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crisis is all over the map
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' the U.K. banking bailout
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What’s News—

Business &3 Finance

Morgan Stanley struck a deal
with Mitsubishi UFJ Financial
Group, giving it the $9 billion
lifeline it needed and buying
the U.S. investment bank more
time to make over its balance
sheet. Its shares soared. Page 1

m European and U.S. stocks
surged on signs that govern-
ments would mount a more-co-
ordinated effort against the
credit crisis. Page 21

m The U.S. Treasury detailed
efforts to set its $700 billion
rescue program into motion
quickly. Page 3

m Paulson called a meeting
with top U.S. bank CEOs to dis-
cuss his plan to take equity
stakes in financial firms. Page 2

m Google entered talks with the
U.S. Justice Department to head
off any antitrust challenge to its
ad pact with Yahoo. Page 9

m Banco Santander is in talks
to gain full control of the U.S.’s
Sovereign Bancorp, which has
been hurt by bad loans. Page 10

m The Fed began providing dol-
lar funding under its swap facili-
ties with three European central
banks. Qatar said it will pump
capital into its banks. Pages 12, 24

m Waste Management dropped
its $6.7 billion bid for rival U.S.
hauler Republic Services, citing
market turmoil. Page 26

m China’s import growth
slowed for a second month in
September, up 21.3% from a
year earlier, as commodity de-
mand appears to wane. Page 14

m Catastrophe-bond issuance
has suffered amid the financial
crisis, but insurers hope the
complex products will be able
to manage a comeback. Page 24

m Abbott Laboratories joined
Microsoft and H-P in announc-
ing big stock buybacks. Page 34

m Telefonica will sweeten an
offer for the remaining shares
of a Chilean fixed-line-telecom-
munications company. Page 11

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 9387.61+936.42 +11.08
Nasdaq 1844.25+194.74 +11.81
DJ Stoxx 600  225.37 +20.24 +9.87
FTSE 100 4256.90 324.84 +8.26
DAX 5062.45+518.14 +11.40
CAC 40 3531.50+355.01 +11.18
Euro $1.3602+0.0082 +0.61
Nymex crude  $81.19 +3.49 +4.49

Money & Investing > Page 21

World-Wide

Britain, Germany, France, Spain
and Italy detailed steps to spend
tens of billions of pounds and eu-
ros on stakes in struggling banks
and offer hundreds of billions
more in guarantees aimed at help-
ing banks. But even as markets
rallied on the news, economists
fretted about the potential effect
on taxpayers and budgets. Page 1

m North Korea lifted its ban on
U.N. inspections of a plutonium-
producing plant and said it will
resume disabling a linked facility,
the U.N. nuclear watchdog said.

m Iraq opened the doors to for-
eign oil-sector investment, dis-
closing terms for contracts in its
first bidding round since the
U.S.-led invasion of 2003. Page 12

m Obama proposed to put home
foreclosures on hold and give tax
breaks to firms that create jobs,
while McCain issued veiled criti-
cism of the Bush administration.
m McCain and Palin rolled into
Virginia in a bid to stop the
Republican ticket’s slide in the
state. Obama proposed new eco-
nomic rescue measures. Page 35

m Pakistani security forces
and Taliban militants clashed
near the Afghan border in fight-
ing that killed 51 people, includ-
ing 47 militants, officials said.

m A Christian store owner was
shot to death in Mosul, the lat-
est in a series of killings that has
caused thousands of minority
Christians to flee the Iraqi city.

m Paul Krugman, a Princeton
scholar, New York Times colum-
nist and Bush critic, won the
Nobel Prize in economics. Page 14

m Zimbabwe President Mugabe
swore in two vice presidents,
having said his party would con-
trol all key ministries, prompt-
ing the EU’s condemnation.

m Iran’s reformist ex-President
Khatami is hosting former U.N.
chief Annan and European digni-
taries to a conference on reli-
gion in a rare visit this week.

m Somali pirates said they may
extend a deadline to destroy a
hijacked Ukrainian ship, as
relatives of the ship’s crew de-
manded Ukraine pay a ransom.

m Thai riot police used a Chi-
nese tear gas that contained a
powerful explosive to disperse
protesters last week, an investi-
gator said. Three people died
and 478 were injured in clashes.

EDITORIALEOPINION

The turnaround?

We may be seeing the begin-
ning of the end of the credit cri-
sis. Review & Outlook. Page 15
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Europe’s next challenge:
How to pay for bailouts

More losses could see
national debts grow,
credit ratings retreat

Now that governments across Eu-
rope have stepped in with bold plans
to bail out their banking systems,
they are facing a new challenge: How
to pay for it all.

The U.K., Germany, France,
Spain and Italy on Monday provided
further details of measures that will
see their governments spend tens of
billions of pounds and euros on

By Marcus Walker in Berlin,
Sara Schaefer Muiioz in London
and David Gauthier-Villars

in Paris

stakes in struggling banks and offer
hundreds of billions more in guaran-
tees aimed at helping banks borrow
the money they need to do business.
But even as markets rose sharply on
news of the concerted efforts, econo-
mists were fretting about the poten-
tial effect on taxpayers and govern-
ment finances.

In essence, governments are
making massive bets on the futures
of their banking systems. If the
plans work and banks do well, tax-
payers could profit as the value of
the government stakes rises. But if
banks suffer further losses, govern-
ments could see their national debts

Please turn to page 34

Morgan Stanley,
with a lifeline,
vows more change

BY AARON LUCCHETTI

Morgan Stanley got the $9 bil-
lion lifeline it needed from Mitsub-
ishi UFJ Financial Group Inc., buy-
ing the investment bank more time
to make over its balance sheet and
sending its shares soaring 85% in
late trading.

But Morgan Stanley Chief Execu-
tive John Mack still has a tough job
ahead of him as he looks to continue
transforming his business for a diffi-
cult environment.

One of the biggest changes—the
higher-risk trading businesses that
carried Morgan for the past few
years—are going to get smaller, and
the firm is going to rely more on
building market share in lower-risk
sales and trading, asset manage-
ment and advising individual inves-
tors, while using its new relation-
ship with MUFG to boost its pres-
ence in commercial banking.

“We’ve gotten our leverage
down, and it will be even lower,” Mr.
Mack said in an interview. “You’re
going to see a lot of changes.”

Mr. Mack said that his firm as
well as a lot of hedge funds have
been shrinking businesses that use
alot of leverage, such as complex se-

Please turn to page 35

Associated Press

British Prime Minister Gordon Brown, left, and Treasury chief Alistair Darling
announce their financial-rescue plan in London on Monday.

How the U.K. rescue plan
became a banking model

By CARRICK MOLLENKAMP,
DANA CIMILLUCA
AND ALISTAIR MACDONALD

LONDON—The U.K. government
and the country’s top bankers, after
a sleepless weekend in London, say
they’ve found a way to halt the pro-
gression of the financial crisis.

The British bank bailout plan,
which is becoming a model for the
U.S. and the rest of Europe, is the
product of an unusually close collab-
oration between the government
and its banks.

On Monday, the U.K. govern-
ment said it would invest as much
as £37 billion ($63 billion) in three
of the country’s biggest banks, in-
cluding 281-year-old Royal Bank
of Scotland Group PLC. In one
swoop, the government took con-
trolling stakes in banks with bal-
ance sheets totaling £2.5 trillion,
about 50% more than the coun-

try’s gross domestic product.

Within days, the bumbling im-
ages in the public eye of Prime Minis-
ter Gordon Brown and Chancellor of
the Exchequer Alistair Darling, the
Treasury chief, have changed. A
year ago, their missteps contrib-
uted to the U.K.s first bank run in
more than a century; a month ago,
Mr. Brown had some of the lowest
opinion poll ratings of any modern
British prime minister. Today, their
plan—which injects capital into the
banks to cushion against losses
while also providing more cash to
the frozen bank-lending system—is
being held up as an example by
other governments around the
globe.

On Monday, Mr. Brown invoked
the July 1944 meeting at Bretton
Woods, N.H.—where Western lead-
ers met to map out a postwar finan-
cial order and established the Inter-

Please turn to page 34
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Treasury secretary meets with bank CEOs

One likely topic:
proposal for U.S.
to take equity stakes

BY DEBORAH SOLOMON
AND DAMIAN PALETTA

U.S. Treasury Secretary Henry
Paulson called top U.S. banking
heads to ameeting Monday in Wash-
ington, people familiar with the mat-
ter said.

The meeting at Treasury was be-
ing held while most of the banking
chiefs are in Washington for meet-
ings of the World Bank and the Inter-
national Monetary Fund. Expected
to attend were chief executives Ken-
neth Lewis of Bank of America
Corp., Jamie Dimon of J.P. Morgan
Chase & Co., Lloyd Blankfein of Gold-
man Sachs Group Inc., John Mack of
Morgan Stanley, Vikram Pandit of
Citigroup Inc. and Robert P. Kelly of
Bank of New York Mellon Corp.

A Treasury spokeswoman said
Monday: “Treasury and the Fed are
meeting today with leading financial
market participants to finalize de-
tails on a financial market stabiliza-
tion initiative.” One person familiar
with the matter said Mr. Paulson is ex-
pected to discuss details of his plan
to take equity stakes in financial
firms, among other points. Treasury
is working to finalize details of its
plans to stabilize the financial sector.

The plan likely will be designed
in a way that won’t wipe out exist-
ing shareholders, according to peo-
ple familiar with the matter.

Such a plan would overcome a
problem created by the ad-hoc na-
ture of the government’s interven-
tions: Investors have refrained from
putting capital into financial stocks
in part over fears they would be
hurt by future government involve-
ment, as was the case when the gov-
ernment took over mortgage giants
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Fannie Mae and Freddie Mac and
took a majority stake in insurer
American International Group Inc.

The latest iteration of the Bush
administration’s rescue plan is fod-
der for a growing number of critics
who say the government has sowed
confusion during the fast-moving
crisis by changing its mind about
the best course of action. Outside
economists and investors complain
that neither the Treasury nor the
Federal Reserve properly explained
their rationale and the intended im-
pact of their actions.

One option currently under con-
sideration is to inject capital in
banks in exchange for preferred
shares, according to Wall Street ex-
ecutives. That would give the gov-
ernment a steady payment in the
form of a dividend of sorts. Another
would be for banks to raise some pri-
vate capital in order to qualify for a
government infusion.

Treasury’s program would be vol-
untary and aimed at healthy banks,
not failing institutions. While de-
tails are still being worked out, most
banks likely would be able to partici-
pate in the program, though seri-
ously troubled banks already close
to failing might not be allowed to par-
take. The government would be a
passive investor, using funds
granted as part of the $700 billion

U.S. Treasury Secretary Henry Paulson, right, and Federal Reserve Chairman Ben
Bernanke. U.S. officials met Monday to discuss the next step for the financial crisis.

bailout package. The program could
be up and running shortly, according
to people familiar with the matter.
Mr. Paulson is also considering
whether to implement a large-scale
guarantee of bank lending similar to
moves taken by the U.K., among oth-
ers. The government is still proceed-
ing with plans to buy assets from
troubled banks and is expected to se-
lect asset managers this week.

Senior Federal Reserve officials,
including New York Fed President
Timothy Geithner and Fed Chair-
man Ben Bernanke, gathered at the
Treasury on Sunday to discuss com-
prehensive approaches to the finan-
cial crisis, a move designed to fore-
stall the need for another ad-hocres-
cue.

Government officials say the U.S.
was forced to take an ad-hoc ap-

proach because it lacked the tools
before Congress approved the $700
billion rescue plan. They say the gov-
ernment will now better communi-
cate its strategy, a process that be-
gan last week when the President’s
Working Group on Financial Mar-
kets outlined the steps that have
been taken so far.

“We said in March we didn’t
have sufficient tools for the modern
financial system. [House Financial
Services Committee Chairman Bar-
ney] Frank said it would be next
year before we got legislation and
so we should make due with the
tools we had and that means having
to be ad hoc,” said Michele Davis, a
Treasury spokeswoman. Now that
the administration has the tools it
needs, it plans to explain to inves-
tors how it is using them, she said.

C.FredBergsten, a Treasury offi-
cial during the Carter administra-
tion, and others argue that policy
makers erred in not clearly articulat-
ing what they are doing and how
they are doing it. “Even sophisti-
cated investors need to understand
basic strategy,” said Mr. Bergsten,
who is now director of the Peterson
Institute for International Econom-
ics, a Washington think tank.

—dJon Hilsenrath, Aaron Lucchetti
and Jessica Holzer
contributed to this article.
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Head of U.S. rescue effort cites progress

Selection of officials,
advisers helps set
program in motion

By JEssicA HOLZER

The interim head of the U.S. gov-
ernment’s $700 billion rescue de-
tailed efforts to set the program in
motion quickly, including officials
who will help lead it and outside
advisers.

Interim Assistant Secretary for
Financial Stability Neel Kashkari
told an international banking group
that the Treasury Department
tapped law firm Simpson Thacher
& Bartlett LLP to provide advice on
taking equity stakes in banks.

The Treasury is also moving for-
ward with its authority to buy illig-
uid assets from financial institu-
tions, Mr. Kashkari said, choosing
consultancy Ennis Knupp to help se-
lect asset managers for the program.

“Aprogram as large and complex
as this would normally take
months—or even years—to estab-
lish,” Mr. Kashkari said. “We don’t
have months or years.”

The public remarks were Mr.
Kashkari’s first since he was tapped
by Treasury Secretary Henry Paul-
son to head the $700 billion pro-
gram. A 35-year-old former Goldman
Sachs Group Inc. investment banker,
he was chosen last week to head the
new Office of Financial Stability.

Mr. Kashkari indicated there was
ample private-sector interest in as-
sisting with the asset-purchase pro-
gram. More than 200 firms have ap-
plied to manage securities or whole
loans under the program, he said.
The winning vendors will be chosen
in the next few days.

Meanwhile, Treasury narrowed
its choice of firms to serve as custo-
dian to 10 from 70, and will make a
decision within the next day.

Mr. Kashkari said Treasury was
moving to recruit a permanent
team, as well as interim personnel,
to oversee the program.

Tom Bloom, chief financial of-
ficer of the U.S. Comptroller of the
Currency, will serve as interim chief
financial officer. Jonathan Fiechter,
deputy director of the International
Monetary Fund’s Monetary and Cap-
ital Markets Department, will serve
as interim chief risk officer.

Donna Gambrell, who served as
the Federal Deposit Insurance
Corp.’s deputy director of consumer
protection and community affairs,
will serve as interim chief of home-
ownership preservation.

Don Hammond, a Federal Re-
serve deputy director and former as-
sistant secretary at the Treasury De-
partment, will serve as interim chief
compliance officer. And Reuben Jef-
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James Bennett

frey, undersecretary of state for eco-
nomic affairs and former chairman
of the Commodity Futures Trading
Commission, will be interim chiefin-
vestment officer.

Treasury said early last week
that it was seeking bids to help run
the asset-purchase program, giving
firms just 48 hours to apply.

Mr. Kashkari said Treasury was
only considering asset managers
with $100 billion of dollar-denomi-
nated fixed-income assets under
management to avoid adding risk to
the taxpayers.

“It would not be fiscally prudent
to ask a firm that only had experi-
ence managing a few billion to man-
age $100 billion,” he said.

Vendors, however, will be evalu-
ated on their capacity to work with
small businesses—as well as those
owned by veterans, minorities and
women—as subcontractors, Mr.

Kashkari said.

Since the enactment of the $700
billion plan a little over a week ago,
the idea of buying stakes in banks to
shore up their capital has quickly
gained traction.

Although the Bush administra-
tion pitched the rescue plan to law-
makers and the public as a way to un-
clog the financial system of its rot-
ten mortgage assets, it has now em-
braced the approach of taking eq-
uity stakes in banks. Mr. Paulson
and Mr. Kashkari argue that they
have authority to do so under the
plan.

“Treasury worked hard with Con-
gress to build in this flexibility, be-
cause the one constant throughout
the credit crisis has been its unpre-
dictability,” Mr. Kashkari said.

He said regulators were helping
Treasury “to identify the quickest
and most efficient method to pur-

chase equity in financial institu-
tions so they can resume lending.”

Mr. Paulson was expected to
meet with top U.S. bank officials
Monday afternoon to discuss as-
pects of the plan.

Mr. Kashkari echoed remarks
made by Mr. Paulson Friday, saying
that the program to purchase equity
would be standardized, voluntary
and designed to reach a “broad ar-
ray” of healthy financial institu-
tions. “It will also encourage firms
to raise new private capital to com-
plement public capital,” Mr. Kash-
kari said.

No formal request for bids was
posted by Treasury to oversee such
an effort. According to Mr. Kash-
kari, the Treasury asked six special-
ist law firms to advise on the equity
stakes and received two proposals.
It selected Simpson Thacher on Fri-
day but didn’t make the announce-

ment until Monday.

The Treasury also asked six
firms to apply to help in choosing as-
set managers. Ennis Knupp was se-
lected from three firms that submit-
ted proposals.

Mr. Kashkari said Treasury has
created seven policy teams to over-
see aspects of the $700 billion res-
cue. They include teams to imple-
ment purchasing programs for mort-
gage-backed securities and whole
loans, as well as a program to insure
financial firms’ toxic assets. Other
teams will oversee efforts to help
homeowners stay in their homes, de-
sign executive-pay requirements
for firms that participate in the pro-
gram and run compliance.

Mr. Kashkari said Treasury on
Friday began to solicit public com-
ments on how to structure the insur-
ance program. Ideas will need to be
submitted within 14 days, he said.
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Act swiftly and other wisdom from Mexico

Nation’s recovery
after peso collapse
offers lessons to U.S.

By Davip LuHNOW

MEXICO CITY—Talk about your
role reversals. In the past few
weeks, officials at the U.S. Federal
Reserve have discussed the unfold-
ing crisis with at least one central
banker from a developing nation
who witnessed his own country’s fi-
nancial system implode: Mexico’s
Guillermo Ortiz.

The Stanford graduate was Mexi-
co’s finance minister during the
country’s 1994-95 peso collapse,

which led to a mas-
THE sive government
—————— Dbank bailout and
0UTLOOK Mexico’s biggest
economic slump
since the Great Depression. The so-
called Tequila Crisis, named after
Mexico’s national drink, is today
seen as the first financial crisis of
the globalized economy. The U.S.
put together a massive credit line
that helped Mexico emerge from
the crisis and grow prosperous in
its wake.

Last week, before the start of
the International Monetary Fund’s
annual meeting, the Mexican cen-
tral banker, who steered his nation
to recovery in those dark days, met
with Fed Chairman Ben Bernanke.
Mr. Ortiz had previously met with
some Fed officials in mid-Septem-
ber.

Mr. Ortiz declined to discuss de-
tails of the discussions, but the fact
that officials in Washington are talk-
ing to foreign officials such as Mr.
Ortiz suggests they are open to
learning from other countries’ expe-
riences—even as the current crisis
roils those very nations. Mexico, for
its part, has had to spend about a
tenth of its foreign exchange re-

serves defending the peso, and the
cost of credit is soaring for Mexican
companies, as it is for so many oth-
ers.

Nonetheless, many of the les-
sons of the Tequila Crisis and oth-
ers like it apply to the U.S.

Among the most important:
Don’t be ruled by ideology—stay
flexible and act decisively. Help
those with mortgages they can’t
pay. Take stakes in troubled banks.
Don’t expect to turn a profit on gov-
ernment investment.

“Do whatever it takes to restore
confidence,” Mr. Ortiz said in an in-
terview. “Once you lose it, it’s very
difficult to get it back.”

In today’s globalized financial
markets, once trust is blown, the
markets will often overreact and
the crisis will spin out of control. As
aresult, policy makers may need to
take steps they never imagined tak-
ing. The longer they wait, the worse
the pain. We are already learning
this lesson the hard way.

In nearly all financial crises, the
government usually reacts too
slowly at first. In the case of the
U.S., the Federal Reserve and Trea-
sury tried to put out each fire as it
flared, first bailing out Bear
Stearns Cos., then insurance giant
American International Group Inc.,
then lender Washington Mutual
Inc.

At some point, an event happens
that causes the market to lose confi-
dence. In Mexico, it was a failed at-
tempt by the central bank to gradu-
ally devalue the peso, a move that
destroyed the bank’s credibility. In
the U.S., it may have been letting
Lehman Brothers Holdings Inc. fail,
a move that created uncertainty
among investors as to which finan-
cial institutions would be saved and
which wouldn’t.

Since then, authorities in both
the U.S. and Europe have been
scrambling to catch up to the crisis.
“Despite all of the measures that
have been taken, the authorities are

Learning from the ‘Tequila Crisis’

Mexico’s handling of its financial crisis in the 1990s may offer guidance for U.S.
requlators crafting the current bailout plan

Mexico’s GDP, in constant prices, change from a year earlier
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now behind the curve,” Mr. Ortiz
said in remarks Sunday to the Insti-
tute of International Finance in
Washington. “It’s better to err on
the side of doing too much rather
than doing too little.”

In the end, Mexico acted directly
to tackle the underlying problem of
bad debt by launching a program to
restructure mortgages, with banks,
borrowers and the government all
sharing loses.

The key to a mortgage restruc-
turing: “Keep it simple,” says Vice-
nte Corta, who led Mexico’s bank
bailout program for several years.
“We tried fancy schemes that didn’t
work. We ended up saying, ‘OK, you
pay half your mortgage, and we’ll
pick up the other half.’ ”

Mexico’s bank bailout itself
didn’t ward off a major economic re-
cession, although the country was
also dealing with a currency crash.
But within a few years, Mexican
banks were healthy and the econ-
omy was growing again.

What lasted longer was political
bitterness linked to the bailout,
which was seen as having helped
rich bankers at taxpayers’ expense.

The Mexican and U.S. bank res-
cue plans have both involved the

2005 2008

Source: International Monetary Fund

government taking bad loans from
bank books in order to get credit
flowing again. Much like Washing-
ton, the Mexican government ex-
pected to break even and possibly
make some money on the bad loans
that it purchased.

The reality: The government
lost money—Ilots of it. The bailout’s
final price of about $75 billion was
three times what the Mexican gov-
ernment expected. In other words,
the $700 billion U.S. rescue plan
could be just the beginning of the fi-
nal cost.

In Mexico’s bailout, banks were
required to recapitalize as a condi-
tion of selling bad loans to the gov-
ernment. In some cases, bank own-
ers put up new money. Banks that
couldn’t were forced to merge or
sell to a foreign bank, or were taken
over by the government.

In recent days, the U.S. govern-
ment has appeared to be moving to-
ward a major recapitalization pro-
gram, opening the door to the possi-
bility that the U.S. government
might take direct stakes in the
banks.

A government stake in banks
might help ease the inevitable polit-
ical fallout. Mexico learned—again,

Once-sheltered Latin America faces the musie

By JOHN LYONS

SAO PAULO—In recent weeks,
Latin American leaders could be
heard proclaiming their region safe
from the global financial crisis.

“If the crisis gets here, its going
to be aripple,” President Luiz Inacio
Lula da Silva of Brazil, the region’s
biggest economy, said on Oct. 5.

After a brutal week, the ripple is
starting to look more like a tsunami.
Brazil’s stock market has fallen
40.9% in the past three month and
its currency has suffered its deepest
declines since the nation’s 1999 eco-
nomic meltdown as investors
cashed out. Mexico burned through
about 10% of its international re-
serves last week trying to slow a sud-
den drop in the peso. The currency’s
fall forced the nation’s oldest retail
chain into bankruptcy proceedings
and blew holes in the balance sheets
of other blue chips, such as cement
giant Cemex SAB.

Private economists now say the
global credit freeze, a possible reces-
sion in the U.S. and commodity-
price declines will take a heavy toll
on the resource-rich region. Several
research houses cut next year’s re-
gional growth forecast to around
1.5% from around 3.5%.

“It’s a global implosion that is
carrying everyone and everything

Facing the music
Estimated GDP growth for 2009
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inits wake,” says Damian Fraser, the
head of Latin American equity re-
search at UBS Pactual in Mexico
City.

If Mr. da Silva and others sound
like they are in a state of denial, it
may be because Latin America has
benefited more than any other re-
gion from a commodities boom that
fueled steady growth, strengthened
currencies and pushed interna-
tional reserves to record levels.

The boom fostered broad opti-
mism that a region once synony-
mous with currency crashes and
debt defaults had matured. Until
last month, some U.S. equity ana-
lysts were still telling clients that
Latin America would be a “safe ha-
ven” amid global turmoil, investors
say.

To be sure, Latin America is bet-
ter suited to weather a downturn
than it has been at any time in re-
cent memory. Unlike at the outset of
past global downturns, most of
Latin America’s economies are run-
ning surpluses that will protect
against the sovereign debt defaults
that devastated the region in the
past. What’s more, banks in Mexico
and elsewhere, burned by risky bets
in the past, largely stayed away
from securities backed by risky U.S.
mortgages and now boast healthy
balance sheets.

Some will be hit harder than oth-
ers, experts say. Argentina was
struggling to stave off a debt default
even before the global crisis got un-
der way. Now, its prospects are even
dimmer. In Venezuela, President
Hugo Chavez will likely be forced to
devalue the currency as oil prices
drop; that could fuel inflation and
political tensions.

It is hard to understate how
much the game has changed even

for the region’s most stable econo-
mies. The investment-grade rated
economies of Brazil, Mexico and
Chile have marketed themselves to
foreign investors as safe destina-
tions for long-term investments.
Mexico, for example, sold 30-year
fixed-rate bonds in recent years.
Many of these investors were wiped
out by the recent currency crashes.
That will make it more expensive for
Latin companies and governments
to get such financing in the future.

The reduction of economic-
growth forecasts by private econo-
mists suggests much of the region’s
robust economic growth was re-
lated to soaring commodity prices.
Unless commodity prices climb
again, the region’s economic sur-
pluses may turn into deficits. That
will force policy makers to make
tough decisions between cutting
spending, raising taxes or letting
currencies weaken further.

It’s far from clear how much dam-
age the currency declines will do to
big Latin companies that were bet-
ting on currency moves in the deriv-
atives market. Already, big firms
such as Brazilian pulp company
Aracruz Celulose and Mexican re-
tail giant Controladora Comercial
Mexicana SAB, known as Comerci,
have announced big losses. More
could be in the offing.

the hard way—the importance of de-
signing a bailout that gives the gov-
ernment, and by extension the tax-
payers, some upside in an eventual
recovery. Consider the case of Ban-
amex, Mexico’s biggest bank.

Banamex’s owners recapitalized
the bank and sold billions of dollars
in bad loans to the government—
which didn’t take a stake in the
bank. Once healthy, the bank was
later sold to Citigroup for $12 bil-
lion, in a transaction in which Ban-
amex’s owners didn’t pay a dime in
taxes.

In Mexico, many voters felt be-
trayed by the bailout, which poi-
soned the political atmosphere for
years. It was one reason why a left-
wing populist candidate, Andrés
Manuel Lopez Obrador, nearly won
the presidency in 2006. Every year
at budget time, there are still de-
bates about spending so much
money on rescuing banks, versus
public schools.

Whoever wins the U.S. presiden-
tial election is bound to deal with
other political fallout as well. The
auto industry is already using the fi-
nancial bailout to win a big loan pro-
gram in Congress; expect other
troubled industries to line up for
rescues, too. And every time an in-
dustry gets bailed out, ordinary
workers and powerful unions will
expect help as well.

—Jon Hilsenrath
contributed to this article.

Lear cuts outlook
for its full year
as demand drops

BY SHARA TIBKEN

Auto-parts maker Lear Corp.
lowered its full-year profit and
sales outlook because of “rapidly”
declining North American vehicle
sales.

The company, a major supplier
to General Motors Corp., expects
2008 sales of $14 billion, down
from a previous estimate of $15 bil-
lion. Analysts were expecting sales
of $14.75 billion.

Lear also projected income be-
fore interest, taxes, restructuring
costs and other items will be 20%
below its July forecast of $550 mil-
lion to $600 million.

The maker of automotive seats
and electronics said declining auto
sales and production in North
America, as well as Europe, led to
its decreased forecast.

Suppliers are taking a hit as
auto makers pare down swollen in-
ventories and try to turn around
their North American operations.

Cost increases amid the eco-
nomic slowdown are also hitting
the suppliers’ bottom lines.

In July, Lear reported an 85%
drop in second-quarter net income
when demand from GM declined as
aresult of a three-month strike at
American Axle & Manufacturing
Holdings Inc.

Lear’s stock has plunged 82% in
the past year. In afternoon trading
in New York Monday, shares of
Lear were down 15 cents, or 2.5%,
at $5.95.

Lear still expects to generate
positive free cash flow for the
year.

The company plans to update
its outlook when it releases its
third-quarter results on Oct. 30.
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Emerging economies feel effects of crisis

Consumers in Brazil,
Russia, India and
China are squeezed

The global credit crisis is start-
ing to take its toll on consumers in
a group of nations that have
boosted the world’s economy over
the past few years: the big emerg-
ing economies of China, India, Rus-
sia and Brazil.

Global growth this decade has
been powered by the economies of
the U.S. and these so-called BRIC

By Andrew Batson in Beijing,
Daria Solovieva in Moscow, and
Eric Bellman in Mumbai, India

countries. As a troubled financial
system sidelined the U.S., hopes re-
mained that the developing nations
could pick up the slack. Instead, the
economies of the big four are slow-
ing as consumers feel the pain ema-
nating from the West.

In Russia, easy credit that pow-
ered consumer spending is now con-
tracting. In India, outsourced jobs
from Western financial companies
are dwindling. In China, the locus of
world attention in recent years, a
stock-market collapse and deflating
property prices are causing consum-
ers to think twice about purchases.
In Brazil, the prices for the commodi-
ties it exports are falling.

Growth in these large, continen-
tal economies is still much faster
than in the U.S. or Europe. But indi-
cators suggest that their newly afflu-
ent consumers won’t be holding up
global growth on their own.

One person feeling the pain is
Shanghai businessman Yan Jian. He
says his business exporting toys
and garments has been hurt by
weakening orders from the U.S. So

Mr. Yan postponed the renovation
of the new apartment and is hunker-
ing down as the economic pros-
pects gets darker. “Things may get
even worse in the near future,” he
says. “I have to hold back as much
spending as possible.”

If this attitude spreads, it’s bad
news for the global economy. Al-
though consumers in the big four
emerging economies are still much
poorer than the average American
or European, their growing appe-
tite for refrigerators, cars and flat-
screen televisions during the past
eight years has accounted for
nearly as much growth in global de-
mand as the U.S., according to Gold-
man Sachs. Demand from those
countries had been expected to
overtake the U.S. and climb toward
the total demand from the entire
Group of Seven leading nations.

“These economies can no longer
rely on export growth or rising com-
modity prices,” says Fred Hu, a man-
aging director with Goldman Sachs.
“That’s the biggest worry, that the
crisis in the developed centers like
the U.S. and Europe will have reper-
cussions on the emerging econo-
mies.”

Consumers often keep spending
even as financial markets slump.
But just as Wall Street’s woes even-
tually affected Main Street, the tur-
moil in the large emerging econo-
mies is growing and spreading. Rus-
sia’s main stock market, which had
been closed since Wednesday due to
arun on selling, reopened only Mon-
day. In Brazil, the real currency has
dropped dramatically in recent
days, making imported items such
as wine and iPods more expensive.
Consumer spending in China has
started to weaken in recent months.

In some of these countries,
credit is contracting just as it is in
the developed world. In Russia,
easy credit and higher real wages

Slowing down

Large emerging economies such as China’s are starting to experience

reduced growth
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have fueled a consumer boom in
the past few years. But that credit
is drying up fast, as cash-squeezed
lenders tighten credit conditions
for auto, mortgage and other loans.
Sales of new cars, many of which
are bought on credit, grew 22% in
September—an eye-popping num-
ber but still down from consecu-
tive months of 50% growth and the
lowest monthly result since 2005.

“Russia’s consumer boom was
largely due to easy credit,” says Alex-
ander Potavin, a senior analyst at
Moscow brokerage Antanta-Pioglo-
bal. “Now it’s really difficult to get a
loan from a bank.”

Retailers in India, where the
stock market has also taken a beat-
ing, are bracing for tough times. This
is normally a good time for sales—
the run-up to Diwali, a Hindu holiday
falling at the end of October this
year—but consumers are expected
to spend less this year. The U.S. finan-
cial sector, which is at the heart of
the global turmoil, is a huge cus-
tomer for India’s outsourcing and
call-center companies.

The pullback is already affecting
Indian companies. Build a Bear
Workshop Inc., a custom teddy bear
shop from the U.S., has closed its
three stores in India. One of India’s
biggest retailers, Shoppers Stop
Ltd., has announced losses, while
Pantaloon Retail India Ltd. has
scaled back its plans for a nation-
wide rollout of shoe stores.

Leading indicators support this
anecdotal evidence. India’s passen-
ger car sales, which grew an average
of 20% a year over the past five
years, have slowed to 8% this year.

China also has some troubling in-
dicators. While overall retail sales
have been growing quickly, by 15% to
16% in recent months, economists
doubt the official numbers, espe-
cially because sales of some big-
ticket items are weak. Automobile
sales have fallen in August and Sep-
tember. And passenger traffic on Chi-
nese airlines has declined every
month since May. Some of that could
be related to May’s earthquake in Si-
chuan and travel restrictions im-
posed for the Olympics in August.

Panic and withdrawals hit India’s ICICI

By ERIC BELLMAN

MUMBAI—Global worries about
the solvency of financial institu-
tions have arrived in India, buffet-
ing a bank that’s regarded as one of
the country’s strongest.

In recent days, ICICI Bank Ltd.
has taken a series of extraordinary
steps to calm its depositors and reas-
sure jittery investors. On Saturday,
it sent text messages to hundreds of
thousands of depositors telling
them it was healthy. A central bank
circular posted on its thousands of
automatic teller machines said the
same thing earlier in the week. On
Sunday, ICICI went on the offensive,
filing complaints to the police in
Mumbai and elsewhere charging
that some small brokers were
spreading negative rumors about
the bank.

Still, shares of the bank—the
country’s largest non-state bank
and second-largest in terms of as-
sets after the State Bank of India
Ltd.—are down 66% so far this year.
They lost 20% on Friday before
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bouncing back 17% Monday to close
at 425.10 rupees ($8.79). ICICI
wouldn’t disclose recent with-
drawal figures.

“The stock price has gone way be-
low fundamentals,” said Vaibhav
Agarwal, banking analyst at Angel
Broking in Mumbai.

Analysts and investors say the
withdrawal worries and share pres-
sure have a common culprit: panic.
In tough times, the leading compa-
nies of the new India are viewed
with caution because they are more
exposed to international events
than insular state-run companies.

“Not that ICICI Bank will close
down or anything but I don’t want
to face a liquidity crisis,” said P. De-

varajan, a Mumbai retiree who
pulled most of his savings out of its
ICICI Bank this month and stuckit in
a government-owned bank. “Public
sector banks are better at the bank-
ing game than these high-flying
newcomers.”

The Indian stock market has
been hit hard during the global cri-
sis, even though there are few com-
panies with any direct exposure to
subprime lending or failed mort-
gages. The benchmark Bombay
Stock Exchange 30-Share Sensi-
tive Index, or Sensex, has fallen
more than 40% so far this year, as
increasingly risk-averse foreignin-
vestors pull out of Indian stocks.
As Indian investors and deposi-
tors worry about the global prob-
lems, their attention has focused
on ICICI.

India’s Finance Minister P.
Chidambaram tried to calm markets
Monday. He said the country is put-
ting together a plan to address the
concerns of India’s banking custom-
ers.

“We are working on more mea-
sures that will infuse liquidity, make
credit intermediation smoother and
increase the confidence of deposi-
tors and investors,” he told report-
ers in New Delhi. “We hope to an-
nounce them shortly.”

In the past decade, ICICI Bank
has transformed itself from a
stodgy, socialist-era corporate
lender to one of India’s most dy-

namic and fastest-growing retail
banks. It rode a wave of middle-
class consumption, coupled with
high savings and new credit card
use, to build new branches and thou-
sands of ATMs across the country. It
has been one of the few Indian
banks to venture abroad, even in-
vesting in Lehman Brothers Hold-
ings Inc. bonds.

Analysts say such strengths
shouldn’t now be viewed as signs of
weakness. On Monday, Standard &
Poor’s reiterated its strong rating
for ICICI Bank. While its U.K. subsid-
iary has a $3.5 billion international
investment portfolio—of which
around $80 million was invested
Lehman Brothers—ICICI has more
than enough assets to cover any fu-
ture losses, the credit rating agency
said in a release.

Some of the volatility of ICICI’s
shares is likely linked to its popular-
ity among foreign investors, many
of whom have been pulling money
out of India recently. More than two-
thirds of ICICI’s shares are held by
foreign investors, which is likely to
mean more turbulent trading lay
ahead. As ICICIis one of India’s larg-
est consumer lenders, its shares
could also suffer from the bank’s ex-
posure to India’s fast-growing mid-
dle class—and fears that credit de-
faults might begin roiling the Indian
economy.

—Tariq Engineer
contributed to this article.

T
‘98 2000 ‘05 ‘09

Source: International Monetary Fund

The two biggest weak spots in the
Chinese economy appear to be ex-
port industries that sell to the U.S.,
and the housing market. Though few
cities have had outright price de-
clines, buyers are staying away. Mac-
quarie Securities estimates property
transactions in major Chinese cities
are down by 40% to 60% in recent
months.

That’s affecting other industries.
China sales for U.K. home-improve-
ment retailer Kingfisher PLC, which
runs the B&Q do-it-yourself chain,
dropped 19.4% in the first half of
2008. Sales of appliances to fill up
new apartments also seem to be off:
U.S. electronics retailer Best Buy Co.
said its same-stores sales in China
dropped 7% in the June quarter,
while local competitor GOME Elec-
trical Appliances Holding Ltd. eked
out a meager gain of only 0.5% in the
first half.

There are even signs that spend-
ing on cheap daily necessities is slow-
ing. This week, Yum Brands Inc.,
which operates more than 2,200
KFC restaurants in China, reported
5% growth in its same-store sales for
the three months that ended Aug. 31,
faster than its global average of 3%.
But that was significantly slower
than the 11% growth in the same pe-
riod of 2007—and a sign China won’t
be able to bail out other countries.

Despite these worries, few think
China faces a collapse in consumer
spending. Mr. Hu of Goldman Sachs
notes some of the slowdown came
due to central government restric-
tions imposed to curb inflation. Pol-
icy makers in Beijing have started to
reverse course, cutting interest rates
twice in the past month. That paral-
lels the response during the 1998
Asian financial crisis, when China
rode out the storm with prompt
pump-priming.

“The government will have to be
very vigilant,” says Mr. Hu. “They
can’t take chances in the global envi-
ronment.”

But persuading Chinese consum-
ers to pare back their high rate of
savings is a difficult endeavor, econ-
omists say. A lot of those savings go
to pay for major education and
health-care expenses that aren’t cov-
ered by government programs or
private insurance.

“There is no question that
Beijing is promoting the role of con-
sumption in the economy. But short
of resorting to American-style ‘no
documentation’ and ‘no down pay-
ment’ lending, it is difficult to see
how Beijing could turn its citizens
into the world’s consumer of last re-
sort,” argues Andy Rothman, China
strategist for CLSA, in a report this
week.

—Antonio Regalado in Sdo Paulo,
Ellen Zhu in Shanghai

and Ian Johnson in Beijing
contributed to this article.
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Det Norske field fetches
hefty price from Statoil

ORWEGIAN OIL com-
pany Det Norske Olje-
selskap said it is selling
its 15% stake in the Goliat
field to StatoilHydro ASA for
1.3 billion Norwegian kroner
($206 million), bolstering its
cash position and financial ca-
pacity. Analysts said that the
price for the field, in the Bar-
ents Sea, was well above ex-
pectations, which had ranged
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between 800 million kroner

and 900 million kroner.

Because the sale process started around four
months ago, the price signals that the Norwegian
oil sector has held its value throughout the re-
cent turmoil, said DnB NOR Markets analyst Es-

pen Hennie.

pected sales and profits amid weaker consumer and
corporate demand.
Budgets for conventional advertising, such as tele-
vision and newspapers, were among the hardest hit.
Internet-ad budgets have come under pressure after
fast growth in previous quarters.

—Elizabeth Cowley

Marketing budgets shrink
in U.K. amid credit crisis

ARKETING budgets
| \ / I in the U.K. have been
cut for the fourth
quarter in a row, according
to an Institute of Practitio-
ners in Advertising survey.
Business confidence has
suffered record declines, and
even online-ad spending is
stagnating. Only 12% of com-
panies raised their market-
ing budgets while 35% cut
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them, citing lower-than-ex-

—Kathy Sandler

Micron buys 35.6% stake

in Taiwan chip venture

ICRON Technology
M Inc. has agreed to
pay $400 million for

Qimonda AG’s stake in Tai-
wan-based Inotera Memories
Inc. in a move to gain lower-
cost production capacity.
Micron’s purchase of Qi-
monda’s 35.6% stake in Inot-
era will provide badly
needed cash for Qimonda,
which is majority-owned by
Infineon Technologies AG

and has posted big losses lately.

Inotera, which has two factories, is jointly owned

by Qimonda and Nanya Technology Corp. Mark Dur-
can, Micron’s president, said the deal allows his

company to forgo investing $500 million in another
joint venture with Nanya.

-Don Clark

M board was cool to a Chrysler merger

Shrinking prospects
push Detroit to weigh
unorthodox options

By JoHN D. STOLL,
MATTHEW DOLAN
AND NEAL E. BOUDETTE

ENERAL MOTORS Corp.’s
G board gave a cool reception to

the idea of acquiring Chrysler
LLC after GM’s top management dis-
cussed the matter at a meeting last
week, people familiar with the mat-
ter said.

Despite huge losses over the past
four years, a plunge in GM’s stock
price and growing worries about
whether the auto maker has enough
cash to turn itself around, GM’s
board has continued to support
Chairman and Chief Executive Rick
Wagoner. But the board’s cautious
reaction to the proposed merger
suggests it may assert itself more
than in the past if Mr. Wagoner and
his team try to move ahead with a
Chrysler deal.

GM recently held talks with

Chrysler’s majority owner—private-
equity firm Cerberus Capital Man-
agement LP—in which Cerberus pro-
posed swapping its 81.1% stake in
Chrysler for GM’s 49% stake in
GMAC, a big auto and home lender.
Cerberus owns the other 51% of
GMAC.

The talks—which have broken
off for now but could be revived—un-
derscore the way the crisis in finan-
cial markets is forcing Detroit’s Big
Three auto makers to explore once-
unthinkable options as they scram-
ble to respond to a fast-changing glo-
bal economy. Squeezed by falling
auto sales and limited access to new
financing, they are facing a future in
which they are likely to become
much smaller, if they survive at all.

Asyet more evidence of that, GM
Monday said it will close its Janes-
ville, Wis., truck plant on Dec. 23,
rather than wait until 2010, acceler-
ating production cuts rolled out this
summer. The Janesville factory,
which makes full-size SUVs such as
the Chevrolet Suburban, was one of
four North American factories
slated to close by 2010. The Janes-
ville plant employs about 1,200. An-
other SUV plant, in Moraine, Ohio,
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also will close Dec. 23.

For several months, GM has been
considering whether to sell all or
part of its minority stake in GMAC,
which the most recent estimates
suggest is worth roughly $6 billion
to $7 billion, people familiar with
the matter said.

Cerberus regards itself as one of
the few potential buyers for the
GMAC stake, people familiar with
the negotiations said. But since last
week’s board discussions, GM direc-
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tors and management have com-
plained Cerberus seemed to be offer-
ing GM too little in the proposed
deal.

GM’s board has been meeting
more often than usual in recent
months due to the auto maker’s dete-
riorating financial health. The
board meets formally the first week
of each month. In addition, George
Fisher, GM’s lead independent direc-
tor, holds a weekly conference call
for board members.

Friction spurred exit of Ford’s finance chief

BY MATTHEW DOLAN

DETROIT—The unexpected re-
tirement of Ford Motor Co.’s chief fi-
nancial officer last week came after
increasing friction between him and
other senior executives, people fa-
miliar with the matter said.

Top executives at Ford in recent
weeks spoke with Chief Executive
Alan Mulally and Chairman William
C. Ford Jr. about their dissatisfaction
with finance chief Don Leclair, these
people said. The working relation-
ship had frayed so much that at least
two high-level company officials
talked openly about whether they
could continue to working with Mr.
Leclair serving as chief financial of-
ficer, they said.

The strained relations between
Mr. Leclair and other members of
the Ford’s senior management team
centered on whether Mr. Leclair had

been too forceful in pursuing his
own agenda without informing
other vice presidents of his plans in
atimely way, according to people fa-
miliar with the matter.

Company spokesman Mark
Truby declined to comment Sunday
on Mr. Leclair’s exit, saying that Mr.
Mulally addressed the overall issue
Friday. In an interview Friday, Mr.
Mulally said Mr. Leclair’s departure
wasn’t linked to a difference over
Ford’s direction.

Mr. Leclair, 56 years old, re-
leased a brief statement Friday,
saying that “I have appreciated my
time at Ford and now look forward
to spending more time with my
family and pursuing other inter-
ests.” Through a company spokes-
man, Mr. Leclair declined an inter-
view request.

Seen by supporters as a strong
advocate to protect his company’s

bottom line, Mr. Leclair was cred-
ited with engineering a 2006 financ-
ing deal that has left Ford with a sig-
nificantly larger cash cushion than
either of its U.S. rivals at a time
when all three Detroit auto makers
are losing money and using up bil-
lions of dollars in cash each quarter.

Nevertheless, Mr. Leclair was
seen as distant and rigid, people famil-
iar with the matter said. He also
didn’t have the strong support of the
Ford family, whose members con-
tinue to control the auto maker
through a separate class of stock,
they said.

Separately, Mark Fields, presi-
dent of Ford’s Americas operations,
said Monday that news reports about
the auto maker selling its controlling
stake in Japan’s Mazda Motor Co. are
speculative. But Mr. Fields said the
companies remain operationally inde-
pendent despite joint ventures.

The possible sale was approved
by Ford’s board as part of an effort to
bolster its finances amid a downturn
in global auto sales and investor ques-
tions about the U.S. auto maker’s
cash reserves, according to two peo-
ple familiar with the matter.

It was unclear how much of
Ford’s 33.4% interest in Mazda is up
for grabs. But a person familiar with
the matter said the company is look-
ing at a broad range of asset sales
ahead of a third-quarter report later
this month that is expected to show
a substantial loss.

Meanwhile, Ford’s European divi-
sion on Monday reported a 12% drop
in September sales, selling 161,700
vehicles last month. For the first
nine months of the year, European
sales were down 1.3%, helped by an
18% sales increase in Russia.

—Christoph Rauwald
contributed to this article.

The idea of acquiring Chrysler
was discussed at a formal meeting
last week, people familiar with the
matter said. The board also held a
call on Friday, according to a person
with knowledge of the call.

Few in the auto industry believe
acquiring Chrysler would be the
right move for GM. Both companies
are burning billions in cash each
month, and GM has confirmed only
that its cash requirements are met
through 2008.

This summer GM approached
Ford Motor Co. about a possible
merger, a person familiar with the
matter said. Mr. Wagoner met Ford
Chief Executive Alan Mulally as part
of the preliminary discussions, this
person said. Before the talks pro-
gressed very far, Ford concluded it
should continue to go it alone, this
person said.

The recent maneuvering reflects
the likely shape of things to come.
GM, Ford and Chrysler are “not go-
ing to dominate in the U.S. and else-
where in the world as they have in
the past,” said Michael J. Jackson,
chairman and CEO of AutoNation
Inc., the auto dealership chain. “They
will have to be smaller companies,
and they’ll have to find a piece of the
pie where they can be successful and
profitable,” he said in an interview.

Chrysler and Ford are already
shrinking. Just a few years ago,
Chrysler was producing more than
three million cars and trucks a year.
But under Cerberus’s ownership, it
is trying to close plants and slash de-
velopment spending in hopes of be-
coming smaller and profitable.

Mr. Mulally’s turnaround hopes
for Ford are built on shrinking the
auto maker to focus its resources on
its namesake brand. Ford has sold
its Jaguar and Land Rover lines and
has begun shopping its Volvo unit.

For much of its 100-year history,
GM thrived by buying other car mak-
ers. But few in the auto industry be-
lieve acquiring Chrysler is the right
move to save the company now.
Both companies are burning billions
in cash each month, and GM has con-
firmed only that its cash require-
ments are met through 2008.

“The last thing GM needs is more
U.S. plants, more U.S. dealers, more
U.S. brands,” Mr. Jackson said. “I
can’t see the logic to it.”
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U.S. regulators, Google hold secret talks

Internet giant seeks
to avoid challenge
to Yahoo alliance

By JOHN R. WILKE

WASHINGTON—Google Inc. has
entered secret talks with the U.S.
Justice Department in an effort to
head off a possible antitrust chal-
lenge to its proposed advertising
agreement with Yahoo Inc.

The settlement negotiations are
at an early stage and it isn’t clear
whether they will resolve U.S. objec-
tions or be acceptable to the compa-
nies, lawyers close to the effort said.

Major advertisers have raised ob-
jections to the Google-Yahoo deal,
which would align the two largest
players in Internet ads. Advertisers
have told Justice Department offi-
cials that a Google-Yahoo deal will
limit competition, raise prices and
reduce choices.

Under the deal, Yahoo would be
able to place on its Web site certain
search ads sold by Google. That

would serve advertisers and users
more efficiently, the companies
have said. And it would bring Yahoo
hundreds of millions of dollars in
much-needed new revenue in its
first year.

It would also create a strategic
bulwark against software giant Mi-
crosoft Corp., which unsuccessfully
bid $45 billion for Yahoo earlier this
year in an effort to shore up it third-
place position in online ads.

In the settlement talks with the
government, the companies have
discussed capping the number of
Google ads Yahoo would use, assur-
ances that Yahoo would continue to
compete in search ads, and a report-
ing mechanism to ensure compli-
ance, people close to the talks said.
U.S. officials hope to impose mea-
sures that will ensure that prices ad-
vertisers must pay don’t rise signifi-
cantly after the deal.

Google and Yahoo declined to
comment on a possible settlement
and have said they believe the deal
as currently structured is pro-com-
petitive and good for consumers. A
Justice Department spokes-
woman, Gina Talamona, also de-

clined comment, adding, “our in-
vestigation is ongoing.”

The settlement talks suggest a
more flexible approach by the com-
panies. Google Chief Executive Eric
Schmidt in September dismissed
questions of whether Google would
be willing to accept caps or other
limits. He portrayed the deal as a
carefully crafted “signed and bind-
ing” contract whose provisions
shouldn’t be tinkered with. It was
“designed precisely to meet the
terms of antitrust laws in the United
States,” he said at the time.

Reworking the deal to include a
reporting mechanism, could require
the companies to disclose more
about the mechanics of their closely-
guarded search-advertising technol-
ogy than they want to. And caps on
how many Google-sold ads Yahoo
can display could limit Yahoo’s fi-
nancial gains from the agreement.

Google’s critics, including Mi-
crosoft, have forcefully argued that
online search advertising is too dy-
namic and complex to allow a settle-
ment that could work and be effec-
tively policed.

If the companies reach a settle-

ment that the Justice Department
believes will preserve online compe-
tition, its principles would likely be
laid out in a consent decree that
would be filed in court.

While that would allow the deal
to proceed, it would also be a formal
recognition of Google’s market
power. That could constrain the
Mountain View, Calif,, company’s
conduct in the future. And it might
draw private antitrust suits from
competitors or advertisers, if they
believe that they’ve been mis-
treated by a monopolist.

Even as senior Justice Depart-
ment officials weigh the companies’
proposals to resolve antitrust is-
sues, its trial staff continues to pre-
pare a lawsuit to block the deal, ac-
cording to lawyers and executives
contacted as part of this effort.

In recent weeks, Justice Depart-
ment officials have deposed Mr.
Schmidt, the Google CEO, and other
key figures in the case. Opponents,
including Microsoft, have been pro-
vided documents and depositions
for use in a possible lawsuit, which
would begin with an application for
a preliminary injunction to stop the

deal, probably filed in U.S. District
Court in Washington, D.C.

The government signaled its re-
solve by hiring a special trial coun-
sel for the case, Sanford Litvack, a
veteran litigator and former vice
chairman of Walt Disney Co. That
move may have caused Google and
Yahoo torethink their positions. Ini-
tially, both companies had sug-
gested they didn’t need to submit to
a Justice Department review, since
they viewed the deal essentially as a
technology-sharing agreement, not
a merger or joint venture. Mr.
Schmidt has stressed that Google
plans to implement the agreement
in October with or without regula-
tors’ approval.

The companies have been coop-
erating with the Justice Depart-
ment’s investigation and recently
agreed to delay implementing the
deal until at least Oct. 22 to give fed-
eral and state antitrust officials
time to complete their separate in-
vestigations.

—Jessica E. Vascellaro
contributed to this article.
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IBM expands China R&D

Shanghai facility
furthers gravitation
to ‘huge laboratory’

By JAMES T. AREDDY

SHANGHAI—International Busi-
ness Machines Corp. is opening its
first research facility in about a de-
cade, inaugurating an operation in
Shanghai that will work to build
new applications for the Internet
and small businesses

The world’s biggest technology
companies, including Google Inc.
and Microsoft Corp., are increas-
ingly expanding research facilities
in China, which produces more than
700,000 electrical engineering grad-
uates each year.

China’s rapid growth, huge popu-
lation and vast number of private
businesses are enticing for research
operations like the one IBM is open-
ing, said John E. Kelly III, the Ar-
monk, N.Y., company’s director of re-
search.

China “is a huge laboratory in
which we can work,” Mr. Kelly said
in an interview Monday.

Hiring engineers in China tends
to be cheaper than Western coun-
tries, but IBM said the increasing
gravitation of its customers to
China is another reason for the
Shanghai lab.

IBM, which has eight R&D labs
world-wide, hasn’t opened anew re-
search facility anywhere since 1998,
when it opened two in India. The
Shanghai lab will work as an exten-
sion of IBM’s Beijing laboratory,
which was opened in 1995.

Interest in technology

Undergraduate engineering
degrees awarded, in thousands
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Sources: Duke University 2007; Engineering
and Technology Board 2006

Mr. Kelly said the Shanghai facil-
ity “punctuates” IBM’s commitment
to long-term research, where suc-
cess is measured over the course of
multiple years. “We’re not hesitat-
ing in terms of our research,” he
said.

Despite growing concerns about
a world-wide slowdown in capital
spending by the big companies IBM
serves, IBM last week told investors
that it still expects global earnings
to rise 22% this year.

IBM sees opportunities arising
from the unprecedented turmoil in
the global financial industry, Mr.
Kelly said. Financial services is one
of IBM’s six biggest sectors, one
where revenue has risen more than
10% in recent years, according to
IBM’s 2007 annual report.

“There’s still huge opportunity
to build out financial- services infra-
structure,” Mr. Kelly added. “The op-

portunities are changing but they
are still enormous.”

Mr. Kelly didn’t make forecasts
about IBM’s business plans, but said
the crisis may underpin demand
even in hard-hit markets for stron-
ger financial-services technologies,
such as those that add transparency
to transactions or improve risk man-
agement techniques, which he
called “huge mathematics and ana-
lytics challenges.”

Located in a sleek technology
parkin eastern Shanghai, the new fa-
cility will start with more than a
dozen computer scientists and engi-
neers, with plans to eventually grow
toward 100. It will be overseen by
Thomas Li, director of IBM China Re-
search Laboratory.

IBM didn’t disclose how much it
planned to spend on the new center.
Last year, IBM allocated $6.15 bil-
lion to research, development and
engineering, some 6.2% of its
$98.79 billion in revenue. Research
spending rose 0.8% as revenue
jumped about 8.1% in 2007.

Mr. Kelly said the Shanghai team
will work in close collaboration
with other facilities and develop
“next generation” Internet plat-
forms, including text to speech ap-
plications and translation software.

Monday in Shanghai, IBM re-
searchers were preparing demon-
strations of programs already devel-
oped in China, such as one that
helps retailers decide where to lo-
cate stores and another for fact-
checking potential clients. Another
tool, dubbed “Scissorhands,“ would
help users extract data and services
from up to 30 billion Internet pages
and make that information reusable
somewhere else.

Santander

BY MATTHEW KARNITSCHNIG,
ROBIN SIDEL
AND DAvID ENRICH

Spain’s Banco Santander SA con-
firmed Monday it is in talks to ac-
quire full control of Sovereign Ban-
corp Inc., a large U.S. thrift-holding
company hobbled by souring loans.

In a brief statement filed with
Spain’s stock market regulator,
Santander said it had yet to reach an
agreement to take over the Philadel-
phia-based lender.

Sovereign also released a state-
ment Monday confirming talks with
Santander “regarding a possible
business combination involving the
two companies.”

“It is not possible currently to
know whether such conversations
will lead to an agreement or not,”
Sovereign said.

People familiar with the matter
said Sunday that the two sides
hoped to complete a deal by Mon-
day.

Details of the transaction
weren’t clear, but Santander was ex-
pected to pay roughly Sovereign’s
stock price of $3.81, where it closed
Friday in 4 p.m. New York Stock Ex-
change composite trading. That
would value the company at about
$2.53 billion. Sovereign approached
Santander late last week, according
to a person familiar with the matter.

As banks around the world suf-
fer, Santander has held up well,
partly because of its minimal expo-
sure to U.S. mortgages and risky
trading businesses. The Madrid
bank’s Abbey National PLC unit in
the UK. has said it doesn’t need to

in talks for

tap the British government’s recapi-
talization effort. Given its resil-
ience, Santander is interested in
turning the industry’s woes to its ad-
vantage, also taking a look at Wash-
ington Mutual Inc. and Wachovia
Corp. in recent weeks.

Santander and large Spanish ri-
val Banco Bilbao Vizcaya Argen-
taria, or BBVA, have been hunting
for acquisitions in the U.S. because
it is seen as a higher growth market
than Western Europe, despite the
possibility of a U.S. recession. BBVA
has been particularly aggressive,
buying two Texas banks in 2006 and
Compass Bancshares Inc., a Birming-
ham, Ala., bank with about 400
branches from Florida to Arizona,
last year.

Santander has been considered a
potential buyer of Sovereign, which
has $79 billion in assets and 750
branches in the northeastern U.S.,
ever since the Spanish bank got a
24.9% stake in Sovereign three
years ago and three seats on its
board.

Under terms of that agreement,
Santander was entitled to bid for
Sovereign after May 31 of this year,
but the Spanish bank had to offer at
least $40 a share. That provision
was later amended to $38 a share.
With Sovereign’s stock price down
by more than 60% this year, the com-
pany’s directors appear likely to
waive those conditions, people
close to the talks said.

It was unclear what role federal
regulators have played in the talks.
Santander agreed as a condition of
its initial investment in Sovereign

Sovereign

to act as a “source of strength” if the
company ran into trouble. That
agreement may have put pressure
on the Spanish bank to step in.

The talks come just days after
Sovereign named a new top execu-
tive in an attempt to restore inves-
tor confidence. Paul A. Perrault
was named president and chief ex-
ecutive, effective in January, suc-
ceeding Joseph Campanelli, who
ran Sovereign following the ouster
of Jay Sidhu, Sovereign’s longtime
boss.

It isn’t clear whether Mr. Per-
rault will stay on in the top role if
the Santander deal is completed.
“They have big ambitions in the
U.S. and want to find the right per-
son to build that around,” said a
person familiar with the situation,
referring to Santander.

The Sovereign deal, if carried
out, would launch a big project for
Santander’s management at a time
when the bank is preparing to inte-
grate a slew of other recently ac-
quired assets.

“Making an acquisition of this
size in a market where Santander
has no presence, at the same time as
integration efforts are being made
in three different markets might
lead to some further dispersion of
management attentions, increasing
integration risks,” said Carlos Peix-
oto of Portuguese brokerage BPI.

Later this month, bank execu-
tives are set to unveil integration
plans for Brazil’s Banco Real, the
unit of ABN Amro Santander bought
for roughly €10 billion ($13.4 bil-
lion) last year.

—Christopher Bjork
contributed to this article.

Philips plans to cut jobs
as its profit rises 7.9%

BY ROBERTA B. COWAN

AMSTERDAM —Philips Electron-
ics NV posted a 7.9% rise in third-
quarter net profit, boosted by a
gain, and announced plans to cut an
unspecified number of jobs as de-
mand in Europe and emerging mar-
kets slows down.

Philips Electronics Monday also
unveiled plans to ease its share-buy-
back program.

Chief Financial Officer Pierre-
Jean Sivignon said that reaching
the company’s target of 6% annual
sales growth between 2008 and
2010 is also “getting tough.”

With that backdrop,The Amster-
dam-based maker of shavers, televi-
sions, lighting and high-end medi-
cal equipment said it will cut costs
and jobs, booking €230 million
($308.5 million) in fourth-quarter
charges. It also plans to shift more
investment to emerging mar-
kets.Mr. Sivignon declined to com-
ment on the number of layoffs, but
he said the cuts would be made
across all units.

Monday, shares of Philips fell 50
euro cents, or 3.2%, to €15.28 in an
overall higher AEX market.

In the third quarter, Net profit
rose to €357 million from €331 mil-
lion a year earlier. The latest results
benefited from a gain of €302 mil-
lion on the August sale of Philips’s
remaining stake in Taiwan Semicon-
ductor Manufacturing Co.

Sales slipped 2% to €6.33 billion
from €6.47 billion. The decline is a
result of a dramatic deterioration in
consumer demand, with sales at
Philips’s consumer-lifestyle unit
down 8% from a year earlier and Eu-
ropean sales down 9%. In emerging
markets, sales increased 6% in the
third quarter from the year-earlier

Philips Electronics
Net profit, in millions of euros

s ———————
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quarter, but were down 16% from
the second quarter.

Results at the health-care busi-
ness, which is one of the world’s top
hospital-equipment makers and is
seen as a key growth driver for the
company, were hurt by lower vol-
umes and margin pressure in imag-
ing systems. Analysts said the divi-
sion performed worse than ex-
pected in terms of both sales and
profit margins.

Earnings before interest, taxes
and amortization, or Ebita, dropped
to €128 million from €444 million a
year earlier, dragged down by pre-
tax charges of €241 million tied to
the settlement of asbestos-related
claims, and restructuring-and-ac-
quisition-related charges of €89 mil-
lion.

ING analyst Marcel Achterberg
said overall the results were disap-
pointing, citing the slowdown in
consumer sales and emerging mar-
kets, deteriorating health-care mar-
gins and the slowdown in the share-
buyback program.

Boeing, machinists return
to talks, with a mediator

By J. LYNN LUNSFORD

Boeing Co. and its machinists
union spent the weekend at the bar-
gaining table with the assistance of
afederal mediator, their first negoti-
ations since a strike idled the compa-
ny’s commercial airplane produc-
tion lines in early September.

Both sides agreed to keep details
of the talks secret. A person familiar
with the situation said Sunday that
the two sides were “showing signs
of making progress,” but they re-
mained apart on some key issues,
making timing of resolution a new
three-year agreement uncertain.

Almost 27,000 members of the In-
ternational Association of Machin-
ists and Aerospace Workers walked
off the job on Sept. 6 after over-
whelmingly rejecting a proposed
contract that would have given
them an additional $34,000 in
wages over the life of the contract
but fell short of meeting the union’s
demands in other areas.

According to people familiar
with the situation, federal media-
tors shuttled between the two par-
ties as they attempted to work
through a number of touchy issues,
including language that would bal-
ance the company’s insistence on
having the final say on manufactur-
ing decisions while giving the union
more of a say in what types of work

can be outsourced.

Boeing and the union have had an
uneasy relationship for almost a de-
cade as the company has made
sweeping changes to the way it
makes airplanes, including using sup-
pliers to build bigger and bigger
pieces of each jetliner. At the same
time, Boeing has pushed to phase out
traditional pension compensation
and health-insurance plans in favor
of having its employees pay a greater
share of their medical expenses.

The union has been successful so
far in fending off huge changes to
workers’ pension and insurance
plans. But Boeing has won revisions
allowing contractors to do a larger
share of fabrication work once done
by company machinists. The com-
pany said it needs such flexibility in
order to stay competitive, particu-
larly as countries such as Japan,
China, Brazil and Russia are work-
ing to develop the capability to
build large jetliners.

Company officials have said they
are eager to resolve the strike, but
not at the expense of a contract that
delivers pay plans or other conces-
sions that could eventually put Boe-
ing in the same position as the three
major U.S. automobile companies.
Union officials say workers are enti-
tled to a greater share of Boeing’s
profits because they have played a
key role in increasing productivity.





