
European stocks dropped
sharply as investors shifted their
focus to the global economy,
shrugging off improvements in
the interbank lending market.
Equities in the U.S. fell as well,
and oil slipped to its lowest
level this year. Pages 1, 20

n The U.K. bailout plan is
starting to show some cracks
as banks are complaining about
terms they say are too harsh
and share prices fall. Page 4

n Fed chief Bernanke left the
door open to more U.S. interest-
rate cuts, saying a broad recov-
ery won’t be speedy. Page 2

n U.S. retail sales fell sharply
in September as the credit
freeze and job losses height-
ened fears about the depth and
duration of a recession. Page 10
n Euro-zone inflation eased in
September as food- and energy-
price increases slowed. Page 21

n Credit markets thawed
slightly as the U.S. tamped
down threats to the financial
system by moving to take
stakes in big banks, but lending
remained tight. Page 20

n The latest results from J.P.
Morgan Chase and Wells Fargo
make it clear that even strong
banks face head winds from
souring assets. Page 19

n KBC Group said it will report
a large third-quarter loss, send-
ing its shares down 19%. Page 5

n Iceland’s central bank
slashed its key interest rate to
12% and said a sharp economic
contraction lies ahead. Page 5

n A Turkmen natural-gas field
is the world’s fifth largest, an
independent survey said, sug-
gesting the country can move
ahead with its plans to in-
crease gas exports. Page 9
n BP is exploring a possible
deal to buy natural-gas proper-
ties from once highflying Chesa-
peake Energy. Page 6

n Registrations fell 8.2% last
month for new cars in Europe
as the financial crisis contin-
ued to sap demand. Page 7

EU to push for overseer
of 30 top finance firms

Credit crunch
deepens pain
for Hungary

EU leaders are expected to
call today for the overhaul of
the global financial framework
that has been in place since
1944. A new plan would create
a supervising body to oversee
the world’s 30-largest financial
companies, among other sweep-
ing changes, as the EU expands
a rapid-action plan that Britain
and 15 euro-zone countries
drew up on Sunday. Page 1
n Three Hungarian banks will
cut back loans to locals in cur-
rencies such as euros, dollars
and Swiss francs. If others join
them, it could add to a deepen-
ing economic downturn in the
Central European country. Page 1

n Syria and Lebanon formal-
ized diplomatic ties for the first
time since both gained indepen-
dence from France in the 1940s.

n The No. 2 leader of al Qaeda
in Iraq, known as a charismatic
recruiter and motivator, was
killed, the U.S. military said.

n European dignitaries visiting
Iran advocated democratic re-
form, showing support for Iran’s
former president Khatami, whom
many see as a possible opponent
to Ahmadinejad next June.

n A Russian lawyer said she
was poisoned, and was unable to
attend the opening of the trial
of three men accused of slaying
journalist Anna Politkovskaya.

n Georgia is trying to recapture
world attention in its struggle
with Moscow. Saakashvili also
dismissed talks in Geneva over
disputed territories, although
the talks broke down. Page 9

n Azerbaijan’s President Aliyev
was headed for re-election, with
the opposition boycotting the
vote and accusing the West of
ignoring democratic shortfalls
while seeking its energy riches.

n McCain is proposing new tax
cuts for investors, including a
sharp, temporary reduction of
the capital-gains tax. Page 11

n Canada’s Conservative Party
won national elections but didn’t
clinch a majority. Harper was the
first major world leader to face
voters since the financial crisis.

n Talks in Zimbabwe aimed at
rescuing a power-sharing deal
were to resume Thursday.

n Hurricane Omar was taking
aim at the northeastern Carib-
bean islands.
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French President Nicolas Sarkozy,
right, greets Poland’s Lech Kaczynski.

Editorial&Opinion

By Neil Shah

LONDON—U.S. and European
stocks plunged Wednesday as inves-
tors fretted about a slowing global
economy and the risk of recession,
shrugging off improvements in the
interbank lending market.

The two days of heady gains
seemed like a mirage as the Dow
Jones Industrials Average skidded
733.08 points, or 7.9% to 8577.91,
one of its biggest drops this year. In-
vestors were spooked by the 1.2%
drop in U.S. retail sales during Sep-
tember and a grim report on New
York factories.

“I don't just think we're going to
test the lows. I think we're going to
violate them and break lower in a
big way,” said Kent Engelke, manag-
ing director at the brokerage Capi-
tol Securities Management, in Rich-

mond, Va.
The pan-European Dow Jones

Stoxx 600 Index tumbled 6.5% to
217.17, its sixth loss in eight ses-
sions, as those shares most sensi-
tive to the health of the economy

bore the brunt of the selloff. Most
Asian markets also fell. Credit mar-
kets also weakened, though the
deep freeze in the market banks use
to lend to one another eased some-

Please turn to page 31

Global economic fears
slam Europe, U.S. stocks
FTSE-100, DAX,
Dow industrials fall;
miners get drilled

By Marcus Walker

And Margit Feher

The risk of the credit crunch in-
flicting deeper pain in Hungary is in-
creasing, as banks curtail the for-
eign-currency loans that have kept
growth buoyant in recent years.

Three Hungarian banks have
said this week that they will cut
back their loans to locals in curren-
cies such as euros, dollars and Swiss
francs. If other banks join them, it
could add to a worsening economic
downturn in the Central European
country.

Raiffeisen Bank Zrt, owned by
Austrian cooperative bank
Raiffeisen Zentralbank Österreich
AG, said on Wednesday it sus-
pended lending in Swiss francs to
Hungarian companies and local gov-
ernment.

Magyarorszagi Volksbank Zrt,
the Hungarian unit of Austria’s
Volksbank AG, said on Wednesday
it suspended retail loans in dollars
and Swiss francs. Earlier this week,
MKB Zrt, a lender owned by Germa-
ny’s Bayerische Landesbank, said it
was suspending foreign-currency
loans, citing its concern that recent
weakness in Hungary’s currency,
the forint, could make it harder for
local borrowers to repay foreign-
currency debts.

“The supply of credit is being
choked. This will affect consumer
spending and business invest-
ment,” said Gyula Toth, economist
at UniCredit MIB.

Hungary is one of several coun-
Please turn to page 31

The Berlin-Tehran Axis
Germany has approved 1,926
business deals with Iran so far
this year. Page 13

Fo
r

in
fo

rm
at

io
n

or
to

su
bs

cr
ib

e,
vis

it
w

w
w

.se
rv

ice
s.w

sje
.co

m
or

ca
ll

+4
4

(0
)

20
7

30
9

77
99

—
Al

ba
ni

a
Lk

37
0.

00
-

Au
st

ria
Œ3

-
Be

lg
iu

m
Œ2

.9
0

-C
ro

at
ia

HR
K

20
-

Cz
ec

h
Re

pu
bl

ic
Kc

11
0

-
De

nm
ar

k
Dk

r
22

-
Fi

nl
an

d
Œ3

.2
0

-F
ra

nc
e

Œ2
.9

0
Ge

rm
an

y
Œ3

-G
re

ec
e

Œ2
.9

0
-H

un
ga

ry
Ft

53
0

-I
re

la
nd

(R
ep

.)
Œ2

.9
0

-I
ta

ly
Œ2

.9
0

-L
eb

an
on

L£
40

00
-L

ux
em

bo
ur

g
Œ2

.9
0

-M
or

oc
co

Dh
24

-N
et

he
rla

nd
sŒ

2.
90

-N
or

w
ay

Nk
r2

7
-P

ol
an

d
Zl

10
.5

0
-P

or
tu

ga
lŒ

3
-S

lo
va

kia
Sk

10
0/

Œ3
.3

2
-S

pa
in

Œ2
.9

0
Sw

ed
en

kr
27

-
Sw

itz
er

la
nd

SF
4.

80
-

Sy
ria

S£
15

0
-

Tu
rk

ey
YT

L
4.

25
-

U.
S.

M
ilit

ar
y

(E
ur

)
$2

–
Un

ite
d

Ki
ng

do
m

£1
.4

0

7 7

What’s News—
Business & Finance World-Wide

Continue to retreat
Wednesday’s performance of major
European stock-market indexes,
in percent

Source: Thomson Reuters
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Reto Francioni,
CEO of Deutsche Börse
looks down from
a gallery on the
trading floor

At moment of truth, U.S.
forced big bankers to blink
NEWS IN DEPTH | PAGES 16-17

Georgia tries to recapture
international attention
ECONOMY & POLITICS | PAGE 9

By Geraldine Amiel

And Paul Hannon

BRUSSELS—European Union
leaders will call Thursday for a su-
pervisory body to oversee the
world’s 30 largest financial compa-
nies, among other proposed sweep-
ing changes to the global economic
order, according to an EU diplomat
who has seen a draft.

The EU’s 27 heads of govern-
ment Wednesday began a two-day
meeting to consider further steps to
tame the global financial crisis.
They are expected to agree to ex-
pand a rapid-action plan, drafted
Sunday by the U.K. and 15 euro-zone
countries, to include other coun-
tries in the bloc, said the diplomat.

According to a draft statement

that draws on proposals made ear-
lier in the week by U.K. Prime Min-
ister Gordon Brown, the leaders
will call for the overhaul of the
Bretton Woods system, a global fi-
nancial framework that has ex-
isted since 1944.

Europeans at the summit here
said they want to hold a meeting of
leaders from around the globe to
get the process under way after
the U.S. presidential election.

“I’ve proposed an international
summit by the end of the year, pref-
erably in New York, where it all
started,” French President Nicolas
Sarkozy said in his opening ad-
dress at the meeting.

Mr. Sarkozy added that he
wants to see financial supervision

Please turn to page 31
Money & Investing > Page 19

Markets 4 p.m. ET
NET PCT

MARKET CLOSE CHG CHG

DJIA 8577.91 -733.08 -7.87
Nasdaq 1628.33 -150.68 -8.47
DJ Stoxx 600 217.17 -15.05 -6.48
FTSE 100 4079.59 -314.62 -7.16
DAX 4861.63 -337.56 -6.49
CAC 40 3381.07 -247.45 -6.82

Euro $1.3594 -0.0037 -0.27
Nymex crude $74.54 -4.09 -5.20
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The government-backed
rescue of HBOS and recapital-
ization of Lloyds TSB Group
is putting some big institu-
tional investors on the spot.

Many are investors in
both banks, either actively or
through their indexed busi-
nesses. The 10 largest institu-
tional shareholders in Lloyds,
holding 27% of the bank, to-
gether own 38% of HBOS.
They include some of world’s
biggest asset managers: Bar-
clays Global Investors, Legal
& General Investment Manage-
ment, Standard Life, Fidelity

Investments, State Street Glo-
bal Advisors, Capital Research
& Management, Scottish Wid-
ows Investment Partnership,
M&G Investment Manage-
ment, Aviva, and Schroder In-
vestment Management.

For these investors, re-
lief that HBOS has been re-
capitalized and thrust into
Lloyds TSB’s embrace is
tempered by frustration
that Lloyds, the stronger
bank, will give up dividends
until the merged business
repays £4 billion ($7 bil-
lion) of preference shares to

the government.
Even if shareholders risk

seeing no dividends for at
least a couple of years, the
institutions are likely to
back the Lloyds-HBOS
merger. Were they to vote
against the deal, they’d be
writing off their investment
in HBOS, which seems to
have no future as a stand-
alone entity. Lloyds’s divi-
dends would still take a hit,
albeit a smaller one.

The institutional cross-
holdings should work in the
merger’s favor.—Molly Neal

“Drill, baby, drill.” U.S. gas
exploration-and-production
companies were way ahead
of Republicans on that score.
Now many are paying the
price.

America’s natural-gas drill-
ing renaissance this decade
has focused on unconven-
tional reserves, such as
“tight” gas. This coincided
with two other trends: easy
financing and a continuing
shift by the majors towards
non-U.S. projects.

Paradoxically, smaller inde-
pendent companies took on
the challenge of developing
these large, complex fields.
Tight gas requires lots of
drilling, making it very capi-
tal intensive.

The great enabler was
abundant financing. At the
start of September, Credit
Suisse analyst Jonathan
Wolff was estimating U.S. nat-
ural-gas-focused E&P compa-
nies would reinvest 161% of
hedged cash flow this year.
Now, almost half the compa-
nies Mr. Wolff tracks carry
debt loads of more than two
times 2009 cash flow, assum-
ing current spot energy
prices hold.

As the credit crunch has
intensified, the likes of Chesa-

peake Energy have slashed
capital expenditure to con-
serve cash. They must also
realign ambitions with re-
duced earnings power, since
their very success in expand-
ing U.S. natural-gas supply
has undermined prices.

Given steep decline rates
on tight gas fields, lower
capex should quickly trans-
late into less production, un-
derpinning a recovery in
prices next year. Until then,
the more leveraged compa-
nies must try to survive.

For a growth sector, how-
ever, mere survival is not
enough. As a whole, the

group’s stock has dropped
65% since June 30.

Consolidation must hap-
pen. The majors have the
strongest balance sheets and
need growth assets. The
tricky part will be pulling off
a deal. Imagine you are a
Chesapeake shareholder,
where the stock has col-
lapsed from almost $70 in
July to about $17. In that con-
text, a cash offer of, say, $24
from a major would offer a
way out, but not necessarily
the most compelling one.

Dan Pickering, head of re-
search at Tudor, Pickering,
Holt & Co., an energy-focused
boutique bank, puts it thus:
“Investors want the valida-
tion of value from the ma-
jors, but they probably want
it with a stock they don’t
own.” The likelihood is that if
and when one of the majors
makes its move, bosses at
many E&P companies will re-
think their stance on indepen-
dence. Shareholders would
probably welcome all-paper,
low-premium deals among
E&P companies that cut
costs, strengthen balance
sheets—and leave them posi-
tioned to profit from natural
gas’s attractive prospects af-
ter the credit crunch eases.
 —Liam Denning

Derivatives aren’t banks’ worst issue

No choice for holders of Lloyds-HBOS

If politicians want to pin-
point a weak link in the gov-
ernment bailout of British
banks, they should look at
the toxic assets still sitting
on the lenders’ balance
sheets, not the banks’ deriv-
atives portfolios.

The levels of derivatives
exposure initially look fright-
ening. There was £960 bil-
lion ($1.673 trillion) on
Royal Bank of Scotland’s
balance sheet at the end of
June. But derivatives posi-
tions are usually hedged or
backed with collateral.
They’re used as much for

their intended purpose of
mitigating the impact of
markets moving against a
bank as for speculation it-
self. RBS’s credit-default-
swap hedging saved the
bank over £200 million on
its first half write-down of
£6 billion.

More alarming is British
banks’ remaining exposure
to asset-backed securities
and the monoline insurance
companies that may well re-
quire further write-downs.
RBS had £19.5 billion of
such assets on its balance
sheet at the end of June. A

warning of the write-downs
in the offing came Wednes-
day from Belgian bank KBC,
which took a Œ1.2 billion
($1.64 billion) hit on Œ9 bil-
lion in collateralized debt
obligations.

For the U.K. and the rest
of Europe, politicians might
yet end up with egg on their
faces if they don’t stick
more closely to the Swedish
bailout plan of the 1990s,
which made full write-
downs of dodgy assets a pre-
condition for receiving tax-
payers’ assistance.
 —Sean Walters

Actually, don’t drill

Pimco chosen to manage
commercial-paper assets
Fed plan will help
companies to borrow
on short-term basis

Off-peak
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By Brian Blackstone

AndMeena Thiruvengadam

WASHINGTON—Pimco, the
world’s largest bond fund, will man-
age the commercial-paper assets for
the U.S. Federal Reserve as part of
the government’s Commercial Pa-
per Funding Facility program.

The Fed also said Tuesday that
State Street Corp.’s State Street
Bank & Trust Co. will serve as custo-
dian and administrator. Pimco, or
Pacific Investment Management
Co., is a unit of Allianz SE.

The commercial-paper program
will allow the government to back-
stop a market used by major corpo-
rations to fund day-to-day opera-
tions.

Beginning Oct. 27, the program
will fund purchases of commercial
paper of three-month maturity from
high-quality issuers. It will cease
buying commercial paper on April
30, unless the program is extended.

Unsecured commercial paper
will be priced at the three-month
overnight index swap rate plus one
percentage point, with an additional
percentage point surcharge. Asset-
backed commercial paper will be
priced at the OIS rate plus three per-
centage points.

Fed Chairman Ben Bernanke said
Tuesday that joint steps being taken
by the Treasury Department, the
Fed and the Federal Deposit Insur-

ance Corp. should help financial mar-
kets overcome the current crisis.

He also pledged that officials
“will not stand down” until stability
is restored.

In a joint appearance with the
heads of the Treasury and the FDIC,
Mr. Bernanke said the new steps
“will help restore confidence to our
financial system and place our econ-
omy back on a path to vigorous,
healthy growth.”

In one of the most dramatic ac-
tions taken by regulators to address
the financial crisis, Treasury offi-
cials plan to funnel as much as $250
billion from the $700 billion finan-
cial-rescue package into potentially
thousands of banks through the
new, voluntary program.

Additionally, Treasury Secretary
Henry Paulson signed a “systemic
risk exception” to the Federal De-
posit Insurance Corp. Act, enabling
the FDIC to temporarily guarantee
the senior debt of all FDIC-insured
institutions and their holding com-
panies as well as deposits in nonin-
terest-bearing deposit transaction
accounts.

Mr. Bernanke said the new FDIC
guarantee program “will restore the
confidence of these institutions’
creditors and reinvigorate the cru-
cial interbank lending markets.”

Interbank rates known as Libor,
which are set in London, have re-
mained stubbornly high despite the
Fed’s interest-rate reductions and li-
quidity initiatives that have chan-
neled hundreds of billions of dollars
into credit markets. Market partici-
pants have said getting those rates
down is key to restoring the flow of
credit.

32 THURSDAY, OCTOBER 16, 2008 T H E WA L L ST R E ET JOU R NA L .



Allianz SE .................... 32
American Express ...... 20
American International

Group ........... 3,17,22,25
AMR .............................. 8
Asarco .......................... 22
ASML Holding ............... 8
AT&T ............................ 30
Avon Products ............ 29
BAE Systems ................. 8

Baker Botts ................. 22
Banco Santander

(Spain) ...................... 19
Bank of America .... 16,20
Bank of New York

Mellon ....................... 20
Barclays ........................ 4
Bayer .............................. 6
Bayerische Landesbank .1
Berkshire Hathaway ..... 8

BHP Billiton ................. 22
Blackstone Group ........ 25
Blue Water Automotive

Systems ...................... 7
BlueBay Asset

Management ............. 8
Boehringer Ingelheim .... 6
Boeing ........................ 3,8
BP ............................... 6,9
Bristol Myers-Squibb ... 6
Cerberus Capital

Management ........ 7,19
Chesapeake Energy .. 6,32
Chevron .................... 9,20
China Cosco Holdings .. 24
Chrysler ................ 7,19,30
Citigroup ................ 16,20
Coca-Cola .................. 8,20
Constellation Energy

Group .......................... 8
Credit Suisse .............. 31
Deloitte Touche

Tohmatsu .................... 8
Delta Air Lines .............. 8
Deutsche Bank ........... 31
Diageo ......................... 21
DRS Technologies ......... 8
Ebay ............................. 20
Electricité de France ..... 8
European Aeronautic

Defence & Space ........ 3
Exxon Mobil ................. 20
Finmeccanica ................ 8
Ford Motor ..................... 7
General Electric ........... 25
General Motors ....... 7,19
GlaxoSmithKline ........... 6
GLG Partners ............... 23
Glitnir ............................ 5

GMAC ........................... 19
Goldman Sachs Group

....................... 16,17,20
Google ..................... 10,30
Grupo Mexico ............... 22
HBOS ........................ 4,32
Hennes & Mauritz ......... 8
Hudson City Bancorp .19
Intel .............................. 10
Johnson & Johnson .. 6,30
Johnson Controls .......... 7
Jones Apparel Group .. 20
J.P. Morgan Chase .19,20
KBC Group ..................... 5
Kohlberg Kravis Roberts

................................... 8
Larsen & Toubro ......... 24
Lear ............................... 7
Lehman Brothers

Holdings ......... 17,23,25
Lloyds TSB Group ..... 4,32
Macy’s .......................... 20
Marathon Oil ............... 20
Mazda Motor .............. 24
Merrill Lynch ............... 17
Microsoft ..................... 10
Mitsui O.S.K. Lines ..... 24
Mizuho Financial Group

................................. 24
Morgan Stanley.16,17,20
National Oilwell Varco .20
Nintendo ...................... 24
Nippon Yusen K.K. ..... 24
Northwest Airlines ...... 8
Olivant ........................ 23
Pacific Investment

Management ........... 32
Peabody Energy ........... 20
Pearson .......................... 8
PepsiCo ......................... 8

Pfizer .............................. 6
Philips Electronics ....... 30
Piper Jaffray ............... 20
Plastech Engineered

Products ..................... 7
PricewaterhouseCoopers

................................. 23
PSA Peugeot-Citroën ... 7
RAB Capital ................. 23
Raiffeisen Zentralbank

Österreich .................. 1
Renault ......................... 7
Rio Tinto ................. 22,31
Royal Bank of Scotland

Group ......................... 4
Royal Bank of Scotland

PLC ...................... 23,32
Sanofi-Aventis ............... 6
Siemens ...................... 31
SLM ............................. 20
Société Générale .......... 8
Sovereign Bancorp ..... 19
State Street ................ 32
STX Pan Ocean ........... 24
Superior Bancorp ......... 20
3D-Gold Jewellery

Holdings ..................... 8
T-Mobile ....................... 30
Total SA ......................... 9
Toyota Motor ................ 7
TRW Automotive

Holdings ..................... 7
Vedanta Resources ...... 22
Verizon ......................... 30
Volksbank ...................... 1
Volkswagen ................... 7
VT Group ....................... 8
Wachovia .......... 16,19,20
Weatherford

International ............. 20
Wells Fargo & Co. ... 16,19

Albanese, Tom .......... 22
Amaturo, Joseph ...... 20
Anderson, Richard ...... 8
Anderson, Sarah ......... 4
Arpey, Gerard ............. 8
Atkins, Howard ........ 19
Bair, Sheila ............... 16
Barner, Andreas ........ 6
Bastholm, Lars ........ 30
Becker, Irving S. ......... 4
Benoit-Wilcox, Marie

................................ 29
Bergen, André ............ 5
Bernanke, Ben ...... 2,16
Bisignani, Giovanni ... 3
Borges, Antonio ...... 23
Borges, Mark ............. 4
Campbell, Mike ......... 17

Cavanagh, Michael .. 19
Chan, Jane .................. 8
Cox, Christopher ...... 17
Danon, Laurence ....... 21
de Molina, Al ........... 19
Dimon, James .......... 19
Dunne, Michael ........... 7
Eckhaus, Steven ........ 4
Elliott, Guy .............. 22
Gaines, Jay ................. 4
Gettelfinger, Ron ........ 7
Gillett, Jim ................. 9
Gout, Juan Rebolledo

................................. 22
Greenberg, Maurice R.

................................. 22
Hampden-Turner,

Michael ................. 23

Havens, David .......... 22
Hermance, Ronald Jr.

................................. 19
Heymann, Nicholas .. 25
Holland, Mike .......... 17
Humer, Franz ............ 21
Huwald, Ulrich ............ 6
Johnson, Alan ............. 4
Kent, Muhtar .............. 8
Kim, Peter ................. 30
King, Parker .............. 25
Kinzie, Jack ............... 22
Klingman, Rick ......... 20
Kovacevich, Richard . 16
Lathouders, Ivan ....... 5
Leahy, John ................. 3
Lewis, Kenneth ........ 16

Lilja, Maria ................ 21
Lynch, Andrew ............ 1
Mack, John ................ 16
Macklowe, Harry ..... 25
May, Ben .................... 9
McDonald, John ........ 20
Meyer, Deborah ....... 30
Misselwitz, Frank ....... 6
Nakajima, Hiroki ......... 7
Pandit, Vikram .......... 16
Paulson, Henry ........ 16
Pearson, Steven ...... 23
Plueger, John .............. 3
Porter, Emma ........... 23
Rayner, Tom ................ 4
Reilly, Nick ................. 7
Roell, Stephen ........... 7
Rose, Nicholas .......... 21

Shanley, Kathleen ... 20
Shapiro, Joshua ....... 10
Shearing, Neil .......... 31
Sherin, Keith ............. 25
Shum, Patrick .......... 24
Skyrm, Scott ............. 20
Smith, Liz ................. 29
Solomon Peter J. ...... 17
Sullivan, Martin ........ 25
Thom, Ian ................... 9
Toth, Gyula ................. 1
Trone, David .............. 17
Tulupman, Peter ...... 25
Turpie, Alexander ...... 6
Valli, Marco .............. 21
Walsh, Paul .............. 21
Wiklund, Anders ......... 8
Willis, Hugh ............... 8
Zweig, Stephen E. ...... 4

This index of businesses mentioned in today’s issue of The Wall Street Journal Europe is intended to include all significant references to compa-
nies. First reference to these companies appear in boldface type in all articles except those on page one and the editorial pages.

This index lists the names of businesspeople and government regulators who receive significant mention in today's Journal.

1 For more people in the news, visit
CareerJournal.com/WhosNews

Bernanke remains open to U.S. rate cuts
Federal Reserve chief
warns broad recovery
won’t come quickly

U.S. Democrats consider
a new stimulus package

By Brian Blackstone

WASHINGTON—U.S. Federal Re-
serve Chairman Ben Bernanke kept
the door open to further interest-
rate cuts, saying policy makers will
keep using “all the tools at our dis-
posal” to restore stability in finan-
cial markets.

“We will not stand down until we
have achieved our goals of repairing
and reforming our financial system
and restoring prosperity,” Mr. Ber-
nanke said Wednesday to the Eco-

nomic Club of New York.
The remarks came one week af-

ter what Mr. Bernanke called an “un-
precedented” joint rate cut involv-
ing the Fed and other major central
banks, including the European Cen-
tral Bank and Bank of England, to
stem the credit crisis. The Fed’s half-
percentage-point rate reduction
brought the target federal-funds
rate for interbank loans to 1.5%.

Mr. Bernanke stressed that pol-
icy makers now have the tools they
need to address the credit crunch.
“We will continue to use all the tools
at our disposal to improve market
functioning and liquidity, to reduce
pressures in key credit and funding
markets, and to complement the
steps the Treasury and foreign gov-
ernments will be taking to

strengthen the financial system,”
Mr. Bernanke said.

And he expressed confidence
that the U.S. “will emerge from this
period with renewed vigor.”

But it won’t be a speedy
recovery, he suggested.

“Credit markets will take
some time to unfreeze,” he
said, and “even if they stabi-
lize…broader economic re-
covery will not happen right
away.”

Recent economic re-
ports, including one
Wednesday showing a
sharp drop in September
U.S. retail sales, suggest
that U.S. gross domestic product
contracted in the third quarter.
Many economists expect a contrac-
tion in the fourth quarter as well.
Fed officials including Richmond
Fed President Jeffrey Lacker and
San Francisco Fed President Janet

Yellen have said recently that the
economy is likely in a recession.

Economic weakness, combined
with steady or lower consumer and

investor expectations for
future inflation, declines
in oil prices and “decelerat-
ing” import prices “should
lead to rates of inflation
more consistent with
price stability,” Mr. Ber-
nanke said.

Mr. Bernanke also de-
fended the U.S. govern-
ment’s decision to allow
Lehman Brothers Hold-
ings Inc. to fail. “A public-
sector solution for Leh-

man proved infeasible, as the firm
could not post sufficient collateral
to provide reasonable assurance
that a loan from the Federal Reserve
would be repaid,” he said.

The Lehman circumstances were
different from those involving Amer-

ican International Group Inc., which
the Fed in September agreed to back-
stop with an $85 billion loan that
has since been increased with an ad-
ditional $37.8 billion credit line.

“In the case of AIG, the Federal
Reserve and the Treasury judged
that a disorderly failure would have
severely threatened global financial
stability and the performance of the
U.S. economy,” Mr. Bernanke said.
The Fed determined that its loan to
AIG would be “adequately secured
by AIG’s assets.”

The recently enacted $700 bil-
lion financial rescue package “will
give us better choices,” Mr. Ber-
nanke said.

“In the future, the Treasury will
have greater resources available to
prevent the failure of a financial in-
stitution when such a failure would
pose unacceptable risks to the finan-
cial system as a whole,” Mr. Ber-
nanke said.
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By Greg Hitt

WASHINGTON—U.S. Demo-
cratic leaders in Congress are draw-
ing up plans to toughen oversight of
the financial industry and consider-
ing introducing another economic-
stimulus package in the wake of the
government’s decision to buy stakes
in major U.S. banks.

House Speaker Nancy Pelosi is
mulling over recommendations from
several economists that Congress act
on an economic-recovery package
that would cost taxpayers $300 bil-
lion,accordingtocongressionalaides.

The California Democrat envi-
sions a bill that would include new
spending on highways and bridges,
extended benefits to unemployed
workers, aid to cash-strapped states
and a tax cut, congressional aides
said. She has asked several House

committees to examine details of a
possible plan. And as part of the ef-
fort, Federal Reserve Chairman Ben
Bernanke is expected to testify next
week before the House Budget Com-
mittee on the state of the economy.
Ms. Pelosi is expected to call law-
makers back to Washington in late
November to take up the issue.

The chances of a new stimulus
packagebeingenactedarelikelytode-
pendon what happens in the election
and what happens to the economy.
The White House and its Republican
allies in Congress have resisted a
spending-focused stimulus package.

Democratic lawmakers are also
looking to tighten regulation of fi-
nancial services, with hedge funds,
private-equity funds and exotic fi-
nancial instruments such as credit-
default swaps likely to come under
greater federal scrutiny.
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U.S. budget gap tops $450 billion
Deficit is projected
to widen even further
in current fiscal year

what, in a positive sign.
“The psychology of the market is

still extraordinarily fragile,” said An-
drew Lynch, portfolio manager at
Schroder Investment Management
in London, which oversees some
£120 billion ($209 billion) in assets.
“Any knock to that confidence can
cause panic.”

European investors turned their
attention again to the global econ-
omy, which faces tough challenges
given the clampdown on bank lend-
ing and consumer spending.

Europe’s industrial and mining
firms saw much of the punishment.
Rio Tinto skidded nearly 17% in Lon-
don after the miner said it expects
China’s third-quarter growth to de-
cline sharply, warned it may delay its
planned divestment of $10 billion in
assets and said it may freeze capital
spending. Rio Tinto dragged down
other miners; Anglo American plum-
meted 20%, also in London.

Metals stocks also were battered
in the U.S.; Alcoa slid 13%.

Among industrial companies,
Siemens fell 14% in Frankfurt.

Across national markets, the
U.K.’s FTSE-100 index fell 7.2% to
4079.59, its first decline this week,
while the German DAX Index dropped
6.5% to 4861.63, and the French
CAC-40 was down 6.8% to 3381.07.

Russia was among Europe's big-
gest decliners. The dollar-denomi-
nated RTS Index skidded 9.3% to
788.98, wiping out Tuesday's gain.

In the credit markets, the cost of
insuring against default on Œ10 mil-
lion, or roughly $14 million, of Euro-
pean company debt for five years
jumped to about Œ132,500 annually,
from Œ124,500 Tuesday, according
to the Markit iTraxx index.

Some of Europe’s biggest banks
fared the worst, with the cost of in-
suring against debt defaults by
Credit Suisse and Deutsche Bank
rising 32% and 15%, respectively.
Shares of Credit Suisse slid 9.1% in
Zurich while Deutsche Bank tum-
bled 12% in Frankfurt.

Oil for November delivery fell
5.2% to settle at $74.54 on the New
York Mercantile Exchange, its low-
est settlement this year, on con-
cerns that a weaker global economy
means less demand for oil. Prices
have skidded 17% in six sessions.

But short-term interest rates in
the key markets that banks rely on
for funding fell again, showing that
efforts by the world’s central banks
to pump more cash into the finan-
cial system are working.

The European Central Bank,
Bank of England and Swiss National
Bank provided more than $250 bil-
lion combined in seven-day funds at
2.277% at their first auctions since
announcing weekly offerings to pro-
vide dollar liquidity at a fixed rate
and match all demand.

The London interbank offered
rate, which is supposed to reflect
the short-term rates at which banks
lend to one another, fell for over-
night dollar loans to 2.14375% from
2.18125% Tuesday, although that is
still above the U.S. Federal Re-
serve’s target, which is 1.5%. Three-
month dollar Libor also improved,
falling to 4.55% from 4.635%.

However, analysts at UniCredit
said trust in the interbank market
hasn’t been completely restored,
given that ECB facilities are still be-
ing heavily used as banks remain re-
luctant to lend to one another.

 —Sarah Turner and Keith Jenkins
contributed to this article.

Continued from first page

EU to push for overseer of top finance firms

tries in Europe’s post-Communist
East that are at risk of an economic
slump or a financial crisis because
they depend heavily on borrowing
from abroad, which has become hard
to sustain because of international
investors’ risk aversion amid the tur-
moil in global capital markets.

The International Monetary
Fund singled out Hungary this
week, saying it was “in close dia-
logue” with the Hungarian govern-
ment and discussing options includ-
ing financial aid. Hungary said it
would ask the IMF for help only as a
last resort.

The government in Budapest is
struggling to borrow money as in-
vestors avoid emerging markets
like Hungary that look financially
stretched. Hungary has struggled
three times in the past 10 days to
find buyers for its government
bonds and shorter-term Treasury
bills. If investors’ appetite doesn’t
return, Hungary could be forced to

offer sharply higher interest rates,
driving up its budget deficit as well
as borrowing costs for companies
and individuals.

With Hungary’s key central-
bank interest rate at 8.5%, most Hun-
garian borrowers have run up large
debts in foreign currencies in re-
cent years, because of the far lower
interest rates on offer in euros or
Swiss francs. Over 90% of personal
loans, including mortgages, are in
foreign currencies, according to cen-
tral-bank data. Total foreign-cur-
rency debt owed by Hungarian bor-
rowers has grown to over 90% of
gross domestic product.

The global banking crisis threat-
ens to shut down that supply of
credit, because the international
banking groups that own most of
Hungary’s banking system are strug-
gling to raise funds on capital mar-
kets. The weak forint, which has
sagged about 17% against the euro
since July, makes existing foreign-
currency debts more expensive for

Hungarians to repay.
Hungary’s government has

fought hard to tame its budget and
trade deficits, which nearly caused
an economic crash in 2006. But tax
increases and spending cuts have
left Hungary’s growth dependent
on exports to Germany and other
West European countries. Those ex-
ports are now threatened by the
downturn in the euro zone, where
many economists believe a reces-
sion is likely.

Despite the government’s ef-
forts, “investors have been spooked
by the high external debt,” as well
as by doubts over whether Hunga-
ry’s minority government is strong
enough to keep up fiscal discipline,
said Neil Shearing, Eastern Europe
economist at London-based consul-
tancy Capital Economics.

Cutting down on foreign-cur-
rency borrowing would be no bad
thing for Hungary, economists say.
But the right way to do it would be
for the central bank to cut interest

rates after getting inflation under
control. Then there would be no in-
centive to borrow in Swiss francs
rather than in forint.

“But if banks just cut off the for-
eign-currency loans, that’s when
you can end up with a really sharp
downturn in the wider economy,”
said Mr. Shearing.

Continued from first page

Credit crunch deepens Hungary’s pain Investors avoid Hungary
Yields on Hungarian 10-year bonds
have risen due to fears over the
country's financial stability

Source: Thomson Reuters
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By John D. McKinnon

WASHINGTON—The U.S. govern-
ment ran a deficit of almost $455 bil-
lion in fiscal 2008, the White House
reported, a record that will likely be
far exceeded by the red ink in the
current fiscal year.

The widening deficit—up from
$162 billion in 2007—stemmed in
large part from lower revenues and
higher expenditures due to the trou-
bled economy, as well as higher de-
fense spending.

The director of the Congres-
sional Budget Office recently esti-
mated that the annual deficit for the
current fiscal year, which began Oct.
1, could hit $750 billion, given the po-
tential impactsfrom apossiblereces-
sion and the financial markets’ prob-
lems. Some private economists put
the 2009 deficit at as much as $1 tril-

lion.
On Tuesday, the White House

budget office said the hole will look
much deeper because accounting
rules will force the administration
to include all $250 billion of its bank
recapitalization plan in the annual
deficit as well. Under the Treasury’s
original plan—focused on buying up

troubled mortgage-related debt in-
struments from banks—the govern-
ment was expected to be able to ex-
clude much of its spending from the
annual deficit.

Other government efforts to
shore up markets through the Fed-
eral Reserve, the Treasury, the Fed-
eral Deposit Insurance Corp. and

Fannie Mae and Freddie Mac also
could add to the deficit, and help
drive new government borrowing
well past the $1 trillion mark. Still,
an administration budget official
said projections of a $1 trillion defi-
cit are “pretty darn pessimistic.”

The nation’s financial crisis—
and the resulting deterioration of
the government’s fiscal picture—
cast doubt on the next president’s in-
itiatives, especially Democratic
Sen. Barack Obama’s expansion of
health-care benefits and Republican
Sen. John McCain’s tax cuts.

Neither the 2008 nor 2009 defi-
cit would be a record in comparison
to the overall size of the economy,
the measure that most economists
prefer. The 2008 deficit amounts to
3.2% of gross domestic product,
roughly comparable to many of the
deficits of prior years since the late
1980s. A $750 billion deficit in 2009
would amount to about 5.5% of the
economy, below the post-World
War II record of 6% in 1983. Deficits
during World War II reached as high
as 30%.

FINANCIAL CRISIS & REPAIR
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Economic fears
push down stocks
in Europe, U.S.

extended to hedge funds, and to
eliminate offshore financial cen-
ters. France holds the rotating
presidency of the EU for the six
months ending December, and Mr.
Sarkozy is serving as chairman for
the meeting of leaders.

EU officials said a new interna-
tional supervisory body oversee-
ing major banks would be formed
by representatives of regulatory
agencies from major countries and
financial centers. Its purpose
would be to enhance communica-
tion and response plans for bank
operations spanning the globe.

The EU leaders are also turning
their attention to the impact that a
shortage of credit and huge de-
clines in share prices will have on
the wider economy, although there
have been limited calls for a bloc-
wide fiscal-stimulus package.

At the top of their list of priori-
ties are closer links between na-
tional supervisors that oversee ac-

tivities of big banks and insurance
companies, so authorities have a
global view of their activities.

Long derided for its lack of ma-
neuverability, the EU has surprised
observersby responding decisively
and coherently to the sharp de-
clines in stock-market that accom-
panied rising fears about the viabil-
ityofthebloc’sbankingsysteminre-
cent weeks.

With the U.S. temporarily hob-
bled by the approaching election, a
number of EU politicians see an op-
portunity to seize the initiative
and play a major role in the con-
struction of a new economic order.

Some European politicians at-
tending meetings ahead of the lead-
ers’ gathering were critical of the
U.S. administration’s role in tack-
ling the global crisis. “The crisis
showed an absence of U.S. leader-
ship,” Dutch Finance Minister
Wouter Boss said.

EU leaders are set to endorse
the principle of the euro-zone ac-

tion plan agreed to this past Sun-
day, according to a draft state-
ment. Euro-zone leaders agreed
Oct. 12 to prevent banks from fail-
ing as part of a raft of measures de-
signed to free up interbank lend-
ing and stop financial-market tur-
moil.

“The European Council wel-
comes the concerted action plan of
the euro-area countries of 12th of
October, of which it endorses the
principle,” the draft statement
said. “It also welcomes the mea-
sures adopted by the member
states, whether or not they belong
to the euro area, in conformity with
the principles of that plan and in
compliance with the treaty.”

EU leaders also expressed the
will to take a tough approach to
their banks. Austrian Chancellor
Alfred Gusenbauer said his govern-
ment may nationalize the coun-
try’s banks as a last resort.

Mr. Gusenbauer called for a
package of measures to support

the wider economy. But that didn’t
seem to be the view of most lead-
ers, who would prefer to make deci-
sions about taxation and spending
at a national level.

Leaders from the 10 Eastern Eu-
ropean countries that have joined
the EU since 2004 are attending
the meeting. Some have seen their
currencies and financial markets
come under severe pressure in re-
cent weeks.

Mr. Brown of the U.K. said Euro-
pean leaders should consider sup-
port for Central and Eastern Euro-
pean countries, adding that EU in-
stitutions and the International
Monetary Fund could help Hun-
gary.

“I believe we have institutions
in Europe as well as the IMF that
can be of help to Hungary,” he said.

It wasn’t clear whether other EU
leaders would support that call.
 —Adam Cohen, Nina Koeppen

and Emma Charlton
contributed to this article.
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ECB acts aggressively to curb interest rates
Three-pronged attack
seeks to complement
government moves

A
FP

Airbus postpones plan
to increase production

European Central Bank President Jean-Claude Trichet and other ECB policy makers
have been puzzling over ways to spur lending among banks.

By Joellen Perry

FRANKFURT—In one of its most
aggressive moves yet, the European
Central Bank mounted a three-
pronged attack aimed at taming in-
terest rates in the markets where
cash-strapped euro-zone banks
lend to one another.

The ECB’s 21-member Governing
Council on Wednesday said it will
broaden the range of collateral it ac-
cepts in return for short-term loans
to banks, flood euro-zone money
markets with unlimited longer-
term funds, and increase the
amount of foreign-currency funding
it is offering banks. The plan is de-
signed to complement the sweeping
financial-rescue plans announced
earlier by euro-zone governments.

The ECB’s moves marks an
abrupt turnaround from last month
when the central bank announced a
major tightening of its collateral
standards amid concern that banks
were dumping hard-to-sell assets at
the central bank. But ECB policy
makers feel that risks to the global

and euro-zone economies have ac-
celerated since September, espe-
cially after Lehman Brothers’ bank-
ruptcy battered short-term funding
markets and European govern-
ments were forced to prop up sev-
eral banks.

“Not only is this a very big move
from the ECB, it’s part of an even big-
ger process,” said Laurence Mutkin,
head of European interest rate strat-
egy at Morgan Stanley in London.
“It’s another demonstration of the
seriousness with which the authori-
ties are going after the liquidity
problem.”

As part of the plan, the ECB wid-
ened the range of collateral it takes
in return for the short-term loans it
extends. The beefed-up list, in effect
until the end of next year, includes
collateral denominated in U.S. dol-
lars, British pounds and Japanese
yen, as well as certificates of deposit
that trade on unregulated markets.

The ECB’s current collateral list
includes more than 25,000 securi-
ties whose value totals more than
Œ10 trillion ($13.65 trillion). Wednes-
day’s moves make that universe
much bigger. Accepting nonregu-
lated CDs alone could make up to
Œ450 billion in new collateral avail-
able, according to Barclays Capital.

The ECB, whose collateral stan-
dards were already lower than

those of other major central banks,
lowered its bar further. Apart from
asset-backed securities, the ECB
will now take collateral rated as low
as BBB-, down from A-. In order to
protect itself from losses, the ECB
will charge banks a variety of fees
for using the new and riskier assets.

Over the past month, ECB policy
makers have been puzzling over
ways to bring down interbank lend-
ing rates. Government and central-
bank moves to date—including the
ECB’s half percentage-point rate cut
to 3.75% last week, coordinated with
the Federal Reserve and five other

central banks—have helped to ease
interbank tensions somewhat.

A benchmark for the interest
rate at which euro-zone banks lend
to one another for three months fell
Wednesday to 5.168% from Tues-
day’s 5.235%, for example. But it re-
mained well above where it was in
the weeks before Lehman’s col-
lapse.

Looking to bring down longer-
term rates, the ECB said it will in-
crease the number of three- and six-
month loans it offers and lend banks
as much money as they want, at flat
interest rates. Last week, the ECB

adopted a similar approach for its
regular auctions of weekly funds.
Now, the ECB is guaranteeing banks
they can have as much money as
they want for nearly every loan-
length in its roster, at interest rates
the central bank may set itself.

“What they’re doing now is ex-
tremely strong and potentially very
efficient,” said Gilles Moec, econo-
mist with Bank of America in Lon-
don, noting the move could have a
big real-economy impact because
the interest rates on many euro-
zone corporate and mortgage loans
are based on three- and six-month
interbank lending rates.

The ECB also said it will swap eu-
ros for dollars directly with euro-
zone banks. Until now, the ECB’s ef-
forts to funnel dollars to commer-
cial euro-zone banks were limited to
auctions in which banks bid for
greenbacks in exchange for collat-
eral. On Monday, the Fed said it will
offer European central banks unlim-
ited funding for such auctions of un-
limited dollars at fixed rates; at the
ECB’s such first auction Wednesday,
banks soaked up nearly $171 billion.

The ECB’s earlier move helped to
push the overnight London inter-
bank offered rate, or Libor—meant
to be a benchmark for the rate at
which banks lend to one another in
dollars—down Wednesday to
2.14375% from Tuesday’s 2.18125%.
The ECB Wednesday also said it will
begin lending to euro-zone banks in
Swiss franc for the first time, as
franc-denominated interbank lend-
ing rates have also begun to rise.
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By Daniel Michaels

Airbus said it is putting the
brakes on a planned production in-
crease in response to turmoil in the
global economy and weakness in
the airline industry.

Aircraft lessors and bankers,
concerned that too much Airbus
production could depress jetliner
prices and hurt the value of air-
craft held as assets, have been
pressing the European plane
maker to slow manufacturing.

Airbus, a unit of European Aero-
nautic Defence & Space Co., this
year expects to deliver about 470 jet-
liners, more than it ever has. It had
planned to raise output by almost
20% over the next two years but will
now pause that increase.

“This is clearly the prudent
thing to do, given the uncertainty in
financial markets at this time,”
John Leahy, Airbus’s chief operat-
ing officer for customers and top air-
plane salesman, said in a phone in-
terview. But Mr. Leahy stressed that
Airbus is putting its plans on hold,
not canceling them.

“We will re-evaluate the situa-
tion in the first half of next year and
decide whether to continue the
ramp-up,” he said.

Boeing Co., the other maker of
large commercial jets, has produced
no planes since factory workers
went on strike on Sept. 6. People fa-
miliar with the company’s manufac-
turing plans say it doesn’t expect to
increase production whenever work-
ers return to their jobs.

Airbus currently delivers about
36 of its single-aisle A320-family
planes each month. It will now
maintain that rate, rather than in-
creasing to 40 of the planes a
month by 2010, as it had previously

planned. It will also slow an in-
crease in production of its larger
A330 wide-body planes. Airbus had
planned to boost the current rate of
eight planes monthly to 11 by 2010
but will instead throttle that back
to 10 a month.

Airbus’s move acknowledges
the airline industry’s woes amid
high fuel prices, declining traffic
and the looming threat of reces-
sions in major economies. Air traf-
fic closely tracks economic growth,
so most industry officials predict a
serious downturn.

“Airlines are really in a very diffi-
cult situation,” said Giovanni Bisig-
nani, director general of the Interna-
tional Air Transport Association, a
global trade group.

Aircraft-leasing companies have
been among the most outspoken
critics of Airbus’s planned increase,
because a large inflow of new planes
to a weak market depresses the
value of planes that lessors hold on
their balance sheets.

John Plueger, president and chief
operating officer of International
Lease Finance Corp., a unit of insurer
American International Group Inc.,
recently called on Airbus and Boeing
to consider slowing production.
ILFC’s management is trying to or-
chestrate a buyout of the unit from
AIG, which is now almost 80%-owned
by the U.S. government. ILFC is fo-
cused on the value of more than 900
planes it holds on its books.

“As one of Airbus’s largest custom-
ers, we are glad that Airbus has lis-
tened to the industry’s mounting con-
cerns about production rates, espe-
cially as we now seem to be entering a
new world economic order,” Mr. Plue-
ger said.

Leasing companies account for
roughly 30% of all orders at Airbus
and Boeing.

SUPEROCEAN HÉRITAGE
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Google’s new G1 to rival Apple’s iPhone
Hand-held benefits
users who prefer
physical keyboard

By Walter S. Mossberg

In the exciting new category of
modern hand-held computers—de-
vices that fit in your pocket but are
used more like a laptop than a tradi-
tional phone—there has so far been
only one serious option. But that will
all change on Oct. 22 when T-Mobile
and Google bring out the G1, the first
hand-held computer that’s in the
same class as Apple’s iPhone.

I have been testing the G1 exten-
sively, in multiple cities and in multi-

ple scenarios. In
general, I like it and
consider it a wor-
thy competitor to
the iPhone. Both de-

vices run on fast 3G phone networks
and include Wi-Fi. Both have smart-
touch interfaces and robust Web
browsers. Both have the ability to
easily download third-party apps,
or programs.

But the two devices have differ-
ent strengths and weaknesses, and
are likely to attract different types of
users. If you’ve been lusting after the
iPhone’s functionality, but didn’t
like its virtual keyboard or its user
interface or its U.S. carrier, AT&T,
the G1 may be just the ticket for you.
But it does have some significant
downsides.

By far the G1’s biggest differentia-
tor is that it has a physical key-
board, which is revealed by sliding
open the screen. The keyboard
proved only fair in my tests, with
keys that are too flat and can be
hard to see in bright light, and a
bulge in the body on the right side
that you have to reach over to type.
But, for the many people who can’t
stomach typing on glass, the G1 key-
board will be a welcome sight. It’s
complemented by a BlackBerry-like
trackball for navigation.

The G1 has a removable battery
and uses removable, expandable mem-
ory cards. And it’s even a bit cheaper
than its Apple rival: $179 versus $199.
Its data plan also costs less—$25 a
month versus $30—and includes 400
free text messages, which cost extra
on the iPhone. There’s also a $35 plan
that includes unlimited text mes-
sages. And both plans include free use

of T-Mobile’s Wi-Fi hotspots.
The G1 has a slick, clever touch in-

terface to go along with its key-
board, and it includes a powerful
new operating system. The operat-
ing system, called Android, was built
by Google. It is slated to appear on
other phones over time, though it
will likely look different on other de-
vices because it is fully open to modi-
fication by other companies.

On the G1, the touch interface is
fast and smooth. Programs appear
when you drag up a tab at the bottom
ofthescreen,andnotificationsofnew
messages can be read by simply drag-
ging down the top bar of the screen.

You get much more flexibility in
organizing your desktop than on the
iPhone. In addition to placing icons
for programs there, you can add indi-
vidual contacts, music playlists,
folders, Web pages and more. You
just press on the screen for a longer-
than-usual time, and a list of items
you can add appears.

It’s also much easier to place a
phone call on the G1 than on the
iPhone. You can just start typing a
contact name or phone number
while on the home screen, sparing
you the need to enter the phone or
contacts program. And there’s a vir-
tual phone keypad that allows you
to avoid opening the physical key-
board just to dial a number. It’s also
much easier to jump to the top and
bottom of long lists.

The G1’s Web browser, builton the
same technology as the iPhone’s,
worked well at renderings scores of
common sites in my tests. You can ei-
ther pan around pages with your fin-
ger, or choose to view the whole page
at once, and zero-in on a section by
moving a small rectangle around.

This first Android phone, which
was largely designed by Google and
built by Taiwan-based HTC, also in-
cludes some key features Apple omit-
ted. These include a limited ability to
copy and paste text, and the ability to
send photos directly to other phones
without relying on email, a common
phone feature called MMS, or Multi-
media Messaging Service. And, un-
like AT&T, T-Mobile will even allow
users to legally unlock the phone af-
ter 90 days and start using it on an-
other carrier, provided you pay a
hefty early-termination fee.

In my battery tests, the G1 lasted
through the day, but I had to charge
it every night. That’s better than the
initial battery life on the current
iPhone, though in fairness, Apple

has improved the iPhone’s battery
life through software updates, and I
found them to be about the same for
mixed use.

In my talk-time test, the G1 got just
under its claimed five hours, about 19
minutes better than the iPhone.

There are two email programs:
one for Google’s Gmail, another for
all other email services. There’s an
instant-messaging program that
works with multiple services.
There’s one program for accessing
Google’s YouTube service and an-
other for Google Maps. The G1’s Goo-
gle Maps program even has a fea-
ture, coming soon as well to the
iPhone, that offers photographic
street views of certain locations.
But the G1, unlike the iPhone, in-
cludes a compass that orients the
street views as you walk.

The built-in download store for
third-party programs, called Mar-
ket, worked well in my tests. I was
able to quickly download games,
productivity programs, and other
apps and, unlike Apple, Google says
it isn’t blocking any programs.

However, the G1 also has down-
sides. It’s a chunky brick of a device.
While it’s a bit narrower than the
iPhone and feels OK in the hand, it’s
almost 20% heavier and nearly 30%
thicker. It also has a smaller screen,
and doesn’t accept standard stereo

headphones.
The G1 also skimps on memory. It

comes with only 1 gigabyte of stor-
age, just one-eighth of what the
base iPhone offers. And even if you
buy a bigger memory card, the G1
can handle a maximum of only 8 gi-
gabytes, half of what the top-of-the-
line $299 iPhone builds in.

TheG1alsolimitsthird-partyappli-
cations to a paltry 128 megabytes of
memory. At one point in my tests, af-
ter downloading a bunch of third-
party programs, and adding songs
and videos, the G1 warned me it was
running out of room, a warning I have
neverseenonmyheavilyusediPhone.

Another downside for some us-
ers: The G1 is tightly tied to Google’s
online services. While you can use
non-Google email and IM services,
the only way you can get contacts
and calendar items into the phone is
to synchronize with Google’s online
calendar and contacts services. In
fact, you can’t even use the G1 with-
out a Google user ID and password.

The G1 doesn’t allow the use of
Microsoft’s Exchange service for
email, contacts or calendar items,
or any other company’s over-the-air
synchronization for contacts and ap-
pointments.

In my tests, synchronizing with
Gmail, and with Google’s contacts
and calendar applications, was

smooth and fast. So, the G1 may be
great for dedicated Google users,
but not so good for folks who rely on
competing calendar and contacts
services from, say, Yahoo or Mi-
crosoft. Future Android phones may
not be so tightly tied to Google ser-
vices, but the G1 is.

Not only that, it can’t synchro-
nize any data at all directly with a
PC or Mac. For instance, it can’t
sync with Microsoft Outlook or Win-
dows Media Player on a PC; with Ap-
ple’s iCal or Address Book programs
on a Mac; or with iTunes on either
Windows or the Mac. It has no PC-
based synchronization software of
its own, and it offers no way to back
up your settings, music, applica-
tions, videos or photos, either to a
computer or to an online repository,
though Google says it plans to add a
backup feature.

To get Outlook or iCal data onto
the G1, you must install add-on soft-
ware. To get your songs, videos and
photos onto the G1, you must plug
the phone, or its memory card, into
your computer, and manually move
the files over.

Overall, I found the G1’s user inter-
face inferior to the iPhone’s. It lacks
the iPhone’s ability to flick between
multiple pictures and Web pages, or
to zoom in and zoom out of a photo
or Web page by simply using two fin-
gers to “pinch” or expand the image.
It also doesn’t automatically change
the orientation of the screen from
portrait to landscape simply by turn-
ing the phone.

Further, many common controls
that are easily visible on the iPhone
can be accessed only on the G1 by
pressing a menu button or by using
keyboard shortcuts you have to
memorize. Examples are stopping
the loading of a Web page or moving
forward to the next Web page.

There’s also no on-screen key-
board, even for quick tasks such as
typing Web addresses, so you’re con-
stantly having to turn the phone and
open the physical keyboard, which
quickly becomes a pain.

The G1 also is a greatly inferior
multimedia device when compared
with the iPhone. Its music player,
while adequate, isn’t as nice as the
built-in iPod on the iPhone. And it
lacks a video player altogether,
though a rudimentary one can be
downloaded from the Market. The
G1 does come with a program for
buying songs from Amazon, which
worked well in my tests.

And then there’s the network. De-
spite all the troubles AT&T has expe-
rienced with its fast 3G network,
which is still being built out, that
company has 3G service for the
iPhone and other devices in 320 U.S.
metro areas. By contrast, T-Mobile
offers 3G in just 20 U.S. metro areas.
Eight more cities are due to come on-
line by year end, which will still leave
T-Mobile’s 3G coverage far behind
that of AT&T and Verizon, which will
soon introduce its own iPhone com-
petitor, the BlackBerry Storm.

I did 40 speed tests comparing
the G1 and the iPhone to see how
fast they could download a Web
page over 3G. The tests showed the
iPhone to be consistently faster, by
an average of between 50 and 100 ki-
lobytes per second, even though
T-Mobile’s network was carrying
much less traffic than AT&T’s.

Overall, the G1 is a very good first
effort and a godsend for people who
prefer physical keyboards or T-Mo-
bile, but want to be part of the new
worldof powerful pocketcomputers.

Email to mossberg@wsj.com.

Marketers are cutting back on digital media
By Emily Steel

Financial woes likely will derail
the growth of a slew of advertising
technologies that until recently were
being hailed as the next big thing.

In recent years, marketers have
set aside a portion of their ad bud-
gets to experiment with digital tech-

nologies such as
Web video, mobile
phones, gaming

and virtual worlds. But with
broader economic turmoil reaching
Madison Avenue, these “experimen-
tal” budgets are among the first to
hit the cutting-room floor.

Chrysler LLC has already
slashed its experimental ad buys.
With each ad dollar facing addi-
tional scrutiny, especially in the
hard-hit auto industry, these ad
buys will now make up about 5% of

the auto maker’s marketing budget,
down from as much as 10% in previ-
ous years, says Deborah Meyer,
Chrysler’s chief marketing officer.

In good times, the maker of
Chrysler, Dodge and Jeep brands
tapped technologies like gaming
and mobile to build awareness of its
vehicles. “We won’t experiment in a
lot of things that are fun to have. All
of our dollars have to go to hitting
in-market shoppers with the appro-
priate media,” Ms. Meyer says.

Areas like mobile, virtual worlds
and widgets are expected to be hit
particularly hard, as it remains un-
clear what kind of impact ads in
these media have. These campaigns
often reach a small number of peo-
ple, and standard measurement sys-
tems have yet to be developed.
“When we get into the need to drive
results, you can’t spend money on

the experiments and hope to keep
your job and get your sales goals,”
says Peter Kim, senior partner at Da-
chis, which advises marketers such
as Philips Electronics NV’s Philips
Healthcare and Johnson & Johnson
on marketing strategies.

Ad executives say creating an en-
tirely new form of advertising to put
in untested places like virtual
worlds—or three-dimensional on-
line computer games—may not be
worth the effort in tough advertis-
ing times. “Virtual worlds are proba-
bly one of the things that haven’t
been proven effective just yet. I
can’t see us selling virtual worlds to
anybody right now,” says Lars
Bastholm, an executive creative di-
rector at independent digital mar-
keting shop AKQA.

Spending figures for emerging
advertising remain small compared

with spending in the overall online
ad market, which reached $21.1 bil-
lion in the U.S. in 2007, according to
eMarketer. U.S. advertisers spent
$878 million dollars last year on mo-
bile marketing, which includes ads
delivered through text messages or
displayed on a mobile Web site,
eMarketer says. U.S. ad spending on
widgets and applications—small
computer programs that can con-
tain videos, interactive games and
music that Web surfers can post to
blogs, social-networking or per-
sonal Web sites—was $15 million.

A cutback is likely to spell tough
times ahead for the slew of compa-
nies offering virtual worlds, social
networking, mobile-ad networks,
and other digital media that have
cropped up in recent years. Many of
these companies raised significant
capital based on their potential to
tap into the fast-growing online ad
market.
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The G1 has a smart-touch screen, like its iPhone rival, and a physical keyboard.
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Limits on executive compensation could cost Wall Street
By Joann S. Lublin

And Aaron Lucchetti

U.S. government investments in fi-
nancial institutions could crimp execu-
tive pay on Wall Street as well as in fi-
nancial centers in Europe and Asia, at
least for a while, and hinder firms’ abil-
ity to attract and retain top talent.

The executive-pay restrictions out-
lined Tuesday by the Treasury Depart-
ment widen some provisions in the fi-
nancial-rescue law enacted earlier
this month. They will limit corporate-
tax deductions on executive pay and
“golden parachute” payments for de-
parting executives, require certain
companies to recover awards based
on inaccurate results and bar incen-
tives for “unnecessary and excessive
risks.”

The rules cover the chief execu-
tive, chief financial officer and the
three other highest paid officers at
participating institutions. But they
could affect others on Wall Street and
beyond.

The nine firms that agreed to gov-
ernment investments Tuesday are
among the nation’s top-paying em-
ployers. Collectively, they paid their
CEOs $289 million last year, including
stock-option grants, according to the
Institute for Policy Studies, a liberal
Washington think tank.

Mark Borges, a principal for Com-
pensia Inc., a compensation consul-
tancy in San Jose, Calif., predicted
that the curbs will be applied to other
managers at participating firms.

Steven Eckhaus, an executive-em-
ployment lawyer at Katten Muchin
Rosenman LLP in New York, dis-
agreed, saying firms are unlikely to
curb the pay of employees not speci-

fied in the rules.
In weighing that decision, bank

and Wall Street executives will have
to consider whether they may drive
some top performers to employers
not covered by the rules. “The hedge
funds and the private-equity firms
will go after some of the other talent
that doesn’t fall under these restric-
tions,” said Irving S. Becker, head of
the executive compensation practice
at Hay Group, a management consul-
tancy.

Mr. Becker also predicted the lim-
its on golden parachutes will push fi-
nancial firms to give some new execu-
tives bigger cash deals with higher sal-
aries and guaranteed bonuses. There
will be “less pay for performance,” he
said. “That’s counter to what we’d like
to see.”

Stephen E. Zweig, head of the em-
ployee benefits group at Ford & Harri-
son LLP in New York, said some execu-
tives may seek deals that promise to
add a severance package once a com-
pany exits the government plan and is
no longer covered by the pay limits.

The pay issues could affect how
quickly executives at participating in-
stitutions seek to repay the govern-
ment, and whether other financial
firms will accept the government’s
money. Firms’ capital-raising costs
would also play a large part in that de-
cision.

The impact of the new compensa-
tion limits may be blunted by the fact
that the declining stock market will de-
press executive-pay packages, said
Alan Johnson, managing director of
Johnson Associates Inc., a financial-in-

dustry pay consultant in New York. “It
was going to drop like a stone anyway,
probably 75% or more, so I don’t know
if it makes a huge difference in the
next year or two,” he said.

Mr. Johnson said firms may accept
the limits on tax deductions because
they will be saving billions of dollars
by accepting the government’s cash in-
fusion. A company that sold $20 bil-
lion in preferred securities paying a
5% dividend to the government, when
it otherwise would have had to pay
10% to a private investor, would save
$1 billion annually, far more than it
will lose in tax deductions, he said.

However, Mr. Johnson and others
said they are concerned by the vague-
ness of the “unnecessary and exces-
sive risks” section. “I’ve read the lan-
guage 20 times and I don’t know what

it means,” said Mr. Johnson. “Would a
stock option encourage excessive
risk?” A Treasury spokeswoman said
compensation committees on partici-
pating companies’ boards of directors
would be involved in defining the
proper level of risk.

In its rules, the Treasury applied
pay limits more broadly than Con-
gress had in the financial bailout bill
approved earlier this month. It ap-
plied the limits on corporate tax de-
ductions for annual compensation
above $500,000 to all participating
firms, not just firms that sell troubled
assets to the government through auc-
tions.

It also applied the “unnecessary
and excessive risk” provision to “sys-
tematically significant failing institu-
tions” where the Treasury provides
direct aid. Those failing institutions
also face a ban on any exit payments
for departing senior executives,
broadening a portion of the law that
curbed golden parachutes some-
what.

But Sarah Anderson, pay special-
ist at the Institute for Policy Studies,
said Congress and the Treasury
missed an opportunity to put a mone-
tary limit on pay at bailed-out compa-
nies. “The public wanted clear limits
on how much money these executives
could make,” she said.

To attract and keep key people,
Wall Street firms may put greater em-
phasis on their corporate values and
teamwork, said Jay Gaines, CEO and
founder of Jay Gaines & Co., a small
New York search firm that which spe-
cializes in financial services. But “no
one expects Wall Street to become a
slouch from the pay perspective,” he
said.

Banks haggle over U.K.’s rescue plan
Pricey guarantees
and dividend policy
spark complaints

Lloyd Bankfein James Dimon Kenneth Lewis Vikram Pandit* John Mack

$68.9 million

$30.4 million

$16.4 million

$5.7 million
$1.6 million

Chairman and CEO Chairman and CEO Chairman, President and CEO CEO Chairman and CEO
Goldman Sachs Group J.P. Morgan Chase & Co. Bank of America Corp. Citigroup Inc. Morgan Stanley

Top level payout
2007 compensation for five top U.S. CEO’s of financial institutions.

Source: the companies*Mr Pandit was named CEO at Citigroup in December 2007
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By Sara Schaefer Muñoz

And Dana Cimilluca

LONDON—The U.K.’s £400 bil-
lion ($697 billion) financial rescue
plan—at first hailed as a model for
other countries trying to stem the
banking crisis—is starting to show
some cracks.

Some banks are pushing back
with complaints that the conditions
are too harsh after seeing the more
generous terms of the U.S. bailout.
Banks are also nervous after watch-
ing their share prices fall since Mon-
day, when the U.K. government said
it would buy up to £37 billion in
stakes in some of the country’s larg-
est banks. While some expected the
plan to change as details were
worked out, both the banks and the
government have a big incentive to
wrap up any alterations quickly, be-
fore the arguments over details bal-
loon and threaten the tenuous confi-
dence that the bailout aims to fos-
ter.

At issue: the government condi-
tion that banks in line to receive its
funding—Royal Bank of Scotland
Group PLC, and the soon-to-be-com-
bined HBOS PLC and Lloyds TSB
Group PLC—can’t pay shareholders
dividends until they have bought
back the preferred shares sold to
the government. Analysts also say
the cost for them to access the gov-
ernment’s £250 billion guarantee of

bank debt is high.
Also among the variables, the

Bank of England will outline on
Thursday how it plans to change the
conditions it sets on its everyday
lending to banks. The central bank
has said that it is likely to incorpo-
rate some of the emergency mea-
sures from the credit crunch into its
rules for everyday bank lending. And
European Union leaders are meeting
in Brussels on Wednesday and Thurs-
day to discuss bailout plans and over-
hauling global financial supervision.

Some banks, under pressure
from their shareholders, are push-
ing the government to allow divi-
dends sooner, according to people
close to the matter. Banks that sell
preferred shares to the government
likely won’t be able to pay a divi-
dend until 2012 at the earliest, ac-
cording to estimates Wednesday by
investment firm Collins Stewart.

By contrast, under terms of the
U.S. plan to inject capital into banks,
the U.S. government will buy pre-
ferred shares with a lower dividend,
and the banks will be able to pay divi-
dends to other shareholders.

While the U.K. government may
not want to appear to backpedal on
the terms, people close to the mat-
ter said it would make sense to al-
low dividends sooner to help attract
more private investors to the banks
so the government doesn’t have to
invest as much. The dividend issue
could be resolved before the end of
the month, these people said.

A U.K. Treasury spokesman said
the terms of the agreement remain
unchanged and that they were “set
out clearly by both the Government
and the individual banks in detailed

statements on Monday.”
Still, the Treasury would be open

to hearing banks’ suggestions for
changes, a person familiar with the
matter said.

Because they need the govern-
ment aid, the banks don’t have a lot
of negotiating power. The three
banks declined to comment on possi-
ble changes to Monday’s plan or why
they signed off on it.

After two days of gains, U.K.
stocks slumped Wednesday, adding
urgency to the need to remove un-
certainty from the plan. The FTSE
100 slid 7.16%. RBS shares closed at
65 pence, down 28% from a week
ago. Lloyds closed down less than
1% at 150.20 pence, also down 28%
from a week earlier, and HBOS
shares rose less than 1%, to 85.70
pence, down 18% from last week.

That means the stocks are trad-
ing near or below the price the banks
are offering existing shareholders in
an attempt to raise some funding,
making it less attractive for share-
holders to buy in. The less stock
shareholders buy, the more money
the government will need to put in.

In a slight improvement, the Lon-
don interbank offered rate, which is
supposed to reflect the short-term
rates at which banks lend to one an-
other, fell for overnight dollar loans
to 2.14375% from 2.18125% Tuesday,
but it still remains high, reflecting
banks’ unwillingness to lend to each
other except for very short terms.

Barclays PLC plans to raise capi-
tal from private investors instead of
taking government funding, to
avoid the stigma as well as the condi-
tions.

Details of an important feature—

the UK’s guarantee of bank debt—
are becoming clearer, and so is the
price. The program began Monday
and is open to all banks that meet
capital and other requirements.

The debt guarantee is aimed at
jump-starting bank lending and cov-
ers instruments including certifi-
cates of deposits and commercial pa-
per issued to parties anywhere in the
world, with maturities of up to three
years. But the Treasury, the Bank of
England and the U.K.’s Debt Manage-
ment Office haven’t precisely defined
all the types of lending it will cover.

The U.K. will charge banks 0.50%
plus the historical cost of default in-
surance on the bank’s debt, meaning
new debt could cost more than the
banks earn on some of their existing
loans. “It’s going to become another

hit on earnings,” says Citigroup ana-
lyst Tom Rayner. He estimates that
the fees for using the guarantee
could reduce earning across the sec-
tor by 10% to 15%.

Another investor concern is the
government’s role in the banks once
it owns stakes in them. Depending
on the size of the government’s
stake, for example, RBS could have
as many three board members ap-
pointed with guidance from the gov-
ernment, and Lloyds, two.

Further fueling investor jitters:
Unemployment in the country
posted its biggest rise since 1991 in
the three months to August, accord-
ing to data from the Office for Na-
tional Statistics.
 —Alistair MacDonald

contributed to this article.

FINANCIAL CRISIS & REPAIR

Still falling
The U.K. government on Monday unveiled plans to inject £37 billion into three
big banks, but their shares haven't bounced back. London Stock Exchange
prices for banks that will issue shares to the government: 
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By Teri Agins

A
NNE Betts was sassy and
confident strolling down
New York’s Fifth Avenue
in her strappy, 13-centi-
meter platform heels. Un-

til, that is, she stepped off a curb
and fell to the ground.

“I felt it immediately,” says the
New York ad-sales manager, refer-
ring to the pain that shot up from her
just-sprained ankle. Although her
doctor admonished her to give up the
skyscrapershoesandimposedaeight-
centimeter-heel maximum, Ms. Betts
admits she can’t resist the allure of
tall shoes. “I love to dance in them,”
she says. While standing still, she
notes, “they improve your posture.”

Not so long ago, high heels were
defined as seven centimeters or 10
centimeters—a footnote to give a lit-
tle height and a more appealing sil-
houette to the wearer. But this fall,
shoes have been supersized with the
proliferation of 13-, 15- and even
18-centimeter heels and platforms.
The über-heels range from $100 ver-
sions sold by Steve Madden to de-
luxe pairs costing between $600 and
$1,500 from designers such as Yves
Saint Laurent, Marni, Manolo Blah-
nik and Christian Louboutin. They
come in an array of shapes, including
spiky stilettos, tapered cones, slop-
ing wedges and thick wooden posts.
Exaggeratedplatforms havethick,el-
evated soles, as well as high heels,
making for a superhero, rather than
a Barbie-doll, look.

“These are the highest heels that
I’ve ever seen sold on a commercial
level,” notes Roseanne Morrison,
fashion director for Doneger Group,
a retail consultant for more than

200 stores. And they’re selling. At
Bergdorf Goodman, senior vice pres-
ident Edwin Burstell says they repre-
sent “a large piece of the business
this fall.”

Mr. Blahnik, who for more than 20
years topped out at 13-centimeter
heels, pushed the envelope this year,
addinga15-centimeterstyletohisline.
“These are still sexy, pretty shoes,” he
says. The designer—who doesn’t do
platforms—says that 15-centimeter
heelsalready accountfor about 30% of
his company’s business.

The heels are proving treacher-
ous to many. At Prada’s spring 2009
fashion show in Milan last month,
two models fell down on the run-
way; others stumbled as they
walked in high shoes designed by Mi-
uccia Prada. “I was having a panic at-
tack, my hands were shaking. The
heels were so high,” one of the mod-
els told reporters after the show.
“Some of the girls were crying back-
stage they were so scared.”

But instead of rejecting the ex-
treme heels, many women can’t
seem to get enough of them.

ClaudiaChen,a33-year-oldowner
of an event-marketing business,
partlyblames her superhigh heels for
back problems and a herniated disc.
And yet she wears 10- or 13-centime-
ter high heels to business meetings
and for most social occasions.

“I look taller, my legs look longer,
and I feel more slender,” says the
157-centimeter New Yorker. “About
half of the clothes I wear only look
good in high heels. There is a price
to pay for beauty, and high heels is
one of them,” she says.

Mr. Louboutin, the Parisian shoe
designer known for his slick red
soles, says that his new 15- and
18-centimeter stilettos are selling
so well right now that he plans to in-
troduce 20-centimeter platform
shoes next fall. “I hear they can be
painful,” Mr. Louboutin says, “but
women keep asking for them.”

Women’s shoes with heels eight
centimeters or higher represented
25% of all women’s fashion footwear
sold at shoe retail chains for the 12
months ended August 2008 com-
pared with 21% in 2006, according to
NPD Group Inc. At the same time,
moderate heels saw their market
share fall to 26% from 34% in 2006.

Whether the trend has legs is yet
to be seen. New York-based de-
signer Warren Edwards, who partici-
pated in the heel hype this summer,
has since backed down. “I think they
have become vulgar and unwalk-
able,” he says. “They are figments of
runway imagination—it’s like, how
high can they go? They’ve become
cartoony.”

Stacy Lastrina, executive vice
president of marketing for retailer
Nine West, acknowledges that “the
majority of women do not wear
shoes that are so extreme.” But due
to all the runway exposure, the com-
pany has adapted some of the looks—
with more “walkable” styles that
top out at 11 centimeters.

The shoes, which often feature
peep-toe cutouts and bulbous round
toes, have been popularized by red-
carpet warriors such as Victoria
Beckham, Jennifer Lopez and Jes-
sica Simpson.

Thecontemporarystiletto wasin-
ventedinthe1950sbyItalian shoede-
signer Salvatore Ferragamo, who
made his first pair for Marilyn Mon-
roe in alligator skin. The models
back then were tame by today’s stan-
dards, with heels no higher than
about eight centimeters.

In the 1970s, high-heeled plat-
form shoes caught on with hip,
young women (and a few brave
men) who clomped around in heavy
cork-soled platform shoes that were
up to 10- or 13-centimeters thick.

Lofty heels re-emerged in the
mid 1990s, as millions of women
adoptedTV’s “Sex andtheCity” stan-
dard: pointy-toed, eight- and 10-cen-
timeter stilettos (often worn year-
round with bare legs or jeans) that
seemed to have an elongating effect.

Today’s megaheels, among the
season’s few strong fashion trends,
have a historical precedent. High
platform shoes date back to the 15th
century in Europe when upper-class
women and courtesans teetered on
28-centimeter-high blocky plat-

forms, called Chopines. They were so
impractical that wearers “required a
servant or a chivalrous man to help
them walk,” says Elizabeth Semmel-
hack, curator of the Bata Shoe Mu-
seum in Toronto. Paintings of the pe-
riod,she adds,depictwomen “tower-
ing over other people, which was a
way of elevating one’s self above
one’s peers.”

Women who lack attendants—or
curbside limousine service—have
found a way to zap the discomfort of
today’s extreme heels. They get in-
jections of a cosmetic filler such as
Restylane or Juvederm to plump up
the balls of feet. These “pillows”
last for six to nine months.

Suzanne Levine, a New York podi-
atric surgeon who teaches the $500
to $1,500 procedure to other doctors,
says she’s been getting calls from pa-
tients, especially women over 40,
who want to put the cushioning back
in their feet so they can wear higher
heels.

Making ultrahigh shoes more
wearable doesn’t necessarily make
them any safer. Joshua Kaye, a Los
Angeles podiatrist, describes what
happens to the feet in high-heeled
platform shoes.“It’s likeyou’re walk-
ing on stilts,” he says. “The ball of
your foot is up a couple of inches off
the ground in platform shoes. That
puts more pressure on the ligaments
and soft tissue, instead of the
bones.” Elevating the heel more than
eight centimeters off the ground, he
says, increases the odds of suffering
a sprained or broken ankle.

Ms. Betts, who is now healing
from her shoe incident, is unde-
terred—and almost ready to slip
back into her super stilettos. “The
only flats I wear,” she says, “are
sneakers.”

Avon calling: Retailer touches up sales force
By Ellen Byron

For Avon, there’s a silver lining
in the U.S.’s dismal economy: More
women want to sell its products.

Hopingtocapitalizeonthemount-
ingfinancial pressure in many Ameri-
can households, Avon Products Inc.
has been gussying up its incentives to
make the job of selling beauty prod-
ucts door-to-door more appealing.

For the past several months, in a
campaign dubbed “It Pays to Be With
Avon,”thecompanyisofferingpoten-
tial recruits and its existing sales
ranks such perks as gas money, free
online-sales training and direct ac-
cess to financial adviser Suze Orman.

Avon says that to fatten its repre-
sentatives’ profit margins during
“these tough economic times,” it cut
thepriceitwillchargethemforits hol-
iday beauty-gift bundle—a collec-

tion of products expected to be pop-
ular with consumers—by 30% to
$69.99. Avon’s reps make money by
buying the company’s cosmetics, fra-
grancesandhomedecoritemsatadis-
count and then selling them to clients
at a higher list price.

“Everything that makes women
come to Avon is amplified during
slow economic times,” says Avon
President Liz Smith, referring to the
company’s growing U.S. sales force,
which totaled about 459,000 last
year. Though it has a handful of male
representatives, the company’s sales
network is overwhelmingly female.

For years, Avon has struggled to
recruit sales representatives in the
U.S. The ease of Internet shopping,
among other things, has eroded the
appealoforderingfrom anAvoncata-
log through a company representa-
tive, and then waiting for the order to

arrive. Moreover, fewer American
womenarehomeduringthedaytoan-
swer the doorbell when the “Avon
lady” rings. Indeed, the bulk of Avon’s
sales now comes from outside the
U.S., with Latin America its biggest
market.

But as the American economy has
soured, the company’s sales force in
the U.S. and Canada has grown
steadily, increasing 5% from a year
earlier in the second quarter, more
than double the previous quarter’s
rate.

In the past month, Marie Benoit-
Wilcox of Irvington, N.J., says she re-
cruited 30 new representatives to her
345-member sales unit. As a so-called
leadership rep, she gets a cut of what
theyearn,aslongasshekeepsherown
sales above a certain threshold.

“More women are joining because
of these times,” says the 46-year-old

Ms. Benoit-Wilcox, who has sold Avon
for nine years in addition to her full-
timejobasaperinatal-systemscoordi-
nator. Ms. Benoit-Wilcox recently re-
ceived a $10 cash card as part of the
“FuelYourSales,FillYourTank”incen-
tive Avon launched this summer. To
qualify,representativesmustsellanav-
erage of $500 or more from at least
four of the company’s catalogs, or
reach $2,000 in sales, within a speci-
fied period.

Avon retained Ms. Orman, the fi-
nancial guru, earlier this year after
research showed its sales force was
especially sensitive to money wor-
ries. Representatives can post ques-
tions on Ms. Orman’s Avon Web
page on subjects ranging from real
estate to savings strategies. Then,
Ms. Orman posts her advice.

Avon is also footing the bill for
representatives to set up online

store fronts, and is offering free on-
line training. To encourage more sell-
ing, it is making some of its catalogs
freetosomerepresentatives,whotyp-
ically pay $5.75 for 10 copies. “We’re
trying to understand what costs [rep-
resentatives] are most sensitive to.
This is one of them,” says Avon’s Ms.
Smith.

Some analysts caution that Avon’s
customers may be squeezed tighter
than expected in this downturn. “New
repsmightbedisappointedwhenthey
find they’re not the only ones in diffi-
cult economic circumstances—their
customers are, too,” says Sanford
Bernstein analyst Ali Dibadj.He wrote
in a research report in May that
Avon’s operating profit per represen-
tative in the U.S. has fallen nearly
60% since 2002.

Deutsche Bank analyst Bill
Schmitz, however, sees a strong link
between Avon’s sales-force gains
and its sales. “Representative
growth is the gasoline that drives
the Avon car,” he says.
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Iceland cuts key interest rate to 12%
Central bank cites
a sharp contraction;
Russia talks go on

By Joel Sherwood

Iceland’s central bank slashed its
key interest rate to 12% from 15.5%
and said a sharp economic contrac-
tion lies ahead after a tumultuous
two weeks during which the coun-
try’s three biggest banks were nation-
alized and its currency plummeted
on worries of national bankruptcy.

“The Icelandic economy has
been subjected to unprecedented
turbulence in the past few weeks,”
the central bank said in a state-
ment. “The impact of the collapse
of the banking system will be ex-
tremely burdensome and the ac-
companying economic contraction
very sharp.” In addition, the central
bank said it will hold a daily foreign
currency auction to determine the
value of the krona to facilitate for-
eign trade.

Iceland’s Financial Supervisory
Authority, meanwhile, transferred
the domestic operations of national-
ized Glitnir Banki hf into a new bank,

and Reykjavik exchange operator
Nasdaq OMX Group Inc. approved
the bank’s request to delist its shares.

The new bank is the second to be
created in less than a week by the
regulator restructuring the North At-
lantic island’s financial landscape.

International trading in the
krona remained frozen on Wednes-
day as Iceland officials continued
their hunt for foreign aid to shore
up backing and confidence in the
krona and economy.

Iceland’s central bank has been
negotiating possible loan facili-
ties with Russia. In a joint state-
ment, Russia and Iceland said

Wednesday further negotiations on
a potential loan from Russia were
needed. The talks in Moscow cen-
tered on exchange of information be-
tween the parties, the analysis of
the current situation in the financial
markets and the Icelandic situation
in particular, the statement said.

Inflation is likely to surge well
above current levels on sharp cur-
rency weakening. But economists
welcomed the surprise cut because
economic prospects are bleak and
any inflation spike will likely be
short.

 —Anna Molin in Stockholm
contributed to this article.

By Peppi Kiviniemi

And Carolyn Henson

BRUSSELS—KBC Group NV, the
only major Belgian bank that hasn’t
sought a government rescue,
warned it will post a hefty third-
quarter loss because of write-downs
on its investment portfolio, sending
its share price down sharply.

KBC said it is taking a Œ1.6 billion
($2.18 billion) write-down on collater-
alized debt obligations—a type of as-
set-backed security—in which it in-
vested, and expects to report a third-
quarter net loss of Œ880 million to
Œ930 million. In the year-ago period,
KBC had net profit of Œ639 million.

Moody’s Investors Service said
late Tuesday it is downgrading the
ratings on five KBC CDOs exposed to
Icelandic banks, adding that some
were also exposed to U.S. banks Leh-
man Brothers Holdings Inc. and
Washington Mutual Inc.

KBC shares were down Œ9.02, or
19%, at Œ37.98. The stock has lost
61% of its value since the beginning
of the year.

However, KBC said Wednesday
that its financial position remains
strong, with its Tier 1 ratio—a key
measure of financial strength—well
above 8.5%, taking the write-downs

into account. Core operations are
also performing satisfactorily, KBC
said, with robust operating results in
Eastern Europe in particular.

Analysts said they expected KBC
would have to take write-downs on
its investment portfolio sooner or
later. The fact that it did so now is a
“sign of relative strength,” said Bank
Degroof analyst Ivan Lathouders.

KBC Chief Executive André Ber-
gen said the bank had decided to
move swiftly to factor in the effects
of the ratings downgrades and to re-
duce further volatility in its earn-
ings. “This is a kind of provision ...
which should reduce customers’
and shareholders’ uncertainty re-
garding future results,” he said.

KBC, which moved early to in-
vest in Central and Eastern Europe,
has fast-growing subsidiaries in Po-
land, Hungary, the Czech Republic,
Slovakia and Russia. The bank said
its liquidity is strong because it bor-
rows only small amounts from other
banks, has more deposits than
loans, and doesn’t need to raise capi-
tal or seek guarantees from the Bel-
gian government. It is scheduled to
publish full earnings Nov. 6.

KBC has fared relatively well
compared with Belgian rivals. Bel-
gian-Dutch bank Fortis NV was re-
cently carved up and the bulk sold to
French bank BNP Paribas SA. Bel-
gian-French lender Dexia SA has
been bailed out twice.

FINANCIAL CRISIS & REPAIR

KBC Group
On the Brussels Stock Exchange
Wednesday’s close: Œ37.98, down 19%
52-week change: down 61%

52-WEEK SHARE PERFORMANCE

Source: Thomson Reuters Datastream
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KBC Group warns
of quarterly loss,
shares drop 19%
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 40.10 $24.62 –2.06 –7.72%
Alcoa AA 31.50 11.33 –1.66 –12.78%
AmExpress AXP 16.20 24.41 –3.78 –13.41%
BankAm BAC 107.50 23.82 –2.71 –10.21%
Boeing BA 8.90 42.33 –2.74 –6.08%
Caterpillar CAT 12.00 42.06 –5.43 –11.43%
Chevron CVX 21.80 59.98 –8.56 –12.49%
Citigroup C 141.30 16.23 –2.39 –12.84%
CocaCola KO 24.80 44.21 0.48 1.10%
Disney DIS 15.90 23.37 –2.31 –9.00%
DuPont DD 8.70 32.20 –3.99 –11.03%
ExxonMobil XOM 53.20 62.35 –10.11 –13.95%
GenElec GE 104.80 19.25 –1.60 –7.67%
GenMotor GM 18.20 6.22 –0.32 –4.89%
HewlettPk HPQ 25.00 38.61 –1.86 –4.60%
HomeDpt HD 24.30 19.83 –1.24 –5.89%
Intel INTC 130.80 14.99 –0.94 –5.90%
IBM IBM 9.70 88.29 –5.31 –5.67%
JPMorgChas JPM 76.60 38.49 –2.22 –5.45%
JohnsJohns JNJ 21.50 60.54 –3.46 –5.41%
KftFoods KFT 21.60 26.37 –1.54 –5.52%
McDonalds MCD 11.50 51.55 –4.47 –7.98%
Merck MRK 15.70 26.56 –2.57 –8.82%
Microsoft MSFT 101.90 22.66 –1.44 –5.98%
Pfizer PFE 65.40 16.27 –0.86 –5.02%
ProctGamb PG 20.80 59.82 –4.28 –6.68%
3M MMM 8.30 54.68 –4.69 –7.90%
UnitedTech UTX 13.00 49.25 –3.28 –6.24%
Verizon VZ 16.40 26.64 –2.31 –7.98%
WalMart WMT 25.00 50.05 –4.39 –8.06%

Dow Jones Industrial AverageP/E: nil
LAST: 8577.91 t 733.08, or 7.87%

YEAR TO DATE: t 4,686.91, or 35.3%

OVER 52 WEEKS t 5,314.63, or 38.3%

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

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

UBS $372 8.6% 28% 10% 61% …%

Barclays Capital 309 7.1% 49% 28% 3% 21%

JPMorgan 308 7.1% 26% 9% 59% 6%

RBS 301 6.9% 24% 28% 9% 39%

Merrill Lynch 292 6.7% 56% 9% 33% 1%

Goldman Sachs 284 6.5% 54% 3% 39% 3%

Morgan Stanley 257 5.9% 43% 8% 49% 1%

Citi 203 4.7% 20% 18% 59% 3%

Deutsche Bank 187 4.3% 22% 12% 66% 1%

Source: Dealogic

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

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

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

CIE Industriali Riunite 662 –119 165 262 Eneco Hldg 67 –1 6 14

Seat Pagine Gialle 1359 –100 62 155 Pilkington Group 92 … 2 –5

Aegon N.V. 482 –79 62 244 Unibail Rodamco 264 … 40 74

Swiss Reins 375 –75 27 175 Rexam  218 1 31 18

FIAT 479 –71 130 197 TUI AG 657 4 56 34

Grohe Hldg  1032 –66 –5 40 Thomson 975 5 254 366

Dexia Cr Loc 213 –56 –177 –153 Sol Melia 371 6 31 26

Norske Skogindustrier 1129 –55 83 21 Wendel 1002 17 479 520

HeidelbergCement 670 –53 81 251 Altadis 130 55 78 51

Tomkins 391 –46 43 71 Rentokil Initial 1927 Plc 245 109 113 50

Source: Markit Group

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

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

Deutsche Telekom Germany Mobile Telecom $62.2 10.50 0.14% –20.9% –29.4%

Royal Bk of Scot U.K. Banks 18.8 0.65 unch. –85.4 –84.7

France Telecom France Fixed Line Telecom 69.9 19.70 –0.20% –17.4 –13.7

Assicurazioni Gen Italy Full Line Insurance 41.5 21.68 –0.73 –29.6 –5.4

Roche Hldg Part. Cert. Switzerland Pharmaceuticals 99.3 160.30 –1.54 –23.1 –14.1

Anglo Amer U.K. General Mining $31.1 13.26 –20.12% –59.9 –14.6

Rio Tinto U.K. General Mining 43.7 23.57 –16.60 –45.9 10.5

BHP Billiton U.K. General Mining 35.7 9.16 –14.95 –50.7 16.8

Siemens Germany Electronic Equipment 57.5 46.30 –14.04 –50.5 –24.7

ArcelorMittal Luxembourg Iron & Steel 43.2 21.97 –13.67 –60.2 ...

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

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

Novartis 126.5 54.25 –1.54% –13.1% –21.3%
Switzerland (Pharmaceuticals)
British Amer Tob 59.6 16.86 –1.81 –5.5 44.7
U.K. (Tobacco)
Barclays 34.1 2.40 –2.64 –60.3 –53.5
U.K. (Banks)
Sanofi-Aventis S.A. 73.0 40.88 –3.13 –32.6 –40.5
France (Pharmaceuticals)
BNP Paribas S.A. 73.3 59.19 –3.51 –23.8 –3.4
France (Banks)
GlaxoSmithKline 107.4 10.76 –3.76 –15.0 –26.1
U.K. (Pharmaceuticals)
Telefonica S.A. 96.6 15.12 –3.88 –32.5 12.7
Spain (Fixed Line Telecom)
Astrazeneca 56.0 22.08 –4.04 –13.7 –16.1
U.K. (Pharmaceuticals)
L.M. Ericsson Tel B 19.1 46.70 –5.27 –52.8 –64.8
Sweden (Telecom Equipment)
Banco Santander 82.6 9.73 –5.35 –31.3 –8.5
Spain (Banks)
Diageo 41.5 8.48 –5.41 –24.3 3.0
U.K. (Distillers & Vintners)
Intesa Sanpaolo 52.6 3.27 –5.42 –39.1 –12.7
Italy (Banks)
Banco Bilbao Viz 52.6 10.33 –5.49 –39.8 –26.8
Spain (Banks)
ENI 82.4 15.15 –5.84 –42.7 –30.1
Italy (Integrated Oil & Gas)
UBS 51.9 20.08 –6.17 –66.0 –57.0
Switzerland (Banks)
Unilever 41.7 17.90 –6.28 –19.7 –6.3
Netherlands (Food Products)
Vodafone Grp 115.9 1.14 –6.32 –35.0 –20.3
U.K. (Mobile Telecom)
Tesco 46.0 3.35 –6.40 –29.5 10.9
U.K. (Food Retailers & Wholesalers)
HSBC Hldgs 168.6 8.04 –6.46 –16.7 –8.2
U.K. (Banks)
Nestle S.A. 141.5 41.88 –6.56 –19.0 14.6
Switzerland (Food Products)

Royal Dutch Shll 86.0 17.85 –6.84% –40.3% –27.7%
U.K. (Integrated Oil & Gas)
Total S.A. 117.7 36.56 –6.88 –35.9 –27.0
France (Integrated Oil & Gas)
GDF Suez 84.1 28.25 –7.16 –27.7 10.4
France (Multiutilities)
BP 149.5 4.14 –7.27 –33.1 –31.9
U.K. (Integrated Oil & Gas)
Bayer 43.5 41.88 –7.35 –28.8 45.4
Germany (Specialty Chemicals)
Soc. Generale 39.1 48.73 –8.06 –56.4 –42.4
France (Banks)
Nokia 60.9 11.79 –8.25 –54.0 –15.9
Finland (Telecom Equipment)
Iberdrola S.A. 39.7 5.86 –8.29 –46.0 5.2
Spain (Conventional Electricity)
UniCredit 45.0 2.49 –8.30 –57.7 –45.0
Italy (Banks)
Allianz SE 47.9 78.00 –8.42 –51.9 –30.8
Germany (Full Line Insurance)
E.ON 74.5 27.41 –8.88 –37.5 15.8
Germany (Multiutilities)
SAP 43.7 25.83 –8.95 –34.8 –27.6
Germany (Software)
Credit Suisse Grp 45.9 45.90 –9.11 –42.4 –15.2
Switzerland (Banks)
BASF 33.8 26.34 –9.48 –45.1 –11.2
Germany (Commodity Chemicals)
Daimler 33.2 25.37 –10.04 –65.8 –37.9
Germany (Automobiles)
AXA S.A. 52.3 18.67 –10.74 –39.5 –15.7
France (Full Line Insurance)
ABB 34.9 17.03 –11.30 –47.6 92.6
Switzerland (Industrial Machinery)
Koninklijke Philips Elec 18.9 13.31 –11.47 –54.9 –37.8
Netherlands (Consumer Electronics)
Deutsche Bk 24.4 33.92 –12.48 –62.8 –54.4
Germany (Banks)
ING Groep 33.7 11.93 –13.17 –62.6 –49.6
Netherlands (Life Insurance)

Sources: Dow Jones Indexes; WSJ Market Data Group

WSJ.com

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

Convertible Arbitrage -9.73% -25.01% -28.5% -32.9% -33.2%
Merger Arbitrage -0.37% -9.14% -9.1% -8.6% -9.0%
Event Driven -5.70% -14.11% -16.2% -17.7% -18.8%
Distressed Securities -3.99% -14.84% -16.2% -22.0% -24.6%
Equity Market Neutral -0.03% -0.23% -5.3% -3.8% -2.5%
Equity Long/Short -1.84% -8.71% -13.9% -13.4% -12.3%

*Estimates as of 10/13/08, after fees; Source: www.djhedgefundindexes.com

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

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

Index: series/version in pct. pts. Mid-price Coupon Maximum Minimum Average
Europe: 10/1 1.25 99.79% 0.01% 1.46 1.18 1.27

Eur. High Volatility: 10/1 2.62 98.22 0.02 3.10 2.16 2.51

Europe Crossover: 10/1 6.65 96.15 0.06 7.47 5.74 6.34

Asia ex-Japan IG: 10/1 2.54 97.66 0.02 3.28 1.99 2.58

Japan: 10/1 1.81 98.54 0.02 2.26 1.58 1.85

 Note: Data as of October 14

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

In percentage points
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BLUE CHIPS & BONDS

Major players & benchmarks
Below, a look at the Dow Jones Stoxx 50, the
biggest and best known companies in Europe,
including the U.K.
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P
RIVATE-EQUITY
firms Kohlberg
Kravis Roberts

& Co., Apax Partners,
Blackstone Group LP
and TPG are in talks
to buy a minority
stake in Spanish me-
dia company Promo-
tora de Informaciones

SA, known as Prisa, said people familiar with the
matter Wednesday. Prisa declined to comment.

The publisher of Spain’s leading daily El País has
been considering a raft of options to raise cash and pay
down the Œ4.8 billion ($6.6 billion) in debt it accumu-
lated in an expansion drive in Spain and abroad.

Prisa has saidit would like to raise as muchas Œ2bil-
lion.The company’s share price has fallen76% from a year
earlier, cutting its market capitalization to Œ764 million.

Private-equity firms are
in talks with Spain’s Prisa

T
HE EUROPEAN
Commission
fined banana

suppliers Dole Food
Co. and German com-
pany Weichert Œ60.3
million ($82.3 million)
for running a price-fix-
ing cartel in Northern
Europe between 2000

and 2002. Dole will have to pay Œ45.6 million, while
Weichert, owned by Irish company Fyffes PLC, was
fined Œ14.7 million.

The commission, the European Union’s executive
branch, said Del Monte Foods Co. is liable for part of
Weichert’s fine, as it owned the company when the car-
tel operated. Del Monte said it had a noncontrolling
stake in Weichert and couldn’t comment further until it
had seen the commission’s decision.  —Peppi Kiviniemi
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EU fines Dole, Weichert
for running banana cartel

B
RITISH DRUG
maker Glaxo-
SmithKline PLC

said it is buying New
York-based Bristol My-
ers Squibb Co.’s portfo-
lio of mature medi-
cines in Egypt for
$210 million as it con-
tinues to expand its

footprint in emerging markets. The acquisition, ex-
pected to close by the end of the month, makes
GlaxoSmithKline the dominant pharmaceutical com-
pany in Egypt, selling 20 older drugs such as antibi-
otics and blood-pressure treatments, and lifts its
market share by 9%. Large drug makers are raising
their presence in emerging markets to buffer pric-
ing pressures and competition from generic medi-
cines in their key U.S. market.  —Elena Berton
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BP explores a natural-gas deal with Chesapeake Energy

New remedies to treat blood clots are near
Big drug makers aim
to reduce drawbacks
of existing medicines

7
MEDIA

Thrombosis life-savers
Overview of the global market for anticoagulant drugs, by product group

Note: Figures are for 12 months to second quarter of 2008 Source: IMS Health

$0.7 billion

Global sales

Global sales

Global
sales

$6.3 billion

Product group Key marketing company/product Global market share of sales

$0.5 billion

Others

Eisai/Warfarin

Barr/Warfarin

Bristol-Myers Squibb/Coumadin

Others

GlaxoSmithKline/Fraxiparine

Pfizer/Fragmin

Sanofi-Aventis/Lovenox

Others

Bayer/Refludan

GlaxoSmithKline/Argatroban

Medicines Company/Angiomax

48.5

9.2

12

30.3%

18.1

5.9

6.3

69.7%

11.5

4.9

25

58.6%

Vitamin K Antagonists

Heparins

Direct Thrombin Inhibitors

7
PHARMACEUTICALS

CORPORATE NEWS

By Russell Gold

And Guy Chazan

Oil giant BP PLC is exploring a po-
tential deal to buy natural-gas prop-
erties from once high-flying Chesa-
peake Energy Corp., according to
people close to the British compa-
ny’s thinking.

A deal would be an early sign that
cash-rich global oil companies are
prepared to embark on a spending
spree as smaller natural gas produc-
ers scramble to raise cash amid de-
clining energy prices and tight capi-
tal markets.

What’s not clear is if BP is willing
to pay close to what these proper-

ties were fetching in September, be-
fore the credit crunch and a 13%
drop in gas prices, or whether Chesa-
peake, of Oklahoma City, Okla., is
willing to accept less.

BP has already done two deals
with Chesapeake this year, spend-
ing a combined $3.65 billion to ac-
quire fields in Oklahoma and a 25%
stake in another field in Arkansas. A
Chesapeake spokesman said the
company wants to sell a stake in a
Pennsylvania gas-field similar to
the Arkansas deal. The spokesman
declined to discuss BP’s interest in
acquiring additional assets. A BP
spokesman also declined comment.

BP is under pressure to expand

its portfolio of energy projects as
concerns mount about its ability to
expand production. The company
has relied heavily on its Russian op-
erations for future growth. But con-
flicts with the billionaire co-owners
of TNK-BP, its Russian subsidiary,
have put that strategy in question.

While growth is an issue, BP’s bal-
ance sheet isn’t. The company re-
ported $3.6 billion in cash and short-
term liquid investments at the end of
June, according to energy research
firm John S. Herold. That hoard
gives it the financial strength to pur-
sue deals even in the current climate.

Following its Russian troubles, BP
is focusing on North American natu-

ral gas markets, where small, inde-
pendent companies have pioneered
new techniques to extract gas from
shale, long considered a lost cause.

Chesapeake was a leader in this
shale-gas exploration effort, leasing
thousands of acres over the past
few years. But the strategy required
frequent access to debt and equity
markets, both of which are now ef-
fectively closed due to the global
credit freeze. It has cut $4.7 billion
from its capital budget over the next
two years and is seeking buyers for
assets to raise cash. Chesapeake
said it hopes to raise between $2.5
billion and $3 billion by the end of
the year through asset sales and

other financial deals.
A person close to BP indicated

the company was interested in ac-
quiring some of Chesapeake’s natu-
ral gas assets, though not the whole
company. Chesapeake, the largest
producer of natural gas in the U.S.,
has said it is in talks to sell a minor-
ity stake in its Marcellus Shale gas
field, located mostly in Pennsylva-
nia, as well as other assets.

It isn’t clear whether BP is inter-
ested in the Marcellus assets or pre-
fers other assets that Chesapeake
has assembled over the years. The
company is one of the top two lease-
holders in four of the largest emerg-
ing gas fields in the U.S.

By Richard Breum

Düsseldorf, Germany

S EVERAL BIG drug makers are
in a neck-and-neck race to intro-
duce new drugs for treating

blood clots, which can lead to heart at-
tacks and strokes, killing as many as a
million people a year.

The prize is a chance at a piece of
the blood-clot treatment market,
which analysts estimate could be
worth as much as Œ15 billion, or about
$20 billion, by 2016.

Drugs currently used to prevent
blood clots, also known as thrombo-
sis, are effective and sell well but have
problems. One popular treatment is
difficult to dose and introduces risks
when taken with other medicines and
some foods. Another is an injectable,
making long-term therapy difficult.

Five pharmaceutical companies
are working on new treatments for
blood clots. Three drugs—developed
by Bayer AG in partnerships with
Johnson & Johnson, Boehringer In-
gelheim GmbH, and Pfizer Inc. in part-
nership with Bristol Myers-Squibb
Co.—are now in the late phases of clin-
ical testing.

The new drugs are taken by
mouth, which makes them easier to
use, their dosing is less trouble-
some, and they need no laboratory
monitoring. They are also poten-
tially more effective than existing
treatments. The drug developed by
Bayer and J&J has shown superior
efficacy compared with standard
therapy in a recent study.

Still, it remains to be seen
whether any of these drugs can be es-
tablished as the new standard treat-
ment for blood clots.

Two of the drugs, Bayer’s Xarelto
and Boehringer’s Pradaxa, already
have been approved for short-term
use in the European Union to prevent
blood clots in patients recovering
from hip- or knee-replacement sur-
gery. However, their commercial suc-
cess depends on whether they are ap-
proved for long-term use.

Pfizer and Bristol’s Apixaban isn’t
yet on the market. Bayer and J&J’s
Xarelto is approved in Canada and is
awaiting approval in the U.S., the
world’s biggest drug market.

About 6.5 million people world-
wide are affected by blood clots each
year. In Europe alone, it is estimated
that 544,000 people die annually
from blood clots—more than from
breast cancer, prostate cancer, AIDS
and traffic accidents combined.
Around the world, the number of
deaths caused by blood clots each
year is estimated to be one million.

The global market for thrombosis
medication is estimated at Œ6 billion
a year, but could reach about Œ15 bil-
lion, analysts say, because the serious
side effects of current treatments
have meant that not all potential pa-
tients could be treated.

“Whilst older treatments have
long been the mainstays of preven-

tion and treatment, and are effective
if managed properly, they have signifi-
cant drawbacks,” said Alexander
Turpie, a professor at McMaster Uni-
versity in Hamilton, Ontario, who spe-
cializes in thrombosis research.

Vitamin K antagonists—like war-
farin—and heparin are currently the
two principal treatments for throm-

bosis, with world-wide annual sales
of $700 million and $6.2 billion, re-
spectively. Drugs like warfarin are
used more often than heparin, but be-
cause the treatment has been generic
for a long time, sales are much lower.

Heparin has to be injected, mak-
ing long-term therapy difficult. The
current standard heparin therapy is
Sanofi-Aventis SA’s Lovenox.

Warfarin is a pill, but assessing
the correct dosage is difficult, and
the drug can be rendered more effec-
tive or less effective if taken with cer-
tain foods, such as cranberry juice
and alcohol, or with many other med-
ications. Patients need to undergo
regular laboratory tests to take the
medication.

For Bayer and Boehringer, the
new blood-clot treatments “are far
and away the most important phar-
maceutical projects” in develop-
ment, said M.M. Warburg analyst Ul-
rich Huwald.

Bayer’s Xarelto could bring in
sales of more than Œ2 billion a year,
said Frank Misselwitz, head of cardio-
vascular drugs in clinical develop-
ment at Bayer’s health-care unit. Boe-
hringer Ingelheim also sees its treat-
ment, Pradaxa, as a potential block-
buster. “The coming years could
bring a revolution in the prevention
of strokes, deep vein thrombosis,
lung embolisms and other thrombo-
sis-related illnesses,” said Boehringer
Vice Chairman Andreas Barner.

GlaxoSmithKline to buy
rival’s assets in Egypt
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Dow Jones and Dow Jones Stoxx Indexes
Price-to- Price-to-

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

3.42% 10 World -a % % 180.06 –5.96% –42.6% 5.06% 13 U.S. Select Dividend -b % % 639.58 –3.39% –28.9%

3.32% 10 Stoxx Global 1800 177.10 –4.50% –38.5% 179.60 –4.85% –41.2% 4.53% 13 Infrastructure 1330.70 –1.07% –29.9% 1728.42 –1.13% –32.8%

3.77% 11 Stoxx 600 217.20 –6.48% –43.8% 220.28 –6.82% –46.3% 2.30% 9 Luxury 670.40 –2.21% –45.7% 774.37 –2.27% –47.9%

3.88% 10 Stoxx Large 200 235.90 –6.58% –43.1% 237.99 –6.92% –45.5% 2.07% 10 BRIC 50 282.80 –4.69% –49.6% 367.39 –4.75% –51.6%

3.09% 11 Stoxx Mid 200 186.40 –6.28% –47.0% 187.99 –6.62% –49.3% 6.09% 4 Africa 50 742.50 –1.61% –31.8% 642.03 –1.67% –34.6%

3.47% 10 Stoxx Small 200 118.40 –5.43% –47.9% 119.34 –5.78% –50.2% 7.19% 8 GCC 40 814.60 –1.24% –18.8% 702.18 –1.60% –22.3%

3.79% 10 Euro Stoxx 238.40 –6.28% –44.4% 241.86 –6.62% –46.8% 4.07% 9 Sustainability 734.70 –3.68% –38.8% 842.87 –3.98% –41.4%

3.87% 10 Euro Stoxx Large 200 256.90 –6.45% –44.2% 259.00 –6.79% –46.6% 2.73% 11 Islamic Market -a % % 1477.09 –6.72% –40.2%

3.31% 11 Euro Stoxx Mid 200 210.50 –5.47% –45.2% 212.09 –5.82% –47.6% 3.06% 10 Islamic Market 100 1494.90 –3.08% –31.6% 1738.52 –3.38% –34.5%

3.55% 10 Euro Stoxx Small 200 131.10 –5.28% –45.4% 132.05 –5.62% –47.7% 6.48% 6 Islamic Turkey -c 2006.10 –2.49% –34.4% % %

9.20% 7 Stoxx Select Dividend 30 1358.70 –4.54% –57.3% 1579.18 –4.89% –59.2% 2.60% 14 Wilshire 5000 % % 9711.92 –3.51% –37.7%

6.29% 7 Euro Stoxx Select Div 30 1555.30 –6.70% –53.8% 1814.74 –7.05% –55.8% % DJ-AIG Commodity 142.40 –2.69% –17.8% 140.44 –3.05% –21.3%

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

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

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

Australia 1.4576 2.5457 1.2866 0.1998 0.0557 0.2292 0.0144 0.3977 1.9815 0.2659 1.2381 ...

 Canada 1.1773 2.0562 1.0392 0.1614 0.0450 0.1851 0.0116 0.3212 1.6004 0.2147 ... 0.8077

 Denmark 5.4823 9.5748 4.8392 0.7515 0.2094 0.8621 0.0541 1.4958 7.4526 ... 4.6567 3.7611

 Euro 0.7356 1.2848 0.6493 0.1008 0.0281 0.1157 0.0073 0.2007 ... 0.1342 0.6248 0.5047

 Israel 3.6653 6.4014 3.2353 0.5024 0.1400 0.5764 0.0362 ... 4.9825 0.6686 3.1133 2.5145

 Japan 101.3850 177.0689 89.4916 13.8981 3.8722 15.9435 ... 27.6611 137.8228 18.4932 86.1165 69.5552

 Norway 6.3590 11.1060 5.6130 0.8717 0.2429 ... 0.0627 1.7349 8.6444 1.1599 5.4013 4.3626

 Russia 26.1825 45.7277 23.1110 3.5892 ... 4.1174 0.2582 7.1434 35.5925 4.7758 22.2394 17.9625

 Sweden 7.2949 12.7405 6.4391 ... 0.2786 1.1472 0.0720 1.9903 9.9167 1.3306 6.1963 5.0047

 Switzerland 1.1329 1.9786 ... 0.1553 0.0433 0.1782 0.0112 0.3091 1.5401 0.2066 0.9623 0.7772

 U.K. 0.5726 ... 0.5054 0.0785 0.0219 0.0900 0.0056 0.1562 0.7784 0.1044 0.4863 0.3928

 U.S. ... 1.7465 0.8827 0.1371 0.0382 0.1573 0.0099 0.2728 1.3594 0.1824 0.8494 0.6860

Source: Thomson Reuters via WSJ Market Data Group

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

WSJ.com

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

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

Corn (cents/bu.) CBOT 388.00 –23.25 –5.65% 799.25 258.50
Soybeans (cents/bu.) CBOT 872.50 –38.75 –4.25 1,649.00 799.50
Wheat (cents/bu.) CBOT 555.75 –17.25 –3.01 1,284.25 430.00
Live cattle (cents/lb.) CME 90.825 –2.525 –2.70 115.325 90.550
Cocoa ($/ton) ICE-US 2,201 –106 –4.59 3,273 1,845
Coffee (cents/lb.) ICE-US 113.25 –5.70 –4.79 178.90 109.35
Sugar (cents/lb.) ICE-US 11.18 –0.53 –4.53 15.85 9.89
Cotton (cents/lb.) ICE-US 47.54 –2.63 –5.24 98.45 47.40
Crude palm oil (ringgit/ton) MDEX 1,743.00 –107 –5.78 3,665 1,725
Cocoa (pounds/ton) LIFFE 1,309 –61 –4.45 1,706 979
Robusta coffee ($/ton) LIFFE 1,761 –75 –4.08 2,747 1,642

Copper (cents/lb.) COMEX 221.05 –18.40 –7.68 404.50 205.00
Gold ($/troy oz.) COMEX 839.00 –0.50 –0.06 1,048.00 437.00
Silver (cents/troy oz.) COMEX 1018.00 –88.00 –7.96 2,155.00 601.00
Aluminum ($/ton) LME 2,212.00 –93.00 –4.03 3,340.00 2,212.00
Tin ($/ton) LME 14,000.00 –800.00 –5.41 25,450 13,600
Copper ($/ton) LME 5,059.00 –451.00 –8.19 8,811.00 4,875.00
Lead ($/ton) LME 1,520.00 –90.00 –5.59 3,750.00 1,470.00
Zinc ($/ton) LME 1,354.00 –130.00 –8.76 2,975.00 1,354.00
Nickel ($/ton) LME 12,000 –1,450 –10.78 34,050 12,000

Crude oil ($/bbl.) NYMEX 74.88 –4.07 –5.16 148.60 19.75
Heating oil ($/gal.) NYMEX 2.2170 –0.0712 –3.11 4.2935 2.0400
RBOB gasoline ($/gal.) NYMEX 1.7612 –0.1131 –6.03 3.5547 1.6900
Natural gas ($/mmBtu) NYMEX 7.136 –0.188 –2.57 14.546 0.117
Brent crude ($/bbl.) ICE-EU 72.58 –3.80 –4.98 150.12 54.51
Gas oil ($/ton) ICE-EU 709.25 –40.50 –5.40 1,361.50 527.25

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on Oct. 15
Per In

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

Argentina peso-a 4.3552 0.2296 3.2038 0.3121

Brazil real 2.9744 0.3362 2.1880 0.4570
Canada dollar 1.6004 0.6248 1.1773 0.8494

1-mo. forward 1.5988 0.6255 1.1761 0.8503
3-mos. forward 1.5937 0.6275 1.1723 0.8530
6-mos. forward 1.5938 0.6274 1.1725 0.8529

Chile peso 859.34 0.001164 632.15 0.001582
Colombia peso 3170.12 0.0003154 2332.00 0.0004288
Ecuador US dollar 1.3594 0.7356 1 1
Mexico peso-a 17.4160 0.0574 12.8115 0.0781
Peru sol 4.2026 0.2379 3.0915 0.3235
Uruguay peso-e 30.043 0.0333 22.100 0.0452
U.S. dollar 1.3594 0.7356 1 1
Venezuela bolivar 2.9190 0.342578 2.1473 0.465701

ASIA-PACIFIC
Australia dollar 1.9815 0.5047 1.4576 0.6861
China yuan 9.2869 0.1077 6.8317 0.1464
Hong Kong dollar 10.5474 0.0948 7.7589 0.1289
India rupee 65.7678 0.0152 48.3800 0.0207
Indonesia rupiah 13295 0.0000752 9780 0.0001023
Japan yen 137.82 0.007256 101.39 0.009863

1-mo. forward 137.41 0.007277 101.08 0.009893
3-mos. forward 136.55 0.007323 100.45 0.009955
6-mos. forward 135.80 0.007364 99.90 0.010010

Malaysia ringgit-c 4.7749 0.2094 3.5125 0.2847
New Zealand dollar 2.1961 0.4553 1.6155 0.6190
Pakistan rupee 109.432 0.0091 80.500 0.0124
Philippines peso 64.510 0.0155 47.455 0.0211
Singapore dollar 1.9974 0.5006 1.4694 0.6806
South Korea won 1684.02 0.0005938 1238.80 0.0008072
Taiwan dollar 44.004 0.02273 32.370 0.03089
Thailand baht 46.390 0.02156 34.125 0.02930

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

Euro zone euro 1 1 0.7356 1.3594
1-mo. forward 1.0003 0.9997 0.7358 1.3590
3-mos. forward 1.0005 0.9995 0.7360 1.3588
6-mos. forward 1.0016 0.9984 0.7368 1.3573

Czech Rep. koruna-b 24.729 0.0404 18.191 0.0550
Denmark krone 7.4526 0.1342 5.4823 0.1824
Hungary forint 266.84 0.003748 196.29 0.005095
Norway krone 8.6444 0.1157 6.3590 0.1573
Poland zloty 3.5168 0.2844 2.5870 0.3865
Russia ruble-d 35.592 0.02810 26.183 0.03819
Slovak Rep. koruna 30.5117 0.03277 22.4450 0.04455
Sweden krona 9.9167 0.1008 7.2949 0.1371
Switzerland franc 1.5401 0.6493 1.1329 0.8827

1-mo. forward 1.5388 0.6499 1.1320 0.8834
3-mos. forward 1.5356 0.6512 1.1296 0.8853
6-mos. forward 1.5331 0.6523 1.1278 0.8867

Turkey lira-d 1.9403 0.5154 1.4273 0.7006
U.K. pound 0.7784 1.2848 0.5726 1.7465

1-mo. forward 0.7791 1.2835 0.5731 1.7448
3-mos. forward 0.7803 1.2815 0.5740 1.7421
6-mos. forward 0.7835 1.2763 0.5764 1.7350

MIDDLE EAST/AFRICA
Bahrain dinar 0.5126 1.9510 0.3771 2.6522
Egypt pound-a 7.5787 0.1319 5.5750 0.1794
Israel shekel 4.9825 0.2007 3.6653 0.2728
Jordan dinar 0.9617 1.0398 0.7075 1.4135
Kuwait dinar 0.3640 2.7474 0.2678 3.7348
Lebanon pound 2040.46 0.0004901 1501.00 0.0006662
Saudi Arabia riyal 5.0910 0.1964 3.7450 0.2670
South Africa rand 12.8117 0.0781 9.4245 0.1061
United Arab dirham 4.9934 0.2003 3.6733 0.2722
SDR -f 0.8871 1.1273 0.6525 1.5325

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

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

Price-to- PREVIOUS SESSION PERFORMANCE

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

Price-to- PREVIOUS SESSION PERFORMANCE

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

 11 EUROPE DJ Stoxx 600 217.17 –15.05 –6.48% –40.4% –43.8%

 11 DJ Stoxx 50 2249.51 –159.24 –6.61 –38.9% –42.0%

 10 Euro Zone DJ Euro Stoxx 238.44 –15.97 –6.28 –42.5% –44.4%

 9 DJ Euro Stoxx 50 2578.06 –178.68 –6.48 –41.4% –42.0%

 7 Austria ATX 2270.20 –124.15 –5.19 –49.7% –53.1%

 7 Belgium Bel-20 2082.59 –131.28 –5.93 –49.5% –53.8%

 10 Czech Republic PX 998.8 –86.3 –7.95 –45.0% –47.2%

 11 Denmark OMX Copenhagen 278.13 –15.82 –5.38 –38.0% –42.5%

 9 Finland OMX Helsinki 6039.12 –411.50 –6.38 –47.9% –49.8%

 9 France CAC-40 3381.07 –247.45 –6.82 –39.8% –41.9%

 10 Germany DAX 4861.63 –337.56 –6.49 –39.7% –39.1%

 … Hungary BUX 14484.10 –1953.00 –11.88 –44.8% –48.2%

 2 Ireland ISEQ 2830.13 –192.77 –6.38 –59.2% –64.5%

 7 Italy S&P/MIB 22221 –1250 –5.33 –42.4% –44.8%

 5 Netherlands AEX 263.00 –21.51 –7.56 –49.0% –52.6%

 6 Norway All-Shares 293.89 –26.34 –8.23 –48.4% –49.6%

 17 Poland WIG 30997.31 –1759.75 –5.37 –44.3% –51.3%

 10 Portugal PSI 20 7008.86 –221.13 –3.06 –46.2% –45.0%

 … Russia RTSI 788.98 –80.53 –9.26% –65.6% –63.4%

 9 Spain IBEX 35 9706.8 –517.7 –5.06 –36.1% –37.1%

 15 Sweden OMX Stockholm 206.71 –12.32 –5.62 –41.2% –47.3%

 11 Switzerland SMI 5911.17 –349.05 –5.58 –30.3% –34.8%

 … Turkey ISE National 100 29443.71 –1092.44 –3.58 –47.0% –49.2%

 8 U.K. FTSE 100 4079.59 –314.62 –7.16 –36.8% –38.9%

 10 ASIA-PACIFIC DJ Asia-Pacific 98.38 –0.87 –0.88 –37.8% –40.5%

 … Australia SPX/ASX 200 4300.0 –35.2 –0.81 –32.2% –35.6%

 … China CBN 600 15220.45 –147.28 –0.96 –63.3% –65.6%

 10 Hong Kong Hang Seng 15998.30 –834.58 –4.96 –42.5% –45.4%

 13 India Sensex 10809.12 –674.28 –5.87 –46.7% –42.2%

 … Japan Nikkei Stock Average 9547.47 99.90 1.06% –37.6% –43.7%

 … Singapore Straits Times 2059.39 –68.92 –3.24 –40.6% –45.8%

 11 South Korea Kospi 1340.28 –27.41 –2.00 –29.4% –32.4%

 11 AMERICAS DJ Americas 233.45 –18.68 –7.41 –38.1% –40.3%

 … Brazil Bovespa 37028.93 –4540.10 –10.92 –42.0% –40.4%

 11 Mexico IPC 21092.53 –1152.08 –5.18 –28.6% –34.9%

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

MSCI indexes
Developed and emerging-market regional and country indexes
from MSCI Barra as of Oct. 14, 2008

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE

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

3.20% 12 ALL COUNTRY (AC) WORLD* 254.68 2.90%–36.8% –38.2%

3.20% 13 World (Developed Markets) 1,022.59 2.56%–35.6% –37.4%

2.90% 14 World ex-EMU 119.32 2.48%–34.1% –36.5%

3.00% 14 World ex-UK 1,017.20 2.42%–35.1% –36.9%

4.10% 10 EAFE 1,376.46 5.57%–38.9% –40.2%

3.20% 10 Emerging Markets (EM) 673.75 5.99%–45.9% –44.1%

4.70% 9 EUROPE 81.28 3.11%–36.2% –38.4%

4.90% 9 EMU 159.82 3.00%–42.9% –41.9%

4.50% 10 Europe ex-UK 88.63 2.92%–36.4% –38.0%

6.30% 8 Europe Value 91.85 3.76%–39.4% –42.7%

3.10% 12 Europe Growth 69.97 2.50%–33.0% –34.1%

4.00% 10 Europe Small Cap 129.65 2.75%–39.8% –44.2%

3.00% 7 EM Europe 225.95 9.65%–53.0% –48.6%

5.20% 8 UK 1,306.19 3.15%–32.0% –32.5%

4.40% 10 Nordic Countries 119.02 3.06%–42.3% –47.1%

2.10% 6 Russia 575.09 11.52%–61.7% –55.2%

4.00% 12 South Africa 573.52 4.28%–19.6% –19.7%

4.00% 11 AC ASIA PACIFIC EX-JAPAN 289.02 5.94%–45.4% –45.9%

2.20% 14 Japan 599.78 13.95%–36.2% –41.9%

2.80% 11 China 43.01 4.80%–49.6% –51.4%

1.30% 14 India 444.38 1.77%–48.0% –36.7%

2.20% 10 Korea 380.12 6.29%–26.5% –28.3%

6.50% 10 Taiwan 205.16 5.71%–38.6% –43.6%

2.30% 18 US BROAD MARKET 1,086.22 –0.90%–31.9% –34.5%

1.70% 36 US Small Cap 1,397.91 –2.38%–29.6% –33.3%

2.70% 11 EM LATIN AMERICA 2,488.98 4.98%–43.4% –39.9%

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

GLOBAL MARKETS LINEUP

Follow the markets throughout the day, with updated stock quotes, news and commentary at
WSJ.com/Europe. Also, receive email alerts that summarize the day’s trading in Europe and Asia.
To sign up, go to WSJ.com/Online Today
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Europe car sales fall 8.2%
Registrations slide
as tight credit weighs
on consumer demand

Toyota iQ offers new option
in tiny, fuel-efficient cars

GM’s sales drop in China
puts forecast in doubt

Johnson Controls warns of profit drop

U.S. car-union chief opposes mergers

General Motors is the second biggest foreign car maker in China, behind
Volkswagen, selling lines like the Buick, above .

By Christoph Rauwald

FRANKFURT—Registrations for
new passenger cars in Europe fell
8.2% last month from a year earlier
as the financial crisis continued to
sap demand.

Wednesday’s report from the Eu-
ropean Automobile Manufacturers
Association showed how hard the
credit crunch is hitting the auto in-
dustry. September is usually a strong
month for car sales as business picks
up after the summer, according to
the group, known as the ACEA. Regis-
trations for last month stalled at 1.3
million units, despite two extra work-
ing days across the region. It was the
lowest September level since 1998,
the ACEA said. In Western Europe, a
crucial source of earnings for auto
makers, registrations fell 9.3% to 1.2
million vehicles.

Auto makers have been hit hard
by soaring raw-material costs and
lackluster demand for new cars in ma-
jor markets, such as the U.S. and West-
ern Europe. Growth in recent dy-

namic markets, such as Russia and
China, has shown signs of slowing.

“The credit crunch weighs on the
sector’s ability to finance daily opera-
tions and sustain the high level of in-
vestments needed to support the
market transition to low-emission
vehicles,” the ACEA said. “At the
same time, demand for new cars is
weakening because of the deteriorat-
ing economic circumstances. Cus-

tomers are increasingly hesitant to
make large expenditures and find it
more difficult to get their purchase fi-
nanced,” it said.

With car makers pressured by ris-
ing costs and squeezed profit mar-
gins, the ACEA has called on Euro-
pean governments to provide the in-
dustry with Œ40 billion, or about $55
billion, in lending to accelerate the
transition to environmentally
friendly vehicles.

Volkswagen AG, Europe’s biggest
car maker by sales, was the conti-
nent’s only major auto maker to post
a rise in new registrations last month,
reporting a 1.4% increase. Stronger
sales at its Audi premium brand and
Czech brand Skoda helped offset a
21% declined at the Spanish Seat unit.

Registrations for U.S. car makers
General Motors Corp. and Ford Mo-
tor Co. fell 18% and 11%, respectively.
Japan’s Toyota Motor Corp. posted a
6.8% drop.

French auto maker PSA Peugeot-
Citroën SA saw registrations fall 9%.
France’s Renault SA recorded a 2.1%
drop. Renault said its world-wide ve-
hicle sales for the full year should be
up slightly from last year, provided
the slide in demand in Europe doesn’t
accelerate.

 —David Pearson in Paris
contributed to this article.

By Jeff Bennett

Johnson Controls Inc., a major
manufacturer of automotive batter-
ies and seats, expects its earnings to
decline as much as 16% during its
next fiscal year as the slump in global
automotive production continues
into 2009.

The Milwaukee-based company
joins a growing list of suppliers warn-
ing of tough times ahead as auto
sales in the U.S. slump to their lowest
level in at least 15 years, while sales
in international markets also start
showing significant weakness. The
deteriorating economic conditions
and a tighter credit environment
have weighed on consumer confi-
dence, causing a dramatic drop in
sales that has added to the financial
pressures already facing companies
in the automotive sector.

Johnson Controls said earnings
for fiscal 2009, which runs through
next September, will be $1.95 to $2.10
a share, while sales will slip 3% to $37
billion. The new forecast contrasts
with the average expectation of ana-
lysts, who had seen earnings of $2.49
a share and revenue of $39.2 billion.

Chief Executive Stephen Roell
says he plans to leverage Johnson

Controls’ strong financial footing to
wrestle away contracts from weaker
suppliers. The company already has
secured $4.5 billion of new orders for
2009 through 2011, a 14% increase
over the previous three-year period.

In an interview, Mr. Roell also said
the company plans to make $950 mil-
lion in capital investments during
2009 while bolstering the company’s
building services division. The divi-

sion, which sells and operates fea-
tures such as heating and air condi-
tioning, accounts for about 35% of
the company’s revenue.

“We are going to remain commit-
ted to the long term by making capi-
tal investments and hiring more
sales staff,” Mr. Roell said. “I don’t
want to come out of this downturn
and be caught flat. We have a great
balance sheet and we have opportu-

nities where we can gain from our
competitors.”

Johnson Controls now expects
North American production of cars
and trucks to drop to 12.3 million
next year, down 12% from the ex-
pected output of 13.9 million for
2008. The 2009 estimate is a 19% de-
crease from the 15.1 million autos
produced last year.

Other auto-parts suppliers have
warned of weaker earnings, includ-
ing Lear Corp. and TRW Automo-
tive Holdings Corp. Some suppliers,
such as Blue Water Automotive Sys-
tems Inc. and Plastech Engineered
Products Inc., have filed for bank-
ruptcy protection or have liqui-
dated. At the behest of its custom-
ers, Johnson Controls bought most
of Plastech’s plants.

Last month, Johnson Controls an-
nounced it would take up to a $500
million charge during its fiscal
fourth quarter to rid itself of excess
manufacturing capacity next year
by cutting jobs and closing plants.

The company, which will release
its fiscal fourth-quarter results
later this month, is sticking to its
previously announced forecast for
the period of 73 cents a share, or
$2.33 for the year.

FOCUS ON AUTOMOBILES

Weak demand
Europe’s new-vehicle registrations 
in September

Source: European Automobile 
Manufacturers Association

Volkswagen 263,435 +1.4%

PSA Group 153,533 –9.0

Ford 136,003 –11.4

GM 129,746 –18.1

Renault 102,917 –2.1

Fiat 97,553 –1.4

Daimler 75,604 –6.3

BMW 74,367 –15.4

Toyota 73,748 –6.8

Nissan 32,762 –5.2

Change from
year earlierCompany Units

By Patricia Jiayi Ho

And Norihiko Shirouzu

BEIJING—General Motors Corp.
Asia Pacific President Nick Reilly
said the company’s vehicle sales in
China fell in August and September
from a year earlier, as overall de-
mand for autos cooled in the world’s
second largest auto market.

The decline for two consecutive
months is rare for GM in China,
where the auto maker has taken ad-
vantage of explosive growth over
the past several years to become a
top brand. It comes at a particularly
bad time for the Detroit auto maker,
which needs strong sales in emerg-
ing markets like China to shore up
its weak outlook in North America.

GM has argued that the compa-
ny’s rapid growth in China, among
other emerging markets, would
help offset U.S. market share losses,
even though China remains a small
portion of GM’s total sales.

Mr. Reilly declined to provide
any figures for those two months,
and GM hasn’t released third-quar-
ter sales data for China.

Still, his acknowledgement of
sluggish GM sales in China raises
questions about the optimism GM
has maintained for its business out-
look here.

“We remain optimistic about
growth here, we do expect vehicle
sales in China to pick up in the
fourth quarter of the year and to con-
tinue to outpace global growth as a

whole,” Mr. Reilly said via email late
Tuesday in response to questions
from Dow Jones Newswires.

When asked about GM’s previ-
ous forecast of 11% to 12% overall
sales growth in the Chinese auto
market for 2008, Mr. Reilly said,
“The market is too unpredictable to
forecast with any credibility.”

GM has been a top brand in China
since it began producing vehicles
here in 1999. But this year, the U.S.
auto maker is being outsold in the
passenger car market, a critical sub-
set of China’s overall market that ex-
cludes commercial vehicles, by Toy-
ota Motor Corp.

U.S. consulting firm J.D. Power
predicts Toyota this year will be-
come the country’s No. 2 marketer
of passenger cars, supplanting GM,
as the American auto maker’s China
sales contract as much as 5.5% this
year, its first decline since 1999. The
leading seller of passenger cars in
China is Volkswagen AG.

Michael Dunne, J.D. Power and
Associates’ Asia managing director,
said the the firm expects China’s
overall vehicle market to grow 7.5%
this year from 2007. earlier but “flat
sales” in the fourth quarter.

Overall auto sales in China, in-
cluding both passenger cars and
commercial vehicles, fell 6.3% in Au-
gust and 2.7% in September, com-
pared with the same months a year
earlier, according to data from the
China Association of Automobile
Manufacturers.
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The car-parts maker
expects earnings to
fall as much as 16%
next fiscal year.

By John Murphy

CHIBA, Japan—Looking to prove
that small cars can still offer style,
safety and spaciousness, Toyota Mo-
tor Corp. on Wednesday launched
the compact iQ, its tiniest, most fuel-
efficient nonhybrid vehicle.

Measuring fewer than three
meters long and delivering 54 miles
per gallon, the four-seat, bubble-like
iQ is Toyota’s answer to Germany-
based Daimler AG’s super-mini Smart
car, which has been a hit in Europe
and the U.S. as drivers shift to smaller
vehicles amid higher fuel prices.

In developing the iQ, Toyota says
it had to rethink the way it designs
small cars to make them roomier. To
squeeze in four seats, it flattened the
fuel tank and placed it below the
floor, made the seats thinner, re-
duced the size of the air-conditioning
system and adjusted the shape of the

dashboard to allow more legroom for
the front-seat passenger. Engineers
also eliminated the jack and spare
tire to free up extra room for storage.

Hiroki Nakajima, Toyota’s chief
engineer of the vehicle, said the iQ is
the first car to show off Toyota’s
space-saving design concepts,
which will appear in new Toyota
models in the years ahead. “When it
comes to cars, traditionally, big has
always meant good. The iQ radically
dispels that notion,” he said.

The iQ will go on sale in Japan on
Nov. 20 with a starting price of 1.4
million yen ($13,720). Sales will be-
gin in Europe in 2009. Toyota ex-
pects to sell 2,500 a month in Japan
and 6,000 a month in Europe. It is
still considering whether to intro-
duce the car to the U.S. market,
though it would need to make de-
sign changes to meet America’s
more stringent safety standards.

By Jeff Bennett

DETROIT—United Auto Workers
President Ron Gettelfinger said he
is against any merger between De-
troit auto makers.

“I would not want to see anything
that would result in a consolidation,”
Mr. Gettelfinger said in a Webcast in-
terview posted by Detroit radio sta-
tion WWJ-AM. “That would mean
the elimination of additional jobs.”

Reports surfaced last week that
General Motors Corp. had held
merger talks with Chrysler LLC and
Ford Motor Co. Ford ended the GM

talks. Chrysler owner Cerberus Cap-
ital Management LP was interested
in a deal but GM’s board was cool to
the notion.

The UAW, which represents
about 640,000 workers in North
America, has had no formal discus-
sions with any of the companies
about the merger, Mr. Gettelfinger
said. “Until we get into actual discus-
sions, we can’t speculate on what
will happen,” he said.

Mr. Gettelfinger said the union
has already done a lot to help GM,
Chrysler and Ford survive by giving
health-care concessions in 2005 and

reaching a contract last year that cut
the auto makers’ production costs.

GM announced Monday it would
close a metal-stamping plant near
Grand Rapids, Mich., by the end of
next year and move up to Dec. 23 the
end of production of sport-utility ve-
hicles in Janesville, Wis. The shut-
downs affect more than 2,500
hourly workers.

“Any time we see a facility go
down, we suffer with the people be-
cause we know the impact that it’s
going to have on their lives,” Mr.
Gettelfinger said. “I am devastated
any time we lose jobs.”
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n LLOYD GEORGE MANAGEMENT (HK) LTD
Suite 3808, One Exchange Square, HK: Tel. 852 2845 4433 Fax. 852 2845 3911
LG Antenna GL EQ BMU 10/10 USD 35.30 –52.9 –51.0 –15.9
LG Asian Plus AS EQ CYM 10/10 USD 40.59 –52.5 –51.5 –11.5
LG Asian SmallerCo's AS EQ BMU 10/14 USD 58.76 –63.0 –65.2 –29.6
LG India EA EQ MUS 10/10 USD 34.92 –62.6 –55.2 –16.2
Siberian Investment Co EE EQ IRL 09/22 USD 33.93 –61.5 –56.7 –24.2

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 10/13 EUR 31.66 –56.7 –64.1 –26.1
MP-TURKEY.SI OT OT SVN 10/14 EUR 25.46 –50.1 –53.7 –20.2

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810
Parex Caspian Sea Eq EU EQ LVA 10/14 EUR 3.90 –56.6 –58.4 NS
Parex Eastern Europ Bd EU BD LVA 10/14 USD 11.56 –15.4 –14.5 –4.4
Parex Russian Eq EE EQ LVA 10/14 USD 12.60 –60.3 –56.1 –19.6
Parex Ukrainian Eq EU EQ LVA 10/14 EUR 3.34 –67.4 NS NS

n PICTET & CIE, ROUTE DES ACACIAS 60, CH-1211 GENEVA 73
Tel: + 41 (58) 323 3000 Web: www.pictetfunds.com
PF (LUX)-Asian Eq-Ica AS EQ LUX 10/14 USD 126.88 –46.2 –51.1 –8.7
PF (LUX)-Asian Eq-Pca AS EQ LUX 10/14 USD 122.01 –46.7 –51.6 –9.5
PF (LUX)-Biotech-Pca OT EQ LUX 10/13 USD 301.93 –9.3 –15.2 5.9
PF (LUX)-CHF Liq-Pca CH MM LUX 10/13 CHF 123.70 1.4 1.9 1.9
PF (LUX)-CHF Liq-Pdi CH MM LUX 10/13 CHF 95.48 1.4 1.9 1.9
PF (LUX)-Cnt Eu Eq-I EU EQ LUX 10/13 EUR 131.91 –40.7 –44.5 –19.2
PF (LUX)-Digital Comm-Pca OT EQ LUX 10/13 USD 80.62 –41.0 –40.6 –10.9
PF (LUX)-East Eu-Pca EU EQ LUX 10/13 EUR 195.78 –61.9 –60.8 –28.5
PF (LUX)-Emg Mkts LC-Pca GL EQ LUX 10/14 USD 109.07 –52.8 –54.0 –13.3
PF (LUX)-Emg Mkts-Pca GL EQ LUX 10/14 USD 358.26 –51.2 –52.2 –13.6
PF (LUX)-Eu Indx-Pca EU EQ LUX 10/13 EUR 86.85 –36.4 –40.5 –17.8
PF (LUX)-EUR Bds-Pca EU BD LUX 10/13 EUR 363.72 0.7 0.6 –0.6
PF (LUX)-EUR Bds-Pdi EU BD LUX 10/13 EUR 285.64 0.7 0.6 –0.6
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 10/13 EUR 120.72 –7.9 –8.6 –4.6
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 10/13 EUR 88.01 –7.9 –8.6 –4.6
PF (LUX)-EUR HiYld-Pca EU BD LUX 10/13 EUR 103.16 –28.0 –30.7 –15.8
PF (LUX)-EUR HiYld-Pdi EU BD LUX 10/13 EUR 66.72 –28.0 –30.7 –15.8
PF (LUX)-EUR Liq-Pca EU MM LUX 10/13 EUR 133.65 2.9 3.6 3.4
PF (LUX)-EUR Liq-Pdi EU MM LUX 10/13 EUR 99.84 2.9 3.6 3.4
PF (LUX)-Europ Eq-Pca EU EQ LUX 10/13 EUR 355.92 –41.6 –46.6 –21.2
PF (LUX)-EuSust Eq-Pca EU EQ LUX 10/13 EUR 115.48 –37.3 –43.2 –21.3
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 10/10 USD 170.59 –15.0 –13.1 –3.4
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 10/10 USD 121.63 –15.0 –13.1 –3.4
PF (LUX)-Gl Eq Sel-Pca GL EQ LUX 10/13 USD 14.38 –40.8 –43.6 –18.7
PF (LUX)-Gr China-Pca AS EQ LUX 10/14 USD 239.35 –44.1 –48.4 0.0
PF (LUX)-Indian Eq-Pca EA EQ LUX 10/14 USD 232.92 –56.1 –49.8 –9.4
PF (LUX)-Jap Index-Pca JP EQ LUX 10/14 JPY 9208.94 –35.2 –42.3 –22.2
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 10/14 JPY 8550.56 –36.2 –46.0 –26.0
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 10/14 JPY 8357.44 –36.5 –46.3 –26.5
PF (LUX)-JpEq130/30-Pca JP EQ LUX 10/14 JPY 4476.22 –35.0 –43.7 –26.1
PF (LUX)-Pacif Idx-Pca AS EQ LUX 10/14 USD 185.00 –42.0 –45.5 –7.2
PF (LUX)-Piclife-Pca CH BA LUX 10/13 CHF 716.42 –15.7 –19.4 –8.0
PF (LUX)-PremBrnds-Pca OT EQ LUX 10/13 EUR 51.49 –33.0 –39.3 –17.7
PF (LUX)-Rus Eq-Pca EE EQ LUX 10/13 USD 33.80 NS NS NS
PF (LUX)-Security-Pca GL EQ LUX 10/13 USD 74.48 –33.3 –39.6 NS
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 10/13 EUR 378.31 –38.7 –45.5 –17.7
PF (LUX)-US Eq-Ica US EQ LUX 10/13 USD 91.03 –29.3 –32.7 –10.9
PF (LUX)-USA Index-Pca US EQ LUX 10/13 USD 80.15 –30.9 –34.9 –13.2
PF (LUX)-USD Bds-Pca US BD LUX 10/10 USD 488.32 3.5 7.2 5.3
PF (LUX)-USD Bds-Pdi US BD LUX 10/10 USD 368.94 3.5 7.2 5.3
PF (LUX)-USD Liq-Pca US MM LUX 10/10 USD 129.55 2.0 2.9 3.8
PF (LUX)-USD Liq-Pdi US MM LUX 10/10 USD 87.33 2.0 2.9 3.8
PF (LUX)-Water-Pca GL EQ LUX 10/13 EUR 113.43 –27.4 –29.1 –11.7

PF (LUX)-WldGovBds-Pca GL BD LUX 10/13 USD 149.50 1.6 6.2 6.3
PF (LUX)-WldGovBds-Pdi GL BD LUX 10/13 USD 126.52 1.6 6.2 6.3
PTF (LUX)-MidEast&NorAfr-Pca GL EQ LUX 10/13 USD 60.03 NS NS NS

n POLAR CAPITAL PARTNERS LIMITED
International Fund Managers (Ireland) Limited PH - 353 1 670 660 Fax - 353 1 670 1185
Asia Ex-Japan Fund USD AS EQ IRL 05/20 USD 1.12 –93.7 –93.8 –72.2
Global Technology OT EQ IRL 10/14 USD 8.96 –38.1 –41.8 –17.4
Japan Fund USD JP EQ IRL 10/15 USD 12.50 –25.8 –31.2 –15.9

n Hemisphere Management (Ireland) Limited
Columbus USD A GL EQ CYM 09/30 USD 92.31 –8.5 –3.7 NS
Discovery USD A OT OT CYM 09/30 USD 116.30 4.2 11.9 9.7
Elbrus USD A GL EQ CYM 09/30 USD 10.71 –34.6 –24.9 6.0
Europn Conviction USD B EU EQ CYM 09/30 USD 113.54 –0.6 5.5 6.1
Europn Forager USD B OT OT CYM 09/30 USD 187.94 –8.4 –11.2 5.6
Gl Utilities Abs Rtn USD A OT OT CYM 08/29 USD 100.13 –16.6 –10.7 –1.9
Japan Abs Ret USD A AS EQ CYM 07/31 USD 141.61 –9.5 –17.9 –7.4
Latin America USD A GL EQ CYM 09/30 USD 13.94 2.3 2.3 17.0
Paragon Limited USD A EU EQ CYM 09/30 USD 289.73 5.4 11.6 18.8
UK Fund USD A OT OT CYM 09/30 USD 168.76 6.1 1.9 4.9

n PT CIPTADANA ASSET MANAGEMENT
Tel: 521-3479 Fax: 521-3478 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 10/08 USD 67.78 NS –44.1 –10.4

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 10/14 EUR 650.92 –33.9 –37.9 NS
Core Eurozone Eq B EU EQ IRL 10/14 EUR 741.70 NS NS NS
Euro Fixed Income A EU BD IRL 10/14 EUR 1138.25 –8.9 –9.8 –5.7
Euro Fixed Income B EU BD IRL 10/14 EUR 1206.35 –8.4 –9.3 –5.2
Euro Small Cap A EU EQ IRL 10/14 EUR 1066.26 –39.4 –46.8 –23.4
Euro Small Cap B EU EQ IRL 10/14 EUR 1133.89 –39.2 –46.5 –22.9
Eurozone Agg Eq A EU EQ IRL 10/14 EUR 580.58 –39.4 –43.8 NS
Eurozone Agg Eq B EU EQ IRL 10/14 EUR 828.38 –39.1 –43.5 –19.3
Glbl Bd (EuroHdg) A GL BD IRL 10/14 EUR 1208.72 –6.5 –6.0 –2.7
Glbl Bd (EuroHdg) B GL BD IRL 10/14 EUR 1273.69 –6.0 –5.3 –2.1
Glbl Bd A EU BD IRL 10/14 EUR 989.03 –1.9 –3.1 –4.4
Glbl Bd B EU BD IRL 10/14 EUR 1045.42 –1.4 –2.5 –3.8
Glbl Real Estate A OT EQ IRL 10/14 USD 829.66 –34.7 –42.9 –19.0
Glbl Real Estate B OT EQ IRL 10/14 USD 849.13 –34.4 –42.5 –18.5
Glbl Real Estate EH-A OT EQ IRL 10/14 EUR 791.68 –32.5 –41.2 –20.4
Glbl Real Estate SH-B OT EQ IRL 10/14 GBP 75.01 –31.7 –40.2 –18.9
Glbl Strategic Yield A EU BD IRL 10/14 EUR 1236.56 –17.3 –18.7 –7.4
Glbl Strategic Yield B EU BD IRL 10/14 EUR 1313.66 –16.9 –18.2 –6.8
Japan Equity A JP EQ IRL 10/14 JPY 11631.00 –37.4 –45.6 –24.4
Japan Equity B JP EQ IRL 10/14 JPY 12307.00 –37.1 –45.2 –24.0
Multi St Cash Plus EH-A GL EQ IRL 10/14 EUR 983.61 –2.8 –3.2 NS
PacBasn (Ex-Jap) Eq A AS EQ IRL 10/14 USD 1505.98 –43.1 –46.4 –9.3
PacBasn (Ex-Jap) Eq B AS EQ IRL 10/14 USD 1595.28 –42.8 –46.0 –8.8
Pan European Eq A EU EQ IRL 10/14 EUR 843.18 –38.0 –42.4 –19.9
Pan European Eq B EU EQ IRL 10/14 EUR 892.67 –37.7 –42.1 –19.5
US Equity A US EQ IRL 10/14 USD 758.94 –34.6 –37.6 –13.6
US Equity B US EQ IRL 10/14 USD 806.72 –34.3 –37.3 –13.1
US Small Cap A US EQ IRL 10/14 USD 1132.63 –34.1 –39.5 –15.4
US Small Cap B US EQ IRL 10/14 USD 1204.65 –33.8 –39.1 –14.9

n SEB ASSET MANAGEMENT S.A.
www.seb.se
SEB Fund 1
Choice Global Value -C- GL EQ LUX 10/14 SEK 67.96 –41.7 –47.2 –23.5
Choice Japan Fd JP EQ LUX 10/15 JPY 49.67 –37.2 –44.7 –25.9
Choice Jpn Chance/Risk JP EQ LUX 10/15 JPY 51.92 –42.0 –48.4 –25.4
Choice NthAmChance/Risk US EQ LUX 10/14 USD 3.40 –35.0 –36.4 –14.6
Europe 2 Fd EU EQ LUX 10/14 EUR 0.86 –40.5 –44.6 –20.2
Europe 3 Fd EU EQ LUX 10/14 GBP 2.97 –36.8 –37.8 –13.9
Global Chance/Risk Fd GL EQ LUX 10/14 EUR 0.55 –30.4 –36.8 –17.6
Global Fd GL EQ LUX 10/15 USD 1.83 –38.1 –41.6 –15.8
Intl Mixed Fd -C- NO BA LUX 10/14 USD 24.37 –26.8 –28.7 –8.3
Intl Mixed Fd -D- NO BA LUX 10/14 USD 17.20 –26.8 –28.7 –7.1
Wireless Fd OT EQ LUX 10/15 EUR 0.11 –40.1 –45.5 –16.9

n SEB Fund 2
Choice Asia ex. Japan Fd AS EQ LUX 10/14 USD 5.12 –43.7 –47.5 –10.3
Currency Alpha EUR -IC- OT OT LUX 10/15 EUR 11.06 8.3 5.4 NS
Currency Alpha EUR -RC- OT OT LUX 10/15 EUR 11.02 7.9 5.0 NS
Currency Alpha SEK -ID- OT OT LUX 10/15 SEK 107.27 NS NS NS
Currency Alpha SEK -RC- OT OT LUX 10/14 SEK 106.16 NS NS NS
Generation Fd 80 OT OT LUX 10/15 SEK 6.74 –28.7 –32.8 NS
Nordic Focus EUR NO EQ LUX 10/14 EUR 64.11 –35.2 NS NS
Nordic Focus NOK NO EQ LUX 10/15 NOK 64.65 NS NS NS

Nordic Focus SEK NO EQ LUX 10/15 SEK 63.52 –36.2 NS NS

n SEB Fund 3
Choice Asia Eq. ex Japan Fd AS EQ LUX 10/15 USD 0.87 –46.4 –50.6 –11.3
Choice North America Eq. Fd US EQ LUX 10/15 USD 1.53 –37.0 –38.9 –17.1
Ethical Global Fd GL EQ LUX 10/14 USD 0.72 –34.4 –38.6 –14.3
Ethical Sweden Fd NO EQ LUX 10/14 SEK 30.58 –31.4 –39.6 –15.2
Europe Fd EU EQ LUX 10/14 USD 1.97 –44.6 –46.5 –9.3
Global Equity Fd GL EQ LUX 10/14 USD 1.23 –35.0 –38.6 –12.8
Index Linked Bd Fd SEK OT BD LUX 10/15 SEK 12.83 2.7 6.2 3.2
Medical Fd OT EQ LUX 10/15 USD 2.94 –23.6 –23.6 –8.9
Short Medium Bd Fd SEK NO MM LUX 10/15 SEK 9.07 2.2 2.9 2.8
Technology Fd OT EQ LUX 10/15 USD 1.78 –37.6 –39.4 –14.1
World Fd GL EQ LUX 10/14 USD 1.87 –30.3 –34.4 –5.4

n SEB Fund 4
Short Bond Fd EUR EU MM LUX 10/15 EUR 1.26 1.3 1.5 2.2
Short Bond Fd SEK NO MM LUX 10/15 SEK 21.33 1.7 2.4 2.5
Short Bond Fd USD US MM LUX 10/15 USD 2.49 1.4 2.5 3.4

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 10/15 SEK 9.92 –2.9 –2.0 –0.6
Alpha Bond Fd SEK -B- NO BD LUX 10/15 SEK 8.90 –2.9 –2.0 –0.6
Alpha Bond Fd SEK -C- NO BD LUX 10/15 SEK 24.85 –3.0 –2.1 –0.7
Alpha Bond Fd SEK -D- NO BD LUX 10/15 SEK 8.28 –3.0 –2.1 –0.7
Alpha Short Bd SEK -A- NO MM LUX 10/15 SEK 10.72 2.1 2.8 2.8
Alpha Short Bd SEK -B- NO MM LUX 10/15 SEK 10.06 2.1 2.8 2.8
Alpha Short Bd SEK -C- NO MM LUX 10/15 SEK 20.99 2.0 2.7 2.7
Alpha Short Bd SEK -D- NO MM LUX 10/15 SEK 8.72 2.0 2.7 2.7
Bond Fd EUR -C- EU BD LUX 10/15 EUR 1.24 2.1 3.1 1.1
Bond Fd EUR -D- EU BD LUX 10/15 EUR 0.50 2.1 3.2 1.1
Bond Fd SEK -C- NO BD LUX 10/15 SEK 39.21 3.8 4.9 2.7
Bond Fd SEK -D- NO BD LUX 10/15 SEK 11.76 2.6 3.7 2.1
Corp. Bond Fd EUR -C- EU BD LUX 10/15 EUR 1.06 –9.5 –10.4 –5.3
Corp. Bond Fd EUR -D- EU BD LUX 10/14 EUR 0.82 –10.9 –11.8 –6.3
Corp. Bond Fd SEK -C- NO BD LUX 10/15 SEK 10.72 –11.1 –11.3 –5.5
Corp. Bond Fd SEK -D- NO BD LUX 10/15 SEK 8.42 –11.0 –11.1 –5.4
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 10/15 EUR 95.80 NS NS NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 10/15 EUR 95.63 NS NS NS
Danish Mortgage Bond Fd SEK -ID- NO BD LUX 10/15 SEK 102.59 NS NS NS
Danish Mortgage Bond Fd SEK -RC- NO BD LUX 10/15 SEK 947.37 NS NS NS
Flexible Bond Fd -C- NO BD LUX 10/15 SEK 20.30 2.9 3.5 2.9
Flexible Bond Fd -D- NO BD LUX 10/15 SEK 11.49 2.9 3.5 2.9

n SEB Global Hedge
Global Hedge I SEK -C- OT OT LUX 10/15 SEK 87.61 –17.5 –20.1 –8.0
Global Hedge I SEK -D- OT OT LUX 10/15 SEK 80.07 –19.9 –22.4 –9.3

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 10/14 USD 1.79 –46.2 –46.3 –6.3

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 10/15 SEK 17.88 –46.5 –52.2 –20.6
Europe Chance/Risk Fd EU EQ LUX 10/14 EUR 969.78 –43.0 –46.7 –21.9

n SG ASSET MANAGEMENT HTTP://WWW.SGAM.COM
Eq. China A AS EQ LUX 10/14 USD 15.42 –53.4 –59.4 –1.6
Eq. Pacific A AS EQ LUX 10/14 USD 7.39 –46.6 –49.8 –6.1

n SGAM Fund
Bonds CHF A CH BD LUX 10/14 CHF 26.63 2.1 2.6 –0.2
Bonds ConvEurope A EU BD LUX 10/14 EUR 29.67 2.1 2.8 6.4
Bonds Eur Corp A EU BD LUX 10/14 EUR 19.48 –11.3 –11.8 –6.2
Bonds Eur Hi Yld A EU BD LUX 10/13 EUR 15.14 –28.6 –31.0 –15.7
Bonds EURO A EU BD LUX 10/14 EUR 37.42 1.3 2.1 0.7
Bonds Europe A EU BD LUX 10/14 EUR 35.96 0.6 0.9 0.2
Bonds US MtgBkSec A US BD LUX 10/14 USD 21.91 –13.2 –11.3 –3.6
Bonds US OppsCoreplus A US BD LUX 10/14 USD 30.71 –2.4 0.2 2.4
Bonds World A GL BD LUX 10/14 USD 36.90 –0.8 3.1 6.2
Eq. ConcentratedEuropeA EU EQ LUX 10/14 EUR 23.18 –42.6 –45.9 –23.5
Eq. Eastern Europe A EU EQ LUX 10/13 EUR 17.62 –60.0 –59.9 –26.8
Eq. Equities Global Energy OT EQ LUX 10/14 USD 15.22 –39.6 –37.1 –4.4
Eq. Euroland A EU EQ LUX 10/14 EUR 10.21 –40.9 –44.2 –20.6
Eq. Euroland MidCapA EU EQ LUX 10/14 EUR 17.40 –40.0 –46.7 –22.4
Eq. EurolandCyclclsA EU EQ LUX 10/14 EUR 15.38 –39.3 –41.1 –13.5
Eq. EurolandFinancialA OT EQ LUX 10/14 EUR 11.56 –37.9 –42.4 –25.2
Eq. Glbl Emg Cty A GL EQ LUX 10/13 USD 6.69 –50.5 –52.1 –12.7
Eq. Global A GL EQ LUX 10/14 USD 22.75 –40.6 –44.1 –19.3
Eq. Global Technol A OT EQ LUX 10/14 USD 4.29 –39.5 –46.3 –21.5
Eq. Gold Mines A OT EQ LUX 10/14 USD 17.91 –40.2 –41.4 –11.1
Eq. Japan A JP EQ LUX 10/14 JPY 794.09 –40.0 –46.6 –26.8
Eq. Japan Sm Cap A JP EQ LUX 10/14 JPY 865.61 –49.2 –55.4 –40.7
Eq. Japan Target A JP EQ LUX 10/14 JPY 1493.87 –26.2 –34.3 –18.9

Eq. Switzerland A CH EQ LUX 04/17 CHF 36.35 –16.6 –21.3 –4.3
Eq. UK A UK EQ LUX 10/14 GBP 9.99 –41.4 –46.5 –23.8
Eq. US ConcenCore A US EQ LUX 10/14 USD 17.77 –33.8 –35.5 –13.9
Eq. US Lg Cap Gr A US EQ LUX 10/14 USD 12.83 –36.2 –38.1 –15.0
Eq. US Mid Cap A US EQ LUX 10/14 USD 22.69 –42.0 –44.8 –13.5
Eq. US Multi Strg A US EQ LUX 10/14 USD 18.46 –35.9 –39.5 –17.5
Eq. US Rel Val A US EQ LUX 10/14 USD 18.16 –36.6 –42.0 –21.1
Eq. US Sm Cap Val A US EQ LUX 10/14 USD 16.48 –34.0 –41.3 –21.0
Eq. US Value Opp A US EQ LUX 10/14 USD 16.02 –37.1 –42.5 –23.7
Money Market EURO A EU MM LUX 10/14 EUR 26.89 3.4 4.4 4.0
Money Market USD A US MM LUX 10/14 USD 15.67 2.3 3.4 4.2

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
Email: am@tni.ae Tel:+971 2 619 2300
MENA Real Estate Acc Fund OT EQ ARE 09/30 USD 10.90 –26.3 –5.3 5.7
UAE Blue Chip Fund Acc AS EQ ARE 10/02 AED 8.76 –24.9 1.7 1.3

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

Central and Eastern European EUR EE EQ EST 10/14 EEK 127.06 –52.6 –58.2 –29.2
New Europe Small Cap EUR EE EQ EST 10/14 EEK 67.10 –51.9 –57.0 –27.3
Second Wave EUR EE EQ EST 10/14 EEK 123.51 –55.0 –58.4 –21.5

n YUKI MANAGEMENT & RESEARCH CO., LTD.
Tel: +81-3-5299-3277 www.yukijapan.co.jp
YMR-N Growth Fund JP EQ IRL 10/15 JPY 9411.00 –43.9 –53.5 –29.1
YMR-N Japan Fund JP EQ IRL 10/15 JPY 10700.00 –38.5 –49.4 –24.3
YMR-N Low Price Fund JP EQ IRL 10/15 JPY 13509.00 –40.8 –50.6 –26.3
YMR-N Small Cap Fund JP EQ IRL 10/15 JPY 6242.00 –49.6 –58.8 –34.6
Yuki Mizuho Gen Jpn III JP EQ IRL 10/15 JPY 5070.00 –45.4 –53.1 –27.9
Yuki Mizuho Jpn Dyn Gro AS EQ IRL 10/15 JPY 5407.00 –44.3 –53.7 –31.3
Yuki Mizuho Jpn Exc 100 JP EQ IRL 10/15 JPY 7164.00 –42.8 –50.4 –29.3
Yuki Mizuho Jpn Gen JP EQ IRL 10/15 JPY 9065.00 –41.0 –52.5 –26.6
Yuki Mizuho Jpn Gro JP EQ IRL 10/15 JPY 6701.00 –45.7 –54.7 –30.7
Yuki Mizuho Jpn Inc JP EQ IRL 10/15 JPY 8742.00 –33.3 –44.7 –20.8
Yuki Mizuho Jpn Lg Cap AS EQ IRL 10/15 JPY 5696.00 –39.6 –48.2 NS
Yuki Mizuho Jpn LowP JP EQ IRL 10/15 JPY 11300.00 –37.6 –46.7 –23.6
Yuki Mizuho Jpn PGth JP EQ IRL 10/15 JPY 8725.00 –46.8 –54.4 –29.2
Yuki Mizuho Jpn SmCp JP EQ IRL 10/15 JPY 6060.00 –52.2 –59.7 –34.2
Yuki Mizuho Jpn Val Sel AS EQ IRL 10/15 JPY 5751.00 –38.8 –47.2 –25.8
Yuki Mizuho Jpn YoungCo AS EQ IRL 10/15 JPY 2591.00 –54.7 –63.4 –46.2

n Yuki 77 Series
Yuki 77 Excellent JP EQ IRL 10/15 JPY 4968.00 –43.8 –51.0 –28.6
Yuki 77 General JP EQ IRL 10/15 JPY 6754.00 –41.2 –50.6 –27.0
Yuki 77 Growth JP EQ IRL 10/15 JPY 7236.00 –41.0 –51.1 –28.3
Yuki 77 Income AS EQ IRL 10/15 JPY 5449.00 –35.0 –43.1 NS

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 10/15 JPY 7121.00 –38.8 –50.9 –27.5
Yuki Chugoku Jpn Gro JP EQ IRL 10/15 JPY 5716.00 –43.3 –50.6 –26.5
Yuki Chugoku Jpn Inc JP EQ IRL 10/15 JPY 5735.00 –34.0 –42.1 –21.5
Yuki Chugoku JpnLowP JP EQ IRL 10/15 JPY 8252.00 –36.7 –48.4 –21.7
Yuki Chugoku JpnPurGth JP EQ IRL 10/15 JPY 5208.00 –40.5 –51.8 –27.3

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 10/15 JPY 7679.00 –40.3 –50.6 –27.2

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 10/15 JPY 5168.00 –41.4 –50.7 –26.1
Yuki Hokuyo Jpn Inc JP EQ IRL 10/15 JPY 5970.00 –29.2 –40.7 –20.1
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 10/15 JPY 4555.00 –47.2 NS NS

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 10/15 JPY 5408.00 –44.3 –54.0 –29.4
Yuki Nishi-Nippon Cty PurGthJp JP EQ IRL 10/15 JPY 5288.00 –40.8 –50.4 NS

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 10/15 JPY 5830.00 –39.1 –54.8 –26.5
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n 788 ASSET MANAGEMENT LTD.
info@788am.com www.788am.com
788 China Fund Ltd OT OT CYM 09/30 USD 35.88 –88.1 –86.3 –46.7
788 China Smaller Cap OT OT CYM 09/30 USD 32.78 NS NS NS
788 Gl Asset Alloc. Fd OT OT CYM 09/30 USD 83.14 –42.1 –31.7 –15.5
788 Japan Fund Ltd OT OT CYM 09/30 USD 38.51 –68.9 –63.5 –41.5

n ALEXANDRA INVESTMENT MANAGEMENT
Alexandra Global Inv I OT OT VGB 08/29 USD 48.85 –25.9 –18.6 –5.9

n ATLANTIC INVESTMENT MANAGEMENT - NEW YORK, NEW YORK
info@atlanticinvestment.net Tel: +1 212 484 5050
AJR International A US EQ VGB 10/10 USD 684.38 –35.4 –35.4 NS
AJR International B US EQ VGB 10/10 USD 114.78 –35.4 –35.4 NS
Cambrian Asia Ltd. AS EQ VGB 10/10 JPY 4836.00 –50.5 NS NS
Cambrian Europe Ltd. EU EQ VGB 10/10 EUR 58.00 –44.6 NS NS
Cambrian Fund Ltd. A US EQ VGB 10/10 USD 402.93 –53.3 NS NS
Cambrian Fund Ltd. B US EQ VGB 10/10 USD 98.30 –53.3 NS NS
Rodinia Fund Ltd US EQ VGB 10/10 USD 94.73 –34.3 –34.7 NS

n CAPITAL MANAGEMENT ADVISORS
Phone Number: +1 441 295 59 29
CMA Dynamic OT OT BHS 09/30 USD 1477.13 –9.4 –9.5 0.4
CMA MultHdge Arbtrge OT OT CYM 09/30 USD 1802.98 –6.6 –6.1 1.9
CMA MultHdge Balncd OT OT CYM 09/30 USD 1303.65 –6.9 –6.1 1.2
CMA MultHdge Growth OT OT CYM 09/30 USD 1885.68 –4.5 –3.2 2.6
CMA MultiHdge Lvrgd OT OT CYM 09/30 USD 1178.25 –17.6 –20.5 –2.9

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

n D'AURIOL FUNDS WWW.DAURIOL.BIZ
2 FUNDS OF FUNDS OF HEDGE FUNDS
D'Auriol Alt Non-Lev A EU OT CYM 08/29 EUR 121.66 –6.1 –1.9 3.6
D'Auriol Opp F3 EUR EU MM CYM 08/29 EUR 1246.48 –9.0 –5.5 0.7

n HARMONY CAPITAL
email: info@harmonycapitalfund.com
Harmony Cap Ltd A USD OT OT BMU 09/30 USD 2080.57 –10.9 –11.7 –0.3
Harmony Cap Ltd B EUR OT OT BMU 09/30 EUR 2012.85 –10.3 –11.1 –0.9
Harmony Cap Ltd D USD OT OT BMU 09/30 USD 1193.39 –11.2 –12.1 –0.8
Harmony Cap Ltd E EUR OT OT BMU 09/30 USD 1159.72 –10.5 –11.4 –1.3
Harmony Cap Ltd F GBP OT OT BMU 09/30 GBP 1012.00 –9.9 –10.4 0.2

n HERMITAGE CAPITAL MANAGEMENT LTD.
Tel: +7501 258 3160 www.hermitagefund.com
The Hermitage Fund GL EQ JEY 10/10 USD 576.94 –67.6 –64.5 NS

n HORSEMAN CAPITAL MANAGEMENT LTD.
T: +44(0)20 7838 7580, F: +44(0) 20 7838 7590, www.horsemancapital.com
Horseman EmMkt Opp EUR GL EQ GBR 09/30 EUR 194.10 4.8 14.9 NS
Horseman EmMkt Opp USD GL EQ USA 09/30 USD 198.84 3.8 13.7 NS
Horseman EurSelLtd EUR EU EQ GBR 09/30 EUR 211.98 18.0 24.7 27.4
Horseman EurSelLtd USD EU EQ GBR 09/30 USD 219.00 16.5 23.2 27.9
Horseman Glbl Ltd EUR GL EQ CYM 09/30 USD 433.28 15.5 16.0 32.3
Horseman Glbl Ltd USD GL EQ CYM 09/30 USD 433.28 15.5 16.0 32.3

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Absolute Companies
HSBC Absolute Companies
Euro Absolute OT OT GGY 08/29 GBP 1.53 –5.7 –4.7 2.8
Euro Absolute EUR OT OT GGY 08/29 EUR 2.15 –6.3 –5.4 1.1
Global Absolute OT OT GGY 08/29 GBP 1.08 –3.5 0.1 6.1
Global Absolute USD OT OT GGY 08/29 USD 2.00 –4.7 1.4 5.9

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 08/29 EUR 107.04 –4.4 0.7 NS
Special Opp Inst EUR OT OT CYM 08/29 EUR 100.53 –3.9 1.6 NS
Special Opp Inst USD OT OT CYM 08/29 USD 109.69 –4.0 1.9 NS
Special Opp USD OT OT CYM 08/29 USD 108.44 –4.4 1.2 NS

n HSBC Portfolio Selection Fund
GH Fund AP OT OT CYM 08/29 EUR 137.62 –2.8 3.9 8.9
GH Fund CHF Hdg OT OT JEY 08/29 CHF 117.21 –4.4 0.3 4.5
GH Fund EUR Hdg OT OT JEY 08/29 EUR 127.69 –3.3 2.3 6.5
GH Fund EUR Hdg (Non-V II) OT OT JEY 08/29 EUR 113.35 –3.2 2.3 6.5
GH Fund EUR Hdg (Non-V) OT OT JEY 08/29 EUR 127.69 –3.3 2.3 6.5
GH Fund GBP Hdg OT OT JEY 08/29 GBP 139.76 –2.4 4.0 8.3
GH Fund Inst EUR OT OT JEY 08/29 EUR 97.98 NS NS NS
GH Fund Inst JPY OT OT JEY 08/29 JPY 9643.52 –5.0 –0.2 NS
GH Fund Inst USD OT OT JEY 08/29 USD 113.92 –3.0 3.3 8.4
GH FUND S EUR OT OT CYM 08/29 EUR 133.51 –2.3 3.6 7.8
GH FUND S GBP OT OT CYM 08/29 GBP 138.36 –1.8 4.9 9.3
GH Fund S USD OT OT CYM 08/29 USD 152.09 –2.6 3.9 9.0
GH Fund USD OT OT GGY 08/29 USD 282.16 –3.5 2.6 7.7
Hedge Investments OT OT JEY 08/29 USD 142.53 –2.9 3.0 7.8
Leverage GH USD OT OT GGY 08/29 USD 137.26 –10.0 –0.7 8.5
MultiAdv Arb CHF Hdg OT OT JEY 08/29 CHF 107.57 –5.7 –4.6 0.6
MultiAdv Arb EUR Hdg OT OT JEY 08/29 EUR 116.21 –4.4 –2.7 2.4
MultiAdv Arb GBP Hdg OT OT JEY 08/29 GBP 126.44 –3.8 –1.6 3.5

MultiAdv Arb Inst USD OT OT CYM 06/30 USD 98.01 –0.8 NS NS
MultiAdv Arb S EUR OT OT CYM 08/29 EUR 122.55 –3.8 –1.6 3.7
MultiAdv Arb S GBP OT OT CYM 08/29 GBP 128.91 –3.0 –0.3 5.2
MultiAdv Arb S USD OT OT CYM 08/29 USD 135.52 –4.2 –1.7 4.7
MultiAdv Arb USD OT OT GGY 08/29 USD 212.06 –5.0 –2.9 3.3

n HSBC Uni-folio
Alpha AdvantEdge OT OT JEY 08/29 USD 124.20 –6.8 –2.3 3.4
Asian AdbantEdge EUR OT OT JEY 08/29 EUR 103.08 –13.1 –5.5 NS
Asian AdvantEdge OT OT JEY 08/29 USD 184.79 –13.5 –5.3 7.7
Emerg AdvantEdge OT OT JEY 08/29 USD 176.63 –14.6 –5.1 6.7
Emerg AdvantEdge EUR OT OT JEY 08/29 EUR 102.09 –14.4 –5.8 NS
Europ AdvantEdge EUR OT OT JEY 08/29 EUR 133.01 –6.7 –5.5 2.1
Europ AdvantEdge USD OT OT JEY 08/29 USD 138.64 –7.2 –5.6 2.9
Japan AdvantEdge JPY OT OT JEY 08/29 JPY 8537.03 –9.1 –8.7 –9.3
Japan AdvantEdge USD OT OT JEY 08/29 USD 99.02 –7.8 –5.9 –5.4
Lvgd Alpha AdvantEdge OT OT JEY 08/29 USD 122.02 –15.9 –9.5 0.7
Trading AdvantEdge OT OT GGY 08/29 USD 141.03 4.8 21.6 16.2
Trading AdvantEdge EUR OT OT GGY 08/29 EUR 127.62 4.5 20.2 14.6
Trading AdvantEdge GBP OT OT GGY 08/29 GBP 133.66 6.2 22.9 16.7
US AdvantEdge OT OT JEY 08/29 USD 123.37 –2.4 2.4 5.2

n INTEGRATED ALTERNATIVE INVESTMENTS, TEL: +44 (0)20 75149200
Email: contact@integratedai.com - Website: www.integratedai.com
Altipro OT OT FRA 10/09 EUR 245.27 –3.5 –3.4 1.7
Integrated Dir Trading EUR OT OT CYM 08/29 EUR 106.96 4.4 15.7 9.4
Integrated Emg Markets EUR OT OT CYM 08/29 EUR 89.90 –14.4 –10.7 –0.6
Integrated European EUR OT OT CYM 08/29 EUR 154.66 4.1 4.1 4.9
Integrated Event Driven EUR OT OT CYM 08/29 EUR 100.27 –6.5 –3.3 5.2
Integrated Lg/Sh Sel F EUR OT OT CYM 08/29 EUR 93.70 –6.3 –3.6 4.8
Integrated MultSt B EUR OT OT VGB 08/29 EUR 133.88 –4.1 0.3 3.6
Integrated Relative Value EUR OT OT CYM 08/29 EUR 99.37 –1.1 0.2 3.8

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
KBL SPOP Investing OT OT LUX 08/31 EUR 2078.83 –5.7 –2.3 5.6
KBL SPOP Investing OT OT LUX 08/31 USD 2005.77 –6.0 –2.2 6.6
KBL SPOP Long/Short Eq OT OT LUX 08/31 USD 543.52 –17.9 –10.0 NS
KBL SPOP Long/Short Eq OT OT LUX 08/31 EUR 536.69 –17.5 –10.0 NS

n MERIDEN GROUP
Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 10/03 USD 322.26 –61.2 –60.2 –36.7

Antanta MidCap Fund EE EQ AND 10/03 USD 603.29 –66.7 –62.0 –27.2
Meriden Opps Fund GL OT AND 10/08 EUR 100.56 –10.3 NS –1.3
Meriden Protective Div GL EQ AND 10/13 EUR 80.19 –1.1 NS NS

n OTHER FUNDS
For information about these funds, please contact us on Tel: +44 (0) 207 842 9694/9633
Medinvest Plc Dublin OT OT IRL 08/29 USD 1396.95 –5.8 –0.5 5.8

n SUPERFUND ASSET MANAGEMENT GMBH
For information about open funds, please contact us on Tel: +43 1 24700
www.superfund.com *Closed for New Investments
Superfund Cayman* OT OT CYM 10/07 USD 65.56 37.7 70.2 26.3
Superfund GCT USD* GL EQ LUX 10/07 USD 3170.00 30.7 50.0 18.2
Superfund Gold A (SPC) GL OT CYM 10/07 USD 1009.00 14.8 48.0 29.8
Superfund Gold B (SPC) GL OT CYM 10/07 USD 1087.60 16.2 56.3 33.9
Superfund Q-AG* OT OT AUT 10/07 EUR 7785.00 20.4 31.9 14.8

n WEAVERING CAPITAL
www.weaveringcapital.com chas.dabhia@weaveringcapital.com T:+44(0)2073554720
Weavering Macro F.I. Fd GL OT CYM 09/30 USD 178.17 8.1 12.5 13.5

n WINTON CAPITAL MANAGEMENT LTD
Tel: +44 (0)20 7610 5350 Fax: +44 (0)20 7610 5301
Winton Evolution EUR GL OT VGB 09/30 EUR 1238.56 –1.0 4.1 9.1
Winton Evolution GBP GL OT VGB 09/30 GBP 1214.27 –0.5 5.1 10.3
Winton Evolution JPY GL OT VGB 09/30 JPY 109745.75 –4.5 –0.3 5.3
Winton Evolution USD GL OT CYM 09/30 USD 1206.55 –1.6 3.6 9.6
Winton Futures EUR GL OT VGB 09/30 EUR 185.04 9.0 14.5 16.3
Winton Futures GBP GL OT VGB 09/30 GBP 198.47 10.1 16.1 17.9
Winton Futures JPY Lead Series 2 GL OT VGB 09/30 JPY 13541.20 7.6 12.1 14.0
Winton Futures USD GL OT VGB 09/30 USD 659.57 8.8 14.5 17.2

n ZULAUF EUROPE FUNDS
Phone: +353 1436 7200 Fax: +353 1672 5361 www.zulaufeurope.ky
Zulauf Europe Fd EUR OT OT CYM 10/03 EUR 140.56 –0.7 8.4 3.0
Zulauf Europe Fd LP OT OT CYM 03/31 USD 173.04 1.2 12.5 6.3
Zulauf Europe Fd USD OT OT CYM 10/03 USD 294.98 –1.6 7.7 4.3
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n ARIX ABSOLUTE RETURN INVESTABLE INDEX
Feri Institutional Advisors, www.feri.de
ARIX Composite Gross USD OT 09/30 USD 1454.02 NS –4.6 –9.1 –6.2 2.4
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INDICES
12-month and 2-year returns may be calculated over 11- and 23-month
periods pending receipt and publication of the last month end price.
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Electricité de France SA

Electricité de France SA said it
isn’t launching a new offer for Con-
stellation Energy Group Inc., of the
U.S.. “After discussions with several
potential American partners, EDF
has determined that current condi-
tions aren’t conducive to presenting
a new offer for Constellation Energy
Group,” the French state-controlled
electricity company said. Earlier in
October, EDF said it was studying
with private-equity firm Kohlberg
Kravis Roberts & Co. its options re-
garding Constellation, in which EDF
holds a 9.5% stake. EDF’s interest
came after a unit of Berkshire Hath-
away Inc. reached a deal to buy Con-
stellation for $26.50 a share, or $4.7
billion. Berkshire Hathaway swept
in after Constellation’s shares
plunged on liquidity concerns.

By Kerry E. Grace

Delta Air Lines Inc. swung to a
third-quarter net loss as high fuel
prices continued to hurt the carrier,
while AMR Corp. posted a profit on
proceeds from an asset sale.

AMR, the parent of American Air-
lines, also said it has placed an order
with Boeing Inc. for as many as 100
of the aircraft maker’s 787 passen-
ger jetliners for delivery beginning
in 2012. Terms weren’t disclosed.

The world’s largest carrier by
number of passengers posted net in-
come of $45 million, or 17 cents a
share, down 74% from $175 million,
or 61 cents a share, a year earlier.
The latest results included a $432
million gain from AMR’s sale of as-
set manager American Beacon Advi-
sors Inc. Excluding items, AMR,
which is based in Fort Worth, Texas,
reported a loss of $360 million, or
$1.39 a share.

Revenue rose 8% to $6.42 billion.
AMR’s fuel bill surged $1.1 billion

from a year earlier as per-gallon
prices rose 65%.

With the economy slowing and
weighing on oil prices, AMR Chief Ex-
ecutive Gerard Arpey said travel de-
mand “is a serious concern.” But he
said it would be “short-sighted to con-
clude that fuel prices, which remain
volatile, are no longer a challenge.”

American’s revenue passenger
miles, or one paying passenger

flown one mile, fell 5%, while capac-
ity declined 3%. AMR and other U.S.
airlines have been cutting flying
schedules due to high fuel costs.

Atlanta-based Delta, which
would displace American Airlines
as the world's largest airline with
its proposed acquisition of North-
west Airlines Corp., reported a net
loss of $50 million, or 13 cents a
share, compared with net income of
$220 million, or 56 cents a share, a
year earlier.

Revenue rose 9% to $5.72 billion.
Delta, which hedged 51% of its

fuel consumption in the quarter, paid
on average $3.45 a gallon, up 56%
from a year earlier. The company
projects fuel costs averaging $3.21 a
gallon for the current quarter.

“In some respects, having fuel
dropping like a rock is a big offset to

what’s happening in the economy,”
Chief Executive Officer Richard
Anderson said during a conference
call with analysts Wednesday.

During the third quarter, revenue
passenger miles rose 1.7%, as Delta’s
mainline capacity decreased 1%.

Delta expects to give financial
forecasts for the merged Delta-
Northwest entity in December, Mr.
Anderson said.

The proposed combination is ex-
pected to help the airlines cope bet-
ter with high oil prices and falling
demand—and avoid a possible re-
turn to bankruptcy protection. Both
companies emerged from bank-
ruptcy in the past year after filing
for Chapter 11 protection on the
same day in September 2005.
 —Ann Keeton

contributed to this article.

Fuel costs hurt carriers
Delta, AMR warn
of weaker bookings
as economy slows

Coke’s profit rises on overseas sales

Auditors to probe 3D-Gold accounts

CORPORATE NEWS

Finmeccanica SpA

Italy’s Finmeccanica SpA re-
ceived final U.S. government ap-
proval for its $4 billion acquisition
of DRS Technologies Inc., a maker
of military engineering and electron-
ics products. Finmeccanica in May
agreed to buy DRS for $81 a share,
or nearly $4 billion, and assume
about $1.27 billion in debt. The com-
panies on Wednesday said they re-
ceived the last government ap-
proval they needed, from the Com-
mittee on Foreign Investment in the
U.S., a federal interagency led by
Treasury Department officials that
reviews foreign investment in U.S.
companies. The Federal Trade Com-
mission wrapped up its antitrust re-
view of the deal in August. Italian au-
thorities have also given their ap-
proval. DRS shareholders approved
the transaction on Sept. 25.

Hennes & Mauritz AB

Hennes & Mauritz AB posted a
10% increase in September sales,
even though sales in stores open
longer than a year were down 2%
from a year earlier. Europe’s sec-
ond-largest fashion retailer by reve-
nue behind Spain’s Inditex SA had
said in an earlier earnings report
that total sales had risen 9%
through Sept. 28. Evli Bank analyst
Anders Wiklund said the numbers
indicate H&M’s business model of
low-cost fashion is holding up
fairly well, but cautioned there’s a
lot of uncertainty about how H&M
will fare this winter if the economy
continues to slow. In Germany and
Sweden—two key H&M markets—
clothing sales dropped 3% and 5.7%
respectively last month, according
to industry bodies.

Pearson PLC

Boosted by the strengthening
dollar and a rising readership for
its financial publications amid the
credit crisis, U.K. publisher Pear-
son PLC posted an 8% increase in
sales for the first nine months of
the year and said it expects full-
year earnings to be toward the top
end of current market estimates.
Full-year earnings per share are ex-
pected to be between 46.50 pence
and 53 pence (81 cents and 92
cents), said a company spokesman.
The publisher of the Financial
Times, Penguin books and U.S.
school textbooks makes about 60%
of its sales in the U.S. Pearson’s FT
Group division posted an 11% jump
in sales, as people trying to under-
stand the current financial crisis
turned to the Financial Times and
Mergermarket. However, advertis-
ing revenue was up just 1%.

Société Genérále

Paris prosecutor commissions
probe into money transfers

The Paris prosecutor’s office
said Wednesday it has commis-
sioned a preliminary probe into sus-
picious money transfers that passed
through a series of bank accounts at
Société Générale SA. Judicial au-
thorities where alerted last month
by a unit of the French Finance Min-
istry in charge of tracking down
fraudulent fund transfers, the prose-
cutor’s office said. French police
will now have to determine the
amount and reasons for the trans-
fers—and the prosecutor will subse-
quently determine whether or not
to launch a full-fledged probe. A
spokeswoman for Société Générale
declined to comment.

ASML Holding NV

Semiconductor equipment
maker ASML Holding NV reported
a 56% decline in third-quarter net
profit amid a downturn in the mar-
ket and challenging credit condi-
tions for its customers. Profit fell to
Œ73 million ($99.7 million) from
Œ166 million a year earlier, while
sales dropped 25% to Œ696.5 mil-
lion from Œ934.4 million. The Neth-
erlands-based company said it ex-
pects bookings to deteriorate in the
fourth quarter, reiterating that full-
year sales will fall 20%. It also fore-
cast lower sales for 2009. Prices of
memory chips have plunged this
year amid a supply glut exacer-
bated by weaker-than-usual de-
mand. ASML, a supplier of the sys-
tems that map out electronic cir-
cuits on silicon wafers, counts Intel
Corp., Samsung Electronics Co. and
Taiwan Semiconductor Manufac-
turing Co. among its customers.

BAE Systems PLC

U.K. defense contractor BAE Sys-
tems PLC said third-quarter busi-
ness was meeting its previous fore-
casts, partly thanks to a high de-
mand for armored-wheeled vehicles.
BAE said the combination of its war-
ship-construction and naval-sup-
port operations in a joint venture
with VT Group PLC, which came into
effect July 1 and is known as BVT Sur-
face fleet, generated an accounting
gain of £132 million ($230 million). A
further gain of £56 million resulted
from the sale of the company’s inter-
est in Flagship Training Ltd. to VT.
While earnings before interest, taxes
and amortization, or Ebita, bene-
fited from the recent strengthening
of the dollar, since the company
makes a significant part of its profit
in U.S. currency, the rise made BAE’s
dollar-denominated borrowings
more expensive.

BlueBay Asset Management

BlueBay Asset Management PLC
said assets under management fell
2.3% in its fiscal first quarter as tough
conditions in global markets offset
fresh funds from institutional inves-
tors. As of Sept. 30, the company had
$20.5 billion in assets under manage-
ment, down from $21 billion reported
on June 30. The company warned that
extreme market conditions are mak-
ing it harder to generate performance
fees and are likely to disrupt inflows
of new investments to the asset-man-
agement industry as a whole in the
short term. “It is probable that such
extreme conditions will have the ef-
fect of accelerating the point at which
the credit cycle turns,” said Chief Exec-
utive Hugh Willis, adding he expects
the turn in the market to happen this
financial year. Analysts say the rela-
tively small decline posted by Blue-
Bay was a sign of resilience.

—Compiled from staff
and wire service reports.

Delta Air Lines, which has proposed an acquisition of Northwest Airlines, reported
a $50 million net loss in the third quarter, even as revenue rose 9%.

By Betsy McKay

And Anjali Cordeiro

Coca-Cola Co. shares rebounded
Wednesday after the beverage giant
posted better-than-expected third-
quarter profits, as strong growth
from international markets helped
offset anemic U.S. beverage sales.

Coke’s results assuaged inves-
tors who were unsettled by a
gloomy report from PepsiCo Inc.,
which showed economic turmoil
denting U.S. beverage demand. Pep-
si’s lowered forecast for full-year
profits Tuesday also prompted wor-
ries about the strengthening dollar.

Coke’s more optimistic news
highlighted one big difference be-
tween the two rivals: the Atlanta-
based company does a heftier por-
tion of its business outside North

America than does Pepsi. About 81%
of Coke’s profit and 73% of revenue
came from beyond its home market
in 2007, while Pepsi got about 30%
of profit and 40% of revenue from in-
ternational businesses.

Like Pepsi, Coke acknowledged
that the rebounding dollar will
likely damp the benefit it has been
enjoying from favorable currency
exchange rates.Coke continued to
face major headwinds in its show-
case U.S. market, where volume
sank 2% and operating profit slid
12% in the third quarter, and
where Pepsi is mounting a formida-
ble challenge. Coke leads Pepsi in
overall share of the market for so-
das and other nonalcoholic bot-
tled drinks. But Pepsi is preparing
to unleash numerous new prod-
ucts, new packaging and new in-

gredients, including natural zero-
calorie sweeteners.

On a conference call with inves-
tors, Chief Executive Muhtar Kent
acknowledged that the macroeco-
nomic environment is volatile, but
said emerging markets should con-
tinue to see solid growth.

Coke posted net income of $1.89
billion, or 81 cents a share, up from
$1.65 billion, or 71 cents a share, in
last year’s third quarter. Excluding
items, earnings were 83 cents a
share in the latest quarter.

Revenue rose 9.1% to $8.39 bil-
lion, as revenue jumped 17% in Eur-
asia and Africa, 10% in Europe and
24% in Latin America.

Analysts polled by Thomson Reut-
ers expected earnings of 77 cents a
share. Global volume rose 5%, ahead
of most analysts’ expectations.

GLOBAL BUSINESS BRIEFS
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By Yvonne Lee

And Aries Poon

HONG KONG—3D-Gold Jewellery
Holdings Ltd. said it has called in au-
ditors to investigate a financial short-

fall that came to light after the death
of its founding chairman.

3D-Gold, formerly known as Hang
Fung Gold Technology Ltd. and lo-
cally famous for installing a solid
gold toilet in a sales facility, said its in-
ventory “might be substantially less
than previously reported.”

3D-Gold has been suspended from
trading since Sept. 30, four days after
the death of Chairman Lam Sai Wing.
Mr. Lam created the company’s “Hall
of Gold” that became a top attraction
for mainland Chinese tour groups fas-
cinated by the collection of object.

3D-Goldsaid ithas hired account-
ing firm Deloitte Touche Tohmatsu

to investigate its accounts, including
issueswith “significant tradereceiv-
ables.” The company’s statement
didn’t elaborate on problems or pro-
vide any monetary figures, and a
spokeswoman didn’t return calls
seeking comment.

No reason has been given for Mr.
Lam’s death, which has been de-
scribed as unexpected. His widow
Jane Chan, who was deputy chair-
man, took over as chairman.

The company said in its annual re-
port it had total borrowings of about
two billion Hong Kong dollars
(US$257.8million)asofMarch31,with
tradereceivablesofHK$909.6million.
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n BANC INTERNACIONAL D'ANDORRA. BANCA MORA.
Avgd. Meritxell 96, Andorra la Vella. Andorra. Ph. +376.884884 www.bibm.ad
Andfs. Anglaterra UK EQ AND 10/10 GBP 5.82 –38.5 –39.9 –19.0
Andfs. Borsa Global GL EQ AND 10/10 EUR 5.68 –40.6 –42.8 –20.1
Andfs. Emergents GL EQ AND 10/10 USD 10.08 –52.5 –53.3 –14.5
Andfs. Espanya EU EQ AND 10/10 EUR 10.43 –40.9 –39.2 –18.0
Andfs. Estats Units US EQ AND 10/10 USD 11.95 –41.2 –41.8 –18.4
Andfs. Europa EU EQ AND 10/10 EUR 6.27 –43.4 –44.7 –21.6
Andfs. Franca EU EQ AND 10/10 EUR 7.91 –43.7 –45.8 –23.5
Andfs. Japo JP EQ AND 10/10 JPY 416.49 –46.1 –52.5 –28.3
Andfs. Plus Dollars US BA AND 10/14 USD 8.65 –19.2 –20.6 –7.8
Andfs. RF Dolars US BD AND 10/14 USD 10.21 –9.9 –10.0 –3.7
Andfs. RF Euros EU BD AND 10/14 EUR 9.30 –15.8 –17.0 –9.0
Andorfons EU BD AND 10/14 EUR 12.50 –18.2 –20.3 –11.0
Andorfons Alternative Premium OT OT AND 07/31 EUR 112.49 –3.1 –2.6 2.3
Andorfons Mix 30 EU BA AND 10/14 EUR 8.87 –23.6 –25.6 –12.0
Andorfons Mix 60 EU BA AND 10/10 EUR 8.42 –36.1 –37.4 –17.9

n CHARTERED ASSET MANAGEMENT PTE LTD - TEL NO: 65-6835-8866
Fax No: 65-6835 8865, Website: www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited AS EQ MUS 10/10 USD 159790.40 –38.8 –40.3 –11.7

n DJE INVESTMENT S.A.
internet: www.dje.lu email: info@dje.lu phone:+00 352 269 2522 0 fax:+00 352 269 25252
DJE Real Estate P EU BA LUX 10/15 EUR 10.22 0.5 0.2 2.1
DJE-Absolut P GL EQ LUX 10/15 EUR 187.00 –25.9 –25.6 –7.1
DJE-Alpha Glbl P EU BA LUX 10/15 EUR 161.75 –20.9 –19.9 –4.8
DJE-Div& Substanz P GL EQ LUX 10/15 EUR 179.66 –24.6 –27.2 –6.6
DJE-Gold&Resourc P OT EQ LUX 10/15 EUR 124.73 –33.4 –36.1 –10.4
DJE-Renten Glbl P EU BD LUX 10/15 EUR 117.67 –3.6 –3.7 –0.9
LuxPro-Dragon I AS EQ LUX 10/15 EUR 98.33 –45.7 –51.6 –2.1
LuxPro-Dragon P AS EQ LUX 10/15 EUR 96.30 –46.8 –52.6 –3.1
LuxTopic-Aktien Europa EU EQ LUX 10/14 EUR 14.33 –25.7 –24.3 –6.0
LuxTopic-Pacific AS EQ LUX 10/14 EUR 11.34 –47.2 –49.3 –14.8

n EAST CAPITAL

n WEBSITE: www.eastcapital.com
Ph: +46 (0) 8 505 88 505, Fax: +46 (0)8 505 88 508
(Lux) E Eur ConvgnceEUR EE EQ LUX 10/13 EUR 50.80 –53.7 –57.6 NS
(Lux) E Eur ConvgnceUSD EE EQ LUX 10/13 USD 53.14 –57.0 –59.1 NS
(Lux) Russian EUR EE EQ LUX 10/14 EUR 47.33 –58.4 –57.7 NS
(Lux) Russian USD EE EQ LUX 10/14 USD 49.72 –61.2 –59.1 NS
Balkan Fund EE EQ SWE 10/14 SEK 15.09 –54.7 –56.5 –17.6
Baltic Fund EE EQ SWE 10/14 SEK 48.23 –34.5 –38.8 –11.7
Eastern European Fund EU EQ SWE 10/14 SEK 27.01 –50.7 –50.2 –17.8
Russian Fund EE EQ SWE 10/14 SEK 768.80 –56.0 –53.7 –21.6
Turkish Fund EE EQ SWE 10/14 SEK 5.32 –53.6 –54.6 –17.8

n HERITAGE FUND MANAGEMENT
info@heritagefunds.ch www.heritagefunds.ch
HF-China Abs Ret OT OT CHE 10/09 CHF 67.80 –55.1 –54.1 –17.5
HF-World Bds Abs Ret OT OT CHE 10/09 USD 85.80 –6.0 0.1 0.7

n HERMES FINANCIAL MANAGEMENT (EGYPT) LIMITED, AMSALES@EFG-HERMES.COM
Tel: 9714 363 4041 *Middle East & Developing Africa Fund
EFG-Hermes Egypt GL EQ BMU 08/31 USD 51.70 –19.6 1.5 21.8
EFG-Hermes MEDA* GL EQ BMU 09/30 USD 29.23 –19.2 –2.9 12.3
EFG-Hermes Saudi Arabia Equity EA EQ SAU 10/07 SAR 6.40 NS NS NS
EFG-Hermes Telecom OT EQ BMU 08/31 USD 31.61 –17.5 –8.7 12.0

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 10/13 USD 242.81 –22.1 –21.4 –7.6

Sel Emerg Mkt Equity GL EQ GGY 10/13 USD 146.48 –45.9 –47.3 –10.8
Sel Euro Equity EUR US EQ GGY 10/14 EUR 89.31 –38.9 –44.1 –20.3
Sel European Equity EU EQ GGY 10/13 USD 155.79 –45.1 –48.2 –18.3
Sel Glob Equity GL EQ GGY 10/13 USD 159.20 –41.7 –46.7 –19.4
Sel Glob Fxd Inc GL BD GGY 10/14 USD 128.37 –12.5 –10.8 –3.1
Sel Pacific Equity AS EQ GGY 10/13 USD 97.72 –44.6 –47.5 –10.8
Sel US Equity US EQ GGY 10/14 USD 112.52 –34.1 –38.0 –15.5
Sel US Sm Cap Eq US EQ GGY 10/14 USD 147.78 –36.1 –42.9 –20.4

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
DSF 25/75 EU BA LUX 10/14 EUR 293.65 –18.6 –19.8 –9.2
DSF 50/50 EU BA LUX 10/14 EUR 224.67 –24.3 –26.9 –12.5
DSF 75/25 EU BA LUX 10/13 EUR 170.27 –32.2 –35.7 –17.7
KBC Eq (L) Europe EU EQ LUX 10/14 EUR 471.95 –37.9 –42.4 –20.5
KBC Eq (L) Japan JP EQ LUX 10/13 JPY 16459.00 –44.3 –51.6 –29.8
KBC Eq (L) NthAmer EUR US EQ LUX 10/14 EUR 516.55 –33.0 –36.6 –14.9
KBC Eq (L) NthAmer USD US EQ LUX 10/14 USD 734.81 –32.6 –35.9 –13.2
KBL Key America EUR US EQ LUX 10/10 EUR 327.74 –43.9 –46.3 –19.3
KBL Key America USD US EQ LUX 10/10 USD 338.36 –43.9 –46.1 –18.0
KBL Key East Europe EU EQ LUX 10/13 EUR 1501.02 –55.8 –55.6 –24.5
KBL Key Eur Sm Cie EU EQ LUX 10/10 EUR 737.94 –46.2 –52.1 –24.1
KBL Key Europe EU EQ LUX 10/10 EUR 513.06 –41.9 –45.7 –21.7
KBL Key Far East AS EQ LUX 10/10 USD 937.63 –50.9 –54.1 –15.0
KBL Key Major Em Mkts GL EQ LUX 10/10 USD 371.09 –60.1 –59.0 –16.1
KBL Key NaturalRes EUR OT EQ LUX 10/10 EUR 346.68 –44.2 –44.8 NS
KBL Key NaturalRes USD OT EQ LUX 10/10 USD 356.26 –48.4 –47.4 NS
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‘The honey pot’ turns sour for GE
Difficulty in selling
commercial property
hits firm’s results

Currency markets wrestle with liquidity, volatility
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By Lingling Wei

And Paul Glader

When the real-estate market was
booming, General Electric Co.’s com-
mercial-property business earned
the nickname “the honey pot”
among insiders because the com-
pany could increase earnings simply
by selling a building or two.

But now, the opposite is true:
GE’s difficulty selling its office build-
ings, shopping centers and other
commercial property is dragging
down its financial results.

Lower property sales contrib-
uted to earnings shortfalls at the
Fairfield, Conn.-based conglomer-
ate in both the first and third quar-
ters. GE, whose $88.7 billion real-es-
tate portfolio is one of the world’s
largest, posted a 62% decline in its
third-quarter profit on real estate,
to $244 million from $640 million a
year earlier.

The drop was one of the largest
percentage declines for any of its
business units.

“We’re not counting [on] any
gains in the real-estate business in
2009,” said Keith Sherin, GE’s chief
financial officer, during a confer-
ence call with analysts and investors
last week. This year, GE hopes to
earn between $1.3 billion and $1.5
billion from its real-estate business.
That’s a sharp contrast with last

year, when the roughly $2.3 billion
in real-estate profit—driven by
sales of GE’s property investments—
accounted for about 38% of earnings
at the company’s crown-jewel com-
mercial-finance unit and 10% of total
GE profit.

“The real estate business has
been a consistent performer for us,”
said a GE spokesman. “We have a
strong and diversified real-estate
portfolio with conservative under-
writing.”

Established in 1972, GE’s real-es-
tate division has both purchased
property and offered loans to other
investors. Its equity operation has
operated like the real-estate arm of
a pension fund, endowment or pri-
vate-equity fund. It would buy a
property, try to improve it and then
sell it after holding it for three to
five years.

But that strategy has been ham-
strung by the credit squeeze and eco-
nomic downturn, which have driven
down values while making it diffi-
cult for potential buyers to get fi-
nancing. The few buyers who are out
there expect big discounts.

GE isn’t alone in its pain, which is
also being felt by numerous financial
institutions and real-estate funds
that depend on maintaining a steady
levelof salesto meettheirreturnpro-
jections. Some private-equity funds
with big real-estate investments are
limitingredemptionsbyinvestorsbe-
cause they don’t want to sell into
such a bad market.

Falling property values could
also hurt GE by forcing it to take hits
on its balance sheet. As of the end of
last year, the estimated market

value of its real-estate investments
exceeded what the company had
paid by about $3 billion.

But if, as expected, the commer-
cial real-estate market continues to
weaken, GE runs the risk of having to
take a write-down on those invest-
ments. Nationwide, as office vacan-
cies rise, retail sales slow and travel
bookings plunge, commercial-prop-
erty values have already fallen as
much as 20% in many areas.

GE purchased many properties
at the top of the market. According

to Real Capital Analytics, a research
firm in New York, the company sold
$7 billion of real estate world-wide
last year and acquired $16.6 billion.

Among the notable deals: In July
2007, it bought nine office com-
plexes in Chicago from Blackstone
Group LP for $1.05 billion. Those
properties had been owned by Eq-
uity Office Properties, which Black-

stone acquired for $39 billion at the
beginning of 2007.

Some other buyers who bought
pieces of the Equity Office portfolio
fared poorly. For example, New York
developer Harry Macklowe was
forced to liquidate a large portion of
his real-estate empire this year be-
cause of the problems he took on
when he bought seven of Equity Of-
fice’s Manhattan office buildings.

Until now, GE’s real-estate unit
has performed well, with net-in-
come growth exceeding 10% for 12
consecutive years. During the com-
mercial real-estate collapse of the
early 1990s, the company was a big
winner, making billions of dollars by
buying and selling distressed assets
from the Resolution Trust Corp., the
government thrift-bailout agency.

The real-estate business has
been “a source of incremental
growth” for the company for the
past five years, says Nicholas Hey-
mann, an analyst at Sterne Agee in
New York. But now, he says, the com-
pany faces difficulty managing the
typical cycle of buying and selling
real estate. “The big issue is finding
liquidity anywhere to allow them to
sell these properties,” he says.

So far this year, GE has sold $8 bil-
lion of real estate, and it plans to sell
$6 billion to $10 billion more over
the next 12 months. Many of the
sales have involved properties over-
seas where the credit markets were
sounder until recently.

Buyers have typically been insti-
tutions that could finance deals with
either their own cash or loans from
insurance companies and other cred-
itors that hold loans to maturity.

By Joanna Slater

Days after governments in the
U.S. and Europe announced historic
steps to shore up their banking sys-
tems, currency markets have re-
mained volatile and sparsely traded
compared with just months ago.

This environment makes it diffi-
cult for companies to manage their

exposure to curren-
cies, and, in some
cases, has resulted
in major losses. Li-
quidity in currency

markets is “the worst I’ve ever seen
it,” said Parker King, head of cur-
rency investing at Putnam Invest-
ments in Boston. “The volatility has
gone through the roof.”

While conditions are slightly bet-
ter than during the depths of last
week’s turmoil, they are unlikely to
improve quickly, said investors. In a
barometer of the broader fear per-
vading markets, interest rates for
short-term borrowing between
banks have yet to drop significantly.

There have been signs of relief.
Certain beaten-down currencies
have clawed back some losses
against the U.S. dollar in recent days,
including the Australian dollar and
the Brazilian real.

Meanwhile, in midafternoon trad-
ing in New York Wednesday, the dol-
lar was higher against most rivals
other than the yen, in a recently fa-
miliar pattern of rising risk aversion.
The dollar was trading at 100.84 yen,

down from 102.04 yen late Tuesday,
while it rose to 1.1346 Swiss francs
from 1.1338 francs. The euro fell to
$1.3532 from $1.3654, and the pound
fell to $1.7357 from $1.7423. The euro
fell to 136.44 yen from 139.33 yen.

The average daily turnover in cur-
rency markets in April 2007 was
$3.2 trillion, according to the Bank
for International Settlements. No
more recent figure is available, but
investors said they are trading a frac-
tion of what they normally would,
with greater difficulty and at much
higher costs. Transactions that
would have had no impact on ex-
change rates several months ago
now move the market.

One important part of foreign-ex-
change markets—contracts to buy

or sell currencies at future dates, or
the options to do so—is barely
traded. Such derivatives incorporate
short-term interest rates, which re-
main volatile.

Investors trace these conditions
to the bankruptcy filing of Lehman
Brothers Holdings Inc. and the U.S.
government bailout of American In-
ternational Group Inc. Not only are
there fewer participants in the mar-
ket, but those that are left are taking
on less risk.

Some companies already have
gotten hammered by the volatility in
currencies. Not only can companies
get caught on the wrong side of cur-
rency movements, but they are liable
to pay much higher costs to protect
themselves against currency swings.
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By Amir Efrati

And Chad Bray

New York Attorney General An-
drew Cuomo has asked American In-
ternational Group Inc. to recover
millions of dollars worth of “unrea-
sonable” and “outrageous” pay-
ments it made to executives as the
insurance giant neared a collapse
earlier this year or face legal action
for violating state law.

AIG “had a party and the taxpay-
ers have the hangover,” Mr. Cuomo
said Wednesday at a news confer-
ence.

Mr. Cuomo is conducting a probe
into allegedly “unwarranted and
outrageous expenditures” at AIG,
which has received an $85 billion
credit facility from the U.S. govern-
ment.

In a letter sent Wednesday to
AIG’s board of directors, Mr. Cuomo
wrote that as the company “was tee-
tering toward bankruptcy, and oper-
ating with unreasonably small capi-
tal, AIG nevertheless made numer-
ous extraordinary expenditures in
the form of executive compensation
payments, junkets and perks for its
executives.”

That allegedly violated a state
law in which the creditor of an un-
dercapitalized company can object
to expenditures and payments
“made in the absence of fair consid-
eration.” New York State could be
considered a creditor because AIG
pays taxes to the state, according to
an official in Mr. Cuomo’s office.

The attorney general called on
AIG’s directors to cease and desist
from any such expenditures and re-
scind all past unreasonable expendi-
tures. Mr. Cuomo said his office
would take legal action if AIG’s
board failed to cooperate.

Peter Tulupman, an AIG spokes-
man, said the attorney general’s con-
cerns “are immediately being
brought to the attention of the
board.” He said the company Friday
issued a directive ending all activi-
ties “not absolutely essential to the
conduct of our business.”

“AIG’s priority is continuing to fo-
cus on actions necessary to repay
the Federal Reserve loan and
emerge as a vital ongoing business,”
Mr. Tulupman said.

In his letter, Mr. Cuomo noted
several expenditures he thought
were extraordinary, including a
March 2008 cash bonus of more
than $5 million to former Chief Exec-
utive Martin Sullivan and a “golden
parachute” of $15 million.

New York asks
AIG to recover
executive perks

Source: the company

Declining sector
General Electric’s profit from its
real-estate business
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ORWAY’S CENTRAL
bank cut its key inter-
est rate for the first

time since March 2004, to
5.25% from 5.75%, and said
the financial-market crisis
has had greater effect in Nor-
way than previously assumed.

The move comes a week
after coordinated cuts by
central banks, including the
Federal Reserve, the Bank of
England and the Swedish

Riksbank. “The outlook for global growth has consid-
erably worsened,” Gov. Svein Gjedrem said.

Credit channels in Norway have dried up, he
said. And while inflation remains high in Norway,
“the forces that have fueled inflation have now di-
minished,” he added.  —Elizabeth Cowley

Central bank reduces
key interest rate to 5.25%

T
HE NUMBER of
jobless people in
Britain grew at

its fastest rate in 17
years in the three
months to August, the
Office for National Sta-
tistics said, increasing
the prospect of a pro-
tracted slowdown.

“We may have avoided financial Armageddon, but
the U.K. is heading into a severe recession and most
of the economic pain still lies ahead,” said Michael
Saunders, chief U.K. economist at Citigroup.

The number of jobless rose by 164,000, the big-
gest rise since the period ending June 1991. The un-
employment rate rose 0.5 percentage point to 5.7%
for the same period, compared with the previous
three months.  —Nicholas Winning
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Georgian leader warns of Moscow’s aims
Saakashvili seeks
signs of EU support
to rebuild economy

S
PANISH third-quarter
housing prices fell for
the second consecutive

quarter. Spain’s Housing Min-
istry said prices fell at a
1.3% quarterly rate in the
third quarter after a 0.1% fall
in the second quarter. On an
annual basis, however, prices
posted a 0.7% increase.
Spain’s home-building boom,
one of Europe’s largest,
started to deflate last year

and was hastened by tougher financing conditions in
the aftermath of the U.S. subprime-mortgage crisis.

“We think that further substantial house-price
falls are in prospect and that a decline of around a
third from peak to trough is likely,” said Ben May of
Capital Economics. —Jonathan House

Survey confirms sizable Turkmen gas reserves

Number of jobless makes
biggest gain in 17 years
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By Marc Champion

Brussels

GEORGIAISTRYINGtorecapture
international attention and en-
sure continued support in its

strugglewithMoscow,aftertheglobal
financial crisis overshadowed the ex-
Sovietnation’s troubles.

On a visit to Brussels ahead of a Eu-
ropean Union summit that will deal
with the financial crisis and Georgia,
President Mikheil Saakashvili
warned in an interview against com-
placency. He said Russia is likely to
use what he described as a power vac-
uum until a new administration takes
charge in Washington to conduct fur-
ther adventures in the region.

Mr. Saakashvili also dismissed
talks in Geneva Wednesday on the
status of Georgia’s disputed separat-
ist territories as an attempt by Rus-
sia to legitimize its continuing “oc-
cupation” of parts of Georgia. The
talks quickly broke down over the in-
clusion of representatives from
Georgia’s two separatist territories,
Abkhazia and South Ossetia, which
Russia has recognized as indepen-
dent but Georgia and the rest of the
world—except Nicaragua—haven’t.

For now, Mr. Saakashvili said, his
focus is to restore his country’s bat-
tered economy. “I’m afraid this kind
of Russia is going to go on the ram-
page in different forms…they are go-
ing to mess around on a much wider
scale,” he said.

Thousands of Russian troops
and hundreds of tanks entered Geor-
gia after Aug. 7 in what Moscow said
was an effort to prevent the slaugh-
ter of Ossetian civilians in a Geor-
gian assault on separatist South Os-
setia. Dozens of South Ossetians
died in the conflict. The Russian at-
tack quickly went beyond the imme-
diate conflict area, however, caus-
ing significant economic damage
and loss of lives in Georgia and trig-
gering a backlash in the West.

Mr. Saakashvili, a U.S.-educated
lawyer, said he was pleased with the
European response to Russia’s ac-

tions so far and wasn’t concerned
with whether the EU decides to end
its suspension of talks on a new part-
nership agreement with Russia.

The EU suspended those talks af-
ter the conflict to protest Russia’s
occupation of undisputed Georgian
territory, from which Russian
troops have now largely withdrawn.

What counts, said Mr. Saakash-
vili, is that the West continues to in-
sist that Russia withdraws its
troops to positions they held on
Aug. 7, before its military interven-
tion, and that it holds firm against
Russia’s decision to recognize the
two territories as independent.

“If you accept what the Russians
have done as a fait accompli it’s not
the end of the trouble, it’s the begin-
ning,” he said.

Real progress is likely to have to
wait until a new administration in
Washington can reenergize weak-
ened U.S. global leadership, he said.
He said Georgia’s experience had
shown that even with energetic ac-
tion from French President Nicolas
Sarkozy, “still the only real leader at
this stage is the United States, in
terms of global power.”

Russia, meanwhile, has sought
to reach out to traditional friends in
Europe such as France, Germany
and Italy and in recent weeks has
had some success. “I feel that Russia

is a Western nation. My project is
that, in the coming years, the Rus-
sian Federation can become a mem-
ber of the EU,” Italian Prime Minis-
ter Silvio Berlusconi said Wednes-

day—though Russia has expressed
no interest in joining the EU.

“Relations are changing,” said
Konstantin Kosachev, chairman of
the international affairs committee
in Russia’s parliament. “Europe is re-
alizing that its blind faith in the U.S.
… isn’t justified,” he said in an inter-
view. Mr. Kosachev denied Russia
seeks a Cold War-style sphere of in-
fluence around its borders.

Mr. Saakashvili said his main
message to the EU is to continue giv-
ing clear signals to foreign inves-
tors that Georgia is on a path to inte-
gration with the EU, through trade
and visa agreements, as well as fi-
nancial aid. He said his government
plans to lower business taxes and
further deregulate the economy—
despite the global financial cri-
sis—to attract investment.

The EU is set to hold a donor con-
ference to provide Georgia with re-
construction aid this month. The
U.S. has pledged $1 billion. Georgia
has asked the International Mone-
tary Fund for a $750 million emer-
gency standby loan.
 —Gregory L. White in Moscow

contributed to this article.
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Georgian President Mikheil Saakashvili campaigned in Brussels this week for
signs of support from the European Union in his country’s conflict with Moscow.
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Post-boom housing prices
continue their descent

By Guy Chazan

A long-awaited study of a big nat-
ural-gas field in Turkmenistan iden-
tified it as the fifth largest in the
world, independently confirming
for the first time the Caspian state’s
status as one of the world’s great hy-
drocarbon provinces.

Gaffney Cline & Associates, an
oil advisory firm, said the South Yo-
lotan-Osman field in the southeast
of Turkmenistan contained be-
tween 4 trillion and 14 trillion cubic
meters of gas in place. The upper
end of that estimate is three times
the European Union’s annual con-
sumption of the fuel.

Turkmen state media quoted Jim
Gillett, Gaffney Cline’s manager for
business development, as saying the
field could ultimately produce 70 bil-
lion cubic meters a year—roughly
equivalent to Turkmenistan’s cur-
rent total annual production of gas.

Gaffney Cline declined to comment.
Turkmenistan has long been on

the radar screens of the world’s big
oil companies. But for years, its re-
clusive and eccentric dictator Sapar-
murat Niyazov closed it off to the
outside world, steering a fiercely
isolationist course and shunning in-
vestors. After he died in December
2006, western oil majors including
BP PLC, Chevron Corp and Total SA
flocked to the Turkmen capital Ash-
gabad hoping for deals.

But there was always lingering
uncertainty about the real size of
the country’s reserves. That fueled
fears that Turkmenistan, which had
signed major deals with China, Rus-
sia, Iran and Europe, had overcom-
mitted its gas, and might struggle to
fulfil its export commitments.

Mr. Niyazov never tried to dispel
those fears by allowing a full, inde-
pendent audit of Turkmenistan’s en-
ergy riches by a reputable Western

firm. That omission was quickly rec-
tified by his successor as president—
his former dentist—Kurbanguly Ber-
dymukhamedov. One of Mr. Ber-
dymukhamedov’s first acts in
power was to commission an audit
by Gaffney Cline.

The first results of the survey indi-
cate previous assessments have se-
verely underestimated Turkmeni-
stan’s gas reserves. The BP Statistical
Review of World Energy, an industry
bible, sets the country’s reserves at
2.67 trillion cubic meters. Analysts
expect that to be upgraded in light of
the information on South Yolotan.

The findings suggest Turkmeni-
stan should be able to confidently
move ahead with plans to boost its
exports of gas. At the moment, it
sells most of its gas to Russia—about
50 billion cubic meters a year, which
is mostly resold to Ukraine—and a lit-
tle to Iran. But it has plans to export
to China and Europe too, as well as

significantly boost sales to Russia.
China is currently building a pipeline
from Turkmenistan that will have
the capacity to bring 30 billion cubic
meters a year, and Ashgabad has also
agreed to sell 10 billion cubic meters
to Europe. The European Union
hopes that a gas pipeline will one day
be built across the Caspian Sea,
which would enable direct imports
of Turkmen gas, bypassing Russia.

Many observers wondered
whether Turkmenistan really had
enough resources to realize those ex-
pansion plans. But the Gaffney Cline
figures showed it “clearly does have
enough gas to supply Russia and
China,” said Ian Thom, a Caspian an-
alyst with consultancy Wood Mack-
enzie. “All the same, the existing ex-
port infrastructure is insufficient,
so they’ll clearly need additional ca-
pacity and new pipelines,” he said.
 —Alexander Kolyandr

contributed to this article.
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Hands-on in Hong Kong
Bucking past, Tsang
promises intervention
to fight market shocks
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Economic worries hit shares;
Nikkei financials in late rally

Global Equity Small/Mid Cap
Funds that invest primarily in the equities of small- and mid-cap companies from around the
globe. At least 75% of total assets are invested in equities. Ranked on % total return (divi-
dends reinvested) in U.S. dollars for one year ending October 15, 2008

Leading 10 Performers
FUND FUND LEGAL % Return in $US **
RATING NAME FUND MGM'T CO. CURR. BASE YTD 1-YR 2-YR 5-YR

NS Robeco Robeco Asset EURiNethrlnds –3.88 3.56 12.57 NS
Private Equity Cert Inc Management

NS Triodos Triodos Fonds EURiLuxembrg –3.60 1.16 9.81 NS
Renewables Europe I Acc Management

NS Caixagest Caixagest - EURiPortugal –9.00 –6.23 NS NS
Private Equity FEI Acc Técnicas de Gestão SA

NS Robeco Clean Robeco Asset EURiLuxembrg –9.03 –7.32 NS NS
Tech Certificate EUR Management

NS Alpha Universal-Investment EURiGermany 0.31 –8.74 8.74 NS
Centauri Strategie UI Inc GmbH

4 RAM DWS Investment EURiLuxembrg –11.24 –11.05 7.18 9.28
Dynamisch Acc S.A.

NS TOP TREND AmpegaGerling EURiGermany –10.40 –12.22 3.40 NS
AMI Acc Investment GmbH

3 Telos Funds Axxion S.A. EURiLuxembrg –13.92 –12.24 –1.73 3.64
- Momentum Select Acc

NS Gerlachus Axxion S.A. EURiLuxembrg –16.04 –16.69 1.09 NS
Global Diversified B Acc

5 Dewaay Puilaetco S.C.S. EURiLuxembrg –18.99 –18.14 –0.25 NS
Global Alternative Invest B Acc

Leung Kwok-hung, known as Long-Hair, was among lawmakers who confronted
Hong Kong leader Donald Tsang as he delivered his annual policy speech.
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By V. Phani Kumar

MARKETWATCH.COM

HONG KONG—Asian markets
ended mostly lower Wednesday,
with Hong Kong stocks battered on
worries about a global economic
slowdown, while a weak earnings re-
port from Larsen & Toubro dragged
down Mumbai shares.

Japan’s Nikkei Stock Average of
225 companies, however, gained

1.1% to 9547.47,
helped by a late
burst of buying in fi-
nancials such as Mi-
zuho Financial

Group and exporters like Nintendo.
Hong Kong’s Hang Seng Index

tumbled 5% to 15998.30, with sell-
ing intensifying in afternoon trad-
ing after European markets opened
lower.

“The risk of a recession is in-
creasing. For the rest of the year,
most global markets could be test-
ing their lows,” said Patrick Shum, a
strategist at Karl Thomson Securi-
ties in Hong Kong. “I think the re-
bound we saw globally is over.”

In Mumbai, the Sensitive Index
sank 5.9% to 10809.12. Larsen & Tou-

bro tumbled 11% after the engineer-
ing company reported a lower-than-
expected increase in fiscal-second-
quarter net income because of high
raw-material and financing costs.

The Shanghai Composite fin-
ished 1.1% lower at 1994.67, after
data Tuesday showed the growth in
China’s M2 money supply—a broad
measure of cash, savings and depos-
its—slowed to 15.3% in September
from 16% in August.

South Korea’s Kospi dropped 2%
to 1340.28, and Singapore’s Straits
Times index shed 3.2% to 2059.39.

Shipping firms were hit hard af-
ter the Baltic Dry Index, a measure
of marine freight rates, tumbled
8.5% Tuesday. In Tokyo, Nippon
Yusen K.K. dropped 6% and Mitsui
O.S.K. Lines fell 6.8%. China Cosco
Holdings fell 11% in Hong Kong,
while STX Pan Ocean gave up 3.8%
in Singapore.

Mazda Motor tumbled 9.2% in
Tokyo after the Nikkei business
daily reported that the company
had put on hold plans to build a fac-
tory in North America. The delay re-
flects a slump in new-vehicle sales
in the U.S.

By Jonathan Cheng

HONG KONG—Hong Kong’s top
leader vowed decisive government
action to address a souring eco-
nomic picture, and called for a re-ex-
amination of the city’s traditional
hands-off attitude toward business.

In his annual policy speech
Wednesday, Chief Executive Donald
Tsang said authorities would in-
crease oversight of the financial sec-
tor, push forward with major infra-
structure projects and introduce
minimum-wage legislation, among
other measures. He also said the gov-
ernment wouldn’t hesitate to right
the market in the event of further fi-
nancial shocks.

“When the market fails, the gov-
ernment should be prepared to inter-
vene in a timely and decisive man-
ner,” he said in his wide-ranging ad-
dress before the city’s legislature.
“The market is not omnipotent. In-
tervention is not necessarily an
evil.”

Mr. Tsang, who has broad author-
ity under Hong Kong’s system to pro-
pose legislation, said authorities
would look to change the way banks
calculate their capital-adequacy ra-
tios to more closely adhere to inter-
national banking standards. He said
he would lead a task force of busi-
ness leaders and finance experts to
formulate a response to the global
crisis.

He also vowed to be more respon-
sive to public opinion.

Mr. Tsang’s plans weren’t
enough for some critics. Joe Lo, a
Citigroup economist, said the policy
address lacked concrete measures
to restore public confidence. The
Hong Kong General Chamber of
Commerce said there was “no men-
tion at all” about helping smaller
businesses.

Lawmaker Wong Yuk-man had to
be ushered out of the legislative
chamber for throwing bananas at
Mr. Tsang, after the chief executive
refused to commit to raising the
city’s old-age allowance. Old-age al-
lowance is known colloquially as
“fruit money” in Cantonese. In all,
four lawmakers stood up and
shouted down Mr. Tsang, in a
heated display that was unusual for
the Legislative Council. Three of the
four were thrown out.

The proposals come at a sensi-

tive time for Hong Kong, a financial
hub facing the prospect of a reces-
sion, widespread job cuts and a
weakening housing market.

Last month, depositors made a
run on a local bank based on market
rumors. Last week, hundreds of dis-
gruntled citizens protested outside
the headquarters of several banks,
saying they were conned into buy-
ing complex financial products
called minibonds that were mar-
keted as safe investments.

Mr. Tsang said Wednesday that
regulators would demand more
transparency from local banks and
fund managers to bolster investor
confidence, while warning banks
that they had a week to respond to a
government proposal that banks
buy back the minibonds.

The government had said Tues-
day that it would fully guarantee all
bank deposits to bolster confidence
in the banking system. On Wednes-

day, Mr. Tsang said the government
would also explore options for pro-
tecting policyholders in the event of
insurer insolvency. He didn’t elabo-
rate.

Mr. Tsang warned the worst of
the crisis has yet to be seen and said
the “destructive force” of the crisis is
stronger and more widespread than
the Asian financial crisis of 1997.

“This is not a time for innova-
tion,” Mr. Tsang said. “This is a time
for consolidation and objective as-
sessment of the situation.”

At the same time, Mr. Tsang said
he saw an opportunity for Hong
Kong to streamline the stock-ex-
change listings process for compa-
nies, to develop its nascent Islamic
bond market and to attract more
new listings from Russian and East-
ern European companies.

Mr. Tsang’s speech emphasized
making sure economic policy bene-
fited all corners of society.
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Asia’s currency reserves still high
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By David Roman

SINGAPORE—Asia’s foreign-ex-
change reserves eased in September
from August but remained at histori-
cally high levels, signaling that the
region is well stocked with funds to
help stabilize jittery markets.

Reserves held by 12 central
banks in the region stood at $4.351
trillion at the end of September,
down from $4.357 trillion at the end
of August, according to calculations
by Dow Jones Newswires.

The decline in reserves was
largely due to a fall in the value of
non-U.S. dollar assets, notably
those denominated in the depreciat-
ing euro and sterling, and to a lesser

extent sales of dollars to prop up
struggling local currencies.

That was offset by a rise in Chi-
na’s reserves which, at $1.91 trillion
as of Sept. 30. The 1.2% increase in
holdings was low by recent Chinese
standards but still leaves the coun-
try flush with cash at a time when it
is facing calls to help steady jittery
economies around the world and is
keen to flex its geopolitical muscle.

Thailand, a country at the center
of the regional crisis a decade ago,
was one of only three Asian central
banks to post an increase in reserves
in September. Its holdings rose
2.2%—the largest monthly increase
in the region—to $103.4 billion. Re-
serves also rose in Hong Kong.
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India, Brazil, South Africa
in plea for emerging nations

U.S. consumers pull back
Retail sales declined
in month as fears rise
amid more job losses

India injects more money into system

FCC may open unused TV airwaves

Ukraine says it may tap
standby credit from IMF

By Sudeep Reddy

U.S. retail sales tumbled in Sep-
tember as the credit freeze and job
losses heightened fears about the
depth of the recession.

The Commerce Department said
retail sales dropped 1.2% last
month, a sharper decline than the
0.6% drop in July and 0.4% fall in Au-
gust. The figures confirm that the
economy was weakening before
market turmoil surged this month.

The report sent stocks sliding
and returned attention to the econo-
my’s deepening troubles despite the
government’s $700 billion rescue
plan. Economists forecast that credit
markets will take at least several
months to unfreeze, limiting growth
while government officials execute
plans to ease market conditions.

The economy’s performance over
the past few months and its current
course are raising the prospect of the
longest recession since the 16-month
slump between 1981 and 1982. The
2001 recession hit the job market
hard but lasted just eight months,
with relatively small declines in eco-
nomic output. The 1990-1991 reces-
sion, the most recent contraction in
consumer spending, also ran for
eight months, but its effects, particu-
larly on banks, lingered for years.

“Stabilization of the financial
markets is a critical first step, but
even if they stabilize as we hope
they will, broader economic recov-
ery will not happen right away,” Fed-
eral Reserve Chairman Ben Ber-
nanke said in a speech Wednesday.
“Ultimately, the trajectory of eco-
nomic activity beyond the next few
quarters will depend greatly on the
extent to which financial and credit
markets return to more normal func-
tioning.”

Consumer spending is likely to
show declines in the third and
fourth quarters, hammering retail-
ers during the critical holiday shop-
ping season. Job losses, which
started at the beginning of this year,
are deepening as businesses strug-
gle with the market turmoil.

After Wednesday’s retail sales re-

port, many economists changed
their third-quarter estimates to
show a decline in overall economic
output. The consulting firm Macro-
economic Advisers lowered its esti-
mate to show a 0.3% decline in gross
domestic product during the third
quarter.

“The U.S. consumer is in major
trouble, with wage and salary in-
come growth evaporating, credit ex-
tremely tight or unavailable, home
prices continuing to decline, house-
hold balance sheets stressed, and
food and energy costs consuming a
large share of budgets,” said Joshua
Shapiro, chief economist at consult-
ing firm MFR Inc. “Whatever the
government does to try to bail out
the financial system, a consumer-
led recession is upon us, and it prom-
ises to be a serious one.”

Retail sales slipped in almost ev-
ery sector. Auto sales fell 4.2%,
while furniture, electronics, cloth-
ing and food sales also declined. One
flicker of good news was health
care, which has remained relatively
stable amid the broader economic
downturn.

Perhaps the only positive for the
economy is the recent drop in crude
oil to below $80 a barrel. High gaso-
line prices had been eating into con-
sumer spending, and the jump
above $4 a gallon this summer wors-
ened some of the retail sector’s trou-
bles. The recent decline “will be a
big positive for consumer spending,
but not until job losses subside by
the middle of 2009,” PNC Bank econ-
omists said.

By Jackie Range,

Abhrajit Gangopadhyay

And Subhadip Sircar

NEW DELHI—India’s central
bank and government moved to in-
ject more capital into the financial
system, joining other nations that
have taken steps to try to boost con-
fidence in their markets.

As part of Wednesday’s moves,
the Reserve Bank of India cut in the
amount of cash banks must leave on
hand with it by one percentage point
to 6.5%. This cut to the so-called
cash reserve ratio will be retroac-
tive to Oct. 11 and will release some
$8.2 billion into the banking system,
according to the central bank.

“The Reserve Bank of India is
committed to maintaining financial

stability, and active liquidity man-
agement using all policy instru-
ments is an integral part of this ob-
jective,” the central bank said in a
statement.

In another move targeting liquid-
ity, India’s government lifted a ceil-
ing on foreign investment in Indian
corporate bonds, doubling it to $6
billion.

Indian Finance Minister P.
Chidambaram said Wednesday the
government had asked the central
bank to immediately provide
around $5.1 billion to lending institu-
tions, which wouldn’t be required to
provide collateral for it.

The funds that are released to
lenders will come under a loan
waiver plan which the government
unveiled earlier this year to help im-

poverished farmers. Commercial
banks will get about $1.54 billion
and a state-run lender to the farm
sector, the National Bank for Agri-
culture and Rural Development, will
receive around $3.6 billion.

Indian banks have remained re-
luctant to lend to each other, de-
spite recent steps to boost liquidity.
The Reserve Bank of India has al-
ready reduced the cash reserve ra-
tio for commercial banks, among
other measures. However, those
measures haven’t helped stabilize
share prices, and analysts said
Wednesday’s moves aren’t likely to
rally stocks.

On Wednesday, India’s bench-
mark index, the Bombay Stock Ex-
change’s 30-stock index down 674.28
points, or 5.9%, to end at 10,809.12.

ECONOMY & POLITICS

By Amy Schatz

WASHINGTON—U.S. regulators
took a major step in clearing the
path for next-generation wireless
devices and high-speed Internet ser-
vices, and are preparing to release a
report that says using vacant TV air-
waves creates no major interfer-
ence problems.

Federal Communications Com-
mission engineers are expected to
say in the report, which could be re-
leased Wednesday, that interfer-
ence problems proved to be minimal
in a series of tests this summer of
prototype “white spaces” devices,
which run on vacant TV airwaves.

FCC Chairman Kevin Martin cir-
culated a proposal Tuesday night to
the other FCC commissioners to set

rules for using the airwaves. They
could vote on the issue as soon as
next month.

The proposal comes just a few
days after the FCC dismissed inter-
ference concerns involving another
chunk of airwaves, which the com-
mission wants to auction off to a
company that would promise to
build a free, national wireless Inter-
net network.

The FCC’s finding on white
spaces is a victory for high-tech com-
panies including Intel Corp., Mi-
crosoft Corp. and Google Inc.,
which have lobbied heavily to per-
suade the FCC to allow them to use
the unlicensed, vacant TV airwaves.
Tech companies say that allowing
anyone to use those airwaves will
spark a revolution in new wireless

services similar to what happened
when the FCC set aside different air-
waves that are now used for Wi-Fi
Internet.

The wireless industry and broad-
casters have argued the airwaves
shouldn’t be given away free, and in-
stead should be auctioned off in-
stead.

Mr. Martin has pushed to open up
airwaves and encourage more wire-
less Internet competition before a
new administration takes over.

His campaign puts the agency in
position to act, as soon as Novem-
ber, on new rules that would open
up the TV airwaves for unlicensed
use. Those airwaves would become
available in February, when the U.S.
switches to digital-only television
broadcasts.

Note: Seasonally adjusted

Source: U.S. Census Bureau
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BAKU, Azerbaijan—Azerbaijan’s
ruling party claimed victory for in-
cumbent President Ilham Aliyev in
an election Wednesday that was con-
demned by the country’s opposition
as a charade. Official results were ex-
pected early Thursday.

“Ilham Aliyev has won,” Ali
Akhmedov, executive secretary of
Mr. Aliyev’s New Azerbaijan Party,
told supporters rallying in down-
town Baku Wednesday. “His victory
is the victory of the Azeri people.”

Mr. Akhmedov didn’t specify by
how much the party believed Mr.
Aliyev had won. The main opposi-
tion leaders boycotted the poll, but
figures released by the state elec-
toral commission said turnout was
65% by 5 p.m.

Polls closed two hours later, to
the sound of the national anthem.
Three exit polls conducted by group-
ings of Azeri nongovernmental orga-
nizations each gave Mr. Aliyev
above 80%, and put turnout at be-
tween 68% and 73%.

“What’s the point in voting when
the result is known in advance?”
Gasan Mamedov, 48 years old,
asked in the afternoon as he strolled
past workers erecting the stage for
Mr. Aliyev’s victory rally.

The opposition said curbs on de-
mocracy and media freedom made
participation pointless. Rights
groups back their complaints and
have said a personality cult around
Mr. Aliyev’s late father, long-serv-
ing leader Heydar Aliyev, makes dis-
sent dangerous.

The country of 8.3 million people
lies at a strategic crossroads between
East and West, sandwiched between
Russia and Iran and straddling a re-
gion emerging as a major energy tran-
sit route from Central Asia to Europe.

Opposition politicians say West-
ern governments have toned down
their criticism of Azeri democracy
for fear of losing a strategic ally also
courted by Russia and access to its
oil reserves in the Caspian Sea.

The government insists Mr.
Aliyev is genuinely popular.

Aliyev claims Azerbaijan victory

ASSOCIATED PRESS

India, Brazil and South Africa
asked the rich countries to consider
their input on how to manage the
current global financial crisis with-
out jeopardizing the development
of emerging economies. Most emerg-
ing market stocks have fallen harder
in Asia, Russia and Latin America in
recent weeks than they have in the
United States and Western Europe.

A big reason for that, analysts say,
is that foreign investors who over the
past four years fueled the emerging
markets boom have lost their appe-
tite for risk amid the global credit
crunch and are yanking money out to
meet liquidity needs at home.

“We are the victims of a crisis gen-
erated by the rich countries,” Brazil-
ian President Luiz Inácio Lula da
Silva said in New Delhi at the third
summit of leaders of three of the
world’s major emerging economies.

President Kgalema Motlanthe
of South Africa said the hope for fu-
ture economic recovery potentially
lay in developing countries, “if we
continue to prioritize both growth
and redistribution of wealth to the
poor.”

Top officials of the three nations
will meet soon to develop a common
strategy to deal with effects of the
global financial crisis, said Indian
Prime Minister Manmohan Singh.

A WSJ NEWS ROUNDUP

KIEV, Ukraine—Ukraine may
seek support from the International
Monetary Fund through a standby
credit program, a central-bank offi-
cial said Wednesday, as the global fi-
nancial crisis tightened its grip on
the country’s economy.

The government is struggling to
support its currency, the hryvnia, as
investor money flees emerging mar-
kets and orders fall for the country’s
chief export commodity, steel.
Ukraine is also dealing with a politi-
cal crisis, and an election has been
called for December after efforts to
revive the country’s fractured pro-
Western coalition collapsed.

Ukraine was the fourth country
in a matter of days to turn to the
IMF, following Hungary, Serbia and
Iceland. IMF officials were set to ar-
rive in Kiev late Wednesday.

“At the end of the mission, if it
proves necessary, we will discuss
the possibility of extending a
standby [loan] to Ukraine, an
amount appropriate to Ukraine’s
needs at this time,” said Serhiy Krug-
lyk director at the Ukrainian central
bank’s international relations office.

“We are not sure we would use
the funds, but we need to calm down
the market and to calm down the

population,” Mr. Kruglyk said.
Ukraine’s standby credit of $605 mil-
lion, established in 2004, has never
been exercised.

Ukraine’s gaping current-ac-
count deficit may not be covered in
future by inflows of foreign invest-
ment as the European and U.S. econ-
omies slow. That has contributed to
unease among analysts about the
hryvnia’s weakness.

The hryvnia dipped to a record
low of 5.9 to the dollar last week,
and rose following central-bank in-
tervention. It now trades within a
newly widened band of 4.554 to
5.346 per dollar, and was quoted
late Wednesday at 5.06 to 5.145 per
dollar. It remains down about 12%
from September.

International ratings agency
Fitch has already cut its outlook on
Ukraine to negative, warning of a
higher risk of a currency crisis.
Moody’s Investors Service said it
was monitoring the situation.

The central bank has a difficult
balancing act. Letting the hryvnia
weaken under the weight of the cur-
rent-account gap would take away
one of the few constants in a coun-
try gripped by political turbulence.
But propping up the currency could
deplete reserves.
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Complex credit vehicles
get downgrade to ‘default’

Funds worry about Lehman margin calls
PwC could demand
more equity to cover
assets frozen in U.K.
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The main offices of Lehman Brothers’ European arm in London, where assets of
several Lehman clients are frozen.

By Radi Khasawneh

Three complex vehicles for invest-
ing in debt, issued at the height of
the bull market, have been forced to
unwind their positions after market
volatility pushed the value of the
portfolios below a key threshold and
ratings on the products were down-
graded to default.

Each of the so-called constant
proportion debt obligation struc-
tures, or CPDOs, issued an initial
$100 million in notes for investment
in a portfolio made up of equal pro-
portions of the main European and
U.S. credit indexes, the iTraxx and
the CDX IG index.

The products were the first of
their kind and were issued by ABN
Amro under the bank’s Surf CPDO
program in 2006. Each was 15 times
leveraged when fully invested, mean-
ing a total of $4.5 billion will have to
be unwound. Royal Bank of Scotland
Group PLC, which bought ABN Amro
last year, is now responsible for un-
winding the CPDOs.

In 2006, complex instruments
that could offer high ratings with
eye-catching returns were in high
demand. CPDOs were one of many
innovative products that used le-
verage to capture high returns
from what were regarded as safe in-
dex investments.

Based on historically low defaults,
the rating agencies were able to
award these products their highest
AAA rating, and ABN Amro offered
the first Surf notes with a 200-basis-
point coupon over the London inter-
bank offered rate, or Libor. The first
CPDOs’ demise into default is an-

other sign of the spectacular stress
being felt across credit markets.

Each product had a cash-out trig-
ger that kicked in when the portfo-
lio’s net asset value dropped to 10%
of its initial levels. Once the trigger is
hit, the deal is forcibly unwound.

“The rating actions follow the
spread widening and increasing vola-
tility in the credit-derivatives mar-
ket,” according to a release by Stan-
dard and Poor’s on the prospect of a
forced unwinding of the CPDOs Mon-
day. Series 8—one of the CPDO prod-
ucts that was issued in October
2006—is the only one of the three
troubled CPDOs that is also rated by
Moody’s, which has yet to declare its
reaction on the matter yet.

“CPDOs survived for quite some
time amid the turmoil, longer than
many had expected,” says Michael
Hampden-Turner, credit-products
strategist at Citigroup in London.

The values of the portfolios were
hit by the restructurings of U.S. mort-
gage lenders Fannie Mae, Freddie
Mac and Washington Mutual. Al-
though the groups did not collapse,
all three were referenced in the CDX
index, and under index rules, the bail-
outs by the U.S. government were
classed as default events.

By Renée Schultes

And David Walker

Although hedge funds haven’t
had access to assets held by Lehman
Brothers Holdings Inc.’s defunct
London prime-brokerage unit for a
month, Lehman’s administrators
could still make margin calls and ex-
pect funds to come up with fresh eq-
uity to meet them.

When Lehman’s main European
unit, Lehman Brothers Interna-
tional (Europe), entered administra-
tion one month ago, it took with it
$65 billion in client assets, made up
of $45 billion in long positions and
$20 billion in short holdings, the
company’s administrator, Pricewa-
terhouseCoopers, confirmed
Wednesday.

Some 3,500 clients are now
awaiting the fate of those assets.
This month, investment firm Oli-
vant said its entire 2.78% stake in
UBS AG was held with Lehman
Brothers. Hedge funds RAB Capital
PLC and GLG Partners Inc. have also
had balances frozen, although RAB
Capital said Wednesday it hadn’t re-
ceived any margin calls from PwC.

Word that funds may still face

margin calls on their assets,
brought on by the high levels of vol-
atility in financial markets in re-
cent weeks, has added to the uncer-
tainty of the unwind process,
which could take several months to
complete. The prime brokerage
unit handled the technical details
of the trades for the hedge funds,
raising money, finding loans, buy-
ing shares for long positions and
borrowing them for shorts. In nor-
mal times, if the value of the hedge
fund’s collateral to cover a position
had significantly fallen in value,
then the prime broker might make
a margin call and insist that the
fund stump up more equity to
cover the position.

Steven Pearson, a partner at
PwC, said Lehman Brothers Interna-
tional (Europe) is able to make mar-
gin calls and recover loans it has ad-
vanced to prime-brokerage clients.
Administrators typically have ei-
ther to organize selling of the busi-
ness, or its break-up if the business
can’t continue in one piece.

“If your bank fails, you still have
to pay your mortgage or you risk
your bank ultimately selling your
house,” said Mr. Pearson. “Who is
the holder of the risk of the securi-
ties? The hedge fund. If the value of
the securities fell, they had to meet
margin calls, if it went up, Lehman
was obliged to repay margin bal-
ances.”

However, unlike homeowners

who can sell their houses, Lehman’s
hedge-fund clients have no access
to their assets and haven’t done so
for the past month. They are uncer-
tain as to what will be returned to
them, and when.

Antonio Borges, chairman of in-
dustry body the Hedge Funds Stan-
dards Board, said hedge funds were
very concerned about the implica-
tions of Lehman Brothers’ bank-

ruptcy “and what it means for the fu-
ture.”

He said, “The way this was con-
ducted opens up precedents that
leave clients of the bank very ner-
vous because U.S. bankruptcy law is
very protective of U.S. interests and
European clients are in a world of un-
certainty with respect to what hap-
pens to their assets. This is a major
concern.”

A group of Lehman Brothers’ Eu-
ropean prime-brokerage staff have
been contracted to work with PwC
on the process. Mr. Pearson empha-
sized that the exercise was hugely
complex and that it was still trying
to get hold of all the information to
enable it to begin to unwind all the
positions.

“The important thing is to re-
member that we’re in the middle of
this, ensuring order,” said Mr. Pear-
son. “We didn’t create it but have al-
ready developed a comprehensive
process to address it. If we rush the
process, it will be chaotic.”

Emma Porter, director at busi-
ness consultants Kinetic Partners,
said that under U.K. law, administra-
tors were “all powerful” and had to
be in order to gauge what to do with
bankrupt companies.

“That was shown by RAB Capital
going to court and saying they
wanted the court to tell the adminis-
trator to release their funds,” said
Ms. Porter. “However, the court said
it was not for the court to get in-
volved at that stage, and RAB Capi-
tal should deal with the administra-
tor first.”

She said it was a “very difficult”
situation because there is quite a
big conflict between what the hedge
fund wants to happen and what ad-
ministrators need to run the busi-
ness effectively. “There is not com-
mon ground there; they are almost
diametrically opposed.”
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