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What’s News—

Business &3 Finance

The euro-zone economy has
fallen into recession and finan-
cial-sector turmoil will bring
growth to a near-standstill next
year, according to new forecasts
that prompted the EU to call
for a coordinated fiscal boost
across the bloc. That will mean
finding economic policies that
work across the region. Page 1

m A Fed survey showed banks
continue to tighten lending
terms, hobbling the U.S. econ-
omy and raising the risk of a
protracted recession. Page 1

m Commerzbank is the first of
Germany’s top banks to accept
state funds. It and Société
Générale reported results hurt
by the credit crisis. Page 3

m Lloyds will proceed with its
government-backed takeover of
HBOS, as both banks published
third-quarter earnings revealing
steep declines in profit. Page 3

m Iron-ore miners expect to cut
prices in talks with steelmakers
as demand for items like autos
and appliances wanes. Page 3

m U.S. vehicle sales plunged an
estimated 31% last month amid
tightening credit. Meanwhile,
new-car registrations fell in
France, Italy and Spain. Page 4

m StatoilHydro’s profit fell
55%, hurt by the weakness of
the Norwegian krone against
the U.S. dollar. Page 6

m Pepsi plans to spend $1 bil-
lion in China over the next four
years, its largest investment so
far in a fast-growing market,
as U.S. sales stumble. Page 6

m KKR won’t complete its initial
public offering until 2009, again
delaying its plans amid the fi-
nancial crisis, and announced
deep quarterly losses. Page 19

m GM’s drop in vehicle sales
weighed on U.S. stocks. Euro-
pean shares continued their ad-
vance as investors anticipated
interest-rate cuts. Page 20

m The ECB advocates creating
central counterparties, or clear-
inghouses, to reduce the risks
in credit-default swaps. Page 21

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 9319.83 -5.18 -0.06
Nasdaq 1726.33 +5.38 +0.31
DJ Stoxx 600 223.38 +1.31 +0.59
FTSE 100 444328 +65.94 +1.51
DAX 5026.84 +38.87 +0.78
CAC 40 3527.97 +40.90 +1.17
Euro $1.2757+0.0041 +0.32
Nymex crude  $63.91 -3.90 -5.75

Money & Investing > Page 19

World-Wide

The long race for the U.S. pres-
idency entered its final hours,
with polls showing Obama hold-
ing a solid lead in his quest to
become the nation’s first black
president. McCain meanwhile
was pushing through seven
states in a bid to persuade vot-
ers that he is better qualified to
lead the country. Pages 1, 12, 16

m Gunmen kidnapped a French
aid worker in Kabul and killed
an intelligence agency employee
who tried to intervene. Coalition
troops destroyed over 40 tons of
hashish in Afghanistan’s south.

m Pakistani officials warned
U.S. Gen. Petraeus that frequent
missile strikes on militant tar-
gets in Pakistan fan anti-Ameri-
can sentiment in the country, an
ally in the war on terror. Page 9

m A string of bombings in and
around Baghdad killed 10 peo-
ple and wounded at least 40,
including a deputy oil minister.
m Irag’s Parliament approved
legislation restoring guaran-
teed seats on provincial coun-
cils to Christians and other
small religious communities.

o A bin Laden aide who refused
to defend himself at his Guantan-
amo war-crimes trial was con-

victed of terror-related charges.

m Germany’s Social Democrats
failed in their quest to form an
alliance with a far-left party at
the regional level. Page 9

m A U.N. convoy crossed rebel
lines in Congo, carrying medical
supplies for clinics looted by
retreating government troops.

m The Dalai Lama said he will
invite foreign supporters to dis-
cuss solutions to the impasse
over Tibet’s demand for greater
autonomy from China. Page 11

m Scotland’s government gave
Donald Trump permission to
build a golf resort in a coastal
area that is home to rare birds.

m Aid workers said they found
the bodies of 60 African migrants
on a Yemen beach after smug-
glers forced many overboard.

m Taxi drivers in the Chinese
city of Chongqing staged a strike
that turned violent. Page 10

m A U.S. jury convicted a Vene-
zuelan of acting as an illegal
foreign agent to cover up a scan-
dal involving a cash-stuffed suit-
case smuggled into Argentina.

EDITORIALEOPINION

Pick me!

Barack Obama and John McCain
make their respective cases for
the U.S. presidency. Page 15
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EU calls for fiscal boosts
as recession data emerge

Growth to total 0.1%
in ’09 after quarters
of contraction in 08

Financial-sector turmoil tipped
the $12.2 trillion euro-zone econ-
omy into recession and will bring
growth to a near-standstill next
year, according to new forecasts
that prompted the European Union
to call for a coordinated fiscal boost
across the bloc.

In a twice-yearly report that de-
tailed the toll the financial crisis

By Joellen Perry in Frankfurt
and Marcus Walker in Berlin

and global slowdown are likely to
take on euro-zone growth, the Euro-
pean Commission said Monday that
growth in the 15-nation currency
bloc will slump to 0.1% next year.
That is down from an April forecast
of 1.5% growth and would be the
worst showing since 1993, when out-
put in the countries now sharing the
euro currency shrank by 0.7%.

The EU’s executive arm also put
the official stamp of recession on the
bloc’s economy, noting that euro-
area output is “now expected to have
declined in the third quarter.” Two
consecutive quarters of contraction
is one definition of recession. The
euro-zone economy, second in size
only to the U.S.’s, contracted by 0.2%
in the second quarter. Monday’s re-
port forecasts annual growth this
year at 1.2%, down from April’s 1.7%
prediction, and sees a slight pickup

Please turn to page 27

Tight lending
by U.S. banks
adds to gloom

By KELLY EVANS

F

Some U.S. voters will have a greater impact than others in the election to decide
whether Sen. John McCain or Sen. Barack Obama wins the White House.

With U.S. election here,

these voters have clout

By GERALD F. SEIB

The most exhilarating U.S. cam-
paign of our time has come to an
end, and some 130 million Ameri-
cans now will put the exclamation
point at the end of that sentence by
casting votes. Each of those votes is
equal, of course, but some are more
equal than others.

level of 60 seats needed to secure, at
least on paper, a Senate where the
party’s members can band together
to prevent filibusters.

So, with that in mind, here is a
quick look at the voters with the
most strategic impact Tuesday:

B Young and Hispanic voters.
One way of looking at Sen. Obama’s
lead in the final Wall Street Jour-
nal/NBC News poll taken over the
weekend is to say that he is leading
51% to 43%. Another way is to say
that his lead is built largely on the
votes of the young and the Hispanic.

Among white voters, Sen.
McCain leads, 51% to 44%. But
among voters ages 18 to 34, Sen.
Obama has an overwhelming 59% to
38% lead. And among Hispanics, his
lead is even more daunting: 68% to

Please turn to page 27

Banks continue to tighten lend-
ing terms for U.S. consumers and
businesses, hamstringing the econ-
omy and raising the risk of a pro-
tracted recession.

The Federal Reserve’s latest sur-
vey of banks’ senior loan officers,
conducted in October, showed a
large majority of the 76 respon-
dents clamped down on lending in
the past three months amid mount-
ing losses and concern about the
U.S. economy.

“It means the downturn is likely
to be deep and will last longer than
anything we’ve seen in a long time,”
said Michael Darda, chief economist
at Stamford, Conn.-based MKM Part-
ners. “There’s still a lot of pain in
front of us.”

Some 95% of banks in the U.S.
said they tightened price terms on
commercial and industrial loans to
large and midsize firms during the

Please turn to page 27

That is, some votes have more
strategic significance. They will de-
—___ can pull off a sur-
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Washington’s managerial role to be in flux

Charting a course
Jfor financial stakes
falls to new president

By SUDEEP REDDY

Among the U.S. president-elect’s
first tasks will be defining the govern-
ment’s new role as overseer or share-
holder of large financial companies.

Since September, the U.S. has
placed mortgage giants Fannie Mae

andFreddie Macun-

THE der conservator-
—————— ship, taken a major-
OUTLOOK ity stakein failing in-

surer American In-
ternational Group Inc. and passed a
$700 billion financial-sector rescue
plan, which now includes $250 billion
forsharesinlarge and small U.S.banks.
The government’s emergency ac-
tion helped prevent a financial melt-
down and cushioned the economy
from the credit crisis. Stewardship of
the ownership stakes falls to the next
administration; the presidential candi-
dates haven’t detailed all their plans.
Critics are urging the government
to exert more influence over the pri-
vate companies in which taxpayers
now have an interest. Some lawmak-
ers want to blocklobbying activity, bo-
nuses and perks among some compa-
nies that received public money. Oth-
ers say the government should use its
stakes to ease strains on the economy,
suchasthefaltering mortgage market.

CORRECTIONS &
AMPLIFICATIONS

Consumers on a tight budget
can get by with two gigabytes of
memory when buying new PCs run-
ning Microsoft Vista. The Oct. 30
Personal Technology column errone-
ously stated this amount as two
megabytes.
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In the case of Fannie and Fred-
die, the government rushed in after
the two firms lost investor confi-
dence and threatened to crater
amid battered mortgage and hous-
ing markets. Having placed them
into conservatorship under the over-
sight of the Federal Housing Fi-
nance Agency, the government can
decide whether the firms should be
reconstituted as government agen-
cies, fully private entities or some
combination of both.

Friday, Federal Reserve Chair-
man Ben Bernanke set out options—
from strong public involvement to
having Fannie and Freddie operate
as private companies—and came
down in support of a federal hand in
some form. “Government likely has a
role to play in supporting mortgage
securitization, at least during peri-
ods of high financial stress,” he said.

The housing market is only one
area where the government’s new in-
fluence will be directed. The $700 bil-
lion bailout plan allows the govern-
ment to direct credit to particular sec-
tors, shaping the response to the eco-
nomic troubles in a more focused way.

Alternatively, letting financial
firms operate without the govern-
ment would return key decisions to
markets. “The Republicans have
been focused on the big-picture mani-
festations of this problem—the credit
freeze, problem assets and large insol-
vent institutions,” said John Douglas,
a former general counsel at the Fed-
eral Deposit Insurance Corp. and a
partner at law firm Paul, Hastings,
Janofsky & Walker LLP. “The Demo-

crats may start from a slightly differ-
ent perspective—what it’s doing to
the individual for his or her mortgage
and the family remaining in a home.”

Republican presidential candi-
date Sen. John McCain has sup-
ported breaking up and privatizing
Fannie and Freddie. He proposes us-
ing $300 billion of the bailout pack-
age to buy and restructure troubled
loans to homeowners. Such a step
would help banks by taking dis-
tressed assets off their books largely
at face value. Democratic presiden-
tial candidate Sen. Barack Obama
hasn’t been explicit on the fate of
the two firms but called for a mora-
torium on home foreclosures and a
stronger federal role in keeping
Americans in their homes.

The government’s capital injec-
tion into banks presents another di-
lemma for the next president. Getting
banks to resume lending is critical to
the economy’s recovery. But the $250
billion of preferred shares the govern-
ment is purchasing provide no voting
rights, leaving the next administra-
tion and Congress little leverage in
forcing banks to lend. Banks remain
free to spend the money to acquire
weaker institutions or otherwise ex-
pand. Pressure from lawmakers to
curb dividends, executive pay and bo-
nuses may spur banks to cash out
their federal shareholder.

“Every bank that is getting a gov-
ernment injection will want the gov-
ernment off their backs,” said Robert
E. Litan, a senior fellow at the Brook-
ings Institution and vice president of
research and policy at the Kauffman

Foundation. “This program has been
structured deliberately to give maxi-
mum incentive to the banks to buy
the government out at the earliest
possible date. The ball is in the banks’
court, not the government’s court.”

In addition to capital injections
intended to spur bank lending, the
government plans to use part of its
$700 billion pool to buy distressed
mortgage assets from financial insti-
tutions. Treasury is engaging
money-management firms and
other experts to oversee the as-
sets-an arrangement that brings
outside expertise to managing com-
plex holdings but raises potential
conflicts of interest.

For AIG, the government acted lest
one of the world’s largest insurers
stumble and trigger world-wide reper-
cussions. The government structured
its initial loan aiming to end AIG’s bor-
rowing withintwoyears. Sofar, the Fed-
eral Reserve has extended nearly $123
billion in credit lines to the insurer.

The Fed is overseeing the AIG
loans directly to ensure the public
doesn’t lose money. The central
bank is effectively excluding govern-
ment officials from ownership deci-
sions by hiring outside businesspeo-
ple to manage a trust overseeing the
government’s nearly 80% stake in
the insurer. Still, the government
hand is leading to calls for greater
transparency on how the insurer is
using the money, as well as criticism
over executive bonuses and perks.

The Fed is also holding onto $30
billionin hard-to-trade Bear Stearns
Cos. assets it took on in March to fa-

cilitate the investment bank’s sale to
J.P. Morgan Chase & Co., which will
cover the first $1billion in losses on
the assets. It quickly hired Black-
Rock Inc., which manages more than
$1trillion, to oversee anew company
created to manage the Fed’s assets.
The central bank put a 10-year hori-
zon on its holdings, designed to give
it time to dispose of the assets—
which lost more than 10% of their
value through September—at the
least loss to taxpayers.

Getting the public out of the
firms seized by the government will
be “along process,” said Susan Phil-
lips, dean of George Washington Uni-
versity’s business school and a
former Federal Reserve governor.
(Ms. Phillips is also a member of the
Special Committee to ensure edito-
rial independence at The Wall Street
Journal.) “History tellsusthat gener-
ally that’s the case. But they are
clearly taking steps to protect the
taxpayer interests and put in place
protections to make sure there is not
undue intervention in the markets
or in the banking sector,” she said.

One goal of the Bush administra-
tion’s bailout approach has been to
limit interference in markets, so
firms don’t have to compete against
the government. The next adminis-
tration may want to preserve the
public’s new stakes until the econ-
omy is on the mend. Determining
when it’s safe to move on—and how
much to loosen the reins—will be a
difficult call after a destructive year
that’s only begun to affect the na-
tion’s economy.
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Crisis hits bank

Commerzbank gets
cash from Germany;

SocGen net falls 84%

BY ULRIKE DAUER
AND NICOLAS PARASIE

Two big European banks, Germa-
ny’s Commerzbank AG and France’s
Société Générale SA, posted third-
quarter earnings weighed down by
write-downs due to the global credit
crisis. Commerzbank became the
first of Germany’s top banks to tap
government funds, taking €8.2 bil-
lion ($10.4 billion) to strengthen its
capital base.

Also Monday, Westdeutsche
Landesbank AG, a big state-con-
trolled lender, said it will make use of
guarantees from Germany’s financial-
stabilization fund and is considering
ways of bolstering its capital base.

Commerzbank, Germany’s sec-
ond-largest bank by market value af-
ter Deutsche Bank AG, swung to anet
loss of €285 million in the third quar-
ter from a profit of €339 million a
year earlier.

The broadening financial crisis in
September resulted in a trading loss,
higher loan-loss provisions and write-
downs related to the collapse of U.S.
investment bank Lehman Brothers
and Icelandic banks. The total crisis-
related impact in the third quarter
was €1.1 billion, bringing the total

YEAR-TO-DATE PERFORMANCE
Bank stocks

— DJ Stoxx 600 Banks index, down 53%
Commerzbank, down 54%
— Société Générale, down 66%

Source: Thomson Reuters Datastream

damage to Commmerzbank to€2.1 bil-
lion since the second quarter of 2007.

As part of an agreement with Ger-
many’s rescue fund, the bank won’t
pay dividends or bonuses to manage-
ment board members for 2008 and
20009. It also will cap executive pay.

The bank, which is in the process
of buying Dresdner Bank AG from Al-
lianz SE, said it struck a deal involv-
ing “silent participation” by the Ger-
man financial-markets stabilization
fund that will boost Commerzbank’s
Tier 1 capital.

Silent participation doesn’t grant
shareholder rights but includes a
share of future profit. The parties

earnings

must agree on whether the stabiliza-
tion fund also would share future
losses. The stabilization fund also
will grant Commerzbank guaranteed
funding of €15 billion to increase its
financing options.

“The dramatic upheavals in re-
cent weeks have shown again that re-
liable full-year forecasts for 2008
aren’t possible,” said Chief Financial
Officer Eric Stutz.

SocGen, one of France’s biggest
banks, said net profit tumbled 84% in
the three months ended Sept. 30, asit
increased its provisions for loan
losses and reduced its exposure to
risky assets. SocGen brought for-
ward the publication of its results by
three days to calm fears about its per-
formance.

SocGen said net profit fell to €183
million from €1.12 billion in the year-
earlier period, hit by €1.2 billion in
write-downs and other losses, includ-
ing write-downs tied to Lehman’s col-
lapse. Third-quarter revenue slid 5%
to €5.11 billion from €5.38 billion.

Separately, Germany’s HSH Nord-
bank AG said Monday that it will take
as much as €30 billion in guarantees
from the government’s financial-sta-
bilization fund.

The state-controlled lender said it
had €1.3 billion in write-downs for
the first nine months of 2008 and
can’t rule out more in the remainder
of the year. —William Launder

and Flemming E. Hansen
contributed to this article.

Lloyds sees dividends as soon as 09

BY SARA SCHAEFER MuUNOZ

LONDON—British bank Lloyds
TSB Group PLC sidestepped a big
downside to receiving government
aid Monday by saying it can resume
paying shareholders dividends ear-
lier than anticipated, as the U.K. gov-
ernment spelled out how it would
manage its investments in banks.

Lloyds said it could start paying
shareholders dividends again as
early as next year. Bank executives
and shareholders had objected to a
condition set by the U.K. govern-
ment as part of its rescue package
that could have blocked banks receiv-
ing government funds from paying
dividends for five years. People close
to the matter said Lloyds pressed the
government to be allowed to pay a
dividend sooner. A representative
for the UK. Treasury said Monday
that the government hadn’t changed
its position on dividends since the
bailout plan was announced.

Lloyds said Monday that it will be
able to repurchase government
shares using money from areas such
as retained earnings, proceeds of as-
set disposals and reductions in risk-
weighted assets, and plans to do so
by as early as 2009. This would allow
Lloyds to begin paying out dividends
to shareholders far earlier than antic-
ipated.

Lloyds, which is in the process of
buying mortgage-lender HBOS PLC,
ina government-prodded deal to res-
cue HBOS, said the deal is proceed-
ing as planned even as both banks re-
ported Monday more write-downs
tied to falling property values and
market turmoil.

Both banks agreed to raise a com-
bined £17 billion ($27 billion) to bol-
ster their capital cushion against
losses under the U.K. government res-
cue plan unveiled last month. Lloyds
plans to raise £4.5 billion in ordinary

shares and sell a £1 billion stake in
preferred shares to the government.

HBOS plans to raise £8.5 billion
and sell the government a £3 billion
stake. The government will purchase
any shares that aren’t sold to private
investors, potentially giving it a
43.5% stake in the combined entity.

“The only alternative to the
merger would have been a full-scale
nationalization [of HBOS] and that
would have had dramatic repercus-
sions for the UK. banking sector,”
Bank of England Gov. Mervyn King
said Monday in testimony before the
Treasury Select Committee, an influ-
ential parliamentary panel.

Both Mr. King and Adair Turner,
head of the U.K. markets regulator,
the Financial Services Authority,
said that, going forward, banks will
likely have to carry larger capital
buffers to protect against losses.

In a move that shows how the
credit crunch is redrawing cross-bor-
der relationships, in his testimony
Monday Treasury Chief Alistair Dar-
ling said Britain will have to assess its
relationship with the Isle of Man, a
tax haven off the UK. coast. The UK.
and the Isle of Man, which is a British
crown dependency and is repre-
sented by Britain on the world stage,
have clashed over the UK. freezing
the assets of Icelandic banks.

The UK. Treasury on Monday
said it had created an “arm’s-length”
company to manage its sharehold-
ings in the country’s banks that will
be acquired as part of its rescue plan.
The government said the body will
also manage its investments in
Northern Rock, the troubled lender
it nationalized earlier this year.

It named Philip Hampton, a former
chief of grocer J Sainsbury PLC, as its
chairman and a Treasury official as its
chief executive. The Lloyds-HBOS
deal was announced in September,
but questions arose after the terms

Bank plans

The soon-to-be merged banks
are raising capital to meet
government targets
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were revised last month and specula-
tion surfaced over a possible counter-
bid. Monday the government said it
hadn’t received any other firm bids.

In its third-quarter update,
Lloyds didn’t release specific profit
figures. It said the bank had been
profitable in the first nine months of
2008, though it had taken a hit from
market volatility and deteriorating
asset quality, including write-downs
of about £270 million in its whole-
sale and international-banking unit.
The bank said it was likely to see an
impairment charge of £120 million in
the second half of the year as house
prices continue to fall.

HBOS said its total write-downs
for the first nine months were £5.2
billion. It said £450 million in losses
were tied to the corporate debt of
Lehman Brothers Holdings Inc. and
Washington Mutual Inc., through
items such as floating-rate notes,
and that it expects to take £150 mil-
lion more tied to Icelandic banks.

—Alistair MacDonald
contributed to this article.

Miners expect price cuts
as steel demand weakens

BY ROBERT GUY MATTHEWS

Big iron-ore miners, in a swift
reversal of fortune, are privately
bracing for significant price cuts
in upcoming contract negotiations
with the world’s steelmakers as de-
mand for autos, construction, in-
frastructure and appliances weak-
ens.

Although contracts won’t be
signed until next year, there are in-
dications that steelmakers will be
seeking prices 20% to 40% less
than this year’s levels from BHP
Billiton, Rio Tinto and Companhia
Vale do Rio Doce, popularly
known as Vale. Together, these
companies control about 75% of
the world’s iron-ore production.
Reductions would be a sharp turn
from this year, when iron-ore mak-
ers won an about 85% price in-
crease and spot prices more than
tripled to $200 a metric ton.

In an effort to keep prices from
a free fall, miners are moving
quickly to cut production. This
weekend, Vale, the world’s largest
iron-ore producer, began to moth-
ball about 20% of its production,
or about 30 million tons, resulting
in shuttered mines and layoffs. Un-
certain how long the downturn
will last, Vale wouldn’t say when,
or if, the production would come
back on line.

“We strongly believe this deci-
sion, made at this point of time,
will contribute to minimizing
risks of much larger future costs
to our shareholders, employees
and the communities where we op-
erate,” Vale said in a statement.

As of now, both BHP and Rio
have said they will continue at cur-
rent production levels, but it is un-
clear if they will be able to hold out
for much longer if the steelmakers
continue to see both sales and
prices plummet.

“There are no plans to make cut-
backs,” said Alberto Calderon,
BHP’s chief commercial officer.
“Up to today, we are delivering on
our contracts.”

Rio Tinto Chief Executive Of-
ficer Tom Albanese said last
month that the company was re-
viewing its capital expenditures,
in light of the economic slow-
down. Iron-ore production, among
other things, could be readjusted.

The weakening demand for
iron ore could factor into BHP’s
bid to buy Rio Tinto, which has re-
sisted the move. This week, the Eu-
ropean Union’s regulatory body is
expected to give an indication of
conditions that must be met be-
fore approving a merger, which
could include BHP selling as much
as 50 million tons of iron-ore pro-
duction. Regulators around the
world have been concerned that a
combined BHP-Rio Tinto would
control too much of the iron-ore
market and insist on high prices.
Given the decline in iron-ore
prices and demand, it isn’t clear
how easily BHP would be able to
sell so much production capacity.

Spot prices for iron ore re-
cently have dipped below contract
prices, reversing a trend from re-
cent years. Iron ore is selling for
about $70 a metric ton on the spot
market. Long-term contract prices
are about $80 to $90 a metric ton.
A key reason for the decline is
weakening demand for steel,
which has seen prices drop by
about one third for benchmark hot
rolled steel.

China’s steel association said
production is going to be cut by
20%. ArcelorMittal, the world’s
largest steelmaker by production,
has already begun a 15% produc-
tion cut at some of its operations.
On Wednesday, during its earn-
ings release, the steelmaker is ex-
pected to announce even more
cuts as the automotive, construc-
tion and other sectors continue to
soften world-wide.

Before the credit crisis, steel-
makers pushed for early negotia-
tions with iron-ore producers, hop-
ing to lock in a lower price and a
guaranteed supply for iron ore.
Contracts are usually signed in
April. Now, producers want to
hold off, in case demand for steel
picks up. However, steel analysts
don’t expect prices or demand to
recover before mid-2009, which
gives steelmakers more negotiat-
ing power and better chances of
getting lower prices.

“Our view is that iron-ore
prices will fall 20% next year,”
says Alex Hacking, an analyst for
Citigroup Investment Research.

U.K. insurers may lift stakes
in their Indian joint ventures

BY VLADIMIR GUEVARRA

LONDON—Three top U.K. insur-
ers—Aviva PLC, Prudential PLC and
Old Mutual PLC—are considering
raising their stakes in their Indian
joint ventures if changes in foreign-
investment laws are approved by
the Indian Parliament.

“We will keep our options open
and consider the opportunity care-
fully should it arise,” Prudential
spokesman Ed Brewster said Mon-
day. The company recently called In-
dia “one of the cornerstones of our
Asian growth strategy.”

Aviva, which has partnered with
the Dabur Group, welcomes the pro-
posed changes, said spokeswoman
Hayley Stimpson. She added that
Aviva’s “arrangements with Dabur
Group provide for us to increase our
stake when the law changes.”

Old Mutual spokesman Matthew
Gregorowski said that the compa-
ny’s life-insurance venture with the
Kotak Mahindra Group “is doing
well and we welcome any easing of
restrictions on India’s underserved
life insurance market.”

Prudential holds 26% in ICICI Pru-
dential Life Insurance Co., its joint
venture with India’s ICICI Bank.
Aviva also owns 26%, the current le-
gal limit, of its business with Dabur.

Old Mutual has a 26% stake in Ko-
tak Mahindra Old Mutual Life Insur-
ance, “with an option to increase our
stake to 49%,” Mr. Gregorowski said.

On Friday, Indian Finance Minis-
ter P. Chidambaram said India’s Cab-
inet had approved a proposal to
change the laws governing the insur-
ance sector. One clause proposes
that foreign direct investment may
be increased to 49% from 26%.



4 TUESDAY, NOVEMBER 4, 2008

THE WALL STREET JOURNAL.

CORPORATE NEWS

n
a
<4

I

o
3

2

s
S
<1
a
a

<<

GM’s auto sales fell 45% to 168,719 vehicles in the U.S,, hurt by its financing arm’s increased selectiveness in offering loans
only to customers with top credit scores. GM is contemplating a merger with Chrysler as a result of slumping sales.

U.S. vehicle sales tumble

GM, Ford, Toyota
report big declines;
a ‘severe recession’

BY KATE LINEBAUGH
AND MATTHEW DOLAN

DETROIT—U.S. vehicle sales
plunged an estimated 31% last
month to about 850,000 vehicles as
the financial crisis and tightening
credit kept buyers away from show-
rooms.

It was the first time since Febru-
ary 1993 that auto makers sold
fewer than 900,000 cars and light
trucks in a month. After adjusting
forincreasesin the U.S. population,
October was “the worst month in
the post-World War II era,” Michael
DiGiovanni, the top sales analyst at
General Motors Corp., said in a con-
ference call. “This is clearly a se-
vere, severe recession.”

Auto executives warned that
the market could deteriorate fur-
ther, raising the question as to
when the auto industry—a key
driver of the U.S. economy—will hit
bottom.

The modest decline in U.S. eco-
nomic output in the third quarter
“is not likely to be the worst we will
see in this cycle,” Ford Motor Co.
economist Emily Kolinski Morris
said in a company conference call.
A precise total for October vehicle
sales wasn’t available late Monday
afternoon because some compa-

nies were still reporting their sales
figures. Auto makers estimated the
closely watched seasonally ad-
justed annualized selling rate was
about 11 million vehicles, compared
with 16 million a year earlier.

Ford sales analyst George Pipas
said the current sales trend could
pull total sales for this year below
14 million cars and trucks. At the be-
ginning of the year, many car com-
panies had expected sales of more
than 15 million this year. An annual
sales tally of 16 million vehicles is
considered healthy.

Slumping auto sales are among
the factors that have prompted GM
to contemplate a merger with
Chrysler LLC and spurred calls for
federal help for the industry. The
National Auto Dealers Association
last week urged President George
W. Bush to offer tax credits to boost
new-car purchases.

October’s declines were led by
GM, where sales fell 45% to 168,719
vehicles. The company was hurt
when its financing arm, GMAC LLC,
began offering loans only to cus-
tomers with top credit scores. In
many areas of the country, only a
third or so of all customers would
qualify for loans, Mr. DiGiovanni
said. GM augmented its total with
sales to fleet customers, like rental
companies. Fleet sales made up a
third of its total, meaning its “re-
tail” sales to individual consumers
totaled only about 113,000 vehi-
cles.

Other auto makers suffered ma-
jor declines, too. Ford’s sales fell

30% to 132,248 cars and light
trucks. Toyota Motor Corp.’s sales
fell 23% to 152,101, and Honda Mo-
tor Co.’s slid 28% to 85,864.

The sharp contractions came as
U.S. consumer confidence fell in Oc-
tober to its lowest level since the
Conference Board, a New York re-
search group, began keeping
records in 1967. The stock market
fell 14% last month. Unemployment
is expected to rise from its current
level of about 6%—the auto indus-
try alone has announced 10,000 job
cuts in the last two weeks as pro-
duction reductions continue.

With the economy contracting,
auto makers are pushing forward
year-end sales. GM’s “Red Tag” sale
will start on Tuesday rather thanin
mid-November, as is customary.
GM will offer as much as $8,500 off
select 2008 and 2009 models, ac-
cording to a dealer who listened to
a GM broadcast outlining the sale.

Ford said it is likely to cut its pro-
duction of cars and crossover vehi-
cles even as it plans to ramp up the
number of pickup trucks it builds.
“There are no hot segments or hot
products,” Mr. Pipas said. Even the
red-hot Ford Focus, the small car
that saw sales rocket this summer,
has taken a detour. Its sales fell 18%
in October.

“In my 27 years, I have never
seen a month like this,” said GM
sales executive Mark LaNeve. “It
was like somebody turned off the
lights in the month of October.”

-Sharon Terlep
contributed to this article.

New-car sales in Spain, Italy plunge

BY DAVID PEARSON
AND JASON SINCLAIR

New-car registrations in France,
Italy and Spain dropped last month
as consumers postponed purchases
of big-ticket items amid worry
about the global economic outlook.

Spanish car sales fell 40% to
77,660 vehicles in October—the low-
est level since 1995—while new-car
registrations in France were down
7.3% from a year earlier to 82,091 ve-
hicles, French and Spanish car-manu-
facturers’ associations said Monday.
InItaly, meanwhile, new-car registra-
tions dropped 19% to 167,940 vehi-
cles, according to that country’s in-

frastructure ministry.

Although less drastic than the
drops in Spain and Italy, the decline in
the French automobile market comes
after months of outperforming most
other markets in Western Europe. Un-
derpinned by the introduction of abo-
nus-and-penalty system aimed at dis-
suading consumers from buying fuel-
guzzling vehicles, France had seen
sales rise for most of the year.

For the period between January
and October, new-car registrations
in France are 1.2% higher than last
year and September sales increased
8.4% from a year earlier. New-car
registrations in Spain plummeted
32% in September, hurt by trouble

in the real-estate sector and a tight-
ening credit market, while Septem-
ber sales in Italy were down 5.5%.

Registrations of PSA Peugeot-Cit-
roén in its home market, France, fell
4.7% in October, pulled down by an
8.6% slump in sales of its Peugeot
brand. At rival Renault SA, the pic-
ture was even bleaker, with registra-
tions down 9.8% as an increase in
sales of low-budget cars made by its
Romanian subsidiary Dacia failed to
offset a13% drop at its Renault brand.

Last month, both Peugeot-Cit-
roén and Renault warned that their
full-year profits will suffer from the
sharp contraction in demand, espe-
cially in Europe.

Toyota’s global problems
start to hit home in Japan

By JOHN MURPHY

TOYOTA CITY, Japan—During
Toyota Motor Corp.’s rapid global
expansion this decade, residents of
the auto giant’s hometown saw
their fortunes soar.

Those days are quickly ending.
Sales of Japan’s biggest company—
widely seen as Japan’s final bul-
wark against an economic slow-
down—are sputtering because of
the global financial crisis. The auto
maker has slashed production and
cut its temporary work force—a
bellwether for how a company is do-
ing—by more than 20%, from 8,800
in March to 6,800 in September.

That has sent a chill across the
Toyota City region, from its 400 car-
related businesses to its real-estate
market, department stores and noo-
dle shops.

Toyota City’s plight shows just
how deep the financial crisis is cut-
ting into the world’s second-larg-
est economy. Until recently, Japan
appeared largely unscathed by the
financial crisis because of its
banks’ limited exposure to
subprime loans. But in the past few
weeks, the country has been en-
gulfed in bad economic news. The
Nikkei tumbled to a 26-year low

the fiscal year ended March 31, an-
nounced its first quarterly sales
drop in seven years, down 4% for
the July-September quarter, as
auto demand in the U.S.—which ac-
counts for half of Toyota’s profits—
has plummeted.

Sales to emerging markets are
also slowing, making it more diffi-
cult to offset U.S. losses. The auto
maker has slashed global sales pro-
jections for this year and 2009, and
many residents here are expecting
grim figures when Toyota an-
nounces its financial results for the
July-September quarter on Thurs-
day.

Toyota isn’t alone in its chal-
lenges. Honda Motor Co. posted a
41% drop in second quarter profit
and cut its full-year profit outlook.
Nissan Motor Co.’s profit slid 39%
for the quarter and it slashed its
profit forecast by more than half
for the full fiscal year.

Japan’s finance ministry on Oct.
29 downgraded the economic as-
sessments for all regions of Japan
for the first time in 10 years, includ-
ing the region around Toyota City,
where industrial production is slow-
ing and consumers are spending
less on clothing and everyday
goods. Hiromichi Shirakawa, an

e,
John Murphy/The Wall Street Journal

A worker at Kohwa Industry, a Toyota Motor supplier that makes body panels and
parts in Toyota City. Cutbacks by Toyota could hurt many businesses in the region.

last week and the yen strengthened
to its highest levels in 13 years, leav-
ing major exporters and investors
reeling.

To be sure, Toyota City isn’t De-
troit. There are no auto plants shut-
ting down and no fears of Toyota go-
ing bankrupt. With 76,000 jobs in
Toyota City connected to the auto
business, however, there are plenty
of reasons for residents here to
worry about the future.

“If Toyota is down, the whole re-
gion is down,” says Masahiro Ido, di-
rector of Kohwa Industry Co., a Toy-
ota-parts maker.

This industrial heartland, also
home to other top exporters such
as Brother Industries Ltd. and
Yamaha Corp., was instrumental in
snapping Japan out of its economic
slumber of the 1990s and early
2000s, and has experienced robust
growth. Flush with tax revenues
from the car maker, Toyota City,
population 410,000, boasts Japan’s
second-largest stadium and a re-
nowned classical-music hall.

But Japan’s prized economic en-
gine is stalling. Toyota, which
posted $262 billion in revenue for

economist for Credit Suisse and
UBS in Tokyo, said Japan’s econ-
omy could shrink by as much as one
percentage point next year.

In Nagoya, a nearby city that is
also largely dependent on Toyota,
there’s been a fivefold increase in
distressed businesses seeking
emergency government loans to
stay afloat, according to a new re-
port by the local chamber of com-
merce. Sales at the major depart-
ment stores in Nagoya dropped
8.7% in September, the largest de-
cline among 10 major cities in Ja-
pan, the report said.

The Aichi Prefectural govern-
ment, which depends on Toyota for
about one-quarter of all its corpo-
rate taxes, is projecting a 100 bil-
lion yen ($1.05 billion) shortfall in
tax revenue, its first in 15 years.

“Everyone is concerned,” said
Yoshiyuki Takahashi, 51 years old,
manager of ERA Realty in Toyota
City. Property sales are down and
vacancies are rising in weekly apart-
ments for temporary workers as
Toyota and its suppliers scale back.

—Miho Inada
contributed to this article.
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Tainted toys get another turn

After recalls, firms
bet on new names,
looks for comeback

BY NiCHOLAS CASEY

Pixos, a toy marketed by Spin
Master Ltd. of Toronto, lets chil-
dren arrange small beads into de-
signs, then add water to make them
stick together permanently.

The toy is similar to Aqua Dots, a
product recalled last November af-
ter several children swallowed
beads and slipped into temporary
comas. In fact, Pixos is a new ver-
sion of the same toy, marketed un-
der a different name.

More than 25 million toys were
recalled last year because of prob-
lems ranging from toxic lead paint
to magnets that were lethal when
swallowed. The toy industry has
since spent an estimated $200 mil-
lion to enhance safety procedures.
The U.S. congress overhauled the
Consumer Product Safety Commis-
sion, increasing its budget by al-
most a third.

But what couldn’t be repaired
were the reputations of the tainted
brands. That left toy makers with a
difficult choice: abandon the prod-
ucts and start new lines from scratch,
or relaunch the toys with new names.

Hit toys are rare in the industry
and companies—operating under
tight margins—are under pressure to
keep a trendy product alive. But the
stigma of a large recall can poten-
tially sink both a toy and its manufac-
turer. “When a brand gets tainted,
you have to either aggressively fight
it or pull the plug,” says Sid Kaufman,
a licensing executive at Los Angeles-
based consulting firm Brand Sense
Partners who has also worked in the
toy industry.

Last year’s recalls were part of a
cascade of defective consumer prod-
ucts made in China. The toy that was
marketed under the names Aqua
Dots and Bindeez contained a sub-
stance that when digested became
GHB, an acid more colloquially
known as a date-rape drug for its use
in sexual assaults. The company re-
called 4.2 million units sold in the
U.S., along with those marketed

Spin Master Ltd.

Spin Master used the name Pixos after
Aqua Dots were recalled last year.

abroad, and destroyed remaining
products.

Spin Master President and Co-
Chief Executive Anton Rabie says the
recalls were swift and that his com-
pany worked around the clock to
warn consumers and retailers of the
problems.

But some damage was already
done. “It was one of the worst recalls
of the year,” says Gerald L. Storch,
chairman and chief executive of Toys
“R” Us Inc., which sold Aqua Dots.
“When you find out a product has the
date-rape drug, that’s not a good
day.”

Spin Master considered retiring
the toy, says Mark Sullivan, who
heads the company’s marketing and
design. But Spin Master “had in-
vested millions of dollars in product
development, manufacturing and TV
commercials” for Aqua Dots and “cus-
tomers were saying they love the
toy.”

So the company abandoned the
Aqua Dots name but not the toy.
“We’re not trying to fool anyone,”
says Mr. Sullivan. By calling the toy
Pixos, he says, the company isn’t just
rebranding it, but also allowing par-
ents to distinguish the new product
from the old, dangerous one.

Not all brands can be so easily re-

tooled. Thomas & Friends, the toy
train line made by Oak Brook, Ill.,
company RC2 Corp., was recalled for
containing lead paint last year. But
the Thomas brand, which is owned
by Hit Entertainment Ltd., appears
not just in toys but branded books,
puzzles and its namesake television
show. The brand was largely un-
changed this year.

Likewise, toys using cartoon char-
acters Dora the Explorer and Sarge,
the animated military jeep from the
Walt Disney Co. movie “Cars,” bothin-
volved in lead recalls from Mattel
Inc., haven’t been given a facelift by
their license owners.

However, some smaller toy com-
panies with lesser-known brands are
trying to reinvent themselves. On
many toy aisles this fall is a new con-
struction toy called MagNext—a
closerelative of a product called Mag-
netix, manufactured by Mega Brands
Inc. of Toronto.

Magnetix was recalled in 2006 af-
ter a child died and others were seri-
ously injured after swallowing its
high-powered magnets. Mega
Brands redesigned the toy in 2007 so
the magnets couldn’t be swallowed.

But when Mattel recalled 18 mil-
lion toys last year for a similar prob-
lem, the company was thrust back in
the spotlight, Mr. Chizick said. Sales
plummeted in the fall and the com-
pany posted a loss.

Mega Brands had already been
working on a newer, sturdier version
of the toy, and so it decided to release
it under a new name, Mr. Chizick
said.

“We needed to rebrand,” he said.
“Obviously, with the recalls and what
was happening in the marketplace,
we changed the name to MagNext.”

The new toys contain no refer-
ence to the original. Instead, the com-
pany opted to mark their packaging
with the brand Mega Bloks, the com-
pany’s building-blocks brand that
had no previous association with its
magnet toys.

The new Magnetix toy now “is get-
ting the halo of the entire Mega Bloks
portfolio,” says Kathleen Campisano,
the company’s head of marketing.
Also new on the toys’ packaging is a
logo for Intertek, a third-party test-
ing agency that reviewed the design
of the toys for safety before they
were manufactured.

StatoilHydro’s net profit

BY ELIZABETH COWLEY

OSLO—O0il and gas company
StatoilHydro ASA reported a 55%
drop in third-quarter net profit
Monday, weighed down by the
weakness of the Norwegian krone
against the U.S. dollar.

For the three months ended
Sept. 30, the state-controlled Nor-
wegian company said its net profit
fell to 6.5 billion Norwegian kroner
($965.9 million) from 14.46 billion
kroner a year earlier.

StatoilHydro was created after
Statoil bought Norsk Hydro ASA’s
oil and gas assets in late 2007 and
this is the first time the new com-
pany has reported third-quarter re-
sults.

The latest earnings were hit by
foreign-exchange losses of 13.77
billion kroner, compared with a
gain of 6.33 billion kroner in the
year-earlier three months, as well
as financial losses of 9.74 billion
kroner, compared with a gain of
6.52 billion kroner a year earlier.

Revenue rose 34% to 173.84 bil-

lion kroner from 129.41 billion kro-
ner, reflecting increased prices for
crude oil, condensate and natural-
gas liquids.

The company said production
fell 2.9% to 1.55 million barrels of
oil equivalent in the third quarter,
hurt by shutdowns and lower pro-
duction from maturing fields.

Chief Financial Officer Eldar Sa-
etre said in a conference call that
the company is “continuously eval-
uating merger and acquisition ac-
tivity” and that the sharp drop in
oil prices since this summer’s
records could make takeovers less
expensive.

In its outlook, StatoilHydro
said strong production during the
first nine months of 2008 support
its equity-production target of 1.9
million barrels of oil equivalent a
day, with gas output expected to in-
crease in the fourth quarter with
rising seasonal demand.

StatoilHydro said oil prices are
expected to remain “relatively
lower than earlier in the year and
volatile at least in the near term,”

slides 50%
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while natural-gas prices are ex-
pected to rise into the winter.
The company said that if the ex-
change rate between the Norwe-
gian krone and the U.S. dollar re-
mains at the current level, it will
positively affect its income mea-
sured in kroner, but adversely af-
fect net financial items, leading to
increases in dollar-denominated
costs and capital expenditures, as
well as the reported tax rate.

Pepsi slates $1 billion
toward China expansion

By BETSY McKAy

PepsiCo Inc. plans to spend $1 bil-
lion in China over the next four
years, extending its investment in
one of its fastest-growing markets
as the troubled economy cuts into
sales and profit in the U.S.

The Purchase, N.Y., maker of
Pepsi-Cola, Lay’s potato chips and
other snacks and drinks said it will
use the money to build more plants,
specifically in western and interior
areas of China; expand local re-
search and development; and build
abigger sales force to expand distri-
bution. Pepsi also will use the funds
for marketing and to develop prod-
ucts tailored to Chinese consumers.

The investment, announced by
Pepsi Chairman and Chief Executive
Indra Nooyi on a visit to the country,
steps up an already heated competi-
tion between Pepsi and Coca-Cola
Co. in China’s fast-growing bever-
age market. It is also part of a larger
strategy by Pepsi to strengthen its
presence in emerging markets
around the world, where growth is
much faster than in the U.S. China is
Pepsi’s second-largest beverage
market by volume, after the U.S.
Pepsi also has a large snack-food
business in China.

Atlanta-based Coke is the global
leader in the soft-drink wars with
roughly half the market—more than
double Pepsi’s share. Coke also dom-
inates Pepsi in the broad carbon-
ated-soft-drink sector in China and
conducted a big marketing blitz for
Coca-Cola during the Summer Olym-
pics. But PepsiCo is trying to main-
tain alead that its cola has held over
the Coca-Cola brand in recent years.
Pepsi also has a large snack-food
business in China, where its lineup
includes Lay’s potato chips with
Beijing Duck flavor.

The two companies also are rac-
ing to grab a share of China’s fast-
growing market for juices and other
nonsoda drinks, a market Pepsi has

dominated in the U.S. Coke in Sep-
tember offered $2.4 billion to buy
large fruit-juice maker China
Huiyuan Juice Group Ltd. The deal
awaits approval by Chinese regula-
tors.

A Coke spokesman declined to
comment on Pepsi’s new invest-
ment.

While growth in emerging mar-
kets is cooling and a strengthening
dollar is trimming profit from inter-
national operations, Ms. Nooyi has
said, growth remains “robust” com-
pared with the U.S. “In the Middle
East and parts of Asia, where we are
strong, we want to remain very,
very strong,” she said in an inter-
view earlier this year. “Where the
market growth is spectacular, like
China, India and Russia, we are go-
ing to keep investing so that when
the music stops, we have a great
shot at being up there as the leader.”

Pepsi in September announced a
$500 million investment in India
over the next three years to expand
manufacturing, improve research
and development and introduce
new products. In Russia, the com-
pany announced last year it would
build a second snack plant and ear-
lier this year spent $1.4 billion with
its largest bottler to acquire that
country’s largest juice company,
OAO Lebedyansky.

Pepsi’s announcement about
China comes as sales have soured at
home. The company’s third-quarter
profits were dragged down by weak
U.S. beverage sales, forcing the com-
pany to fall short of a consensus
Wall Street estimate for the first
time since 1999. Uncertainty over ex-
change rates caused PepsiCo to trim
its full-year earnings forecast. The
company also disclosed plans to cut
costs by more than $1.2 billion over
the next three years.

Pepsi shares were up 30 cents at
$57.31 in late-afternoon trading
Monday on the New York Stock Ex-
change.

APN’s stock leaps amid interest
in Irish shareholder’s 39% stake

By SusAN MURDOCH

APN News & Media Ltd. stock
rose 24% Monday after the compa-
ny’s largest shareholder, Indepen-
dent News & Media PLC of Ireland,
said it had received a number of un-
solicited expressions of interest in
its 39% stake.

The potential sale follows a re-
jected bid of 3.8 billion Australian
dollars (US$2.53 billion) by Inde-
pendent Chief Executive Tony
O’Reilly to take the company pri-
vate last year. The rejected bid val-
ued APN shares at A$6.20 each.

Shares in APN have fallen since
the failed sale amid a deteriorating
outlook for the advertising market
and the company’s exposure to the
weakening New Zealand economy.
Last week, the stock hit a nine-year
low of A$2.16, but Monday the
shares increased 24% to A$2.98.

The Australia-based publisher
and broadcaster said it has ap-
pointed ABN Amro as an adviser.

APN publishes 23 regional daily
newspapers and more than 100 non-
daily titles across Australia and
New Zealand. It also owns 50% of
the Australian Radio Network,
which operates 12 metropolitan ra-

dio stations in Australia and 162
AM and FM licenses in New
Zealand.

The company said it welcomed
the approach and added that its
board intends to provide sharehold-
ers with a full trading update
within the next week.

Independent’s group debt is cur-
rently €1.4 billion (US$1.78 billion),
but the company said last week that
group debt would fall to €600 mil-
lionifits 39% stake in APN was sold.

Marketplace

A puncher’s chance

A British boxer known for
losing aims to end career
with a bang > Page 30
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China scores plane deal with GE

Regional jets mark
first foreign order
for big aviation firm
BY NORIHIKO SHIROUZU

ZHUHAI, China—China’s main air-
craft maker won its first order from
overseas, with General Electric Co.
expected to finalize a deal for five
Chinese-designed regional jets and
an option to buy 20 more, people fa-
miliar with the situation said.

The deal, which could be valued
at as much as $750 million if all the
jets are purchased, is seen as a sig-
nificant step by China to try to cut
into the global aerospace market
dominated by Boeing Co., European
Aeronautic Defence & Space Co.’s
Airbus and a handful of other air-
craft makers.

Mike Wilking, head of GE’s avia-
tion sales for China, said leasing
unit GE Commercial Aviation Ser-
vices plans to sign a contract Tues-
day with Commercial Aircraft
Corp. of China Ltd. for five 70-seat
ARJ21-700s. The deal, coming to-

gether at the Zhuhai air show in
southern China, will include an op-
tion to buy an unspecified addi-
tional number of the aircraft, Mr.
Wilking said in a telephone inter-
view. “There will be a number of op-
tions,” he said.

GE plans to lease the aircraft to
China’s domestic airline companies
for use within China, Mr. Wilking
said. GE supplies engines for the
ARJ21.

An official at an aircraft design-
and-research company affiliated
with Commercial Aircraft Corp. of
China said the option calls for GE
buying an additional 20 ARJ21 air-
craft. The official said each of the
planes will likely cost between $20
million and $30 million.

A memorandum of understand-
ing for the five ARJ21s was signed
by GE Commercial Aviation Ser-
vices earlier this year. China still
faces the bigger test of finding for-
eign customers who aren’t involved
in the jet project.

A spokeswoman for Commercial
Aircraft Corp. of China said the com-
pany is going to sign a contract with
a“U.S. company” for ARJ sales Tues-
day. She declined to disclose the
company’s name and other details.

The ARJ21is akey step in China’s
bid to develop an aerospace indus-
try able to compete world-wide. The
country intends to produce larger
airliners, including a 150-seat jet-
liner, to compete directly with Boe-
ing and Airbus by 2020.

Regional jets are smaller commer-
cial planes, with a range of around
2,000 miles aimed at midsize mar-
kets. By choosing to start with a
smaller jet, China will stay out of the
competitive sights of Boeing and Air-
bus for now but will enter a market
that is crowded with established
players such as Canada’s Bombar-
dier Inc. and Brazil’'s Empresa
Brasileira de Aeronautica SA.

Airlines in recent years have
rushed to buy smaller regional jets,
often with around 70 seats. As fuel
prices have climbed, a number of op-
erators have turned to more fuel-ef-
ficient turboprop planes. But many
in the industry believe planes with
around 100 seats, like the ARJ21,
could fill an important niche.

The Chinese plane is expected to
enter service next year.

—Ellen Zhu in Shanghai
and Paul Glader in New York
contributed to this article.
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Ryanair is upbeat about full year

BY QUENTIN FOTTRELL

DUBLIN—Ryanair Holdings PLC
posted a 31% decline in its fiscal sec-
ond-quarter net profit, hit by soar-
ing fuel prices, but said it expects to
break-even for the full year.

The Ireland-based budget car-
rier previously warned it might post
aloss for the year ending March 31,
but has become more optimistic as
oil prices have fallen sharply from
this summer’s record highs.

Next fiscal year, if oil prices stay
at about $80 a barrel, Ryanair’s earn-

ings will rebound strongly, said
Chief Executive Michael O’Leary.

For the three months ended
Sept. 30, Ryanair posted a net profit
of €185.8 million ($236.8 million),
compared with €268.7 million a
year earlier. Revenue jumped 20% to
€1.03 billion from €861.3 million.

Ryanair expects fare cuts to lead
to losses for the second half.

However, “we remain confident
that we will break even for the full
year,” Mr. O’Leary said, adding that
the outlook is dependent on fares
and fuel prices.
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Linde AG

Earnings increase by 32%;

productivity targets are set

Linde AG, an industrial-gases
and engineering company, posted a
32% jump in a third-quarter earn-
ings, thanks to lower costs and
taxes, and said it hasn’t yet felt the
impact of the global economic cri-
sis. However, the German company
described its midterm targets as
“ambitious” in the current market
environment and announced the
launch of a new productivity im-
provement program to help it reach
those goals. Net profit rose to €177
million ($226 million) from €134 mil-
lion ayear earlier as sales grew 2.3%
to €3.14 billion. Linde’s earnings be-
fore interest, taxes, depreciation
and amortization, or Ebitda, in-
creased 6.5% to €652 million.

Virgin Media Inc.

Lenders to Virgin Media Inc.
voted to allow the U.K. cable-TV op-
erator to delay repayment of £1.66

billion ($2.67 billion) in loans, Virgin
Media said. The senior secured debt
was due to be repaid in 2010 and
2011. Under the new agreement, Vir-
gin Media will have until 2012 to pay.
The company has said in regulatory
filings that it wouldn’t have enough
money to meet the original payment
schedule. British entrepreneur Sir Ri-
chard Branson owns 10.4% of the
company, according to regulatory fil-
ings. In afternoon Nasdaq Stock Mar-
ket trading Monday, Virgin Media
shares were up 12% to $6.42.

Scottish and Southern Energy

Scottish and Southern Energy
PLC announced that it agreed to sell
half of the Greater Gabbard offshore
wind farm it is planning to build in
the Thames Estuary to Npower Re-
newables, a U.K. subsidiary of Ger-
man utility RWE AG, for £308 mil-
lion ($496 million). RWE’s payment
will give it 50% of the equity in the
wind-farm holding company and re-
imburse SSE for half the costs in-
curred in the development of the
project so far. Greater Gabbard will

be the world’s largest offshore wind
farm with a capacity of 500 mega-
watts. Part of the wind farm, which
Scottish and Southern Energy will
operate, will start generating elec-
tricity in 2010 and the entire con-
struction is scheduled to be com-
pleted in 2011. The full development
is expected to cost £1.3 billion.

UCBH Holdings Inc.

UCBH Holdings Inc. Craig On
was named executive vice president
and chief financial officer of this
bank holding company. Mr. On, 56
years old, was senior vice president
and had been interim chief financial
officer since Jonathan Downing, 56,
died in May. UCBH specializes in pro-
viding retail banking and small busi-
ness services to Chinese communi-
ties in the U.S.

Stora Enso Oyj

Finnish-Swedish paper maker
Stora Enso Oyj said it will build a €137
million ($175 million) power plant to
provide electricity for its mill in Po-

land, part of the company’s focus on
the Polish and Russian markets. The
plant will be located at the site of the
Ostroleka mill and is scheduled to be
online in 2010, the company said.
“This investment supports Stora En-
so’s strategy of maintaining profit-
able growth in the rapidly growing
Central and Eastern European mar-
ket, especially in the corrugated-pack-
aging business in Poland and Russia,”
said Veli-Jussi Potka, vice president
of the company’s industrial-packag-
ing unit. Stora Enso is one of the
world’s largest forest-product compa-
nies . It operates in more than 40 coun-
tries and employs 34,000 people.

Goodyear Tire & Rubber Co.

Goodyear Tire & Rubber Co.’s
third-quarter net income fell but
sales rose as overseas demand and
higher selling prices offset weak
North American volume. Goodyear,
North America’s largest tire maker
by sales, reported net income of $31
million, or 13 cents a share, com-
pared with $668 million, or $2.75 a
share, a year earlier. The year-ear-
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lier profit included a gain of $517
million, or $2.12 a share, from the
sale of the company’s engineering-
products division. Sales increased
2.1% to $5.17 billion, while revenue
per tire increased about 8%. In
North America, the number of tires
sold dropped 13% to 18.1 million,
while revenue slipped 4.3% to $2.19
billion. Asia-Pacific sales jumped
11% to $470 million.

Royal Dutch Shell PLC

Abu Dhabi National Oil Co. and a
division of Royal Dutch Shell PLC
said they have signed a deal to ex-
plore the possibility of developing
deep natural-gas fields off the emir-
ate’s coast. The memorandum of un-
derstanding calls for the companies
to evaluate the joint exploration, de-
velopment and production of the
fields. Shell says that once the evalu-
ation is complete, it “hopes to move
forward rapidly with final agree-
ments in order to quickly begin joint
exploration and development activi-
ties.” Shell already holds a 9.5%
stake in the Abu Dhabi Onshore Co.
and a15% share of Abu Dhabi Gas In-

dustries Ltd. Financial terms
weren’t disclosed.
Robert Bosch GmbH

Auto-parts supplier Robert

Bosch GmbH said it plans to reduce
working hours for some employees
at a German plant later this week as
the auto industry cuts costs and
braces for an economic recession.
Some 3,500 workers at the Bamberg
plant in southern Germany will
start working reduced hours on Fri-
day, spokesman Andreas Kempf
said. The measure is set to last for
six months, he added. The affected
workers produce diesel-engine com-
ponents. Bosch’s move comes as the
global financial crisis weighs
heavily on the auto industry. In re-
cent weeks, auto makers such as
BMW AG, Daimler AG and General
Motors Corp.’s subsidiary Adam
Opel AG have announced produc-
tion cuts.

News Corp.

News Corp. agreed on Monday
to sell its indirect 35% stake in small
Polish television broadcaster Puls
TV to the remaining shareholders
for an undisclosed sum. The media
company had hoped to establish a
foothold on the quickly expanding
Polish market, but Puls TV, which
now controls less than 1% of the mar-
ket, has failed to gain ground on the
established public television and pri-
vate broadcasters TVN and Polsat.
The remaining holdings in Puls TV
are owned by the Franciscan reli-
gious order and Chief Executive Dar-
iusz Dabski, who replaced a News
Corp.-appointed head earlier this
year. The order will now own a 51%
stake, with Mr. Dabski getting the
rest. News Corp. owns Dow Jones &
Co., the publisher of the Wall Street
Journal.

Olympic Airlines SA

Greece’s transport minister
said “at least” 10 companies ex-
pressed interest in each separate
sale of state-owned Olympic Air-
lines SA’s flight operations, techni-
cal maintenance and ground han-
dling. Costis Hadzidakis said the
companies will be named this
week and that six potential bid-
ders were interested in all three.
The deadline for potential buyers
for the troubled carrier expired Fri-
day, with only Qatar Airways stat-
ing interest publicly so far.

—Compiled from staff
and wire service reports.
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German

Social Democrats
can’t agree on links
with far-left group

By MARCUS WALKER

BERLIN—Germany’s center-left
Social Democrats failed in their quest
to form an alliance with a far-left
party at the regional level, increasing
the chance that the country will be
stuck with its fractious bipartisan
government after elections in 2009.

The Social Democrats, junior
partners in Chancellor Angela Mer-
kel’s conservative-led national coali-
tion, tried to form a regional alli-
ance with a hard-line leftist party
that some Social Democrats saw as
blazing a trail to a left-wing federal
coalition.

But the planned Hesse alliance
collapsed Monday after Social Dem-
ocrats split over cooperating with
Die Linke, a party that grew out of
East Germany’s former ruling Com-
munist Party.

The failure underlines the lack of
alternatives for Germany’s two major
parties—the Social Democrats and
Ms. Merkel’s conservatives—to the
squabbling coalition with each other.

Despite the chancellor’s high per-
sonal approval ratings and strong
standing abroad, Ms. Merkel’s un-
easy bipartisan coalition has strug-
gled to move forward with much-
needed overhauls to Germany’s
economy and its welfare state since
she took office in 2005.

Ms. Merkel hopes to break free of
the Social Democrats in the Septem-
ber 2009 elections and form a coali-
tion with a small pro-business party.
But her conservatives currently
aren’t popular enough to achieve that.

Social Democrats are also cast-
ing around for an alternative to
their conservative partners and ri-
vals. But they are split over whether
to ally with Die Linke—German for

arty falls tie-up

Social Democrat Andrea Ypsilanti,
center, favors alliances with Die Linke.

“The Left.” Die Linke includes both
former Communists and disgrun-
tled former Social Democrats who
want to roll back the market-ori-
ented economic changes Germany
has made in the past decade.

Left-leaning Social Democrats
such as the party’s leader in Hesse,
Andrea Ypsilanti, favor alliances
with Die Linke, but centrist Social
Democrats view the hard-left party
as irresponsible populists.

Die Linke has “a divided, nega-
tive attitude towards democracy
and the rule of law,” said Carmen
Everts, a centrist Social Democrat
who on Monday joined a rebellion
against cooperating with Die Linke.
That rebellion leaves Ms. Yspilanti
with too few votes to become state
governor of Hesse on Tuesday.

Centrist Social Democrats will
take heart from their colleague Ms.
Ypsilanti’s failure, says Manfred
Giillner, head of opinion-polling in-
stitute Forsa. An alliance with Die
Linke could further alienate centrist
voters, whom the Social Democrats
need to win back to challenge Ms.

Merkel next year, says Mr. Giillner.
More than 65% of Social Democrat
voters nationally are against pacts
with Die Linke, he says.

Mr. Giillner says the most likely
election outcome is a second term
for the current bipartisan coalition,
for lack of workable alternatives.

The Social Democrats led Germa-
ny’s government from 1998 to 2005,
pushing through changes to the wel-
fare state and labor market that ana-
lysts credit with reviving growth
and employment in Europe’s big-
gest economy. In the 2005 election,
neither conservatives nor Social
Democrats won enough votes to gov-
ern alone or with a small ally, forc-
ing them to govern together—
though they soon ran out of initia-
tives they could agree on.

The pace of economic change in
Germany has slowed sharply under
Ms. Merkel’s coalition, despite the
chancellor’s personal support for
further market-friendly reforms.

Meanwhile, voter discontent
with earlier welfare cuts has fueled
the rise of Die Linke, which wants to
restore generous welfare policies,
bring business to heel, and pull Ger-

The failure shows
the lack of
alternatives for the
two major parties.

man troops out of Afghanistan.
Die Linke is trying to capitalize
on the global financial crisis by step-
ping up its anticapitalist rhetoric.
Its candidate for the largely ceremo-
nial post of German president, Peter
Sodann, is a former TV detective
who recently said he would like to ar-
rest Germany’s top banker, Deut-
sche Bank AG Chief Executive Josef
Ackermann, and other financiers
who had engaged in “speculation.”

Iran strives to expand refineries

BY ROSHANAK TAGHAVI

TEHRAN—As Western powers
talk of targeting Iranian gasoline im-
ports in fresh economic sanctions,
the Islamic republic is scrambling to
boost its refining capacity and tamp
down domestic demand.

But U.S. and United Nations sanc-
tions aimed at curbing Iran’s nu-
clear program have pushed up costs
and slowed down some projects in
Tehran’s $16 billion effort to double
domestic refining capacity, said Mo-
hammad Reza Nematzadeh, a top ad-
viser to the oil minister.

Despite the sanctions, Mr. Nem-
atzadeh said Iran can still achieve
its goal of becoming a net exporter
of refined oil products in the next
six years.

Tehran’s efforts stem from a
longstanding shortfall between its
gasoline consumption and its refin-
ing capacity. The initiative has
taken on added urgency amid West-
ern diplomats’ talks of more sanc-
tions, including targeting Iran’s gas-
oline imports, against which there
are currently no sanctions. In Sep-
tember, Washington imposed unilat-
eral sanctions against Iran’s state-
owned shipping line. Iran spent
roughly $6.5 billion on gasoline and
diesel imports in the year ended
March 2008. In June 2007, Iran

started tightly rationing gasoline, a
plan the government credits with
cutting consumption by about 28%
this year.

The first new Iranian refinery is
slated to come online in 2011, but
Seyed Gholamhossein Hassantash,
an former oil ministry official and
energy analyst in Tehran, said he
doubts it will be finished by then.

Sanctions have scared off many
foreign investors from the West
who might otherwise be willing to
sink the billions of dollars neces-
sary to help build new refineries.
Sanctions have also made it difficult
to import specialized equipment
and raise money to finance big
projects.

That has Iran relying on domes-
tic contractors for some 80% to 90%
of the engineering work on six new
refineries it wants to build, Mr. Nem-
atzadeh said. All the construction
will be done by Iranian companies
and as much as 60% of the plants’
equipment will be manufactured in-
side the country. Domestic capacity
constraints for that work mean
some projects “will take a little
more” time, he said.

And there are new concerns
about the expansion program amid
plummeting oil prices. Iran’s budget
is based on global oil prices of about
$55 abarrel, according to Akbar Tor-

Ramping up

Expected crude-oil product

capacity at the six new refineries

Iran is building; in barrels a day
Refinery/location

— Pars Petrofield/Shiraz*
120,000

— Shahriar/Tabriz
150,000

— Anahita/Kermanshah
150,000

— Khuzestan/Abadan
180,000

— Hormuz/Bandar Abbas
300,000

— Persian Gulf Co./
Bandar Abbas
360,000

“*Joint venture with Malaysian Co.
Source: WSJ reporting

kan, Iran’s deputy oil minister for
planning.

If prices continue to tumble, gov-
ernment financing for the refinery
program could be in jeopardy.

“This fall in oil prices could have
a negative impact on refinery
projects,” Mr. Hassantash said.

New head of U.S. Central Command Gen. David Petraeus, left, met with Pakistan’s
Defense Minister Chaudhry Ahmed Mukhtar in Rawalpindi on Monday.

Pakistan again warns
U.S. on missile strikes

ASSOCIATED PRESS

ISLAMABAD—Pakistani officials
warned U.S. Gen. David Petraeus
that frequent missile strikes on mili-
tant targets in Pakistan fan anti-
American sentiment in the country,
an ally in the fight against terror-
ism.

The new U.S. commander of
America’s wars in Afghanistan and
Iraq met Pakistani officials, includ-
ing Defense Minister Chaudhry
Ahmed Mukhtar and army chief
Gen. Ashfaq Kayani, as part of his
first international trip since taking
over U.S. Central Command three
days earlier.

It was unclear if Gen. Petraeus ad-
dressed vows from Pakistani and Af-
ghan leaders to seek talks with ele-
ments of the Taliban. Gen. Petraeus,
previously the top U.S. commander
in Baghdad, has indicated support
for efforts to reach out to members
of the Taliban considered moderate
enough to cooperate with the Af-
ghan government.

There is U.S. concern about Is-
lamist militants using Pakistan’s
northwest region for sanctuary
from which to support the insur-
gency in neighboring Afghanistan.

Complaints from U.S. command-
ers about Pakistan’s efforts to
counter the insurgents have been ac-
companied by a surge of U.S. at-
tacks, despite condemnation from
Islamabad.

A Defense Ministry statement
said Mr. Mukhtar told Gen. Petraeus

and Assistant Secretary of State Ri-
chard Boucher that the missile
strikes from drones “generate anti-
America sentiments as well as cre-
ate outrage and uproar among the
people.”

The U.S.is suspected to have car-
ried out at least 17 missile strikes in
Pakistan since August.

In September, a U.S. ground as-
saultin a tribal region in Pakistan’s
northwest spurred particular out-
rage in Pakistan, whose pro-West-
ern government must be mindful
of widespread resentment of U.S.
policy in the region. There have
been no reports of ground assaults
since.

Gen. Petraeus is also expected to
meet with Prime Minister Yousuf
Raza Gilani and President Asif Ali
Zardari.

At the Defense Ministry, officials
briefed Gen. Petraeus on Pakistani
military operations against insur-
gents in its border regions. Accord-
ing to a statement, both sides
“stressed the need for enhanced co-
operation to eliminate the scourge
of terrorism.”

The statement said Gen. Pe-
traeus met with Gen. Kayani and the
chairman of Pakistan’s joint chiefs
of staff, Gen. Tariq Majid.

Gen. Majid told the U.S. delega-
tion the two countries needed a
“consensus strategy to deal with vio-
lent extremism” that “keeps in view
the local perspective,” the state-
ment said.

Pakistan advances IMF talks

A WSJ News Rounpbup

ISLAMABAD—Pakistan will
wrap up talks with the International
Monetary Fund by Nov. 10 and
shortly afterwards sign a letter of in-
tent allowing for the release of finan-
cial aid, the economic adviser to
Prime Minister Yousuf Raza Gilani
said Monday.

“We will finalize all matters with
the IMF after holding the second
round of talks by Nov. 10,” said
Shaukat Tarin.

Mr. Tarin, who was in Saudi Ara-
bia seeking financial aid for Paki-
stan, said the country has “finalized
certain issues at the technical level
of talks with the IMF.”

Last week, a finance ministry of-
ficial said that the Pakistan team,
during talks with the IMF in Dubai
that concluded on Oct. 30, got a con-
sent from the fund for $9.6 billion in
aid for two years.

Pakistan is urgently seeking
funds to help it weather a fast-deteri-

orating balance of payments situa-
tion. It hopes an agreement with the
IMF on lending could unlock funds
from governments friendly to Paki-
stan such as the U.S., Britain and the
United Arab Emirates.
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No promotions, please

Japan’s ‘hodo-hodo’
bow out of rat race
as recession looms

By HIROKO TABUCHI

TOKYO—Hidekazu Nishikido, a
24-year-old agent at a staffing com-
pany, recently got promoted to help
manage a small group of employees.
He gets ahigher salary and a better ti-
tle.

But he isn’t happy. Now he often
works past 10 p.m., leaving him less
time with his girlfriend. So Mr. Nish-
ikido flatly told his bosses at R-live
Inc. he isn’t interested in further pro-
motions. “My job is important, but
it’s not what makes me tick,” Mr. Nish-
ikido says.

In a country once proud of its suc-
cess-driven “salarymen,” managers
grapple with a new phenomenon:
Many young workers are shunning
choice promotions—even forgoing
raises—in favor of humdrum jobs.

Even as Japan faces a sharp reces-
sion, civil servants are opting out of
career-advancing exams and informa-
tion-technology workers flock to
headhunters to switch to less-de-
manding careers. A study this year by
consulting firm Towers Perrin found
just 3% of Japanese workers say
they’re putting their full effort into
their jobs—the lowest of 18 countries
surveyed.

Some companies delicately nudge
young workers up the corporate lad-
der. “I tell them to break news of pro-
motions gently,” says Makoto Iwade,
alawyer who advises companies on la-
bor relations. “They should feel em-
ployees out first to see if they’re
ready. Don’t shock them.”

Employment experts call these
workers hodo-hodo zoku, or the
“so0-so folks.” They say these workers,
mostly in their 20s and early 30s, are
sapping Japan’sinternational compet-
itiveness at a time the aging country
must raise productivity.

“They’ll ruin Japan with their lax
work ethic,” says labor consultant
Yukiko Takita. “They’re supposed to
be leaders of the next generation.”

When lifetime employment was
widespread, loyal workers were un-
likely to reject promotions. In the
1990s, the country began to see job-
hoppers. The so-so folks are of more
concern as they’re at the heart of cor-
porate Japan, Ms. Takita says.

Signs of hodo-hodo are wide-
spread. The Tokyo Metropolitan Gov-
ernment, a destination for the city’s
elite, says only 14% of eligible employ-
ees took higher-level exams for man-
agement positions in 2007—down
from 40% three decades ago. Sanyo
Electric Co. says it’s having an in-

Hiroko Tabuchi/The Wall Street Journal

Hidekazu Nishikido shuns promotions.

creasingly hard time filling positions
like supervisors for overseas facto-
ries.

Information-technology job con-
sultants at Intelligence Ltd., one of Ja-
pan’s top recruitment agencies, re-
port arecent rise in people looking to
switch jobs not to get ahead, but to
get out of too-demanding positions.
“They find responsibilities a chore,”
says consultant Yoshihiko Fujita.

In a sign of the times, “Otaryman,”
acomic-bookseries about aless-than-
driven salaryman, is a surprise hit.
The protagonist passes his days wor-
rying about his colleagues’ files spill-
ing onto his desk rather than trying to
impress bosses. “He just plods along
(in) life, and has very small ambi-
tions,” says Makoto Yoshitani,
the28-year-old author. “Ithink people
my age find that comforting.”

Some authors even have started
condone this laid-back approach.
“Slow Career: Job Survival for People
Not Rushing Career Advancement” is
one popular tome, with chapters like
“Forget goals, just stay true to your-
self” and “Not everybody needs to be-
come a leader.”

Chiaki Arai, who’s written about
the hodo-hodo phenomenon, blames
Japan’s long slump in the 1990s. He
says young workers saw older ones
throw themselves into work, only to
facejob and pay cuts as companies re-
structured. Now, young employees
are cautious about giving too much of
themselves—even if it means less
money or prestige, Dr. Arai says.

Also, getting a promotion no
longer means a big raise. The wage dif-
ference between managerial and rank-
and-file positions has shrunk over the
past decade as companies cut compen-
sation amid restructuring. In 2005, di-
vision managers were paid about 2.2
times the rank-and-file worker, down
from about 2.7 times in 1985.

Sanyo has begun compulsory ca-
reer-training retreats for workers
turning 30. Executives give pep talks
“to remind them their best years are
still ahead,” says Jun Nakamura,
Sanyo’s head of human resources.
“We want to tell this generation that
though it’s been tough, they
shouldn’t give up yet.”

Dai-ichi Mutual Life Insurance Co.
is finding it so hard to identify mana-
gerial candidates that it has turned to
the clerical workers it calls office la-
dies to fill positions. Promoting these
women—most of whom are in their
40s and joined the company in a non-
career track—would have been un-
thinkable 10 years ago, employment
experts say. “I never imagined I'd be
called on for a management post,”
says Saori Kakegawa, a participant in
the program.

Law firms say the trend has com-
panies scrambling to seek legal coun-
sel on whether they can fire employ-
ees who refuse promotions. Cyber-
Agent Inc., a Tokyo-based Internet ad-
vertising agency, is offering the unam-
bitious a different way out. The com-
pany puts these workers on a “special-
ist” track where they can remain rank-
and-file employees but have similar
salaries as managers. This ensures
the company “doesn’t lose qualified
employees by pressuring them to ac-
cept promotions,” says Tetsuhito
Soyama, general manager for person-
nel at the company.

Tsugumi Uemura, a public-rela-
tions worker at the company, opted
out of the management track in April
in part because she didn’t feel ready.
“I want to be a different kind of role
model,” says Ms. Uemura, who is 30.

Even for some younger managers,
the hodo-hodo mentality is hard to un-
derstand.

Miya Matsumoto, manager of the
laid-back Mr. Nishikido, has tried ev-
erything—from showing success-
themed films like “The Devil Wears
Prada” to throwing after-work drink-
ing parties—to push her subordi-
nates to be more ambitious. But her
team members rarely show interest
in bigger responsibilities, she says.
She recently caught one of them nap-
ping on a train during work.

The 3l-year-old Ms. Matsumoto
says she threw herself into her job, of-
ten staying overnight in the office to
get work done. “Don’t you want to get
ahead? Don’t you want to get rich and
drive a nice car?” she prodded Mr.
Nishikido recently.

But Mr. Nishikido finds her enthu-
siasm off-putting. He says he was es-
pecially turned off that Ms. Matsu-
moto left her sick baby at home with
her husband to come to the office
(She says work emergencies some-
times must come first.)

“That’s definitely not the life I
want,” Mr. Nishikido says. “No way.”

Chinese city’s taxi drivers strike to air grievances

By Sky CANAVES

Thousands of taxi drivers in the
southwestern Chinese city of Chong-
ging participated in a rare strike on
Monday that included some vio-
lence, state news agency Xinhua re-
ported.

Morning rush-hour commuters
were stranded as most of the
9,000 cabbies in the urban areas of
Chongging, China’s fourth-largest
city, stopped work to protest a
range of grievances, including fuel
shortages, heavy fines for traffic

violations and competition from
unlicensed cabs, Xinhua said.
Strikers occasionally turned vio-
lent, smashing the windows of taxis
that continued to operate and pulling
their drivers from the vehicles. Xin-
hua said about 20 vehicles were
smashed, including three police cars.
Municipal transportation offi-
cials called on city cab drivers to re-
sume work and police were dis-
patched to ensure the smooth flow
of traffic. By Monday afternoon
about 800 drivers had returned to
work, some with escort from trans-

port officials.

The large-scale strike represents
a rare example of wildcat work ac-
tion in China, where the only legal
trade union is affiliated with the rul-
ing Communist party.

Earlier this year, a group of
China Eastern Airlines Corp. pilots
staged a work action by disrupting
21 flights to protest their working
conditions.

The pilots turned back midway
through their flights instead of con-
tinuing to their scheduled destina-
tions.

Stimulating South Korea
The government’s 14 trillion won
plan for boosting the economy:

11 trillion won in new spending
includes...

m 4.6 trillion won to
infrastructure, other projects

m 3.4 trillion won assistance to
small businesses

m 1 trillion won for low-income
households

m 1.1 trillion won for
local-government spending

...and 3 trillion won in tax cuts.

Source: Ministry of Strategy and Finance

Seoul expands

Reuters

to boost slowing growth

By EvAN RAMSTAD

SEOUL—The South Korean gov-
ernment on Monday expanded its ef-
forts to cope with the likelihood of
slower growth by revealing the size
and some details of a fiscal stimu-
lus package that officials have been
considering for several weeks.

Economists expect South Korea
to grow at a slower rate next year
but their forecasts are becoming
more wide-ranging, with one on the
low side now saying the country
will slide into recession in the first
half of 2009.

The package’s combination of
new government spending and tax
cuts amounts to 14 trillion won, or
$11 billion. About two-thirds of the
spending will occur in the first half
of the year, officials said, due to
growing pressure on the economy.

But just how much South Ko-
rea’s economy is slowing has be-
come the topic of a widening de-
bate. As private economists in re-
cent months adjusted forecasts for
2009 to account for the global finan-
cial crisis, they had settled into a
range of 2.5% to 3.5%. Government
officials offered rosier projections
of around 4%.

Then on Friday, Samsung Eco-
nomic Research Institute, one of
the nation’s largest economic think
tanks, went above the range by pro-
jecting 3.6% growth for next year.
That same day, economist Duncan
Wooldridge of UBS in Hong Kong
moved far below the range by esti-
mating growth of just 1.1% for full-
year 2009 and a 0.5% contraction in
the first six months, a development
that would be South Korea’s first re-
cession since 1997.

Mr. Wooldridge’s forecast is
rooted in a belief that South Korea
is now experiencing a burst of a
credit bubble that grew over the
past three years. The bubble,
shaped by high levels of household
debt financed by banks and non-
bank institutions like life-insur-
ance firms and credit co-ops,
showed signs of bursting this year
as the Bank of Korea raised interest
rates to slow lending, he says.

The high level of household debt
is a common concern among econo-
mists who look at South Korea. But
it has gained less attention than the
nation’s broader external debt and
the high level of foreign currency
borrowing by banks, issues that be-
came problems for South Korea as
liquidity tightened around the
world during the past two months.

But with the added pressure
that the global financial crisis is
placing on South Korea’s exports,
Mr. Wooldridge expects income

growth to slow and unemployment
to rise, leading to a more rapid un-
winding of debt along with drops in
consumption and fixed invest-
ments.

In an interview Monday, he said
the government’s fiscal stimulus
will help to counter the effects but
is unlikely to prevent a short reces-
sion. “Once a credit bubble starts to
unwind, the sheer size of the fund
flows is difficult for policy to com-
pensate for,” Mr. Wooldridge said.
“Sure you can limit the fallout, but
a bubble means you’ve borrowed
from future growth to sustain cur-
rent growth and it’s going to aver-
age out over time.”

In its report, Samsung Eco-
nomic Research Institute, or SERI,
sees many of the same forces at
work in South Korea but expects
them to be less damaging. “We do
not think that credit bubble will
burst because the government has
controlled consumer loans”
through regulations, said Kwon
Soon-woo, economist at SERI.

He added the institute’s fore-
casts take into account the likely ef-
fect of fiscal stimulus by the govern-
ment.

Of the 14 trillion won in stimulus
measures announced Monday, 11
trillion won will be spending for in-
frastructure projects, local govern-
ments and small businesses. The
government also plans three tril-
lion won in tax cuts and incentives,
though it provided few details and
left unclear if these would be tempo-
rary or permanent.

Until recently, South Korea felt
little pain from the economic crisis
that began last year with the col-
lapse of the U.S. housing market.
But after the crisis spread to credit
markets and consumers in recent
months, South Korea became more
vulnerable because of high house-
hold and external debt as well as its
reliance on exports like TVs, cell-
phones, cars and steel.

Over the past month, South Ko-
rean government officials focused
on shoring up banks’ access to for-
eign currency, which small and mid-
size businesses engaged in trade
rely on for financing. The govern-
ment agreed to guarantee foreign-
currency borrowing and arranged a
currency swap with the U.S. Federal
Reserve.

The stimulus measures repre-
sent a broader attempt to keep the
country’s economy from an abrupt
slowdown or recession. For this
year, the government is forecasting
growth just below 4%, a reduction
from earlier projections of 4.5% to
5% because of the impact of the glo-
bal slowdown.





