price struck months before
life insurers were hammered by the
market turmoil.

The home and auto insurer,
owned by its policyholders, is to
close a $2.48 billion deal Jan. 1 to
buy back the 34% of Nationwide Fi-
nancial Services Inc., a seller of life
insurance, annuities and retirement
plans, that it doesn’t already own.

Despite the now-lofty price, Na-
tionwide Mutual, of Columbus, Ohio,
maintains thedealwillbenefit its pol-
icyholders over the long term. The
companywill in essence beable to fo-
cus more on delivering financial se-
curityto policyholdersthan ondevel-
oping high-returning products to
please shareholders.

The transaction comes when the
stresses of being a publicly traded
life insurer have been pronounced.
Those insurers—which serve both
shareholders and policyholders—
have seen their stocks get whacked
in this year’s market carnage. While
being public offers a wider range of
capital-raising opportunities, it also
comes with the pressure to consis-
tently expand earnings, sometimes
by promoting products that gener-
ate fees but can leave insurers ex-
posed amid market downturns.

The effort to reprivatize Nation-
wide Financial—which in recent
years has lagged behind its peers—
has resulted in downgrades of its fi-
nancial-strength ratings, while
proving a boon for stockholders and
management.

Nationwide Mutual and Nation-
wide Financial signed the acquisi-
tion pact with a $52.25-a-share price
after the market closed on Aug.
6—before the stock market crashed.
Nationwide Mutual has remained
committed to the deal, and Nation-
wide Financial shares are poised to
end 2008 up 16%. Since Aug. 6, the

stock is up 12%. By contrast, the Dow
JonesWilshire U.S.Life Insurance in-
dex is off 55% this year and off 46%
since Aug. 6.

In 1997, Nationwide Mutual sold
about 20% of Nationwide Financial
in a public stock offering that raised
about $500 million. The IPO bol-
stered Nationwide Mutual’s capital
and paved the way for acquisitions.

Nationwide has said a goal of the
reprivatization isto shift away from a
“product-centric organization” to
one better focused on the overall fi-
nancial needs of its big base of cus-
tomers. Market research shows the
company’s car and home policyhold-
ers want “relatively simple invest-
mentproducts,”which“may nothave
as high a return as some more com-
plex products” that shareholders
would prefer, says Larry Hilsheimer,
Nationwide Mutual’s finance chief.

One reason for the stock’s under-
performance in recent years, he says,
hasbeenNationwide Financial’s rela-
tively prudent approach to offerings
such as guaranteed-minimum vari-
able annuities. “We lost some market
share because our product offerings
did not have some of the features”
that drove sales elsewhere, because
Nationwide was concerned about
“the risk relative to the reward in
those products,” he says.

“We think over time, [the repriva-
tization] will still play out to be very
valuable to our policyholders and the
enterprises,” he says.

On March 5, the parent ap-

proached the unit about a deal. It ini-
tially offered $47.20 a share, repre-
senting a 16% premium to the March
4 closing price. Nationwide Finan-
cial appointed a committee of inde-
pendent board members, and ulti-
mately negotiated the higher price.

The committee was created in
part to overcome a conflict of inter-
est created by overlapping manage-
ment. Jerry Jurgensen has run both
Nationwide Mutual and Nationwide
Financialsince 2000.He standsto re-
ceive $23.5 million for his Nation-
wide Financial stock and options, ac-
cording to a regulatory filing. Mr. Ju-
rgensen wasn’t involved in the nego-
tiation or approval of the merger, the
filing states. “The stock and options
were earned and awarded over a pe-
riod of eight years. They are not now
being awarded as new compensa-
tion,” a Nationwide Mutual spokes-
man says.

Since thedeal was struck, Nation-
wide and its operating units, like
other insurers, have been hit with
capital-depleting investment losses
and claims from hurricanes Gustav
and Ike. Meanwhile, its new strategy
“could lead to more cross-selling,
but we remain circumspect,” says
Kevin Lee, a senior credit officer
with Moody’s Investors Service.

Moody’s onDec. 19 loweredthe fi-
nancial-strength ratings of the par-
ent and the property-casualty units
to A1 from Aa3,citing a “sharp reduc-
tion” in capital for Nationwide Mu-
tual and its property-casualty insur-
ance units as a result of the deal.
Standard & Poor’s, for its part, on
Dec. 22 lowered Nationwide Finan-
cial’s rating to single-A-plus from
double-A-minus.

Nationwide Mutual remains “in a
very,verystrong”position,withcapi-
tal “far in excess” of what state regu-
lators require, Mr. Hilsheimer says.

In the long run, a mutual struc-
ture should be “better for the con-
sumer,” because such companies
don’t serve stockholders, and, at
least theoretically, can either
lower insurance rates or
strengthen their capital bases, says
Robert Hunter, director of insur-
ance for the Consumer Federation
of America. Still, he adds: “I hate to
see management make tens of mil-
lions of dollars in a deal that weak-
ens the policyholder surplus.”

The U.S. Securities and Exchange
Commission changed the way com-
panies may disclose oil and natural-
gas reserves in corporate financial
reports, giving oil companies flexi-
bility they had long sought.

Companies will be able to dis-
close possible and probable re-
serves, a break with decades-old
rules that limited disclosure only to
proven reserves. Companies also
will be able to report the value of oil
and gas reserves using an average
price based upon the prior
12-month period rather than on
year-end prices.

Oil and gas companies including
Exxon Mobil Corp. and Chesapeake
Energy Corp. have for years said the
SEC’s rules were outdated and
didn’t take into account technologi-
cal advances that allow access to
more reserves.

SEC revises rules
over disclosure
of energy reserves

Sources: Dow Jones Indexes; FactSet
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By Flemming E. Hansen

And Giada Zampano

VIENNA—Big Italian bank Uni-
Credit SpA said Tuesday it sold Ital-
ian and Austrian assets worth about
Œ2 billion ($2.79 billion) as it tries to
boost its capital ratios.

The rights involve publicly listed
textiles manufacturer Lenzing AG
and rubber-goods manufacturer
Semperit AG. UniCredit, however,
said it will retain its profit-participa-
tion rights in Austrian builder Porr.

Profit-participation rights are in-
struments that usually don’t carry
voting rights and are subordinate to
a company’s other kinds of debt in
the event of default. As such they of-
ten pay higher returns to compen-
sate for their greater risk.

UniCredit also sold other noncore
assets with an estimated value of
Œ250 million. The move marks a fur-
ther step in UniCredit’s Œ6.6 billion
capital-strengthening plan an-
nounced in October, aimed at boost-
ing the bank's capital ratio to 6.7%.

Earlier in December, UniCredit
cut its full-year net profit estimate
for the second time in two months.

The Italian bank’s international
reach, once seen as an advantage, has
left it more exposed than its domes-
tic rivals to the global financial crisis.
In October it made a sharp U-turn
and called on investors to help it
boost funds, having denied only two
days earlier that it had any plans for a
capital increase. The move followed
the swift decline in UniCredit shares.

UniCredit’s Austrian unit, Uni-
Credit Bank Austria AG, initially fully

owned the company stakes and as-
sets now being sold, but eight years
ago parked them in a foundation
called B&C Privatstiftung that was
set up for that purpose. The move
was intended to protect the assets
against a selloff in connection with
any takeover of the then Austrian-
owned Bank Austria.

B&C Privatstiftung will now as-
sume full control of the assets. The
management of B&C Privatstiftung
Tuesday said that while it plans to
keep Lenzing and Semperit, it will
sell off noncore assets. The stakes
may be reduced, but not to less than
50% plus one share, management
said.

Later Tuesday, UniCredit said it
sold its 3.3% stake in Italy’s biggest
highway tolls operator Atlantia SpA
for around Œ248 million, allowing it
to report a net capital gain of about
Œ157 million.

The Italian bank sold the stake to
a company owned by AABAR Invest-
ment Co. PJSC of Abu Dhabi.

UniCredit said it agreed to sell 72
real-estate properties, including the
bank’s historic Palazzo Broggi in Mi-
lan’s prestigious Piazza Cordusio, val-
uing the assets at Œ800 million and al-
lowing it to book a net capital gain of
about Œ280 million in the last quarter
of 2008.

UniCredit shares closed Tuesday
up 3.4% at Œ1.75, outperforming a
1.5% gain in Italy’s benchmark
S&PMib index. Its shares have lost al-
most 70% of their value since the
start of 2008.
 –Liam Moloney

contributed to this article.

By Prabha Natarajan

In a sign of the uncertainty weigh-
ing on mortgage companies Fannie
Mae and Freddie Mac, foreign cen-
tral banks continued to trim holdings
of U.S. mortgage-related debt.

This comes as the two national-
ized companies, which together ac-
count for about half of the $12 trillion
U.S. home-loan market, are slated to
sell debt issues in the first week of
2009.

Data from the Federal Reserve
Bank of New York published Monday
show foreign-central-bank holdings
of debt related to the mortgage com-
panies, including debt sold by the
Federal Home Loan Bank system,
stood at about $819 billion on Dec.
24, down from $833 billion on Dec. 17.

Foreign central-bank holdings of
this debt, which includes bonds sold
directly by the companies and mort-
gage-backed securities they guaran-
tee, reached a peak of nearly $986 bil-
lion in mid-July, after the Treasury
first asked for the authority to ex-
tend its credit lines to the two mort-
gage companies.

The Fed has stepped in to cover
some of that demand shortfall and
bring borrowing costs down for the
two mortgage companies, which re-
main essential to any recovery in the
housing market and thus the broader
economy. In early December, it
launched a program to buy at least
$100 billion in debt directly issued by
Fannie, Freddie and the FHLB; so far,
it has bought $15 billion.

That has helped tighten risk pre-

miums on debt issued by Fannie and
Freddie, making it cheaper for them
to raise long-term funds. Fannie
Mae’s three-year 3.625% note now
pays 0.55 percentage point more
than the comparable Treasury note.
In mid-November, investors were de-
manding 1.68 percentage points
more than the yield on low-risk gov-
ernment debt.

“The Fed did a wonderful job of re-
storing market confidence,” said
Mark Noble, head of agency trading
at MF Global. “Their goal was bring-
ing funding costs down, and they suc-
ceeded.”

Market participants are watching
the new-year debt sales for indica-
tions that this confidence will trans-
late into demand for the companies’
debt.

Freddie sells notes carrying a ma-
turity anywhere from two to 10 years
next Monday. Fannie follows on Jan.
7 with its benchmark-note sale. Fred-
die hasn’t sold new longer-dated
debt since October, though it did re-
open two existing bonds in Decem-
ber, while Fannie in December sold
$3 billion in five-year notes, paying
1.21 percentage points more than
comparable Treasurys. Those bonds
were trading Monday at 0.75 point
more than Treasurys.

Both Fannie and Freddie declined
to comment.

Market participants expect the
two mortgage companies to adopt a
gradual approach rather than stage a
rapid return to their normal debt-
raising levels of $10 billion to $15 bil-
lion each annually.
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