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What’s News—

Business &3 Finance

The Danish government plans
to push for a national vote on
whether to adopt the euro and
abandon Denmark’s currency,
the krone, showing how the glo-
bal financial crisis has begun
to change views on the EU’s
common currency. Page 1

m The ECB is expected to
make a deep cut in interest
rates based on a steep drop in
oil prices. Page 2

m Crude-oil prices surged as
the dollar lost value against ri-
vals and OPEC’s output cuts ap-
peared to take hold. Page 24

m U.S. stocks posted the big-
gest presidential Election Day
gain on record. European
shares rose for a sixth straight
session. Page 20

m The EU’s antitrust regulator
outlined objections to BHP Billi-
ton’s planned takeover of fel-
low miner Rio Tinto. Page 31

m Royal Bank of Scotland said
it could suffer its first annual
loss this year as write-downs
weigh on earnings. Page 3

m UBS eked out a profit, but
some of the factors that helped
it do so will be reversed this
quarter. It is expected to post a
fourth-quarter loss. Page 3

m Swiss Re posted a surprise
net loss on write-downs and
high catastrophe claims. It will
halt its share buyback. Page 3

m BMW will hasten production
cuts as demand wilts. The
luxury-car maker reported a 63%
drop in quarterly profit. Page 6

m Marks & Spencer’s profit
fell 43% for its first half on flat
sales, as consumers defected to
less-expensive rivals. Page 7

m Richard Li is leading a $2 bil-
lion effort to acquire the rest of
Hong Kong fixed-line operator
PCCW, but the deal faces a poten-
tial shareholder fight. Page 23

m Swedbank became the first
to participate in Sweden’s guar-
antee plan, which requires par-
ticipants to cap bonuses and
freeze executive salaries. Page 3

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 9625.28+305.45 +3.28
Nasdaq 1780.12 +53.79 +3.12
DJ Stoxx 600  233.50 +10.12 +4.53
FTSE 100 4639.50+196.22 +4.42
DAX 5278.04+251.20 +5.00
CAC 40 3691.09+163.12 +4.62
Euro $1.2982+0.0225 +1.76
Nymex crude  $70.53 +6.62 +10.36

Money & Investing > Page 19

World-Wide

Americans surged into polling
places across the U.S. in likely
record numbers to cast ballots
in a presidential election per-
ceived as deeply historic across
the political spectrum. Demo-
crats hoped to deepen their ma-
jorities in both chambers of Con-
gress, riding on Obama’s popu-
larity. McCain acknowledged he
had an uphill fight but was still
confident of victory. Pages 1, 10

m Georgia used cluster bombs
that malfunctioned and fell into
towns, killing several of its own
civilians during the summer

war with Russia, Human Rights
Watch researchers said. Page 11

m Congo rejected a rebel lead-
er’s demand for direct talks to
resolve the conflict in the east.
Meanwhile, strife to the north
is giving the shaky government
another big challenge. Page 11

m U.S. Gen. Petraeus arrived
in Kabul to meet with Afghan
leaders and U.S. military offi-
cials, after meetings in Pakistan.

m Iran’s Parliament impeached
and dismissed the interior min-
ister, a staunch ally of Ahmad-
inejad, for faking his higher-ed-
ucation degrees. Page 11

B Bombs exploded at a bus sta-
tion and a market in Baghdad,
killing 15 people and injuring 29.

m China and Taiwan signed a
pact to sharply expand flights
between them and allow direct
shipping links. Page 11

H The head of the WTO, Pascal
Lamy, said he will seek a sec-
ond term as director-general.

®m Ministers from 43 nations
revived the Union for the Medi-
terranean, resolving a dispute
over how the Arab League
would function alongside Israel.

m The Vatican hosted a forum
for scholars from the Catholic
and Muslim religions in a bid
to improve strained relations.

m A Spanish official said a son
of bin Laden who married a
British woman last year flew to
Madrid and requested asylum.

m At least 40 people died when
a Philippine ferry packed with

commuters overturned while be-
ing buffeted by monsoon winds.

m Colombia’s army chief re-

signed in the wake of a scandal
over the killings of civilians pre-
sented as rebels slain in combat.

EDITORIALEOPINION

War by other means
NGOs use frivolous lawsuits
to tie Israel’s hands against
terrorists. Page 14
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Dangers beyond Iraq
will test new U.S. leader

Afghanistan, Iran
and Pakistan pose
security concerns

By GERALD F. SEIB

the strange and inexplicable, it’s

now time to add this post-election

—___ paign that just
CAPITAL ended focused on
JOURNAL it focused on na-

tional security at

eign-policy tests are likely to come

elsewhere.

lenges will lie in Afghanistan, Paki-

stan and Iran.

the early campaign-season debate

on Iraq, the situation there now

situation has improved, and the

question of whether it has done so

Ina U.S. election year filled with
twist: Though the presidential cam-
Iraq—to the extent

all—the new president’s early for-
Specifically, his initial chal-
After all the sound and fury of
feels oddly settled. Iraq’s security
largely because of President

Government affairs

W Pakistan’s president calls on
Saudi Arabia for financial aid ...12
H Follow election results across
the U.S. ........... WSJ.com coverage

George W. Bush’s troop surge, or
equally because of help from
friendly sheikhs and better intelli-
gence used to root out bad guys,
can be left to the history books to
sort out.

For the new president, the real-

Please turn to page 31

Danes to push
national vote
to adopt euro

By MARCUS WALKER

Denmark’s government said it
would push for a national vote on
whether to abandon its currency
and adopt the euro, showing how
the global financial crisis has be-
gun to change views on the Euro-
pean Union’s common currency.

Until afew months ago, many Eu-
ropeans blamed the not-quite-de-
cade-old euro for stifling economic
growth in much of the 15-nation cur-
rency zone. But as financial turmoil
pounds smaller European econo-
mies that still have their own cur-
rencies, the relatively stable euro
has begun to look like a safe haven.

“It’s quite obvious we’re paying
a price for being outside the euro,”
Danish Finance Minister Lars
Loekke Rasmussen said Tuesday.
Prime Minister Anders Fogh Ras-
mussen said the government would

Please turn to back page
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Associated Press (2)

Sen. John McCain, left, casts his ballot in Phoenix on Tuesday, while Sen. Barack
Obama, left, holds up an | voted” receipt after voting in Chicago.

American voters crowd
polls in massive turnout

AcrosstheU.S., atidal wave of citi-
zens surged into school gymnasiums,
townhalls, churchbasements, county
courthouses and countless other pub-
lic places to cast ballots in a presiden-
tial election perceived as deeply his-
toric across the political spectrum.

Hundreds of thousands of voters
waited from long before daybreak

By Evan Perez, Stephanie Chen
and Paulo Prada

or for hours on end to make their
choices known.

The exact percentage of voters
who cast ballots can’t be determined
until final tabulations of all votes are
completed. That will be days or weeks
away, but nearly every indicator sig-
naled that a historically high percent-

age of Americans participated.
Almost 45 million voters had al-
ready cast ballots before Tuesday in
early voting. Nearly 95 million more
were expected on Election Day.
Michael McDonald, a politics profes-
sor at George Mason University, pre-
dicted nearly 65% of the electorate
would have voted by the time all
polls closed—matching or eclipsing
the turnout in the presidential elec-
tion of 1960 featuring candidates
John F. Kennedy and Richard Nixon.
Not since 1908, when the U.S. was
convulsing through a dramatic shift
from the machine party politics of
the 19th century to the wide-open
melodrama of modern public cam-
paigns have so large a proportion of
Americans participated in a presi-
Please turn to page 31
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EU cools re

As finance ministers
meetl, cooperation
trumps grand design

By AbpAm COHEN

BRUSSELS—The European Union
is scaling back its ambitions to re-
shape the global economic order, fa-
voring changes such as boosting co-
operation among regulators and in-
creasing funding for International
Monetary Fund bailouts, according
to a French government proposal, a
recommendation from the Dutch gov-
ernment and two senior EU officials.

Last month, when several large
banks were on the brink of collapse,
French President Nicolas Sarkozy
was talking of “re-founding” capital-
ism and U.K. Prime Minister Gordon
Brown was saying the IMF should be
remade as the “global central bank”
envisioned in the Bretton Woods
Agreements of 1944.

Those grander designs had been
dropped from proposals circulating
as EU’s finance ministers met in
Brussels on Tuesday, trying to form
acommon European negotiating po-
sition ahead of a Nov. 15 meeting in
Washington on changes to the inter-
national financial system.

The French government, which
holds the bloc’s rotating presidency,
wants a “supervisory college” to
monitor large financial companies
that operate across borders. A se-
nior EU official said the U.S., China
and other countries aren’t likely to
agree to an international overseer
for multinational companies, an
idea Mr. Brown suggested in Octo-
ber. France’s proposal would limit
the college to the EU, monitoring
the 42 or so companies considered
crucial to the bloc’s financial sys-
tem.

Mr. Brown’s proposal to make
the IMF a powerful international

Associated Press

atory goals

German Finance Minister Peer Steinbriick, right, seen here with French Finance
Minister Christine Lagarde, said his country’s economy faces a difficult time in 2009.

regulator and financier has also
been watered down in the French
proposal, which says the IMF
should be “more strongly legiti-
mated” and give large emerging
economies like China and India a
stronger role.

The EU states also want a new
IMF financing facility to provide
quick support to well-run countries
that face financing difficulties as a
result of the global credit crunch,
but without its usual set of condi-
tions and required reforms. It will
suggest setting up a new fund of
about $125 billion, a senior EU offi-
cial said, less than the hundreds of
billions of dollars Mr. Brown has
called for.

The EU wants countries in Asia
and the Middle East to provide
some of this money in return for a
greater say in how the IMF is run.

The ministers at the Brussels
meeting have also been switching
their attention toward the threat of
recession and away from the credit
crunch. Sweden said its center-
right government’s privatization

drive has been effectively halted by
the global turmoil, and noted that it
was likely government spending,
which recently has run at a surplus,
would turn to a deficit without pro-
ceeds from the sale of its stakes in
companies such as TeliaSonera AB
and Nordic financial institution Nor-
dea Bank AB.

Meanwhile, Spain blamed the fi-
nancial crisis for the rise of unem-
ployment in October to record lev-
els. More than 190,000 out-of-work
people filed new claims with the
state employment agency in Octo-
ber, boosting the total 7.3% on the
month, data from the Spanish Labor
Ministry showed Tuesday.

With Spain’s construction sector
hobbled by a housing slump, more
than 2.8 million unemployed people
are now registered with the employ-
ment agency, the highest number in
a government data series dating
back to 1997.

—Emma Charlton,
Jonathan House

and Joel Sherwood
contributed to this article.
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Irish yields rise as strain
builds within euro zone

By EMESE BARTHA
AND TERENCE ROTH

FRANKFURT—Ireland has
joined the ranks of countries forced
to pay buyers of its debt premiums
of more than a percentage point
over comparable German bonds in
order to overcome the strains of the
euro-zone bond market.

Irish government 10-year bond
yields on Tuesday were trading at
1.06 percentage points over compa-
rable German bonds, which are the
benchmark for the region. Greece
and Italy have already been forced
to pay premiums of more than a per-
centage point to attract investors.

The recent price movements
come from an array of causes, in-
cluding low liquidity and volatile
markets for credit default swaps.
But risk aversion within the 15-coun-
try euro zone is also rising as public
finances in some countries come un-
der more strain than in others.

“Demand for Irish bonds is very
weak. Extra concession is needed,”
said David Schnautz, a strategist at
Commerzbank. Hesitant investors
are also forcing the Irish govern-

ment to move up yields on shorter-
term debt of three years or less.

The gap—or spread—between
the yields on Irish and comparable
German bonds widened sharply
from Friday’s level of 0.91 to 0.92
percentage point after the Euro-
pean Commission on Monday pre-
dicted a two-year contraction for
the Irish economy. The combination
of lower revenues and high expendi-
tures is expected to widen Ireland’s
general government deficit to 7.25%
of gross domestic product in 2010
from 5.5% in 2008, the commission
said.

The outlook for government bor-
rowers is complicated by a flood of
new issuance that analysts expect
to result from recession-swelled
public-sector borrowing. This
would leave euro-zone members
fiercely competing for funding.

“Next year the euro zone will
come to a test, with economic slow-
down and deteriorating public fi-
nances,” said Luca Cazzulani, a strat-
egist at UniCredit. “Investors will
pay more attention to country-spe-
cific factors. This may put some ad-
ditional pressure on spreads.”

ECB is expected to slash rates

By MoNicA HOuSTON-WAESCH
AND PAUL HANNON

FRANKFURT—Bankers and econ-
omists are predicting a deep rate
cut by the European Central Bank on
Thursday, a survey showed, as new
data show that the steep fall in oil
prices is driving down costs for busi-
nesses and households in the 15
countries that use the euro.

Inasurvey of 47 financial institu-
tions, 44 of those polled said the
ECB would repeat its move in Octo-
ber to ease by 50 basis points, bring-
ing the key refinancing minimum
bid rate to 3.25% from 3.75% now.

The ECB signaled last week that
it may follow the U.S. Federal Re-
serve and other central banks by cut-
ting key refinancing rates. That has
left analysts debating how large
that cut might be. Though the ECB
joined the U.S. Federal Reserve in
cutting rates a half point on Oct. 8,
the bank refrained from cutting last

week, when the Fed slashed its key
rates to 1%, and central banks in
China, Norway and Taiwan followed
suit. Mounting evidence now sug-
gests that growth is retreating and
will continue to do so into 2009, giv-
ing the ECB some assurance that it
will be safe to cut rates—and that
the slowing economy needs a boost.

The annual rate of consumer-price
inflation in much of the developed
world fell for the second straight
month in September as energy prices
eased, according to data from the Or-
ganization for Economic Cooperation
andDevelopment. The Paris-basedre-
search organization said the annual
rateofinflationinits 30 member coun-
tries fell to 4.5% in September from
4.7%in August and 4.8% in July, which
was an 11-year high.

Euro-zone producer prices also
fell for the second month in a row in
September. The prices had peaked in
July toarecord 9.2%, but sank in Au-
gust.
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New RBS chief vows to cut risk

Hester anticipates
reducing lending,
recapturing ‘success’

BY SARA SCHAEFER MUNOZ

LONDON—The new chief execu-
tive of Royal Bank of Scotland
Group PLC is planning to shrink the
embattled U.K. bank’s operations
amid declining profits and mount-
ing write-downs.

The Edinburgh-based bank, one
of three U.K. institutions receiving a
capital injection under a govern-
ment bailout plan, said it expects to
turn in the first full-year loss in its
history this year.

Incoming Chief Executive
Stephen Hester, who will take over
later this month before CEO Sir Fred
Goodwin leaves in January, said the
bank already had begun a strategic
review aimed at cutting back on
risk.

The review, he said, would likely
lead to a reduction in the bank’s
lending and investments. RBS had
expanded under Sir Fred from a do-
mestic player into a large global in-
stitution with a presence in Europe,
the U.S., Asia, Africa and Latin Amer-
ica.

“We are determined to rebuild
the success story of RBS,” Mr. Hes-
ter said. He wouldn’t say what areas
of the bank might be reduced or
sold, but said “I certainly don’t have
a gun aimed at good-quality cus-
tomer business in whatever area.”

The bank reported write-downs

Royal Bank of Scotland

52-week share performance
on the London Stock Exchange

Tuesday’s close: 65.2 pence, unchanged
52-week change: down 83%

500 pence

2007 '08

Source: Thomson Reuters Datastream

of £200 million ($316.9 million) on
souring credit-market investments
in the third quarter, on top of £5.9
billion in write-downs in the first
half of the year. The third-quarter
write-downs would have been £1.4
billion were it not for new account-
ing rules that allowed the bank tore-
classify some holdings as long-term
investments.

The bank has numerous retail
and wholesale operations world-
wide it could look at as it aims to
scale back its books.

Analysts suggest that selling all
or parts of RBS Greenwich Capital,
the bank’s U.S.-based investment-
banking unit, would be one possibil-
ity.

RBS could cut back and raise
money in other areas as well. It isin
negotiations about its 4.26% stake

New CEO
Stephen Hester

in the Bank of China, which it had
agreed to hold until the end of this
year. A person familiar with the mat-
ter said RBS may choose to renegoti-
ate the terms of the investment
rather than sell.

RBS Chairman Tom McKillop of-
fered a bleak outlook in a financial
update Tuesday, saying that an ac-
celerated economic slowdown, to-
gether with further market turmoil,
would lead to losses in the fourth
quarter.

Analysts say the bank also could
faceimpairment charges on acquisi-
tions such as last year’s buyout of
Dutch bank ABN Amro Holding NV,
as well as an increase in nonperform-
ing loans as the U.K. and U.S. econo-
mies struggle.

“The fourth quarter is clearly go-
ing to be very painful,” says Simon

Reuters

Adamson, a senior analyst at re-
search firm CreditSights in London.

RBS confirmed its plans to sell
£15 billion in ordinary shares, in ad-
dition to the £5 billion in preferred
shares it will sell to the U.K. govern-
ment as part of a broader financial
rescue package. The bank needs to
raise money to meet new U.K. gov-
ernment targets for the capital cush-
ions banks maintain to protect
against losses.

Mr. Hester tried to assuage inves-
tor concerns about one of the more
onerous conditions of the govern-
ment bailout, which places a ban on
dividends to ordinary shareholders
until the government’s preferred
shares have been repaid. Mr. Hester
said Tuesday the bank’s goal was to
resume dividend payments in 2010.

UBS charges to spur loss

BY KATHARINA BART

ZURICH—UBS AG is expected to
post aloss in the fourth quarter after
the bank forecast it could take six bil-
lion Swiss francs ($5.1 billion) in
charges, including some resulting
from the Swiss government’s rescue
package.

The bank, among the worst hit by
the credit crisis, Tuesday reported a
third-quarter net profit, as expected,
but some of the factors that helped it
do so, such as a gain on its own
credit, are expected to reverse
course this quarter. The two main dis-
appointments for analysts in the
third quarter were developments at
UBS’s investment bank, which nar-
rowed its loss before taxes amid $4.4
billion in write-downs, and outflows
of assets from UBS’s private bank.

The private bank, the world’s larg-

est, continues to see its wealthy cli-
ents withdraw money because of con-
cern over the bank’s write-downs,
which now total some $46 billion, as
well as a U.S. Justice Department in-
vestigation into allegations it helped
clients evade U.S. taxes. A total of
83.7 billion francs in client funds left
the bank in the quarter.

“The company still faces head-
winds from reputational damage,”
said Matt Clark, a London-based ana-
lyst with Keefe, Bruyette & Woods.

While the bank said the outflows
from what is meant to be its flagship
business were “disappointing,” UBS
said it has seen an improvement
since the Swiss government and cen-
tral bank stepped in with financial
aid. Clients are also moving and sell-
ing assets as they reduce their lever-
age, as well as spreading their
money among several banks, it said.

in quarter

UBS said it would update inves-
tors on its private bank at a Nov. 27
meeting at which shareholders will
vote on the government assistance
plan and debate executive pay.

UBS swung to a third-quarter net
profit of 296 million francs from a
loss of 858 million francs in the year-
earlier period. Results were bol-
stered by 2.21 billion francs in gains
on the credit spreads on the bank’s
own debt and a tax credit of 913 mil-
lion francs. The stock closed up 4% at
19.70 francs.

Under the bailout plan, the Swiss
government will assume up to
$60 billion in illiquid assets from
UBS. Roughly $50 billion in
subprime, Alt-A and other securities
will be transferred to the Swiss Na-
tional Bank by the end of 2008, with
the remainder to follow early next
year, the bank said. The deal will lead

UBS net income/loss
in billions of Swiss francs

Source: the company

to a charge of four billion francs in
the fourth quarter, John Cryan, the
bank’s chief financial officer, said in
an interview.

Swedbank is

By ANNA MOLIN

STOCKHOLM—Swedbank AB
said it will participate in the Swed-
ish government’s guarantee plan,
just a week after announcing a 12.4
billion Swedish kronor ($1.59 bil-
lion) rights issue.

The bank is the first Swedish
bank to apply for the state’s 1.5 tril-
lion kronor guarantee program,
which is voluntary and requires par-
ticipating banks to cap bonuses and
keep the salaries of a company’s
top five employees at current lev-
els.

“We think this is a good solution

first to tap Swedish government aid

to ease the abnormal market situa-
tion,” Swedbank spokesman
Thomas Backteman said.

Under the plan, the government
guarantees bonds and certificates
with maturities between 90 days
and three years. Banks can decide
which bonds they want the state to
cover.

“We will go over our financing
structure and evaluate which in-
struments we are interested in at-
taching to the guarantee,” Mr. Back-
teman said, adding that the final
cost of participating in the plan will
depend on price developments in fi-
nancial markets.

Swedbank’s application is no
surprise since its funding costs
have shot higher than those of
many of its peers in the wake of the
financial crisis, said independent
bank analyst Mats Anderson.

“The government presented its
guarantee scheme for two reasons:
One was to create a financial-stabil-
ity plan in step with the EU, and the
other was Swedbank,” Mr. Ander-
son said. “This solves its financing
problems, but Swedbank still has to
pull through in the face of higher ac-
tual credit losses in the Baltics.”

Shares in Swedbank rose on the
news, trading up 15% at 74 kronor in

late trading, outperforming a 3.2%
increase in the broader Stockholm
market. The bank’s stock has lost
44% of its value in the past three
months on concerns that it has in-
vested too much of its own capital
in emerging markets, such as Esto-
nia and Latvia, both of which
dipped into recession this year, and
the Ukraine, which is mired in politi-
cal conflict and was bailed out by
the IMF last month.

Separately, Swedbank an-
nounced that it has launched the
process to recruit a successor to
Chief Executive Jan Liden, who will
retire in April when he turns 60.

Swiss Re posts
net loss, hurt
by write-downs

BY GORAN MIJUK

ZURICH—Swiss Reinsurance
Co., one of the world’s biggest rein-
surers, Tuesday swung to a sur-
prise third-quarter net loss on
steep investment charges and high
catastrophe claims, and said it will
suspend its multibillion Swiss
franc share buyback because of the
continuing financial crisis.

For the three months ended
Sept. 30, Swiss Re posted a net loss
of 304 million francs ($258.9 mil-
lion), compared with a net profit of
1.47 billion francs a year earlier. It
is its first loss in almost six years.

The results fell sharply below
analyst estimates of a profit of 100
million francs, as the reinsurer’s
earnings were hit by losses linked
to hurricanes Ike and Gustav as
well as fresh markdowns on its
credit-default swaps, a form of in-
surance against defaults on all
sorts of debts.

The company recorded write-
downs on investments of 572 mil-
lion francs in the third quarter. It
also reported a 289 million-franc
unrealized mark-to-market loss on
credit-default swaps.

Swiss Re has been hit harder
thanrivals by the financial crisis be-
cause of its CDS exposure among
other assets in its portfolio. The
company has already booked write-
downs of about $3 billion over the
past year.

The net loss comes amid grow-
ing concern insurers will face sub-
stantial losses on bonds and
stocks. Already, in the U.S., insur-
ers can take part in the government
rescue program, and others around
the world may need help propping
up their balance sheets, analysts
say. Of particular concern are insur-
ers with a high exposure to the
struggling U.S. life-insurance mar-
ket.

Netherlands-based insurer Ae-
gon NV, which owns U.S. insurer
Transamerica, last month tapped a
Dutch government fund to bolster
its battered balance sheet, while
Zurich Financial Services AG and
Hannover Re, which have waived
government help, warned of write-
downs and catastrophe charges.

In the U.S., where insurance gi-
ant American International Group
Inc. was saved by a government
bailout, insurers such as MetLife
Inc. have had to increase capital.
Hartford Financial Services Group
received a cash injection from Ger-
many’s Allianz SE.

In amove to hold onto more capi-
tal, Swiss Re said it is suspending
its 7.75 billion-franc share-buyback
program. “A share buyback isn’t
the smartest thing to do in these
markets,” Chief Financial Officer
George Quinn said. While he didn’t
rule out resuming the buyback
once markets recover, he said the
company will attempt to use its cur-
rent capital to boost earnings. He
declined to give a full-year outlook.

Analysts said the company,
which has a double-A rating from
Standard & Poor’s, is well capital-
ized and that suspending the buy-
back was a good move. Mr. Quinn
said Swiss Re’s excess capital to-
taled about five billion francs.

“Liquidity is strong and capital-
raising is not on the agenda; this is
not the sign of a distressed com-
pany,” Citigroup said in a note to cli-
ents.

Swiss Re shares closed 11%
higher in Zurich.
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Lenovo goes global, with bumps

Chinese firm’s deal
for IBM unit created
opportunity, clashes

BY JANE SPENCER
AND LORETTA CHAO

BEIJING—As recently as 2005, Le-
novo Group Ltd. was a little-known
computer maker that sold only in
China, sometimes relying on delivery-
men on bicycles.

Its acquisition of IBM’s personal-
computer business catapulted Len-
ovo onto the world stage: Now
about 60% of the company’s sales
come from outside China, and it is
the fourth-biggest computer maker
by shipments.

Lenovo has filled its ranks with
Westerners from IBM and Dell Inc.,
opened factories in Mexico and Po-
land, and gone on an Olympics-led
marketing blitz. While Lenovo has
fared better than other Chinese com-
panies that have tried to become glo-
bal players, it has fallen behind com-
petitors in the PC industry.

Lenovo’s computer shipments
rose 8% in the third quarter, but its

Lenovo lags

Global market share for laptops
since Lenovo acquired IBM’s PC unit

25%
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growth was eclipsed by the overall
market, which grew nearly twice as
fast. That left Lenovo’s global mar-
ket share at 7.3%, down from 7.8% a
year ago, according to research
firm Gartner.

Analysts have scaled back their ex-
pectations for Lenovo, which reports
its quarterly earnings on Thursday.
Morgan Stanley, for example, expects
aweak quarter and now projects Len-
ovo’s net income will fall 20% in the
current fiscal year, the first year of de-
cline since the IBM PC acquisition,
which was completed in May 2005.

In the early days after the IBM
deal, cultural clashes and power
struggles nearly derailed the Chinese
computer maker’s aggressive strat-
egy to become a world player, say cur-
rent and former executives. Now the
company’s global ambitions must
confront the economic malaise in the
U.S. and Europe—two markets that
were central to its expansion plans.

Lenovo’s $1.25 billion deal to buy
the PC arm of International Business

EyePress News/AFP

Cultural clashes between CEO Bill Amelio, left, and Chairman Yang Yuanging,
center, threatened early on to derail Lenovo’s efforts to expand its global reach.

Machines Corp. gave it brand credibil-
ity, a global sales force and access to
Western management skills. In turn,
investors hoped, Lenovo’s low-cost
structure in China would bring new
efficiency to the IBM business, which
had been unprofitable for years.

“We knew we could not fail,” says
Mary Ma, a Lenovo director and
former chief financial officer. “Not
just for us, but for all of China. They
viewed us as a symbol of a Chinese
company going global, and we felt a
great responsibility.”

Before the deal, Lenovo’s busi-
ness culture was steeped in militaris-
tic discipline. At the China headquar-
ters in a dusty industrial park in
northwestern Beijing, calisthenics
were broadcast twice daily over the
public-address system. Employees
who arrived late to meetings were hu-
miliated by having to stand in front of
the room while other executives
went silent and bowed their heads
for a full minute.

After the takeover, Lenovo Chair-
man Yang Yuanging gave up the chief-
executive position to a Western exec-
utive, and switched the company’s of-
ficial language to English.

Still, the culture clashes per-
sisted. Bill Amelio, a former Dell exec-
utive who became Lenovo’s CEO in
late 2005, was sometimes frustrated
by his Chinese colleagues’ reluctance
to speak their minds.

“You don’t want everyone saying
‘Yes, Yes, Yes’ all the time,” says Mr.
Amelio, a brawny former college
wrestler. “You want them to be able
to smack you upside the head and say
‘Hey, I've got a better idea.”

Conference calls were difficult as
Americans hogged the airtime. “The
Americans would just talk and talk,”
says Qiao Jian, a vice president of hu-
man resources. “Then they’d say
‘How come you don’t want to add
value to this meeting?””

Suit over Bhopal leak is revived

A WSJ NEws Rounpup

A lawsuit against Union Carbide
Corp. by people who say they suf-
fered health problems after a 1984
toxic-gas leak in Bhopal, India, has
been reinstated.

The Second U.S. Court of Ap-
peals in New York sent the lawsuit
back to a Manhattan federal-court
judge for further proceedings.

A three-judge appellate panel
found that the lower court had

erred by granting the defendants’ re-
quest for summary judgment before
giving the plaintiffs the chance to
gain access to certain pretrial docu-
ments and other data.

The gas leak at the pesticide
plant in central India killed an esti-
mated 3,800 people.

Union Carbide, now a unit of
Dow Chemical Co., said it believes
the claims ultimately will be dis-
missed.

Working closely with Mr. Yang,
Mr. Amelio ordered two major re-
structurings that have slashed more
than 2,400 jobs, which amount to
roughly 10% of the company’s cur-
rent global work force. Lenovo also
shifted jobs to lower-cost areas. De-
velopment of desktop computers has
been shifted to Beijing, while Leno-
vo’s marketing headquarters have
been moved to Bangalore, India.

While IBM had focused on selling
laptops to businesses, Lenovo is ag-
gressively expanding into the cut-
throat consumer market despite the
souring economy. Last month, Len-
ovo began selling a $399 mini-laptop
called the IdeaPad S10—its first
foray into the fast-growing “net-
book” market.

“If you think about going after the
next billion computer users, this is a
great way to do it,” says Mr. Amelio.
“While we’re a bit late to the party,
it’s still not late enough not to be in
the game.”

At the same time, Hewlett-Pack-
ard Co., the biggest of Lenovo’s com-
petitors, is making international-mar-
ket gains, Apple Inc. has revitalized
its Macintosh business, and fast-
growing Taiwanese rival Acer Inc.
surpassed Lenovo as the third-larg-
est PC maker by units shipped by ac-
quiring Gateway Inc.

To streamline its supply chain,
Lenovo has shifted more manufac-
turing to new factories outside of
Asia. In October, it opened a
260,000 square-foot plant in
Monterrey, Mexico. While shipping
a PC to the U.S. from China can take
30 days, shipping from Mexico takes
just three or four.

Lenovo’s global supply network
was a problem since the beginning of
the marriage. “It looked like spa-
ghetti,” says Gerry Smith, senior vice
president, global supply chain. While
rivals such as Dell could deliver a PC
within days, Lenovo deliveries some-
times took weeks or months.

But the early efforts to fix the sup-
ply chain sparked an internal back-
lash. Because Mr. Amelio felt the ef-
forts weren’t moving fast enough, he
removed a popular Chinese execu-
tive, Liu Jun, as head of Lenovo’s sup-
ply chain in 2006 and replaced him
with an executive from Dell.

Mr. Liu, who was given a sabbati-
cal to study in the U.S., had long been
viewed as a rising star. His removal
from a senior position inflamed ten-
sions. Two other Chinese executives
quit shortly after.

“The Chinese staff wondered if

they were needed anymore at this
company,” says Mr. Yang.

The friction over Mr. Jun’s depar-
ture—he has since returned as se-
nior vice president of Lenovo’s con-
sumer business—was a “catalytic
moment” for Lenovo, says Ken Di-
Pietro, senior vice president of hu-
man resources. “We had people de-
railing. And we were starting to see
factions develop.”

In fact, tension had been brew-
ing from the beginning. Salary has
been one major point of contention.
After the IBM acquisition, many
Americans far outearned their Chi-
nese peers, even though the Chi-
nese arm was profitable and the
American arm wasn’t.

“I was the CFO and my subordi-
nates were making far more than
me,” says Ms. Ma, the former finan-
cial chief.

At IBM, base compensation ac-
counted for roughly 80% of salary,
and performance-based bonuses
about 20%. That meant Americans
could miss targets and still get paid
decently. For the Chinese managers,
pay was almost entirely perform-
ance-based.

The company, which rotates its
headquarters between Paris, Beijing
and Raleigh, N.C., says it has nar-
rowed the gap in compensation struc-
tures for senior executives.

Bridging the East-West divide
also has included smaller efforts. Silk-
worms have been taken off the menu
in the Beijing cafeteria. Sports meta-
phors, which were a source of confu-
sion, have been banned from confer-
ence calls.

Confusion over the meaning of si-
lence was another problem. “When
we disagreed in meetings, we would
keep silent,” says Chen Shaopeng,
president of Lenovo’s China opera-
tions. “But the Americans assumed
we were agreeing.”

This spawned system of back-
channel communications that eroded
trust between top executives. After
staying quiet in meetings, Chinese ex-
ecutives would often voice their com-
plaints privately to Mr. Yang or Mr.
Amelio, in what the Americans called
“end runs.”

Peter Hortensius, senior vice pres-
ident of the notebook business, re-
calls being furious when he found out
a Chinese colleague had reported a
minor quality problem with a com-
puter shipment directly to the chief
executive, without informing him
first. “I was going, ‘Why the heck did
he go behind my back on this one?”
says Mr. Hortensius.

The colleague was trying to be po-
lite. In Chinese companies, execu-
tives often take problems to a boss in-
stead of a colleague of similar rank to
maintain harmony.

Much of the cultural work has in-
volved the 20 or so executives on Le-
novo’s senior leadership team.
They have been spending more
time together socially and playing
ping-pong tournaments during
meeting breaks.

Last December, the executives
met in Laguna Beach, Calif., to dis-
cuss issues that had eroded trust
among senior managers. After two
days of confrontations, they agreed
to ban “end runs” and set new rules
for executive meetings, according to
several attendees. Westerners were
each limited to five minutes of talk-
ing, while Chinese executives would
be allowed to speak for 10 minutes.

—Juliet Ye in Hong Kong
and Gao Sen in Beijing
contributed to this article.

Intel’s new chip
passes muster
in early reviews

By DoN CLARK

Intel Corp.’s next big shift in chip
design is receiving strong early re-
views from Web sites that test com-
puter hardware.

The first desktop PCs using a chip
family called Intel Core i7—code-
named Nehalem—were found to han-
dle some computing chores 30% to
40% faster than other comparable In-
tel chips, according to test results pub-
lished by Web sites. Performance
gains were particularly impressive
for tasks such as video encoding and
rendering three-dimensional images,
the sites said. Machines based on
Core i7 chips weren’t much faster for
some games and other software. The
machines also consume more power
than some Intel chips.

Pricing for the chips ranges from
$284 for a model that operates at
2.66 gigahertz to $999 for an “Ex-
treme Edition” model for gamers that
operates at 3.2 gigahertz.

The Core i7 gets its speed from a
series of major design changes that
exploit Intel’s advanced production
processes—including a feature called
anintegrated memory controller that
was pioneered by rival Advanced Mi-
cro Devices Inc. Each chip has the
equivalent of four calculating engines
and has a pipeline to fetch data from
memory chips with more than twice
the capacity of prior chips, said Steve
Smith, an Intel vice president and di-
rector of operations for its digital en-
terprise group.

AMD is reserving its next perform-
ance boost for servers. It is expected
to introduce a chip this month, code-
named Shanghai, that is its first to
adopt a sophisticated manufacturing
process that Intel already uses for
many of its products.

Apple to lose
senior executive

for iPod, iPhone

BY YUKARI IWATANI KANE

Apple Inc. is losing one of its key
technology executives.

Tony Fadell, a senior executive
who was instrumental in the develop-
ment of the iPod, is leaving Apple for
personal reasons, people familiar
with the matter said. Mark Papermas-
ter, a former executive for Interna-
tional Business Machines Corp., will
be joining Apple later this month to
succeed Mr. Fadell, these people said.

Mr. Fadell is the senior vice presi-
dent of Apple’s iPod division, which
designs the popular digital-music
players. He was also part of the exec-
utive team involved in the develop-
ment of the iPhone, which has be-
come the fastest-growing part of
Apple’s business.

People familiar with the matter
said Mr. Fadell planned to take time
off after leaving the company
though he may still keep a role at Ap-
ple as a consultant.

A spokeswoman for Apple, Cuper-
tino, Calif,, said the company
doesn’t comment on “rumors and
speculation.”

Messrs. Fadell and Papermaster
couldn’tbereached tocomment.IBM
sued Mr. Papermaster last month, al-
leging he breached a noncompete
agreement that he had signed.
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BMW’s profit drops 65%

Car maker to hasten
cuts in production
amid bleak market

By CHRISTOPH RAUWALD

Luxury-car maker BMW AG re-
ported a 63% drop in third-quarter
earnings and said it is stepping up
production cuts amid sagging auto
demand.

Auto makers around the world
are feeling the pinch from high
prices for raw materials as well as
shrinking demand for new cars due
to tight credit markets as consum-
ers delay big-ticket purchases.
BMW has been hit particularly
hard by the downturn in the U.S.,
its biggest single market.

For the three months ended
Sept. 30, BMW’s net profit fell to
€296 million ($374.2 million) from
€800 million a year earlier. The lat-
est earnings were weighed down
by charges of €342 million tied to
higher provisions for bad-debt risk
and €258 million related to the
company’s job-cutting program.
Revenue dropped 8.6% to €12.59 bil-
lion from €13.78 billion.

The Munich-based auto maker
said that to address the weakening
demand for its vehicles, it will re-
duce output by at least 40,000 cars
on top of the 25,000 already an-
nounced.

The company said it couldn’t give
a concrete outlook for the full year.
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BMW showroom in Munich, Germany
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“Difficult business conditions
and the volatile climate on the
market mean that it is as good as
impossible from today’s perspec-
tive to make a reliable prediction
of the earnings outcome for the fi-
nancial year 2008,” Chief Execu-
tive Norbert Reithofer said in a
statement.

BMW said it no longer expects
global sales for 2008 to be as high
as last year’s record level, as sales
of luxury cars are suffering amid
the downturn. For the first nine
months of the year, BMW posted a
1.7%rise in sales from a year earlier
to 1.11 million cars, thanks to its
compact Mini brand. That brand
posted al2%rise in sales in the Jan-
uary-to-September period to
184,915 cars.

€1.5 billion -+
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net profit down 63% from the previous year.

Third -
quarter
net profit

‘07 '08

Source: the company

Sales at the core BMW brand
edged down 0.1% in the first nine
months to 928,230 vehicles.

In August, BMW said it would
adjust its U.S. strategy to focus on
profitability, rather than sales vol-
ume, after higher risk provisions
and allowances for residual value
risks and bad debts relating to its
financial services business shaved
€695 million off earnings in the
first six months of the year.

Separately, German car makers
association VDA said Tuesday that
new-car registrations in October in
Germany fell 8% to 258,800 from a
year earlier as cautious consumers
delayed spending on big-ticket
items.

—Hilde Arends
contributed to this article.

Strikes continue in Germany

A WSJ NEws Rounpup

Thousands of engineering work-
ers in northern and western Ger-
many walked off the job Tuesday to
increase pressure on employers
who have so far rejected union de-
mands for an 8% wage rise.

In the northern port city of Ham-
burg, workers at Siemens AG
walked off the job for several hours,
while employees at about 300 com-
panies in the western state of North
Rhine-Westphalia staged stop-
pages, trade union officials said.

The limited “warning strikes”
also hit car maker Opel, a unit of Gen-
eral Motors Corp., in the western
city of Bochum, and workers also ral-
lied in the cities of Bielefeld, Dort-
mund, Duisburg and Essen. More
protests are planned for Wednes-
day.

Since the strikes started Satur-
day, a total of 150,000 protesters at

500 companies have participated,
union officials said.

The IG Metall union, which has
dubbed 2008 a “mega wage year,” is
seeking an 8% rise for the 3.6 million
workers in the engineering sector—
the biggest wage increase it has de-
manded in 16 years.

The trade union has rejected the
2.9% wage rise over 14 months of-
fered by employers group Gesamt-
metall.

Union officials argue that work-
ers deserve a share of the gains in
competitiveness the economy has
created in recent years, but the fi-
nancial crisis and the unexpected
force of a downturn in German in-
dustry has undermined their case.

Gesamtmetall argued the union
had planned the industrial action
six months ago and now failed to rec-
ognize the challenging economic re-
ality. Gesamtmetall Chairman Mar-

tin Kannegiesser said excessive
wage increases would exacerbate
job cuts in light of an already slow-
ing economy.

Workers received support from
Franz Miintefering, chairman of the
Social Democrats party, which
shares power with Chancellor An-
gela Merkel’s conservatives.

“I have sympathy for IG Metall’s
general demand to obtain a signifi-
cant share of what has been pro-
duced together,” Mr. Miintefering
said after meeting trade union offi-
cials in Berlin.

IG Metall is due to resume wage
negotiations with Gesamtmetall on
Nov. 11 in the southern state of
Baden-Wiirttemberg, where agree-
ments often serve as a model for the
engineering sector nationwide. If
no deal is reached at the next round
of talks, IG Metall has vowed to
stage all-out strikes to press its
case.

China is unlikely to save auto industry

By PATRICIA JIAYI HO

BEIJING—Growth in China’s
once-roaring auto market has
slowed to a near-crawl, casting
doubt on the country’s status as in-
dustry savior.

Car-producing giants such as
General Motors Corp. and Ford Mo-
tor Co. have been looking to emerg-
ing markets—mainly China and In-
dia—to provide a much-needed
counterbalance to declining sales in
the U.S. and Europe.

Until midyear, Chinese auto
sales had grown at 14%-24% every
month year-to-year. The situation

changed in July, when the year-to-
year growth rate skidded to 3.88%
due to higher emission standards
for commercial vehicles, slowing in-
frastructure investment and prop-
erty construction, the Beijing Olym-
pic games, and higher fuel prices.

Analysts are now warning that
growth in 2008 will be in the single
digits, and their outlook for next
year is the same, or lower.

“We expect demand to be flat for
the balance of 2008, but deteriorat-
ing conditions may prove this fore-
cast too optimistic,” said John Bon-
nell, J.D. Power & Associates direc-
tor of Asia Pacific forecasting. “Con-

sumer confidence is shot.”

The market research firm ex-
pects sales growth of passenger ve-
hicles this year to be 6.7% over 2007,
less than half their forecast of 14.5%
at the start of the year. The firm’s
outlook for 2009 is even bleaker.
Mr. Bonnell said he expects next
year’s sales to be flat, or even de-
cline, depending on how the global
financial crisis plays out.

Analysts attribute the weak de-
mand to declining consumer confi-
dence in China. Consumers’ wealth
hasbeen eroded as the Chinese stock
market plunged over the past year,
with property prices also falling.

U.S., state prosecutors
probe Vytorin marketing

BY JONATHAN D. ROCKOFF

Federal and state prosecutors
are investigating whether Merck &
Co. and Schering-Plough Corp. im-
properly promoted the cholesterol-
fighting medication Vytorin, adding
to the government probes and pri-
vate lawsuits involving the jointly
marketed drug.

The U.S. Justice Department is
looking into whether the compa-
nies’” promotion of Vytorin
prompted false reimbursement
claims to be made to federal health-
care programs. A group of 35 state
attorneys general is examining
whether marketing violated the
states’ consumer-protection laws.

Merck, based in Whitehouse Sta-
tion, N.J., and Schering-Plough, of
Kenilworth, N.J., said Tuesday that
they were cooperating with the gov-
ernment investigations and work-
ing together to respond to inquiries.
Merck of the U.S. isn’t related to
Merck KGaA of Germany.

The disclosures, which the two
companies made in securities fil-
ings, indicate that official scrutiny
of Vytorin marketing is intensify-
ing and the public controversy
over the effectiveness of the block-
buster drug won’t end soon. Vy-
torin, which combines Merck’s Zo-
cor and Schering-Plough’s Zetia an-
ticholesterol drugs into a single

pill, posted $1.81 billion in 2008
sales through Sept. 30.

The House Energy and Com-
merce Committee earlier this year
began an investigation into the
safety and marketing of Vytorin and
Sen. Charles Grassley, an Iowa Re-
publican, has also sought records.
Attorneys general from Connecti-
cut, New Jersey and New York had
asked the companies for Vytorin
documents.

About 140 lawsuits seeking class-
action status also have been filed al-
leging consumer-fraud claims,
Merck said in its filing. Other law-
suits allege personal injuries.

Critics last year asserted that
the companies were delaying the re-
lease of findings from a major study,
called Enhance, in order to protect
sales. Both companies denied the ac-
cusation, but in January they an-
nounced that the Enhance study
didn’t show that Vytorin worked bet-
ter than a cheaper generic drug at
slowing the progress of vascular dis-
ease in neck arteries.

Another study, called Seas,
linked Vytorin to cancer risks, al-
though those findings are in ques-
tion.

Inlate-afternoon composite trad-
ing on the New York Stock Ex-
change, shares of Merck were up 7%
to $30.20 while Schering-Plough
shares were up 4.4% to $15.14

Takeda’s profit drops 67%;
strong yen crimps forecast

BY KAZUHIRO SHIMAMURA

TOKYO—Takeda Pharmaceuti-
cal Co. reported a 67% plunge in net
profit in its fiscal first half and low-
ered its outlook for the full year, cit-
ing the strong yen as a major con-
cern.

Osaka-based Takeda, Japan’s
largest drug maker by sales, said the
yen’s rise and the global economic
slowdown are forcing it to take a
cautious outlook as more than half
of its sales come from overseas.

The company said net profit fell
to 71.79 billion yen ($724.6 million)
for the first half ended September,
from 218.01 billion yen a year ear-
lier, due primarily to the cost of ac-
quiring U.S. biopharmaceutical com-
pany Millennium Pharmaceuticals
Inc.

Sales rose 14% to 807.14 billion
yen from 708.47 billion yen as
Takeda consolidated Millennium
and made U.S. affiliate TAP Pharma-
ceuticals a wholly owned unit this
year.

Takeda acquired Massachusetts-
based Millennium in May for $8.8
billion in an effort to gain a foothold
in the lucrative cancer-drug market.
The deal remains the largest out-
bound acquisition from Japan this
year and the country’s third biggest
ever.

For the full fiscal year ending in
March,Takeda cut its net profit out-
look to 195 billion yen from 200 bil-
lion yen and sales projection to 1.56
trillion yen from 1.57 trillion yen.

The outlook revision reflects the
impact of the global economic down-
turn even on companies such as pre-
scription drug makers, whose earn-
ings tend to be resistant to eco-

nomic cycles. The yen’s sharp appre-
ciation and the economic slump in
the U.S. are eating into Takeda’s
profit from the world’s largest phar-
maceutical market.

Global sales of Takeda’s Actos di-
abetes drug in the fiscal first half al-
ready showed the effect of the cur-
rency appreciation, slipping 1.9%
year-to-year to 203.2 billion yen.

The dollar was at 99.27 yen late
Tuesday in Tokyo, versus its level of
114.82 yen a year earlier.

Total Actos sales in regional cur-
rencies were up 5%, Takeda Presi-
dent Yasuchika Hasegawa said in a
news conference.

“Considering the worsening eco-
nomic downturnin the fiscal second
half, achieving the initially targeted
double-digit increase in Actos sales
through the fiscal year will be diffi-
cult,” Mr. Hasegawa said. “We can
avoid some impact on other prod-
ucts.”

Takeda’s earnings results are
based on Japanese accounting stan-
dards.

Corporate News

Easy to be green

Consumer psychology is
shifting amid the economic
downturn > Page 8
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U.K. retailer’s net drops '##F<S&S=ENCER

Marks & Spencer
takes hit as shoppers
tighten their budgets

By CECILIE ROHWEDDER

LONDON—Marks & Spencer
Group PLC, often viewed as a bell-
wether for U.K. consumer senti-
ment, reported a 43% drop in net
profit for its fiscal first half as the re-
tailer took a beating from the reces-
sion brewing in Britain.

The London-based company,
which sells food, clothing and other
household merchandise, said earn-
ings suffered from aggressive promo-
tions and sweeping price cuts that af-
fected 10% of its food lineup. Sales
were hurt by shoppers defecting to
less-expensive rivals, triggering a
slight decline in Marks & Spencer’s
share of the British food market.

Marks & Spencer said net profit
for the six months ended Sept. 27 fell
to £223 million ($353.3 million) from
£393 million a year earlier. Sales
were flat at £4.2 billion.

“Trading throughout October has
been volatile, with recent events in
the financial markets and their im-
pact on the wider economy further
weakening consumer sentiment,”
said Stuart Rose, Marks & Spencer’s

Adecco earnings
suffer as firms
hire fewer temps | |

BY GORAN MIJUK

ZURICH—Adecco SA, the
world’s largest staffing company by
sales, said Tuesday that third-quar-
ter earnings fell 27%. It also warned
it won’t meet next year’s profit tar-
get, citing weakening demand in the
U.S., France and Britain.

Staffing firms are reporting de-
clining sales as companies in the
U.S. and Western Europe lower pro-
duction and reduce temporary staff-
ing in response to the credit crunch
and wider economic downturn,
which have crimped consumer
spending.

Zurich-based Adecco said net
profit for the three months ended
Sept. 30 dropped to €168 million
($212.4 billion) from €230 million in
the year-earlier period, when it
booked a tax benefit in France.

Sales fell 6% to €5.1 billion from
€5.44 billion as revenue in key mar-
kets including France, the U.S., Brit-
ain and Spain continued to weaken
sharply. Only Germany, Switzerland
and emerging economies saw a rise
inrevenue, partly boosted by acqui-
sitions.

“Looking ahead, we anticipate a
progressively more difficult envi-
ronment in terms of revenue devel-
opment,” said Chief Executive Di-
eter Scheiff, adding that Adecco is
“unlikely to achieve or exceed a 5%
operating profit margin in the quar-
ters to come, and consequently not
in 2009.”

“We also expect a more difficult
situation in Germany in the future.
And emerging markets are also
likely to grow less fast than in the
past,” Mr. Scheiff added.

In the third quarter, sales rose
12% in Germany and 11% in emerging
markets such as India.

chairman. “Weremain cautiousabout
the outlook for the remainder of the
year.”

Marks & Spencer’s long-standing
strategy of positioning itself as a pre-
mium food store is becoming a chal-
lenge as consumers cut back. Unlike
other Europeans, who have flocked
to stores focused on low prices, Brit-
ish shoppers long have valued qual-
ity, service and innovation at their
grocery stores. But amid financial
uncertainty, many Britons are
switching to less-expensive goods
or cutting spending.

Marks & Spencer, Britain’s larg-

est apparel vendor, said consumers
are cutting back on clothes as well.
The retailer’s best-selling men’s
suit, for instance, used to cost £299.
Now its top-seller costs £199.
Discount clothing chain Primark
benefited from British shoppers’
tight budgets, as fiscal-year operat-
ing profit at the retailer rose 17%
and revenue jumped 21%.
Primark’s parent, Associated
British Foods PLC, posted fiscal-
year net profit of £357 million,
down 3% from £369 million the pre-
vious year. Revenue for the year
ended Sept. 13 was £8.2 billion.

Associated Press

London-based retailer Marks & Spencer’s profit fell sharply for the first half of
2008 as shoppers tightened their budgets and defected to cheaper rivals.
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ADM to expand in Brazil

Ethanol partnership
will put $500 million
into biofuel output

BY DouG CAMERON

Archer-Daniels-Midland Co. un-
veiled plans Tuesday to enter the
Brazilian ethanol market, just as the
economics of biofuel production in
the U.S. are deteriorating.

ADM, the world’s largest grain
processor by revenue, also deliv-
ered sharply higher fiscal first-quar-
ter earnings, blowing past analysts’
expectations.

The U.S. company already has a
global footprint in biofuels, produc-
ing corn-based ethanol in the U.S.,
soy-derived biodiesel in Europe and
Latin America and fuel made from
palm oil in Asia.

Rising biofuel demand has
driven earnings over the past two
years, and ADM has been seeking
ways to enter Brazil’s sugarcane-
based ethanol market. It will invest
$370 million over seven years, with
partner Grupo Cabrera adding $130
million.

Pat Woertz, ADM’s chairman and
chief executive, said the joint ven-
ture aims to produce 70 million to
90 million gallons of ethanol a year,
with the company exploring other
opportunities in Brazil.

While Brazil is the world’s larg-
est exporter of ethanol, ADM said

Associated Press

ADM

ADM posted sharply higher earnings
and revenue for its fiscal first quarter.

selling into the U.S. market re-
mained uneconomical because of
tariffs and transport costs.

The economics of corn-based eth-
anol in the U.S. have deteriorated in
recent months as companies strug-
gled with the mix of high corn costs
and weak ethanol prices. Construc-
tion of new plants has ended follow-
ing a three-year construction boom,
and several operators—including
VeraSun Energy Inc.—have sought
bankruptcy-court protection.

Ms. Woertz said ADM would com-

plete its existing ethanol plants in
the U.S. and remained interested in
“distressed assets.”

For the quarter ended Sept. 30,
ADM’s net profit rose to $1.05 bil-
lion, or $1.63 a share, up from $441
million, or 68 cents a share, year ear-
lier. The latest results included an
accounting-related credit of $453
million.

Revenue rose 65% to $21.16 bil-
lion, even though volume was little
changed. Higher selling prices, as
well as fluctuations in currency ex-
change rates, fueled the increase,
ADM said.

Analysts polled by Thomson
Reuters expected earnings of 69
cents a share on revenue of $15.98
billion.

Operating margin rose to 8.8%
from 7.2%

Profit more than doubled at
ADM’s oilseeds-processing arm and
nearly did so at agricultural ser-
vices, which includes the merchan-
dising and transportation of grains.
But earnings at the company’s corn-
processing division, which includes
ethanol production, fell sharply as
corn and energy costs surged early
in the year.

Share prices in the agribusiness
sector have slumped over the past
six months amid slowing growth for
protein-based feed for animal and
human consumption. But ADM has
insisted underlying demand re-
mains strong despite the slowdown.

—Emily Schulman
contributed to this article.

Viacom’s earnings tumble 37%

BY SAM SCHECHNER

Viacom Inc. reported a 37% drop
in third-quarter net income,
dragged down by lower theatrical-
film revenue and shrinking U.S. ca-
ble-TV advertising sales.

The results add to evidence that
the tumultuous U.S. economy is be-
ginningto exact atoll onnational tele-
vision advertising. But Viacom,
which issued an earnings warning
last month, has shown particular
weakness—especially at some of its
big TV networks. At MTV, which ac-
counts for about a quarter of Via-
com’s ad revenue, viewership among
its target of 12- to 34-year-olds
dropped 22.9% fromayear earlier, ac-
cording to Nielsen Media Research.

“Our advertising business contin-
ues to feel the effect of the macroeco-
nomic trends in the quarter,” Viacom
Chief Executive Philippe Dauman
said. Ratings were hit in part by
“more competition for that young au-
dience,” he said.

Mr. Dauman outlined plans to in-
crease Viacom’s TV-programming
spending in the “high single digits”
next year to reduce low-rated re-
peats, especially on MTV. MTV also
may import more programming
from its siblings in other countries.

Netincome fell to $401 million, or
65 cents a share, from $641 million,
or 96 cents a share, a year earlier.
Revenue rose 4.2% to $3.4 billion.
Sales were boosted by 12% growth in
feespaid by cable and satellite opera-
tors world-wide and a 36% increase
in ancillary revenue, led by sales of
Viacom’s “Rock Band” videogame.

Despite the weak economy, Via-
com indicated it will continue its
stock-repurchase program. Viacom
also said it will pay close attention to
costs. Already Viacomhas avoided fill-
ing some vacant positions, such as
that of Hank Close, MTV Networks’
president of ad sales, whohas decided
to leave the company at year end.

“We have taken, and will con-
tinue to take, all appropriate steps

Ads are subtracting
Viacom’s world-wide ad revenue

$1.5 billion
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7% 9 8 2 -2
— Change from previous year —

Source: the company

to prepare for whatever challenges
lie ahead,” Mr. Dauman said.
Viacom Chairman Sumner Red-
stone, who last month sold $233 mil-
lionof Viacomand CBS Corp. stock, re-
iterated that he “does not intend to
sellonemore share of Viacom or CBS.”

BG Group, Gas Natural post higher profits

By JAMES HERRON
AND BERND RADOWITZ

BG Group PLC and Gas Natural
SDG SA reported solid third-quarter
earnings, lifted by higher energy
prices.

UK.-based oil-and-gas company
BG on Tuesday said net profit jumped
to £857 million ($1.36 billion) from
£357 million a year earlier. Revenue
rose 77% to £3.3 billion. The latest re-
sults were boosted by higher oil and
gas prices and rising production.

Chief Executive Frank Chapman
said BG might delay its key Karachaga-

nak project in Kazakhstan because of
high development costs. Mr. Chap-
man said he expects to see a signifi-
cant decline in the cost of developing
oil and gas projects as raw materials
and oil services become cheaper. “We
don’t want to commit to Phase III
costs in their entirety at the peak of
the cycle,” he said.

BG also unveiled a large reserves
boost as confidence grows in the
scale of its oil finds off Brazil’s coast.
The company said it expects its
proven and probable reserves to rise
by more than two billion barrels of oil
equivalent this year, an increase of

more than 60%.

Spanish gas distributor Gas Natu-
ral reported a 12% rise in third-quar-
ter net profit, boosted in part by its
power generation business in Spain,
which benefits from steeply higher
electricity pool prices.

Net profit rose to €241.9 million
($305.8 million) from €215.5 million.
Sales rose 40% to €3.29 billion.

Gas Natural said the financing for
its takeover of power company Union
Fenosa SA is assured, though Chief
Executive Rafael Villaseca acknowl-
edged that the pricing for the €18.5
billion credit line has gone up.

Luxury consumers skimp
for the sake of the planet

BY JENNIFER SARANOW

In this economy, it’s easy being
green. Kelli Donley, a 29-year-old
executive at a nonprofit group in
Tempe, Ariz., says she has always
been environmentally conscious,
bringing her own bags to the gro-
cery store and limiting her driving.
Now she’s “conserving clothing,”
too, by shopping at second-hand
stores.

A year ago, when Ms. Donley
and her six closest friends got to-
gether, they would discuss the lat-
est designer jeans at Nordstrom, Di-
or’snew cosmetics and exotic vaca-
tions. More recently, as the value
of their stock portfolios and homes
has plummeted, the talk has turned
to crockpot recipes, coupon clip-
ping and their latest purchases at
thrift shops.

“It’s definitely all of a sudden
very cool to be cheap,” Ms. Donley
says.

The twin currents of an eco-
nomic downturn and rising con-
cern about the environment are
merging in a shift in consumer psy-
chology. After a decade of conspicu-
ous consumption, many middle-
and upper-income Americans are
no longer comfortable showing off
$300 Gucci sunglasses and $8,000
Hermes Birkin bags. They are devel-
oping a distaste for extravagance
that promises to affect spending
on everything from cars and travel
to electronics, fashion and house-
hold goods—and to last at least as
long as the recession.

“Our retail and manufacturing
clients are seeing almost an aver-
sion to consumption,” says Todd
Lavieri, chief executive of Arch-
stone Consulting, which tracks re-
tail spending patterns. “In previ-
ous downturns [such as in 1991 and
2001], we have often seen shop-
ping as therapy.” Now, with credit
conditions so tight, Mr. Lavieri
says, “people aren’t shopping to
feel better. They actually are not
shopping to feel better.”

And that behavior (to be sure, a
luxurious problem in a bad econ-
omy with high unemployment)
dovetails neatly with environmen-
talism, another way people like to
feel better.

Over the past year, some afflu-
ent Americans have simply “given
up the fight to keep up with the
Joneses,” says Pamela Danziger,
president of Unity Marketing, a re-
search firm in Stevens, Pa., while
others have decided that “spend-
ing money on luxury is a poor use
of resources in a climate of high
gas prices and rising carbon foot-
print.”

Ms. Danziger is already seeing a
significant change in behavior. In a
Unity Marketing survey of 1,200 af-
fluent consumers in early October,
more than half of the respondents,
whose average annual household
income was about $210,000, said
they had shopped less frequently
in the past year and were cutting
spending by shopping at outlet
stores or at sales.

At a panel last week, Peter
Boneparth, who was chief execu-
tive of Jones Apparel Group Inc.
when it owned the upscale Barneys
New York chain, said, “The luxury

Green backing

The percentage of those with
incomes of $100,000 or more
who consider a company’s
environmental practices before
making decisions regarding...

What products to buy
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Note: Based on a survey of 1,258 on April 7-11
Source: Unity Marketing

business is in for a really hard
time” and that it would be “the
slowest to recover.” Mr. Boneparth
said the global financial crisis had
triggered a fundamental change in
wealthy consumers’ psychology
and that “it’s no longer chic to be
spending” as in the past.

The shift began even before the
credit markets broke down and the
stock market plunged. Many Ameri-
cans had already begun to question
their “freewheeling consumption”
and move toward “a culture of re-
sponsibility,” says J. Walker Smith,
president of global trends re-
searcher Yankelovich, a unit of the
Futures Company. For many, he
says, environmental concerns
were an important factor in this
shift.

Environmental consciousness
has often been associated with
added expenses such as solar pan-
els and organic food. But Wendy
Liebmann, chief executive of con-
sulting firm WSL Strategic Retail,
has noticed that the economic
downturn is accelerating main-
stream acceptance of the thriftier
behaviors of the green movement,
like cutting out bottled water and
growing vegetables.

“People are saying, ‘We are go-
ing to save money, and we are go-
ing to save the environment,” ” she
says.

Lindsay Lefevere, a 31-year-old
book editor in Carmel, Ind., has
been economizing by cutting out
weekly shopping trips to Target
and daily coffees at Starbucks. Ms.
Lefevere, long an avid recycler and
crockpot user, has now begun can-
ning apple butter and cherries for
holiday gifts, recycling household
items as wrapping paper and con-
solidating her errands to conserve
gas. The economic crisis “is defi-
nitely making me more conscious
about the environment,” she says.

Even when they spend, some
people are seeking environmental
benediction for their purchases.
Miranda Garcia, who at 33 is ex-
pecting her first child, recently
bought a new Lexus SUV with side
air bags that her husband thought
would be safer than their old car.
Ms. Garcia at first resisted, saying
that buying a new car seemed os-
tentatious. She is still uneasy
about it, but is quick to point out
that the SUV is a hybrid.

“We wanted to do the right
thing,” she says.

—Ray A. Smith
contributed to this article.
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U.S. weighs purchasing
stakes in more companies

Rescue plan morphs
after early success
in easing the crunch

BY DEBORAH SOLOMON

WASHINGTON—The U.S. Trea-
sury Department is considering using
more of its $700 billion rescue fund to
buy stakes in a broad range of finan-
cial companies, not just banks and in-
surers, after tentative signs of the pro-
gram’s success, according to people
familiar with the matter.

In focus are companies that pro-
vide financing to the broad economy,
including bond insurers and specialty
finance firms such as General Electric
Co.’s GE Capital unit, CIT Group Inc.
and others, these people said.

The possible expansion shows
how much the Treasury’s rescue plan
has morphed since it was first pro-
posed in September. Treasury Secre-
tary Henry Paulson originally un-
veiled a complex plan to buy up finan-
cial institutions’ hard-to-sell assets
such as mortgage-backed securities.

That proposal has yet to get up
and running, stymied by operational
delays and beset by criticism. People
familiar with the matter say the Trea-
sury may scrap part of that early plan—
purchasing assets through an auction
process—and instead purchase some
of these distressed assets directly.

Of the original $700 billion made
available to the Treasury, officials set
aside $250 billion for equity invest-
ments. It already has invested $163
billion in a range of banks including
some of the nation’s largest, such as
Goldman Sachs Group Inc. and Bank
of America Corp. That number will
likely expand at the expense of the as-
set-purchase plan, but by exactly how
much is unknown.

“We are looking at many ideas for
strengthening the financial system
and for restoring lending,” said Jenni-
fer Zuccarelli, a Treasury spokes-
woman. “We are weighing ideas and
have made no decisions.”

The Treasury’s planning could be
complicated by Tuesday’s presiden-
tial election. Mr. Paulson has said he
wants to involve the next administra-
tion in major decisions between now
and January. Sen. John McCain, the
Republican nominee, and Sen. Barack
Obama, the Democratic nominee,
voted for the $700 billion rescue plan,
but a new administration is certain to
have its own ideas about how best to
use the remaining $450 billion.

Sen. McCain has said he wants to
steer much of the money toward buy-
ing mortgages. Sen. Obama has en-
dorsed buying troubled assets and
taking equity stakes. Both have called
for imposing tougher conditions on
companies receiving funds.

Mr. Paulson originally resisted
directly investing in firms and
didn’t ask Congress for the right to
buy equity stakes. Among other
things, Mr. Paulson was worried
about picking winners and losers
and about conditions lawmakers
might seek to attach. He argued the
most effective way to relieve the
credit crisis was to buy troubled as-
sets that were clogging the books of
financial institutions and making
them reluctant to lend.

But the capital-purchase pro-
gram, which was inserted into the
bailout bill by lawmakers, appears to
be helping ease the credit crunch, es-
pecially in the short-term funding
markets badly hit by last month’s fi-

nancial turmoil. Mr. Paulson has be-
gun assessing whether the financial
system could benefit from additional
capital purchases.

According to data from the British
Bankers’ Association, the three-
month U.S. dollar London interbank
offered rate, or Libor—a key indica-
tor of banks’ willingness to lend to
each other—fell to 2.70625% Tues-
day, the lowest since June 9, from
Monday’s 2.85875%. The rate peaked
at 4.81875% on Oct. 10. Other lending
rates, including some mortgages, are
pegged to Libor.

An expansion would target institu-
tions that play a role in providing fi-
nancing. The Treasury’s original
$250 billion plan was aimed at banks,
that have been reluctant to lend to
businesses, consumers and each
other. But other nonbank financial
companies have been pinched by the
credit crunch.

Companies such as CIT, acommer-
cial-finance company that makes
loans to businesses and individuals,
have been struggling to raise money
to fund operations.

The potential expansion raises the
notionthat the U.S. government could
eventually own a larger chunk of the
American financial system than first
envisioned. The new firms under con-
sideration for inclusion would likely
be subject to similar terms and condi-
tions applied to participating banks,
such as restrictions on dividends and
severance pay.

Structuring an expansion could be
tricky given that many other entities,
from transit agencies to auto manu-
facturers, are knocking on the Trea-
sury’s door for inclusion in the $700
billion fund, called the Troubled As-
set Relief Program. Among the ques-
tions Treasury is wrestling with are
how much additional money to invest
and which companies would qualify.

The Treasury is already mulling
expanding the rescue plan to inject
cash into certain insurance compa-
nies and privately held banks. The Fi-
nancial Services Roundtable, a Wash-
ington trade group, has asked the
Treasury to include auto companies
and others. So far, officials have
been unwilling to take stakes in car
companies.

Any expansion would likely
prompt calls by U.S. lawmakers to at-
tach more conditions. Members of
Congress have begun pushing the
Treasury to force banks to lend the
money they have received, complain-
ing to Mr. Paulson that they are sit-
ting on the cash or using it to fund ac-
quisitions and pay dividends.

The Treasury’s original plan topur-
chase distressed assets now appears
to be taking a back seat. The Treasury
was expected to conduct auctions as
early as this month but has yet to se-
lect asset managerstohelp thegovern-
ment decide what to purchase and
how much to pay. The hiring has been
complicated by concern over the fees
the government will pay and a lack of
manpower at the Treasury.

That idea also has been roundly
criticized by economists of all
stripes, who argue that buying trou-
bled assets is a less effective way to
combat the credit crisis than directly
pumping capital into firms. Mr. Paul-
son eventually agreed and an-
nounced the program to inject $250
billion into banks. The Treasury is
buying preferred shares in the firms
and will get warrants giving the gov-
ernment the right to buy common
stock at a set price.

—DMichael R. Crittenden
contributed to this article.

EADS

Production to be slowed
on A400M military transport

European Aeronautic Defence &
Space Co. plans to slow production
of the A400M military transport air-
craft. The slowdown in the €20 bil-
lion ($25 billion) project is due to
“uncertainties on the agenda of the
program,” an EADS spokeswoman
said. In September, EADS post-
poned the A400M’s first flight indef-
initely in a dispute over engine de-
velopment. The A400M, being built
for seven NATO countries, led to
€1.4 billion in provisions for EADS a
year ago, when it said the project
was six to 12 months late. Thales
SA, which is providing the flight-
management system for the
A400M, said last week it would miss
its 2008 profitability goal after tak-
ing a €60 million charge because of
delays to the aircraft.

Grupo Ferrovial SA

U.K. regulators recommended
significantly lower price controls
for Stansted Airport than airport op-
erator BAA Ltd. had requested. The
Competition Commission recom-
mended maximum airport charges
at Stansted of £6.26 ($9.92) apassen-
ger starting next April with charges
increasing by no more than retail-
price-index inflation plus 1.75% an-
nually through fiscal 2014. BAA, a
unit of Spain’s Grupo Ferrovial SA,
wanted annual increases of inflation
plus 7.1%. The regulator also found
that Stansted had acted against the
public interest by failing to consult
adequately with airlines on the de-
velopment of the airport and its capi-
tal-expenditure plans. “We are disap-
pointed that the Competition Com-
mission has failed to reflect large ele-
ments of the costs involved in operat-
ing Stansted Airport,” said BAA.

Skanska AB

Construction company Skanska
AB warned Tuesday that 2009 will
be challenging and that it is plan-
ning new cost cuts as it reported a
slight drop in third-quarter net
profit. In the three months ended
Sept. 30, profit fell to 1.2 billion
Swedish kronor ($154 million) from
1.24 billion kronor a year earlier.
Sales slipped 1% to 36.05 billion kro-
nor. The Stockholm-based company
said demand for its services is de-
clining, especially in the Nordic re-
gion and the UK. “It is too early to
say exactly how this will affect Skan-
ska, but it is clear that several mar-
kets in construction and residential
development already are slowing,”
Chief Executive Johan Karlstrom
said in a statement. He said new
cost savings will include layoffs, but
declined to give more details.

Reed Elsevier PLC

Anglo-Dutch publisher Reed
Elsevier PLC on Tuesday said Ian
Smith will become chief executive
officer when current CEO Sir
Crispin Davis retires in March. Mr.
Smith, who will join the profes-
sional publisher and exhibitions or-
ganizer in January, was most re-
cently the chief executive of British
house builder Taylor Woodrow PLC,
staying briefly until the company
merged with George Wimpey PLC.
Before that, he was at the helm of
General Healthcare Group and held
senior positions at Royal Dutch
Shell PLC and Exel Group. Reed
Elsevier, which Sir Crispin helped
turn into a leading provider of digi-
tal information, is trying to sell its
business-publishing unit, Reed Busi-
ness Information, to reduce its reli-
ance on advertiser-funded media.

Fujitsu Ltd.

Japanese electronics maker
Fujitsu Ltd. agreed to buy Siemens
AG’s 50% stake in their joint venture,
Fujitsu Siemens Computers, for
about €450 million ($568.9 million),
the companies said Tuesday. Fujitsu
and Germany-based industrial con-
glomerate Siemens currently each
hold half of the joint venture, which
makes notebook and desktop com-
puters. “Fully integrating Fujitsu Sie-
mens Computers into the Fujitsu
Group fits perfectly into our global
growth strategy,” said Fujitsu Presi-
dent Kuniaki Nozoe. With the move,
Siemens continues to focus on its
core business, moving away from
consumer products. Siemens will
book a gain, most likely in the third
quarter of fiscal 2009, of about €310
million on the deal, as the book
value of Siemens’s stake is €140 mil-
lion, a Siemens spokesman said.

CKX Inc.

CKX Inc., which licenses the
rights to images of Elvis Presley and
other celebrities, said a $1.33 billion
plan to go private has fallen through
because of “extraordinary” economic
conditions. Formed in 2004, CKX has
built a rights portfolio related to the
images and creative output of public
figures including Muhammad Ali and
David and Victoria Beckham. Under
the now-scuttled plan, announced in
June 2007, a group of managers led
by Chairman and Chief Executive Rob-
ert FX. Sillerman and 19 Entertain-
ment CEO Simon Fuller would have
paid $13.75 a share, for the company.
CKX shares were up 74% at $4.49 in
Nasdaq Stock Market trading Tues-
day afternoon. The corporate vehicle
created as the buyer in the transac-
tion will be required to pay a $37.5 mil-
lion termination fee.

Nokia Corp.

Nokia Corp. announced restruc-
turing plans that will affect more
than 600 of the cellphone-maker’s
employees, primarily in marketing
and research. The changes involve
450 employees in Nokia’s marketing
division, 130 staff at its research cen-
ter and 35 employees in other units,
the Finnish company said. “Today’s
changes are part of Nokia’s constant
renewal, where it is important to be
close to our customers and ensure
that our people are able to focus on
the key business priorities,” said
Nokia Senior Vice President Juha
Akras. He said the company would
try to find other jobs for as many of
the affected employees as possible.
The changes will take effect Jan. 1.
Nokia also said it plans to close an
office in Turku in western Finland
and move its 220 employees to an-
other site.

Aegis Group PLC

Aegis Group PLClost one ofitstop
five media-buying accounts, French
carmakerRenaultSA,toU.S.rivalOm-
nicom Group Inc.’s OMD agency, ex-
acerbating already difficult market
conditions for the U.K. company as
theeconomicdownturnhitsadvertis-
ing spending. The loss amounts to
about €450 million ($568.9 million)
of ad spending and accounts for ap-
proximatelyl%of Aegis’sannualreve-
nue. Media-buying contracts for both
Renault and its alliance partner Nis-
san Motor Co. were up for review, and
the companies decided to combine
them, inviting pitches from Aegis’s
buyingagency CaratandNissan’sbuy-
ingagency OMD. “Wehavehadagreat
partnership with Renault, and we are
proud of what we have delivered for
them over the past eight years,” said
AegisMediaChiefExecutive JerryBu-
hlmann.

JCDecaux SA

Outdoor-advertising company
JCDecaux SA reported a 1.6% rise in
third-quarter revenue, boosted by
strong performance in its street-fur-
niture and transportation busi-
nesses. Still, the French company cut
its full-year outlook as a number of
ad markets weakened. In the three
months ended Sept. 30, revenue rose
t0€495.6 million ($626.5 million). Or-
ganic growth, which strips out acqui-
sitions, disposals and currency fluc-
tuations, slowed to 5.2% compared
with 12% a year earlier. JCDecaux
said it now expects 2008 organic rev-
enue growth of 5.5% to 6%, down
from a previous forecast of 6% to 7%.

DLF Ltd.

DLF Ltd., India’s biggest prop-
erty developer by sales, said it may
delay completion of hotel construc-
tion projects in its joint venture
with Hilton Hotels Corp. by up to 18
months because of the global credit
crunch. New Delhi-based DLF and
Hilton formed a joint venture in
2006 to build and manage 75 hotels
and serviced apartments in India
over seven years. DLF owns 74% of
the venture. “DLF is on its way to se-
cure necessary financing for new
[hotel] projects, while in the in-
terim, it would continue with all as-
pects of planning [and] designing,”
the company said in a statement to
the Mumbai Stock Exchange.

MasterCard Inc.

MasterCard Inc. swung to a
third-quarter loss on a $515.5 mil-
lion charge related to the previously
announced settlement of a lawsuit
with Discover Financial Services,
but MasterCard continued to see
strong credit-card usage. The sec-
ond-largest card processor after
Visa Inc. posted a net loss of $193.6
million, or $1.49 a share, compared
with year-earlier net income of
$314.5 million, or $2.31 a share. Ex-
cluding the settlement, earnings
were $2.47 a share. Revenue rose
24% to $1.34 billion, helped by cur-
rency fluctuations.

Bridgestone Corp.

Bridgestone Corp. said its net
profit for the first nine months sank
40% from a year earlier as higher
costs for rubber and other raw mate-
rials offset stronger sales. The To-
kyo-based tire maker said net profit
fell to 49.47 billion yen ($499.3 mil-
lion) from 82.34 billion yen a year
earlier. Sales rose 1.3% to 2.5 trillion
yen from 2.467 trillion yen as high-
performance and specialized tires,
such as those for construction vehi-
cles, offset sluggish tire sales for
passenger cars, trucks and buses in
North America, where auto demand
is slumping.

—Compiled from staff
and wire service reports.
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U.S. economic ills will force winner’s hand

Factory activity,
auto sales decline;
calls for swift action

WASHINGTON—With a fresh
blast of bearish news hitting just be-
fore the U.S. presidential election,
the victor will be under rising pres-
sure to put his stamp on U.S. eco-
nomic policy well before his Jan. 20
inauguration.

Factory orders in the U.S. suf-
fered another big drop September,

By Bob Davis, Jonathan
Weisman and Timothy Aeppel

falling 2.5%, following a down-
wardly revised 4.3% decline in Au-
gust, the Commerce Department
said Tuesday.

Monday, auto makers reported
steep declines in U.S. car and light-
truck sales for October, with Gen-
eral Motors Corp. reporting a 45%
drop compared with the number of
vehicles sold a year ago. Ford Motor
Co. was down 30% and Toyota Mo-
tor Corp. was off by 23%. A senior
GM executive said the company’s re-
sults, when adjusted for population
changes, represented “the worst
month in the post-World War II era.

“We’re dealing with a situation
that could develop into another
Great Depression, if not handled
properly,” said Daniel DiMicco,
chief executive of Charlotte,
N.C.-based steelmaker Nucor Corp.

Few economists predict the
world is in for a repeat of the 1930s.
But the deepening problems—ris-
ing joblessness and home foreclo-
sures, falling consumer spending
and tight credit—are prompting
calls from businesses and Congress
for quick action by the next presi-
dent to clarify, and begin working
on, his economic agenda.

Senate Banking Committee Chair-
man Christopher Dodd (D., Conn.)
says the president-elect should start
by picking his Treasury secretary and
economic team within days. With Con-
gress planning a session this month
to push through a second economic-
stimulus package and discuss remak-
ing the nation’s financial system, law-

makers will be looking for direction
from the future president.

Both campaigns declined to com-
ment on any specific post-election
plans. However, Democratic Sen.
Barack Obama would likely come un-
der pressure to assure investors that
he won’t increase income taxes on
the wealthy during a recession—as
he hinted during the campaign—or
boost capital-gains taxes during a
market slump. For Republican Sen.
John McCain, one challenge would
be explaining how he would work
with a Democratic Congress after a
bitter presidential battle.

The central issue now, says
McCain economic adviser Douglas
Holtz-Eakin, “is the reality that so
many Americans believe that the in-
stitutions they rely on—banks, Wall
Street, Washington—have failed
them. Those failures are the source
of the lack of confidence.”

Three economic challenges are
apt to dominate the early days of
the new presidency: mending the
economy, reshaping the battered fi-
nancial industry, and crafting a pol-
icy for China, America’s biggest
creditor and an economic rival.

The slumping economy is the top
issue. Many economists forecast
that the U.S. will fall into its deepest
recession since the early 1980s,
with some predicting unemploy-
ment above 8% by 2010, up from
6.1% today.

Sen. Charles Schumer, the New
York Democrat who is chairman of
the Joint Economic Committee,
says an Obama win would mean the
Democratic Congress will take up a
small stimulus package in a lame-
duck session soon and a bigger one
in January after inauguration. Even
if Sen. McCain were to win, Sen.
Schumer says, expected Democratic
gains in Congress will help the party
leadership push through a package
in November.

The previous stimulus package,
of $168 billion, including about
$105 billion in rebate checks,
boosted spending in the second
quarter of 2008, but not beyond.

Now, stimulus advocates—
mainly Democrats—are focusing on
infrastructure projects, extension
of unemployment-insurance bene-
fits and increases in food-stamp

Shaky ground

Deepening deficits are likely to hamstring the next president from pursuing
costly priorities. A stimulus package would add to the red ink, but could ease

the blow from an economic downturn.
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payments. State and local govern-
ments—some of which are facing
budget shortfalls—would also be
targeted.

Another challenge to face the
president-elect is deciding how big
a role the government should play
in the economy, including picking
winners and losers among compa-
nies competing for federal dollars,
and sharpening financial regula-
tion. Many decisions being made
now will bind the next administra-
tion, especially how to spend the
$700 billion rescue budget.

Some lawmakers want to require
more lending from banks in which
the U.S. invested. But twisting arms
could lead to loans being made to
people who aren’t qualified, said
Robert Litan, a former Clinton ad-
ministration budget official who is
now a senior fellow at the Brookings
Institution, a liberal-leaning Wash-
ington think tank. “That’s how we
got into this problem.”

Sen. Schumer warns hedge funds
and other largely unregulated pri-
vate-investment firms that they,
too, will soon face federal oversight

and rules requiring them to disclose
their operations—even though
heavily regulated banks that loaded
up on risky securities have been at
the heart of the financial crisis.

A fight is sure to arise over sav-
ing firms considered “too big to
fail”’—meaning that their demise
could lead to a broader economic
collapse. The Bush administration
and the Fed used that rationale to
save investment bank Bear Stearns
Cos., mortgage giants Freddie Mac
and Fannie Mae and insurer Ameri-
can International Group Inc. In-
deed, the one time the government
let a major investment firm fail,
Lehman Brothers Holdings Inc.,
credit markets around the world
froze. Neither Sen. Obama nor Sen.
McCain has said in detail how he
would address this issue.

Another battle will focus on who
should be responsible for looking at
the soundness of the system as a
whole. A plan by Treasury Secre-
tary Henry Paulson would give that
role to the Federal Reserve. Morgan
Stanley economist Stephen Roach
would amend the Fed’s charter to
add “financial stability” to its mis-
sion of promoting full employment
and price stability, so the Fed
would focus more on identifying as-
set bubbles and deflating them gen-
tly before they burst.

A third challenge is trade with
China, an issue over which Sens.
McCainand Obama have sharply dis-
agreed. Sen. McCain is an avid free
trader; Sen. Obama argues that
trade agreements have been written
to help the wealthy, not average
Americans, and hasurged that anum-
ber of them be renegotiated.

Neither candidate focused on
trade during the general election.
But the calendar will force the issue
on the White House. After a set of tex-
tile quotas on China expires on Jan.
1, industry lobbyists will press the
new administration to renew them
or make them tougher. Then, around
May 1, the new president must de-
cide the longstanding question of
whether China manipulates its cur-
rency to keep it below market value—
and thus give Chinese exporters an
edge for products priced in dollars.

—dJason Dean, Kelly Evans
and Easha Anand
contributed to this article.

Obama’s ancestral Vlllage in Kenyaawalts vote results

BY SARAH CHILDRESS

KOGELO, Kenya—As polls opened
in the U.S., residents of Sen. Barack
Obama’s ancestral village were gear-
ing up for their evening vigil.

Tuesday afternoon, family and
well-wishers gathered for an inter-
faith prayer service in a grassy clear-
ing by the health clinic. Even Sen.
Obama’s grandmother, known here
as “Mama Sarah,” attended, dressed
in abright traditional dress and crisp
headwrap. She has largely avoided
the media this week, withdrawing be-
hind a gated fence and guards.

Much of the village planned to
watch the election results here early
Wednesday morning in the glare of
media crews’ spotlights, though rain
later Tuesday evening threatened to
chase away all but the most fervent
Obama supporters. Kogelo has no
electricity, so generators have been
brought in to run the televisions.

A few of Sen. Obama’s family
members had planned to watch in

their own yard. Before the sun went
down—and hours before results
would be released—some older
women were already in their plastic
lawn chairs, arranged in front of a
small silver television. There was
nothing yet to see—a relative was
still fiddling with the dials in search
of a clear channel.

Once aforgotten plot of land dot-
ted with small mud or brick homes,
the tiny village, where Sen. Obama’s
father was born and several family
members still live, has become a
tourist attraction and media mecca.

The Kenyan government is ensur-
ing it looks the part. Monday, road
crews were busily patching pot-
holes, and dump trucks heaped
fresh dirt on the rutted roads. Some
villagers have been told they soon
will have electricity.

Local officials say a Kogelo up-
grade has long been in the works,
and they maintain that the timing is
coincidental. The locals weren’t buy-
ing that. “Where a leader comes
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Women walk past a sign for a school named for Sen. Barack Obama in Kogelo,
Kenya. Students at the school are rehearsing songs for a celebration should he win.

from, things have to be done prop-
erly,” said Joash Otieno Oluoch, 33
years old.

The traffic on Kogelo’s narrow

lanes usually consists of a few mean-
dering cows, and maybe a hen and
her chicks. These days, the paths are
also clogged with journalists lum-

bering around in Land Rovers, and
convoys of local dignitaries track-
ing in and out of the village on offi-
cial business. The media crush is so
intense that one local official Mon-
day called the villagers together for
a little press training.

People are fiercely proud of Sen.
Obama here, many pinning on but-
tons emblazoned with his image.
Kids at the high school, which is
named for the senator, are rehears-
ing songs for a celebration in his
honor, should he win.

He already did, according to peo-
ple in nearby Kisumu. The city held
a mock election Tuesday morning.
Sen. Obama won in a blowout, de-
feating Sen. John McCain 342-42.

Who were the McCain fans? No
one was willing to say. But accord-
ing to the election “monitors,”
those 42 votes suggest that at the
very least, the poll was free and fair.

—Sammy Kagwanja
in Kisumu, Kenya,
contributed to this article.





