
The U.S. Fed asked Goldman
Sachs and J.P. Morgan Chase to
help prop up AIG. The news
came as Lehman Brothers
raced to sell off pieces before
their value erodes. Meanwhile,
Merrill Lynch’s agreement to
sell itself to Bank of America
could reshape the U.S. banking
landscape. Pages 1, 2

n U.S. stocks swooned on the
shock of Lehman Brothers’ fail-
ure and fears for financials like
AIG. The Dow industrials shed
more than 500 points. Page 20

n Early dollar losses were lim-
ited later in the day amid rela-
tive resilience in the face of
the latest shock to the U.S. fi-
nancial system. Page 21

n The Libor shows that banks
in the U.S. and Europe are re-
luctant to lend to one another,
reflecting wariness for the in-
dustry’s financial health. Page 20

n Central banks around the
world pumped cash into money
markets, and investors raised
expectations that interest rates
would be cut soon. Page 19

n Crude oil settled at $95.71
on the New York Mercantile Ex-
change—its first close below
$100 since March 4. Page 19

n An Alitalia rescue plan was
partially revived as some labor
unions signed a draft deal with
the plan’s key investors. Page 6

n Chemical giant BASF
launched a nearly $3 billion
friendly offer to acquire strug-
gling rival Ciba Holding. Page 8

Merrill sale
jars landscape
for U.S. banks

Zimbabwean President Mugabe
agreed to cede some power for
the first time, signing a deal that
will make opposition leader Ts-
vangirai prime minister. But how
much power the opposition will
get remains to be seen. The deci-
sion on ministries each side will
control wasn’t resolved. Page 9

n The EU stepped up its engage-
ment in Georgia and launched
an observer mission. NATO diplo-
mats demanded immediate Rus-
sian withdrawal from Georgia.

n Pakistani security officials
said troops fired on U.S. helicop-
ters, forcing them back to Afghan-
istan, but the U.S. military denied
involvement. Elsewhere, Paki-
stani troops killed 24 militants.

n A suicide bomber attacked a
police gathering in Iraq’s Diy-
ala province, killing at least 22
people. Gates expects the U.S.
combat role in Iraq to shrink.

n The IAEA said U.N. efforts to
investigate allegations that Iran
tried to make nuclear arms have
run into a dead end, with Teh-
ran blocking any probe. Page 11

n South America’s presidents
met in Chile for an emergency
summit to find a peaceful solu-
tion to Bolivia’s political crisis.

n Nigeria’s main militant group
launched new attacks on energy
infrastructure, killing a Shell
crude-station guard. Page 23

n Chinese police arrested two
men on suspicion of contami-
nating baby-formula milk, as
infants sickened rose to 1,253.

n Damien Hirst auctioned off
“The Golden Calf” for $18.6 mil-
lion, among other works, at
Sotheby’s in London, showing the
art market’s resilience. Page 29

Lehman races to sell off
units before value erodes

Crisis sends banking back to its past
As securities firms
disappear, branches
make a comeback
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After filing for bankruptcy early
Monday, Lehman Brothers Holdings
Inc. raced to sell off pieces of the fallen
investment bank before an exodus of
employees and customers causes
their value to erode.

The New York company, facing liq-
uidation after filing for Chapter 11 pro-

tection in U.S. Bankruptcy Court for
the Southern District of New York,
continues to seek buyers for some as-
sets, including its U.S. broker-dealer
business and investment-manage-
ment arm, according to people famil-
iar with the situation.

Lehman was trying to sell a sub-
stantial stake in the investment-man-

agement unit, including Neuberger
Berman Holdings LLC, before the
bankruptcy-court filing. The business
was expected to fetch about $5 billion,
and a number of private-equity firms
have expressed interest in acquiring
the operation.

After failing to engineer a deal to
save the entire company over the
weekend, Lehman executives now are
trying to salvage what they can.

U.K.-based Barclays PLC, which
held discussions about buying Leh-
man before the bankruptcy filing, re-
mains interested in Lehman’s U.S. bro-
ker-dealer unit, the core of the firm.
Other buyers are circling, but it was
unclear how much the business would
be worth.

Other Wall Street firms are being
deluged with résumés from Lehman’s
work force of about 25,000. Many of
them are likely to lose their jobs, forc-

Please turn to page 4

By Carrick Mollenkamp

More than 200 years after it was
born at the base of a buttonwood
tree, Wall Street as we have known
it is ceasing to exist.

The filing for bankruptcy protec-
tion by 158-year-old investment bank
Lehman Brothers Holdings Inc. and
the takeover of 94-year-old Merrill
Lynch & Co., coming on the heels of
the demise of Bear Stearns Cos., repre-
sent a milestone in the biggest restruc-
turing of the banking industry since
the Great Depression.

For decades, stand-alone securi-
ties firms such as Lehman, Merrill and
Bear took big risks and made fat prof-
its at the cost of occasional losses. As
those firms are consumed in the wake
of a disastrous foray into financial wiz-
ardry, the old business of chasing cus-
tomer deposits and building branch
networks is regaining prominence as
the reliable way to make money. Insti-
tutions such as Bank of America
Corp. and Wells Fargo & Co. in the
U.S., as well as Germany’s Deutsche
Bank AG and Spain’s Banco
Santander SA, are moving to the top
of the pecking order in a financial in-
dustry that is likely to be safer but a
lot less lucrative for shareholders.

One hallmark of the new order is
likely to be a turn away from the big
risks—heavy borrowings, complex se-
curities—that financiers embraced in

recent years. Banks are heading “back
to basics—to, if you like, the core pur-
pose of the system with less bells and
whistles,” said Douglas Flint, finance

chief at HSBC Holdings PLC and co-
chairman of the Counterparty Risk
Management Policy Group, a task
force of bankers working on a frame-
work to prevent systemic bank risk.
“There is a recognition that when the
dust settles…the construct of the in-
dustry will be different.”

The shift reflects a broader reas-
sessment of how best to do the core
business of banking, which plays a
central role in the economy by turn-

Please turn to page 31
The bankruptcy hit Lehman’s London employees, above, particularly hard. Some
bankers are being told to end client relationships and aren’t sure they’ll be paid.

No rerun
That ’70s show of entrenched
inflation and low growth isn’t
coming back. Page 15
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Wall Street crisis
n U.S. Federal Reserve is likely to
hold the line on interest rates .... 3
n Sovereign-wealth funds avoid
the urge to hunt for bargains ..... 11
n Central banks pump cash into
markets in bid to ease fears ...... 19

By Matthew Karnitschnig,
Jeffrey McCracken, Susanne
Craig, Carrick Mollenkamp,
Jeanne Whalen and Carolyn
Cui

By Matthew Karnitschnig,

Carrick Mollenkamp

And Dan Fitzpatrick

Merrill Lynch & Co.’s agreement
to sell itself to Bank of America
Corp. could instantly reshape the
U.S. banking landscape, making the
nation’s prime behemoth even big-
ger. The deal shows how the credit
crisis has created opportunities for
financially sound buyers.

In a rushed bid to ride out the
storm sweeping American finance,
94-year-old Merrill Lynch agreed
late Sunday to sell itself to Bank of
America for $50 billion. Early Mon-
day, the two firms said the directors
of both companies had agreed to the
deal, which will be subject to share-
holder and regulatory approvals.

Driven by Bank of America Chief
Executive Ken Lewis, Bank of Amer-
ica has already made dozens of ac-
quisitions large and small, including
the purchase of ailing mortgage
lender Countrywide Financial Corp.
earlier this year. In adding Merrill
Lynch, it would control the nation’s
largest force of stockbrokers as well
as a well-regarded investment bank.

The combination, if approved by
shareholders, would create a bank of
vast reach, involved in nearly every
nook and cranny of the financial sys-
tem, from credit cards and auto
loans to bond and stock underwrit-
ing, merger advice and wealth man-
agement.

“Acquiring one of the premier
wealth management, capital mar-
kets, and advisory companies is a
great opportunity for our sharehold-
ers,” Mr. Lewis said. “Together, our
companies are more valuable be-
cause of the synergies in our busi-
nesses.”

At $50 billion, Merrill is being
sold at about two-thirds of its value

Please turn to page 4
Money & Investing > Page 19

Markets 4 p.m. ET
NET PCT

MARKET CLOSE CHG CHG

DJIA 10917.51 -504.48 -4.42
Nasdaq 2179.91 -81.36 -3.60
DJ Stoxx 600 270.68 -9.73 -3.47
FTSE 100 5204.2 -212.5 -3.92
DAX 6064.16 -170.73 -2.74
CAC 40 4168.97 -163.69 -3.78

Euro $1.4197+0.0019 +0.13
Nymex crude $95.71 -5.47 -5.41
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Shotgun marriages are
rarely a success. And Bank
of America’s planned tie-up
with Merrill Lynch could
soon come under strain.

BofA Chief Executive
Kenneth Lewis has long
wanted Merrill, which
agreed to a deal after it
found itself staring into the
abyss this weekend. But it
is odd that Mr. Lewis didn’t
take advantage of Merrill’s
distress to push for a lower
price.

The all-stock deal origi-
nally valued Merrill at $50
billion, a 70% premium to
Friday’s closing price and a
generous 1.8 times tangible
book value, a measure of
net worth that excludes
goodwill and other intangi-
ble assets.

True, the dollar price
has come down with the
sharp drop in BofA’s shares
Monday. Paying up could
help win over Merrill’s
work force, while warding
off potential shareholder

pressure, like that which
pushed J.P. Morgan Chase
to raise its price for Bear
Stearns.

But Mr. Lewis is still giv-
ing roughly one-quarter of
his bank to bet big on Mer-
rill’s recovery. BofA gave
out precious little detail
about expectations for Mer-
rill’s performance Monday,
making the rushed deal feel
even riskier. And executives
declined to quantify likely
write-downs on Merrill’s
$60 billion of residential
and commercial mortgage
assets.

BofA’s expected $7 bil-
lion of annual cost-savings
look optimistic. While there
will be opportunities to
slash holding-company
costs and overlaps in the
combined investment-bank-
ing operations, it could be
expensive to retain Merrill’s
notoriously independent
brokers.

But the biggest fear is

that BofA might have to
raise more capital. The
Countrywide acquisition has
already weighed on key capi-
tal ratios. Even before Sun-
day’s deal, Morgan Stanley
was forecasting that BofA
would raise another $12 bil-
lion of capital this year.

To support the Merrill
acquisition, as well as any
future hits from Country-
wide, BofA investors might
want a bigger cushion
against losses.

Mr. Lewis has got the
business he wanted: Mer-
rill’s private client opera-
tion, which Sanford Bern-
stein estimates is valued at
$26.7 billion. But assume
Merrill’s BlackRock stake is
valued at $14 billion, and
BofA’s original price im-
plied almost $10 billion for
the risky investment bank.

Given the precarious en-
vironment, with Lehman
Brothers Holdings going to
zero, Mr. Lewis has paid too
generous a price.
 —Peter Eavis

Developments on Wall
Street over the weekend are
no doubt turning some in-
vestors red in the face. Te-
masek Holdings finds itself
in a position that should
make them green with envy.

It’s part luck and part
smart risk management.

Temasek paid $48 a
share for Merrill Lynch
when it first bought the
stock back in December, but
downside protections built

into its agreement with Mer-
rill effectively halved the
purchase price to about $24
a share in July.

With Merrill’s shares
down to $17.05 on Friday,
even that was a money-los-
ing position. But with
Bank of America now mak-
ing an offer for Merrill
that values the stock at
$29, Temasek could still
walk away from its foray
into the toxic U.S. financial-

services industry smelling
like roses.

Temasek remains vulner-
able if Bank of America’s
share price falls in the
weeks ahead, cutting the
price Temasek and other
Merrill shareholders will
get. It’ll have to drop more
than 17% before Temasek
starts losing money on its
position.

—Mohammed Hadi
and John Jannarone

China cuts interest rates as fears of U.S. spillover grow

European banks’ model is looking good

Temasek could profit on Merrill holding

By Andrew Batson

BEIJING—China’s central bank
cut interest rates for the first time
in more than six years in a surprise
move that underscored how con-
cern over the strains in the U.S. fi-
nancial system is reordering eco-
nomic priorities world-wide.

Worries about the spillover from
the U.S. appeared to lead Chinese au-
thorities to shift decisively—and
more quickly than most anticipated—
toward supporting growth, after an
inflation scare that has been their
top preoccupation for more than a
year.

The central bank’s announce-
ment came just hours after news of
the latest shocks to rattle Wall
Street, with Lehman Brothers Hold-
ings Inc. saying it would file for
bankruptcy protection and Merrill
Lynch & Co. agreeing to be sold to
Bank of America Corp.

With the economies of the U.S.,
Europe and Japan showing ever
more signs of weakness—some fore-
casters now expect a recession in all
three—an increasing share of the
world’s fortunes is now riding on
continued growth in China. That is

one reason the move to shore up
growth in the world’s fourth-larg-
est economy is likely to be as wel-
come abroad as at home.

“This should ease concern about
a worst-case scenario happening in
China,” said Wang Qing, China econ-
omist for Morgan Stanley. The cen-
tral bank’s rapid shift in policy is in-
tended to “remind us that the Chi-
nese authorities are still on top of
the difficulties the economy is fac-
ing and [to] demonstrate their flexi-
bility in managing the economic
downturn,” he said.

While China’s economy grew
more than 10% in the first half, wor-
ries that a sharper slowdown is on
the way have deepened. Demand for
China’s exports has weakened,
stock prices have collapsed and
housing sales have turned down.
Last week, official data showed that
inflation fell below 5% in August for
the first time since June 2007, re-
moving the main impediment to a
stimulus.

“It’s time for China to do all it
can to safeguard our economy,” said
Zhao Xiao, an economist at the Uni-
versity of Science and Technology
Beijing who has been arguing for

easier economic policies. He wel-
comed the rate cut, saying that
given the financial turmoil in the
U.S., “this is something we needed
to address immediately; it couldn’t
wait any longer.”

The move, announced Monday,
when businesses and financial mar-
kets in China were closed for a na-
tional holiday, appeared timed to
shore up shaky domestic confi-
dence before local markets reopen
Tuesday, analysts said.

The benchmark one-year lend-

ing rate will fall 0.27 percentage
point to 7.2% from Tuesday, the Peo-
ple’s Bank of China said on its Web
site. Deposit rates, however, won’t
change, putting some pressure on
banks’ margins. But the move
seems to recognize that at 4.14% for
a one-year deposit, such rates are al-
ready low relative to China’s infla-
tion. On balance, low deposit rates
encourage people to withdraw
money from banks and spend more.

In its statement announcing the
rate cut, the central bank made no
reference to events overseas but de-
scribed the move as intended to
“solve the current prominent prob-
lems in the economy” and to “main-
tain the steady and fast growth of
the national economy.”

At the same time, the central
bank also reduced the amount of
funds that smaller banks must keep
on reserve. The so-called reserve-re-
quirement ratio for smaller banks
will fall one percentage point
Sept. 25, it said, without specifying
the final level.

Officials have recently ex-
pressed worries about strains on
the liquidity of smaller banks, and
the lower reserve ratio will free up
more funds for them to lend. That is
of particular concern to officials, be-
cause so many of the customers of
smaller bank are the small busi-
nesses that create many of China’s
new jobs.

Many analysts now agree that
the odds have risen of the govern-
ment’s taking additional measures
to support growth, such as subsi-
dies or tax cuts. “Today’s move, in
our view, is the beginning of a series
of monetary easing and fiscal stimu-
lus” policies, J.P. Morgan economist
Frank Gong wrote in a research
note. Still, officials are likely to wait
for more economic data before mak-
ing further decisions, economists
said.

The last time the central bank
cut benchmark lending rates was
February 2002. The People’s Bank
of China had been gradually raising
interest rates beginning in 2006

and picked up the pace with six in-
creases in 2007.

While it hasn’t moved on rates
this year, it has restricted credit
through quotas on the amount of
loans banks can make. The central
bank relaxed those quotas some-
what at the beginning of August but
has now moved much more deci-
sively to an easier policy.

 —James T. Areddy in Shanghai
and Sue Feng in Beijing

contributed to this article.

With any crisis comes op-
portunity for those able to
survive it. In the case of the
calamities on Wall Street,
the disappearance of three
of the most venerable U.S.
investment banks as inde-
pendent institutions leaves
the banking model preva-
lent in Europe looking rela-
tively healthy.

The most successful Eu-
ropean banks, such as BNP
Paribas, BBVA, Banco

Santander and UniCredit,
have had a simple interna-
tional growth strategy
based on retail banking and
focused on garnering depos-
its and extending consumer
credit. The banks have used
these growing franchises to
underpin limited, lower-risk
investment-banking activi-
ties and build up asset-man-
agement businesses. They
haven’t had to sell stock to
bolster their balance sheets.

The prudence these Euro-
pean banks have shown to
date in avoiding high-risk
bets in the credit markets
means they’re unlikely now
to make a big push into in-
vestment banking. The credit
crunch is far from over.
Shareholders and regulators
won’t be keen for much
more than the reallocation of
limited amounts of capital to
some less risky businesses.
 —Matthew Curtin

Thai ruling party taps Thaksin relative for premier

Is BofA offer too high?

ASSOCIATED PRESS

BANGKOK—Thailand’s ruling
party chose the brother-in-law of
ousted former leader Thaksin Shina-
watra as its nominee to become the
next prime minister, immediately
drawing opposition from antigov-
ernment protesters and dozens of
its own members.

Somchai Wongsawat, 61 years
old, became acting prime minister
last week when Samak Sundaravej—
dismissed by protesters as a stand-in
for Mr. Thaksin—was ordered to re-
sign after seven months in office for
violating the constitution.

Parliament is scheduled to vote
on the nomination Wednesday, but
Mr. Somchai’s appointment was far

from assured. Dozens of members
of the ruling People’s Power Party
said they wouldn’t vote for him.

The announcement by the execu-
tive members of the ruling party
also drew a swift rejection from pro-
testers who have occupied the
prime minister’s official compound
for three weeks, who said they
won’t allow another Thaksin ally to
take office. “Somchai is very close
to the Shinawatra family,” said
Chamlong Srimuanng, one of the
protest leaders. “He is Thaksin’s
brother-in-law and will be even
more his proxy than Samak ever
was.”

Mr. Thaksin, who fled to London
to escape corruption and abuse-of-

power charges, was deposed as
prime minister in a 2006 military
coup but remains the central figure
in Thailand’s long-running political
crisis.The People’s Alliance for De-
mocracy, which has led the anti-gov-
ernment campaign, was formed in
early 2006 to oppose Thaksin. Its
street protests paved the way for
the military coup.

Mr. Samak, a Thaksin ally, was
elected by a wide majority in Decem-
ber but was quickly dismissed by
the alliance as a proxy for Thaksin.
Anti-Samak street protests began in
May and gained momentum when
the alliance stormed Government
House Aug. 26.

Source: People’s Bank of China
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U.S. requests assistance for AIG
Fed asks Goldman,
J.P. Morgan to make
big loans available

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.
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By Matthew Karnitschnig

And Liam Pleven

In an effort to prop up giant in-
surer American International
Group Inc., the U.S. Federal Reserve
on Monday asked Goldman Sachs
Group Inc. and J.P. Morgan Chase
to help make $70 billion to $75 bil-
lion in loans available to the com-
pany, according to people familiar
with the situation. The move came
as both state and federal officials
scrambled Monday to help AIG find
ways to come up with as much as
$40 billion to help prevent a down-
grade of its credit rating, an out-
come that could ultimately prove fa-
tal for the firm.

In New York, Gov. David Paterson
announced that state officials are
working with AIG on a plan that
would allow the firm to, in effect,
loan itself $20 billion, by borrowing
against its assets. The state isn’t
loaning the company any money,
rather it will allow the company to
shift assets that are subject to tight
regulation in order to give the com-
pany more liquidity in the short
term.

Morgan Stanley is playing an ad-
visory role for the Fed regarding
AIG, whose problems have the po-
tential to deepen the financial trou-
bles that already plague Wall Street
and the global economy. AIG has
also sought a bridge loan from the
Fed, though Fed officials aren’t in-
clined to provide one, especially
right after spurning Lehman Broth-
ers. The Fed did host a meeting for
AIG at its offices in New York on

Monday, and the Morgan Stanley
bankers were among those in atten-
dance. The bankers are looking into
the potential role of the govern-
ment as well as systemic risk to the
market of AIG’s current situation.

Yet, at a midday news confer-
ence, Treasury Secretary Henry
Paulson, when asked about a possi-
ble bridge loan to the firm, said the
company’s meetings with federal of-
ficials had “nothing to do with any
bridge loan by the government” and
rather was a private-sector effort
that was important to the “financial
system.”

AIG itself made no public pro-
nouncements about its plans, and
nervous investors continued to ham-
mer its share price. AIG’s stock was
down 59% at $5.01 in New York
Stock Exchange trading just before
the close Monday, and is down 91%
for the year.

AIG has incurred a loss of $18 bil-
lion over the past three quarters,
largely due to losses linked to
subprime mortgages.

To raise money, AIG in recent
days has explored selling off valu-
able units and getting an infusion
from private-equity firms. The com-
pany, for instance, is looking into
selling AIG Variable Annuity Life In-
surance Company, which provides
retirement services, according to a
person familiar with the matter. An
AIG spokesman declined to com-
ment. While private-equity firms
over the weekend such as TPG and
Kohlberg Kravis Roberts & Co. had
been talking with AIG about possi-
ble capital infusions, at this point
private-equity firms would be more
interested in buying specific AIG as-
sets rather than contributing
money to a capital infusion, accord-
ing to people familiar with these
firms’ thinking.

During a weekend scramble to
shore up its finances, AIG turned
down a capital infusion from a group
of private-equity firms led by J.C.
Flowers & Co. because an option tied
to the offer would have effectively
given it control of the company, an
89-year-old giant that does business
in nearly every corner of the world.

The proposed option would have
allowed the firms to acquire AIG for
$8 billion under certain conditions.
That price is just one-fourth of AIG’s
market value.

J.C. Flowers didn’t respond to
messages seeking comment.

When AIG’s board rejected the
capital infusion, the company’s re-
cently appointed chairman and
chief executive, Robert Willumstad,
took the extraordinary step of reach-
ing out to the Federal Reserve for
help. Mr. Willumstad asked New
York Federal Reserve President Tim-
othy Geithner whether the Fed
could backstop some asset sales.

Two other private-equity firms—
KKR and TPG—offered to inject capi-
tal into AIG if the Fed agreed to pro-
vide the insurer with a bridge loan
until its restructuring plan was com-
pleted.

AIG viewed the request to the Fed
not as a bailout but rather as a tempo-
rary measure that would give the in-
surer some breathing room until it
was able to dispose of the assets.

Eric Dinallo, the insurance super-
intendent in AIG’s home state of
New York, took a significant role in
the talks over the weekend, accord-
ing to a person familiar with the mat-
ter. One key issue, the person said,
was the proposed shift of assets. In-
surers typically face stringent regu-
lations on how they use their assets,
as regulators seek to make sure that
they can meet their obligations to
policyholders.

The turmoil in housing and
credit markets has hammered AIG,
largely because of contracts it sold
protecting others against losses
tied to subprime loans and other
risky assets. AIG reported a second-
quarter net loss of $5.36 billion last
month after a first-quarter loss of
$7.81 billion.

AIG had more than $1 trillion in
assets at the end of the second quar-
ter. Its shareholders equity—assets
minus liabilities—stood at about
$78 billion at that point.
 —Aaron Lucchetti, Susanne Craig,
Jon Hilsenrath and Peter Lattman

contributed to this article.

Steel Partners Japan Strategic
Fund said Thursday that it had pro-
posed a tender offer to buy heating-
equipment maker Noritz Corp. A Cor-
porate News page article in the Fri-
day-Sunday edition incorrectly said
Steel Partners made a tender offer.
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A security guard greets workers outside AIG’s headquarters in New York's
financial district on Monday.

By Kara Scannell

U.S. regulators assured broker-
age customers of Lehman Brothers
Holdings Inc. that their accounts
will be protected and transferred to
other brokerage firms.

On Monday, Lehman Brothers
filed for Chapter 11 bankruptcy pro-
tection in New York, reporting $639
billion in assets and $613 billion in
debts. The Securities and Exchange
Commission said the Wall Street
firm’s brokerage business is ex-
pected to be unwound outside of
Bankruptcy Court.

It isn’t clear how the investment-
management accounts will be
sorted out. Monday, Lehman contin-
ued to seek buyers for some assets,
including its investment-manage-
ment arm, according to people famil-
iar with the matter. A number of pri-
vate-equity firms have expressed in-
terest in acquiring the business.

The division includes private-cli-
ent business, the Neuberger Berman
mutual-fund group and some other
asset-management activities. It had
$282 billion in assets under manage-
ment at the end of last year. Lehman
said Monday that Neuberger custom-
ers could continue to trade normally
and wouldn’t be affected by the bank-
ruptcy case of the parent.

Troubled firms in the past have
tried to sell the business to raise
money before liquidation. The Secu-
rities and Exchange Commission
usually works closely with firms as
they try to find buyers for the whole
business or arrange for the cus-
tomer accounts to be transferred to
other firms.

When Drexel Burnham Lambert
filed for bankruptcy in 1990, the
SEC oversaw the transfer of cus-
tomer accounts to rival firms. That
may well be the process followed
here.
 —Diya Gullapalli

and Matthew Karnitschnig
contributed to this article.
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Wall Street restructures its model
ing savers’ cash and deposits into
longer-term investments such as
mortgages and corporate loans. The
credit crunch has exposed the flaws of
banks’ efforts to move much of that
business off their balance sheets and
into the markets, where loans were
packaged and sold to investors and an
array of specialized funds, many of
which the banks set up themselves. Se-
curities firms and hedge funds played
an important role in the virtual bank-
ing system: They helped the banks
package their loans and even took on
some of the lending business, but with
smaller capital cushions to protect
them against losses and without the
reliable backstop of federally insured
customer deposits.

The new financial order also
highlights the lasting impact of Wall
Street’s efforts nearly a decade ago to
eliminate the Glass-Steagall Act, a De-
pression-era law that prevented U.S.
commercial banks from doing invest-
ment-banking business. The 1999 re-
peal of Glass-Steagall allowed com-
mercial banks to break into the securi-
ties business and gain the heft to com-
pete with and acquire the likes of Bear
Stearns and Merrill. The universal
banking model that emerged has
proved hard to manage. But big de-
posit-taking banks such as Bank of
America, which are regulated and re-
quired to maintain bigger cushions
against losses, have survived the
credit crunch better than the stand-
alone securities firms.

Evidence of the new importance of
bread-and-butter banking is appear-
ing in bits and pieces around the
globe. Deutsche Bank, which had been
focused on building its global invest-
ment-banking business, last week
agreed to pay nearly Œ3 billion ($4.27
billion) in a two-stage deal to acquire
the 850 domestic branches and 14.5
million customers of Deutsche Post-
bank AG, the retail arm of the German
postal system. Santander, which also
wooed Postbank, agreed to pay £1.26
billion ($2.26 billion) for U.K. mort-
gage lender Alliance & Leicester PLC,
adding to an already large U.K. branch
network. Before its deal with Bank of
America, Merrill had been expanding
its retail-banking unit.

Thanks in large part to govern-
ment-insurance programs, deposits
have been a rare bright spot during
the credit crunch, increasing at a brisk
pace even as other forms of bank fi-
nancing have all but dried up. In the
U.S., savings and small deposits at
commercial banks stood at $6.9 tril-
lion at the end of August, up 7.6% from
a year earlier, according to the Federal
Reserve. In the euro zone, total depos-
its stood at Œ6.3 trillion as of the end
of July, up 13% from a year earlier, ac-
cording to the European Central
Bank. Meanwhile, the U.S. market for
IOUs known as asset-backed commer-
cial paper—an important source of
funds for banks’ off-balance-sheet
businesses—has shrunk by more than
a third since the crisis began last year,
to $780 billion as of Sept. 10.

Sticking to the basic banking
model hasn’t worked for everyone.
Smaller banks in the U.S. and Eu-
rope have suffered, in part because
they lack the scale and diversifica-
tion to absorb heavy losses gener-
ated by rising defaults on mortgage
and corporate loans.

Still, banks’ move back toward
the center of their traditional busi-
ness marks a contrast to the predom-
inant trend of recent years. Instead
of making their money by taking de-
posits at short-term interest rates
and lending them out at higher long-
term rates, banks created a whole ar-
chitecture that did essentially the
same thing. They set up specialized

funds known as conduits and struc-
tured-investment vehicles, or SIVs,
which borrowed money in the com-
mercial-paper market and bought se-
curities packed with loans. Securi-
ties firms and hedge funds, too, got
into the game, creating and buying
bonds stuffed with corporate and
mortgage loans. Lacking access to
deposits, the securities firms and
hedge funds turned to other markets
to borrow money—such as the repo
market, where they put up securities
as collateral for short-term loans.

All the activity and innovation
helped banks reach a new level of prof-
itability after a string of lean years. Eu-
ropean banks produced an average re-
turn of 21% on their shareholders’ in-
vestments in 2007, compared with
13% in 1996, according to a recent re-
port from Citigroup Inc. But they used
a lot more borrowed money to
achieve that return. In 2007, their bor-
rowings on average exceeded their
shareholders’ investments by nearly
37 times, compared with only 21 times
in 1996, according to Citigroup.

When the credit crunch hit last
summer, the flaws of the new finan-
cial architecture became evident.
The market for securities backed by
mortgage loans all but disappeared.
Banks found themselves forced to
take responsibility for tens of billions
of dollars in loans and securities they
had parked in conduits and SIVs.

In a blow to stand-alone securi-
ties firms, the repo loans and other
market-based funding on which they
rely have become a lot harder and
more expensive to get. That is now
raising questions whether indepen-
dent broker-dealers, unattached to
big banks with ample deposits, will
survive. “In the coming months, we
expect a significant overhaul of all
the brokers’ business models,” wrote
Matt King, a credit strategist at Citi-
group in London, in a recent report.

A federal court filing Monday by
Lehman in New York highlights the
quick spiral that is overtaking some
brokers. As of May 31, Lehman de-
pended on repo loans for $188 billion
in borrowings. But as the value of the
securities Lehman had put up as col-
lateral for the loans fell amid the
broader market turmoil, its lenders
started demanding extra collateral.
Because the amount it could borrow
against its securities kept falling, Leh-
man was forced to dip ever deeper
into its cash reserves, prompting rat-
ings firms to consider cutting its
credit ratings. Efforts this month to
raise money by selling an investment-
management firm proved too late.

“The uncertainty, particularly

among banks through which the com-
pany clears securities trades, ulti-
mately made itimpossible for the com-
pany to continue to operate its busi-
ness,” Lehman said in the filing.

At Lehman’s office in London’s Ca-
nary Wharf, employees said they
didn’t know if they would be back to
work, or paid. Employees stopped by
the cafeteria to use up all the credit on
their canteen charge cards.

Some stand-alone investment
banks, such as Goldman Sachs
Group Inc., still are going strong.
And some innovations and markets
will rebound when the credit crunch
fades. Consumer debts such as mort-
gages, credit-card balances and stu-
dent loans still will be packaged into
securities. But analysts said the secu-
ritizations likely will happen in
smaller volumes and more conserva-
tive forms, such as covered bonds, in
which a bank guarantees payment
no matter how poorly the packaged
loans perform. Covered bonds are
the main source of mortgage-loan
funding for banks in Europe, where
a $2.75 trillion market has thrived.
Some analysts predict a U.S. market
could expand to $1 trillion over the
next few years. “Securitization will
play a lesser role for the well-capital-
ized, highly rated banks,” said
Ganesh Rajendra, a researcher at
Deutsche Bank in London. “But it
will still help them manage their cap-
ital and risks in many cases.”

Those not hurt by write-downs
are moving to buy deposit-rich
banks, sometimes getting into bid-
ding wars for assets that would previ-
ously have been far off the radar.
Deutsche Bank, which declined the
opportunity to bid for Postbank a few
years ago, chose to outbid Santander
last week, in part, because it didn’t
want to see the large retail operation
fall into the hands of a foreign rival.

In July, Credit Mutuel, one of
France’s largest bank-branch opera-
tors, paid $7.7 billion to outbid Deut-
sche Bank and buy Citigroup’s lucra-
tive German retail operations. Two
weeks ago, Germany’s Com-
merzbank AG said it would pay
$13.9 billion for German rival Dresd-
ner Bank, a unit of Allianz SE, creat-
ing a combined retail network with
some 1,500 branches and 11 million
customers. Dresdner also has an in-
vestment bank, but Commerzbank
plans to ax half its staff and scale
back the unit’s trading operation.
 —Dana Cimilluca,

Neil Shah and Mark Whitehouse
contributed to this article.
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By David Wessel

After one of the most tumul-
tuous weekends Wall Street has
ever seen, how much bleaker is
the outlook for the U.S. econ-
omy, the parts where most Amer-
icans work, live, borrow and
save?

“The simple answer is: We
don’t know,” J.P. Morgan Chase
economist Bruce Kasman said
Monday, discarding the usual
confidence that forecasters usu-
ally demonstrate in predicting
the economy’s growth rate to
the nearest tenth of a percent-
age point.

The economy’s direction
turns on something hard to pre-
dict: Do the events of the week-
end make lenders and investors
even more cautious and reluc-
tant to take risks, thus choking
off credit to consumers and com-
panies and strangling the U.S.
economy? Or does Black Sunday
mark a catharsis in the pro-
longed financial crisis, the mo-
ment when bankers faced reality,
took their losses and restruc-
tured their industry?

Early signs were mixed.
When markets opened Monday,
the nightmare didn’t arrive.
Stock markets around the world
fell, but the declines were mod-
est next to headlines that Leh-
man Brothers was filing for
bankruptcy, Merrill Lynch was
selling itself to Bank of America
and insurer AIG was still seeking
a rescuer with deep pockets. Fi-
nancial markets seemed to func-
tion reasonably smoothly, to ev-
eryone’s relief.

But the already wide gap—
the “spread” in market lingo—be-
tween yields investors demand
on investment-grade securities
and those on safe U.S. Treasury
securities widened to March lev-
els, a reflection of deteriorating
confidence among investors and
a measure of the extent to which
financial conditions are con-
straining the economy. A lot
turns on how much wider those
spreads get.

“How much does the price
and availability of credit change?
Where are we going to be three
weeks from now in terms credit
spreads, the actual rates consum-
ers and corporate pay?” Mr. Kas-
man asked. Mortgage rates have
fallen since the government
seized control of mortgage gi-
ants Fannie Mae and Freddie
Mac, he noted, wondering how
much of that might be reversed
in coming days.

Among the uncertainties con-
fronting the economy, the will-
ingness and ability of banks and
financial firms to lend is among
the most important. With big
and unanticipated losses eroding
capital cushions, the firms have
to raise new capital or contract
lending to levels commensurate
with reduced capital. Raising cap-
ital is tough, as AIG, Freddie
Mac and Lehman show. Contract-
ing lending may be prudent for
every individual firm, but devas-
tating to a modern economy that
relies on credit to fuel growth.

All of this comes as the U.S.
economy is in what former Fed-
eral Reserve governor Laurence

Meyer describes as a “danger
zone,” close to if not in reces-
sion. Employers have reduced
payrolls every month this year,
eliminating 605,000 jobs in all.
The unemployment rate has
climbed to 6.1% from 5% since
December. And the Federal Re-
serve said Monday that output
by American factories fell a
sharp 1.1% in August, mostly but
not entirely because of auto-in-
dustry cutbacks. Factory output
outside autos has fallen or been
flat for five months now, and fac-
tory output is now running 1.9%
below year-earlier levels.

Still, the biggest financial
shock since the Great Depression
hasn’t—at least so far—been ac-
companied by the usual symp-
toms of deep recession. The
economy, for instance, shed
more jobs in the first eight
months of 2001, after the stock
market bubble burst, than it has
so far this year. And the govern-
ment says the economy con-
tracted in the last quarter of
2007 but grew in the first and
second quarters—and forecast-
ers say it appears to be growing
in the soon-to-end-third quarter.

Why isn’t it worse?
“It’s a great question,” said

Mr. Meyer, now a private fore-
caster. “The economy was really
strong going into the housing
correction in 2006. It had the
strength to withstand the hous-
ing shock. Then you get the
credit shock. The Fed eased—by
past perspective—incredibly ag-
gressively. That significantly off-
set the deteriorating financial
conditions which, with rising oil
prices, were enough to stagger
the economy, bringing it close to
recession. But you’ve got to ap-
preciate the resiliency.”

Even before the weekend’s
events, 14 of the 51 economists
responding to a Wall Street Jour-
nal survey this month had pre-
dicted the U.S. economy will con-
tract in the fourth quarter as the
adrenaline of fiscal stimulus
checks and earlier rate cuts
wane. The average of the 51 fore-
casts was fourth-quarter growth
at a meager 0.7% rate, a pace
likely to produce rising unem-
ployment. Lower oil prices are
welcome and better for the econ-
omy than higher oil prices, but
Monday’s drop is best seen as a
symptom of waning global de-
mand than a source of strength.

The continuing decline in
house prices is eroding home-
owners’ wealth and discouraging
new construction, but the eco-
nomic ill-effects are greatly mag-
nified as house prices erode the
value of securities held by major
financial firms. “Mortgage credit
losses deplete the equity capital
of leveraged financial institu-
tions and persuade them to re-
duce their financial leverage,”
Goldman Sachs economist Jan
Hatzius said in an analysis pre-
sented at the Brookings Institu-
tion last week. “This reduces the
supply of credit to households
and nonfinancial businesses.”

Global stock markets tumble

Fed likely to hold the line
Some see possibility
of a quick rate cut
amid market turmoil

CAPITAL n DAVID WESSEL

Extent of damage by crisis turns
on availability, price of credit
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By Neil Shah

LONDON—Global stock markets
tumbled Monday as news of Lehman
Brothers Holdings Inc.’s bankruptcy
filing prompted a wave of selling. But
the fallout for stock and credit mar-
kets was less severe than anticipated
even as traders scrambled to assess
the potential damage.

In Europe, the pan-European Dow
Jones Stoxx 600 Index fell 3.5% to
270.68, its third-worst drop this year.
Shares of some major banks in the re-
gion plummeted by double-digit per-
centages, and credit markets slumped
on worries about more pain at other
financial institutions.

In the U.S., the Dow Jones Indus-
trial Average was down 504.48
points, or 4.4%, to 10917.51 in late after-
noon trade. Treasury yields tumbled
as investors sought the relative safety
of government debt. Many of Asia’s
largest markets, including in Toyko
and Hong Kong, were closed, but fi-
nancials fell sharply in those markets
that were open.

Some traders sought insurance in
the derivatives market to protect
against potential problems at Euro-
pean banks and companies or to cover
Lehman-related positions, pushing
the cost of such protection signifi-
cantly higher.

As a result, the cost of insuring
against default on Œ10 million
($14.2 million) of European company

debt for five years rose about 27% to
Œ130,000 annually, compared with
Œ102,650 on Friday, according to the
Markit iTraxx index. Trading was
sparse, however, as many banks
sought to figure out how they are ex-
posed. That process could take sev-
eral days. The reaction was milder
than in the wake of the Bear Stearns
bailout in March. On March 17, the
cost reached a record Œ167,000.

“The reaction [Monday] is a little
bit more moderate than I would have
expected,” said Michael Hampden-
Turner, credit strategist at Citigroup
in London.

Analysts and traders have long
worried about how the $62 trillion
credit-derivatives market would be af-
fected by the collapse of one of its ma-
jor bank players, though Mr. Hamp-
den-Turner said Lehman’s involve-
ment in this market may be smaller
than many think. “Repo is my biggest
concern at this point,” Mr. Hampden-
Turner said, referring to the repur-
chase market, where banks and other
players borrow cash for the short
term by putting up various assets as
collateral.

Financial institutions that lent Leh-
man cash may be stuck with collateral
they don’t want. In a typical so-called
“repo” deal, a borrower will turn over
securities in exchange for a tempo-
rary loan. A bank now holding those
securities may have the right to sell.
Any major selling could put signifi-

cant pressure on the market, Mr.
Hampden-Turner said.

The pall over Europe’s major finan-
cial institutions took a toll on their
shares and standing with credit-mar-
ket investors.

The cost of protecting Barclays
PLC’s debt against default jumped to
about Œ157,500 annually Monday
from Œ134,000 Friday, while similar
costs for Deutsche Bank AG stood at
Œ112,500, from Œ85,000 Friday, ac-
cording to Markit.

An index that measures the cost of
insuring the debt of 25 European fi-
nancial firms jumped to about
Œ117,500, compared with Œ96,000 on
Friday, according to a trader.

In European stock markets, the
U.K.’s FTSE 100 index skidded 3.9% to
5204.20, its largest one-day decline
since March 17. Lender HBOS PLC
plunged 18%, and Barclays, which had
negotiated over Lehman Brothers dur-
ing the weekend, lost 9.9%. The Ger-
man DAX index fell 2.7% to 6064.16,
its lowest close since Oct. 4, 2006, and
the French CAC-40 index lost 3.8% to
4168.97, its steepest decline since
Feb. 5.

Russian shares, already battered
by the global turmoil and investor
flight after last month’s war in Geor-
gia, dropped again Monday, with the
dollar-denominated RTS index down
4.8%. 

—Gregory L. White in Moscow
and Rob Curran in New York

contributed to this article

The U.S. Federal Reserve now has to gauge to what extent turmoil in the
markets will hurt broader economic growth.

CRISIS ON WALL STREET

Mr. Wessel responds to reader
comments at WSJ.com/
CapitalExchange. Or email him
at capital@wsj.com.

By Sudeep Reddy

And Jon Hilsenrath

U.S. Federal Reserve officials
aren’t inclined to veer from plans to
hold short-term interest rates
steady at Tuesday’s meeting, even
though financial markets put rising
odds on a quick rate cut following
the weekend’s drama on Wall
Street.

But concern about deteriorating
markets and financial institutions
could quickly prompt a change of
heart among Fed officials or lead
them to use their end-of-meeting
statement to open the door to more
rate cuts.

The case for a quick rate cut: The
market turmoil could add signifi-
cantly to the risk of weaker eco-
nomic growth ahead. The Fed has
taken pre-emptive action repeat-
edly over the past year, cutting inter-
est rates as protection against a
deeper economic downturn. The fail-
ure of Lehman Brothers Holdings
Inc., the rapid takeover of Merrill
Lynch & Co. by Bank of America
Corp. and continuing concerns
about insurance giant American In-
ternational Group Inc. added to
those risks.

The decision depends largely on
whether the market fallout wors-
ens on Tuesday. Fed officials expect
some stress in markets. They are
hoping it will remain manageable
and not put too much pressure on
credit conditions and the overall
economic outlook. But they also rec-
ognize that markets haven’t faced
the failure of a major investment
bank with the financial system as in-

terconnected as it is today.
Futures markets on Monday put

better than even odds on the Fed cut-
ting the 2% federal-funds rate, at
which banks lend to each other over-
night, by a quarter percentage point
on Tuesday. Before the weekend,
traders put the likelihood at just 10%.

The risk for policy makers: Cut-
ting rates immediately could re-
move some of their flexibility in
case the financial crisis worsens.
The Fed cut rates after the market
crash in 1987—a 25% drop in stocks—
and after the Sept. 11, 2001, terrorist
attacks. But in both cases the poten-
tial turmoil was much clearer.

They are likely to be resistant to
taking action after less than two
days of trading, when the longer-
term impact on credit costs and
credit availability will be unclear.
The Fed previously has inserted lan-
guage in its post-meeting statement

to signal a willingness to take action
between meetings if necessary.
Those words could re-emerge on
Tuesday.

At the very least, Fed officials
are likely to suggest “increased un-
certainty and increased downside
risks as a result of the turmoil and
the likely associated restriction of
credit,” UBS economists said in a
note to clients.

Fed officials will likely point to
other action they have taken to calm
financial markets. Policy makers
over the past year have sought to
distinguish between interest-rate
policy, targeted to address eco-
nomic conditions, and the Fed’s
lending programs designed to ease
short-term funding problems.

The Fed expanded its lending fa-
cilities substantially on Sunday
night, accepting equities as collat-
eral for its loans.
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Employees get help mapping out finances
Firms offer advice
on handling assets;
what if tips go sour?

By Sarah E. Needleman

Recently, on the advice of her fi-
nancial planner, Jeri Allan rebal-
anced her portfolio, slashing in half
her big allocation in large-company
equities, which was heavy in IBM
stock. Who paid for this advice? Her
employer, IBM.

Ms. Allan, a global sales director
and 24-year veteran of Interna-
tional Business Machines Corp., has
been spending 90-minute sessions
with a financial expert every month
as part of Money Smart, a program
the company launched last year. It
aims to help employees with plan-
ning for retirement, managing in-
vestment portfolios and other
money matters. “I feel much more
secure that I can weather whatever
the market conditions are,” says Ms.
Allan, 46 years old, who works out
of her home in Paramus, N.J.

The program is one of a number
of efforts employers are rolling out
to offer more-comprehensive finan-

cial advice to workers. Previously,
most companies had done little
more than distribute informational
brochures and post tips and tools on
their Web sites. But in recent years,
many employers have been provid-
ing workers with access to personal-
ized services. The newest offerings
are a free employee benefit and in-
clude one-on-one counseling and in-
depth seminars provided by profes-
sional advisory firms.

Employers say most workers
don’t have the time or expertise nec-
essary to comprehend their finan-
cial options. “If you’re going to offer
employees choices in your health-
care and retirement offerings, then
you have some obligation to give
them an education to make those
choices,” says John Berisford, se-
nior vice president of human re-
sources at Pepsi Bottling Group,
which has a program similar to
IBM’s.

But some legal and human-re-
sources experts say workers should
be careful. It may be easy to believe
that because the information comes
through an employer, it’s safe to
rely on it. Any investment can go
sour, which is why many companies
have been reluctant to offer such fi-
nancial guidance—out of fear that

workers could sue if the results
were poor. But a 2006 change in pen-
sion laws offered employers some
protection from liability, so work-
ers’ chances of getting redress from
their employer if they’re dissatis-

fied are slim.
Employers say that the support

they’re providing is strictly instruc-
tive and doesn’t involve sales
pitches or give advisers free reign
over workers’ assets.

Randall MacDonald, senior vice
president, human resources at IBM,
says the software company com-
pleted a rigorous evaluation before se-
lecting Ayco Company LP, a division
of Goldman Sachs. “They’re limited in

what they can and can’t talk about,”
he adds. “We don’t want people to go
beyond what is legally permissible.”

No-nos include making product
recommendations and advising on
specific mutual funds, stocks or
other investments, says Ayco’s
Meg Keyes, senior vice president
for financial-related services. The
advisers will, however, go over the
pros and cons of particular types

of funds or stock sectors
and provide a list of funds
that the firm analyzes.

IBM employees have
been placing about 4,500

calls a month to Ayco’s counse-
lors.

Pepsi Bottling Group’s pro-
gram, called Healthy Money, is
in partnership with Pricewater-
houseCoopers LLP. Some 600

employees have already partici-
pated in phone counseling and
roughly 8,000 have attended in-
depth workshops.

Barbara Naughton, a senior ac-
counts-receivable manager at Pepsi
Bottling Group, attended a personal-
finance seminar in March. What she
learned about financial moves as
you near retirement prompted Ms.
Naughton, 58, to rearrange her port-
folio, she says. As a result, she now

expects to meet her goal of retiring
comfortably around age 65. “I’m in a
better position,” she says.

IBM’s program is expected to
cost around $50 million for its first
five years, says Mr. MacDonald.
Pepsi Bottling Group declined to
cite the cost of its program.

Employers like Microsoft Corp.,
Caterpillar Inc. and Convergys
Corp. say they have added more so-
phisticated financial-education
benefits. Meanwhile, many midsize
and small businesses have been do-
ing the same. For example, Spiratex
Co., a Michigan plastics manufac-
turer, began providing its 127 em-
ployees one-on-one financial coun-
seling in 2006. Annual participa-
tion is even mandatory, says Gary
Markle, a Spiratex vice president.
“We want to keep people from get-
ting into hardship situations,” he
says. “We want our employees to
stay with us and do well.”

Companies say that in addition
to helping retain workers, an ad-
vanced financial-education pro-
gram can benefit a company’s bot-
tom line, says Mr. MacDonald. “You
typically have a highly productive,
satisfied employee [because]
you’ve eliminated an enormous
stress from their life,” he explains.
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Lehman scrambles to sell units

Merrill deal could instantly reshape the U.S. banking landscape

Merrill Lynch CEO John Thain, left, and Bank of America CEO Ken Lewis, right, at a
news conference Monday after Bank of America’s $50 billion deal with Merrill.

ing them to look for work amid al-
ready painful downsizing in the finan-
cial-services industry.

Filing for Chapter 11 protection at
the holding-company level, instead of
seeking Chapter 7 liquidation or put-
ting the entire company into bank-
ruptcy, gives Lehman a little more
time and control of what happens to
its various assets. The company can
now continue to shop around subsid-
iaries such as its broker-dealer opera-
tions, investment-management divi-
sion, real-estate holdings, book of
loans and its private-equity portfolio.

In the coming days and weeks, Leh-
man will likely put some of its subsid-
iaries into bankruptcy, either to speed
a sale of the assets or to give those
businesses the protection of an auto-
matic stay, which usually prevents
creditors from taking actions against
a bankrupt entity.

The sales process of Lehman as-
sets will likely play out in the next few
weeks, people familiar with the mat-
ter said. In the case of some of the trou-
bled real-estate holdings, the sales
process could take months or years.

The fallout from Lehman’s bank-
ruptcy filing was especially swift and
harsh at the firm’s operations outside
the U.S.

Dazed and grim employees of Leh-
man Brothers’ London offices came to
work Monday morning expecting to
be out of a job soon. Many made calls
to headhunters, while others headed
to the local pub early in the afternoon.

Duo Ai, who works in fixed-income
research, said many of his colleagues
were reeling. “We really didn’t see
this coming. We thought some bank
would buy Lehman,” he said.

Jerry Shi, senior vice president

and Lehman’s global head of equity
valuation, held a meeting early Mon-
day morning with the six New York-
based people in Lehman’s midtown of-
fice. “I told them that I have probably
pushed them too hard, because I re-
ally wanted them to learn more,” he
said. “Jerry, you should have pushed
up harder,” a staffer responded, Mr.
Shi said.

Though operations have ceased in
Mr. Shi’s office, everybody showed up
Monday morning. People were pack-
ing up their belongings, exchanging
personal contact information, taking
calls from friends and family, but
mostly just sitting around waiting to
hear more about their fate.

“We’re all speechless. It’s hard to
believe what has happened,” Mr. Shi
said, “When we got home Friday, we
thought we would be acquired by an-
other bank.” Now, “we will all be out
looking for jobs.”

Employees are grumbling about
Chief Executive Richard Fuld’s han-
dling of the crisis and regulators’ balk-
ing at bailing out Lehman, according
to two people who work at the com-
pany. Their colleagues, they say, are
considering looking for opportunities
in other sectors, given the problems
in the financial industry.

In an effort to address employees’
concerns, the management sent out
an email Monday morning with a list
of frequently asked questions. As to
whether they should still come to
work and whether they will get paid,
the company said “the firm is working
to ensure continuing operations” and
“to plan and effectuate an orderly liq-
uidation and sell assets,” and that the
company is working to “ensure pay-
ment of payroll.”

A big challenge for Lehman will be

to quickly find buyers for its many
businesses where the most valuable
assets are the people who work there.
Many of those top people have or will
soon be pursued by rival investment
banks and other financial-services
firms.

“All over Wall Street right now peo-
ple are hiring headhunters to target
some of the professionals that Leh-
man has assembled. They are putting
together lists of names or divisions or
certain needs,” said Jeff Wer-
balowsky, co-CEO of investment-bank-
ing firm Houlihan Lokey Howard &
Zukin, which represented creditors in
some of the largest bankruptcies,
such as Enron and WorldCom.

“The challenge for Lehman is to
maximize the value of those elevator
assets,” he said.

Customers of Lehman Brothers, in-
cluding customers of its wholly
owned subsidiary, Neuberger Ber-
man, may continue to trade or take
other actions with respect to their ac-
counts, Lehman said.

The New York law firm of Weil Got-
shal & Manges is representing Leh-
man Brothers. The case has been as-
signed to U.S. Bankruptcy Judge
James Peck. No hearings were held on
Lehman on Monday.

Lehman was forced to file for bank-
ruptcy after its restructuring plan
“did little to quell the rumors in the
market” about its viability, Lehman
Chief Financial Officer Ian T. Lowitt
said Monday.

The resulting uncertainty, particu-
larly among the banks through which
Lehmanclears securities trades,“ulti-
matelymadeitimpossibleforthecom-
pany to continue to operate its busi-
ness,” Mr. Lowitt said in a bankruptcy
affidavit.

In the affidavit, Mr. Lowitt said
Lehman’s problems began with the re-
cent unfavorable business environ-
ment including a lack of liquidity in
the credit markets, slow trading in eq-
uity markets and declining values of
assets.

Employees at the Lehman units

that filed for insolvency in the U.K.
may not be paid, said Tony Lomas, a
partner at PricewaterhouseCoopers
assigned to help manage the proceed-
ings for four Lehman companies in
the U.K.
 —Michael Rapoport

contributed to this article.
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of one year ago and half its all-time
peak value of early 2007.

“Why would Bank of America do
this?” said analyst Nancy Bush at
NAB Research LLC in Annandale,
N.J. “Ken Lewis always likes to buy
the biggest thing he can. So why not
this? You are master of the uni-
verse, basically.”

Merrill could give Bank of Amer-
ica strength around the world, in-
cludingemerging markets suchas In-
dia. And Merrill is also strong in un-
derwriting, an area Bank of America
identified last week at an investors’
conference where it would like to be
more aggressive.

The deal is all the more dramatic
because Merrill, upon the arrival of
John Thain as CEO, did more than
many U.S. financial giants to insulate
itself from the financial crisis that be-
gan last year. It raised large amounts
of capital, purged itself of toxic as-
sets and sold big equity stakes, such
as its holding in financial-informa-
tion giant Bloomberg LP. That Mer-
rill has opted to sell itself thus under-
scores the severity of the crisis.

Absorbing Merrill comes with
huge risks. Merrill had the highest ra-
tio of “problem assets” subject to
write-downs to capital of the top
three independent securities firms,
according to Fox-Pitt, Kelton. Ana-
lysts were already betting it would
have to write down an additional $3
billion or more in the third quarter be-
yond what it had announced in July.

Mr. Lewis said on Monday that he
felt “no pressure” from federal gov-
ernment regulators to sign the deal.

Messrs. Lewis and Thain none-
theless worked quickly, the two men

acknowledged at a news conference
at Bank of America’s New York of-
fices. Mr. Thain said he began to
look for an acquisition partner for
Merrill after exploring “the implica-
tions for a Lehman bankruptcy.”

Through the weekend, federal of-
ficials, including Federal Reserve
Bank of New York head Timothy
Geithner, made it clear they strongly
encouraged a deal to sell Merrill.
They worried the firm could be the
next to approach the brink of failure
after Lehman, said people familiar
with the matter.

The all-stock deal came together
quickly. With Merrill stock dropping
sharply last week, Merrill President
GregoryFleming,aformerfinancial-in-

stitutions adviser, urged Mr. Thain to
contact Mr. Lewis to see if he would be
interested in a sale. The two banks had
preliminary discussions in the past, so
the interest was there, according to a
person familiar with the matter.

On Saturday afternoon, Mr.
Thain called Mr. Lewis, who re-
sponded favorably. Bank of Amer-
ica, which by then had been consid-
ering a bid for Lehman as well, de-
cided that Merrill was the better
deal and felt more comfortable with
Merrill since the two had engaged in
prior discussions. Mr. Thain then
went to the Federal Reserve Bank of
New York. He quickly saw that a
deal for Lehman was unlikely, ac-
cording to a person close to him,

which strengthened his resolve to
pursue a deal with Bank of America.

Bank of America said it would ex-
change 0.8595 share of its common
stock for each Merrill Lynch com-
mon share, valuing Merrill at $29 a
share. Merrill’s shares changed
hands at $17.05 each on Friday, after
falling sharply in the wake of Leh-
man’s looming demise. The transac-
tion is expected to close in the first
quarter of 2009. Bank of America
said it expects to achieve $7 billion in
pretax cost savings,

“I think John Thain at Merrill is
the ultimate realist,” said Ms. Bush,
the NAB Research analyst, who ex-
pected federal regulators to bless
the deal. “He knows if Lehman goes
under he is not far behind. He wants
to cut the best deal he can.”

In the past 15 months, Merrill
and Lehman have both had tens of
billions of dollars of risky, hard-to-
sell assets carried on balance sheets
that were piled high with debt.
When the credit crunch hit in
mid-2007, the assets kept deteriorat-
ing in value and couldn’t easily be
sold, eating into both firms’ capital
cushions. Recently, Lehman’s bal-
ance sheet topped $600 billion and
Merrill’s $900 billion.

Merrill’s previous chief, Stan
O’Neal, was ousted in October 2007.
His successor, Mr. Thain, tried to re-
pair the firm’s balance sheet by ar-
ranging an infusion of more than $6
billion in capital starting last Decem-
ber, tapping investors led by Te-
masek Holdings, a Singapore gov-
ernment investment fund.

But the losses kept coming this
year. Mr. Thain was forced in July to
sell a huge slug of more than $30 bil-
lion in collateralized debt obliga-

tions, or securities backed by pools
of mortgages or other assets, at a
price of just 22 cents on the dollar.
That step required the firm to raise
still more capital, under painful
terms that repriced some of the De-
cember stock sales at about half the
original price.

During the flurry of historic deal
making this weekend, Merrill also
put out feelers to Morgan Stanley
about a possible deal, which would
have united two of Wall Street’s old-
est brands, according to a person fa-
miliar with the talks. But the talks
didn’t go anywhere because there
wasn’t enough time for Morgan
Stanley to review the idea and Mer-
rill wanted to do a deal quickly, this
person said. Merrill was also step-
ping up talks with commercial
banks both in Europe and the U.S.

Mr. Thain would collect an exit
package valued at about $9.7 million
if Bank of America completes its take-
over, according to David M. Schmidt,
a pay consultant for James F. Reda
and Associates LLC in New York.

That figure represents acceler-
ated vesting of restricted stock units
that Mr. Thain got when he took com-
mand last December. Only two thirds
of those 500,000 units would be-
come shares that he could sell.

The future of both Morgan Stan-
ley and Goldman Sachs was front
and center Monday morning, as Wall
Street woke up to a world where the
independent broker-dealers are in-
creasingly few in number. They
would be the last of the big five inde-
pendent firms, with Merrill and Bear
Stearns Cos. having been sold and
Lehman likely to close down.

 —Randall Smith, Susanne Craig
and Aaron Lucchetti

contributed to this article.
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Note: Data as of Sept. 12 Source: Markit Group

Credit check
The amount an investor must pay annually for protection against a default on
$10 million in debt over five years.
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What they are: Credit default swaps are 
contracts between two parties that act 
like insurance against debt defaults. They
are also used by hedge funds, investment 
banks and others to bet on a company’s 
fortunes.

How they work: CDS buyers make regular 
payments to sellers, who in turn promise
to make big payouts if a company’s bonds 
default or it files for bankruptcy. Buyers 
and sellers don’t need to hold the 
underlying debt when they enter into the 
contracts, which can be for periods such
as one year or five years. 

Size of the market: CDS have been
written on over $62 trillion worth of 
bonds and loans

How they trade: CDS trade ‘over the 
counter,’ or directly between buyers and
sellers. 

The problem with Lehman: Lehman
is a large buyer and seller of CDS and
entered into many contracts with
different firms. In addition, other banks 
and investors have bought 
CDS tied to Lehman’s own debt. A
bankruptcy filing could trigger large 
payouts from institutions that have sold
swaps on Lehman debt. Lehman’s own
counterparties, meanwhile, may have to 
re-hedge their positions with other firms.

A summary of credit default swaps and how they play into Lehman’s woes
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GM looks for buzz with its electric Volt
Auto maker hopes
high-mileage car
will repair image

7 7

Hirst spurs U.K. bull market

By John D. Stoll

Detroit

G
ENERAL Motors Corp.
on Tuesday plans to offi-
cially unveil its most im-
portant model in de-
cades—and possibly the

key to the auto maker’s survival.
The Chevrolet Volt is a battery-

powered compact car scheduled to
hit the market by the end of 2010. It
is designed to give GM the kind of
highly fuel-efficient vehicle it
needs to compete in an era of near
$1-a-liter gasoline.

But the car also has another,
more-strategic purpose: to change
minds. GM is hoping the Volt will be
such a technological leap forward
that the many consumers who have
turned their backs on Detroit will
give the company and its cars a
fresh look.

The auto maker also hopes the
Volt will become its signature prod-
uct, supplanting the big sport-util-
ity vehicles such as the Hummer
and Chevrolet Suburban that now
define its image.

On Tuesday, as part of its 100th
anniversary celebration, GM will
show off the version of the Volt it
plans to put into production. And it
looks like the increasing buzz
about the car already is having an
impact.

Some 40,800 people have put
their names on an unofficial wait-
ing list for the car, many of them
former devotees of GM rivals such
as Toyota Motor Corp. or environ-

mentalists, once among GM’s tough-
est critics. The waiting list is com-
piled by gm-volt.com, a Web site
created by a New York neurologist
named Lyle Dennis.

It isn’t clear how accurate an in-
dicator the waiting list might be of
eventual demand for the Volt.
While GM watches the list closely,
it hasn’t said it will honor it. Some
Chevrolet dealers, meanwhile, are
keeping waiting lists of their own.

Among those eager for the
chance to buy a Volt is George Kal-
kas, a 61-year-old business owner
who lives in suburban Chicago and
owns two Toyotas—a Camry and a
Prius hybrid. “There is no doubt I’m
going to get a Volt,” says Mr. Kal-
kas, an enthusiast for fuel-saving
technologies. “I wake up in the
morning thinking about it.”

While the enthusiasm for the
Volt offers GM an opportunity, it
also poses some risks. The biggest
is that it isn’t yet certain that the
car will arrive in dealer showrooms
on time, or work as advertised.

It is also unclear how well the
Volt’s lithium-ion batteries will
stand up to years of use. Lithium-
ion cells can get very hot. Indeed,
certain laptop computers were re-
called in recent years after their
lithium-ion batteries caught fire.

GM says fire isn’t a likely risk for
the car batteries it is developing,
thanks to the chemical formula it
will use and a sophisticated cooling
system.

If the Volt fails to work as GM
has promised or its launch runs
into significant delays, the com-
pany could lose credibility with
some of its newly won fans, says
Elizabeth Lowery, GM’s vice presi-
dent for environmental and energy
issues.

“We have to deliver,” she adds.

The vehicle is “very important to
our entire strategy.”

But Ms. Lowery, like other GM
executives, says the Volt’s develop-
ment is on track.

GM knows the dangers of disap-
pointing avid fans. In the 1990s, it
was developing a battery-powered
car, the EV-1, which garnered a de-
voted following. When the com-
pany pulled the plug on the car
early this decade, its fans were out-
raged. A documentary film, “Who
Killed the Electric Car?,” cast GM in
an unfavorable light.

Like the EV-1, the Volt has at-
tracted many supporters. Both U.S.
presidential candidates have either
referred to the car or used it as a
prop on the campaign trail. Chris
Paine, the director of “Who Killed
the Electric Car?,” has said the Volt
could redeem GM’s credentials as a

technology leader.
The Volt is supposed to be able

to travel 64 kilometers on electric
power alone if its 180-kilogram bat-
tery pack is fully charged. After
that, a four-cylinder gasoline en-
gine generates electricity to power
the car and recharge the battery.

GM estimates that, on certain
trips, some drivers may be able to
go 26 kilometers or more per liter
of gasoline. The vehicle is designed
to be recharged at home by plug-
ging it into a power outlet.

Last month, GM Chairman and
Chief Executive Rick Wagoner said
the Volt will likely cost in the mid-
to high-$30,000 range, roughly dou-
ble the cost of conventional com-
pact cars. Tax credits for high-mile-
age vehicles could lower the cost to
consumers.

The notion of a hefty premium

isn’t scaring away potential custom-
ers such as Mark Bartosik. A
39-year-old software engineer
from Bay Shore, N.Y., he saw the gen-
eral manager of GM’s Chevrolet di-
vision, Ed Peper, at an event hosted
by gm-volt.com, and tried to hand
him a check for $10,000 as a deposit
on a Volt. Mr. Peper declined the
check.

Mr. Bartosik says his chief inter-
est is reducing energy consump-
tion. His home is outfitted with
$100,000 in solar panels that gener-
ate electricity.

Before hearing about the Volt,
Mr. Bartosik says he thought of GM
as the company that put its heart
into the Hummer and wasn’t very
interested in improving fuel econ-
omy. Now, he says, “I want to buy a
vehicle from them.”

GM is working hard to deliver
the Volt on schedule. It is planning
to spend between $400 million and
$500 million in the next few years
on the engineering and remaining
development work, according to
people familiar with its budget.

Along with its domestic rivals
and U.S. suppliers, GM also is lobby-
ing Congress to approve low-cost
loans to the industry. The company
says it would use such a loan to
fund the retooling of a Hamtramck,
Mich., assembly plant to give it ca-
pacity to build 60,000 Volts annu-
ally. Some of its suppliers are al-
ready making plans to furnish parts
for more than 100,000 annually.

The company also is scrambling
to develop long-lasting batteries.
At GM’s development center in War-
ren, Mich., engineers have set up
test benches with battery packs
charging and discharging continu-
ously to see if they can last 10 years
or 240,000 kilometers. Those tests
won’t be complete, however, until
March 2010.

By Kelly Crow

Damien Hirst auctioned off a
pickled bull with golden horns for
£10.3 million ($18.5 million) at a
sale at Sotheby’s in London on
Monday that underscored the re-
silience of the contemporary art
market despite the turbulent fi-
nancial markets.

The work, “The Golden Calf,”
broke the artist’s record at auc-
tion. In June 2007, one of his medi-
cine cabinets, “Lullaby Spring,”
sold for £9.6 million at Sotheby’s
in London. The calf ’s sale fell
within Sotheby’s presale estimate
of between £8 million and £12 mil-
lion.

A tiger shark floating in a black
steel tank also inspired a lengthy
bidding war between a pair of tele-
phone bidders, eventually selling
for £9.5 million, well over its £6
million high estimate.

The sale is a triumph for the art-

ist, who had staked his reputation
on the notion that a new genera-
tion of art collectors might want
to join in the bidding for his 223
latest works. A disappointing re-
sult might have rattled buyers’
confidence in the entire art mar-
ket, especially following Mon-
day’s financial crisis on Wall
Street.

No living artist had ever by-
passed his dealers and taken work
directly from the studio to auction—
Sotheby’s had to spread the sale
over two days, with 56 of the top
works bundled into Monday
night’s sale and the rest set to be
sold Tuesday. Overall, the auction
house estimates the sale will bring
in up to £98.6 million.

Sotheby’s saw brisk bidding
across the board for the artist’s
signature works, all of which ex-
plore themes like death and decay.
Early in the sale, a telephone bid-
der paid £679,650 for “Calm,” a

five-foot-wide mosaic made using
red and white butterfly wings, just
edging over its £600,000 high esti-
mate. Minutes later, a sheep outfit-
ted with a pair of 18-carat gold
horns, entitled, “The Black Sheep
with the Golden Horn,” sold for
£2.6 million, within its £2 million
to £3 million estimate. A pair of
gold-plated cabinets fitted with
27 rows of chunky industrial dia-
monds, “Memories of/Memories
With You,” nearly doubled its high
estimate, selling for £2.6 million.

The artist’s polka-dotted paint-
ings also fared well. “Aurothioglu-
cose,” a wall-sized gold version,
sold for £668,450, just inching
over its £400,000 to £600,000 esti-
mate.

By the time the sale reached its
halfway point, it had already sur-
passed its total high estimate of
£43.2 million and every piece had
found a buyer.

Art analysts were relieved but

say the broader test of the sale
will come Tuesday when Sothe-
by’s tries to find buyers for 167 ad-

ditional artworks by Mr. Hirst that
could sell for between £25 million
and £36 million.

U.S. carriers move
to a la carte model
Fuel crisis speeds up push to
charge by services > Page 6

A GM engineer with the Chevy Volt, due to hit the market by late 2010.

WSJ.com

Damien Hirst’s ‘The Golden Calf,’ on view earlier this month in London. The work
fetched $18.6 million at Sotheby Monday, a record for the artist at auction.
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Companies give employees help
mapping out their finances
They’re offering programs, services on managing
assets. What if advice goes sour? > Page 30

Environment
Could a coat of paint
fight global warming?
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Buyout firms’ far-flung offices lie fallow
Dearth of deals stirs
argument over value
of extensive networks

Swedish funds to divest
from weapons makers

www.efinancialnews.com

Lying fallow
Some private-equity firms' offices aren't generating much local business

Firm
Number

of offices Offices with no local deals since Jan. 2006

1 Unable to do local deals 2 Established since Jan. 2006  3 Has been raising funds
4 Not a deal-doing office

Source: Financial News research

Carlyle Group 33 Beirut1, Cairo, Dubai2, Singapore, Warsaw3

3i 23 None

Blackstone Group 18 Tokyo

CVC Capital Partners 18 Jersey4, Luxembourg4

Advent International 15 Japan2

TPG Capital 14 Mumbai, Luxembourg

Permira 10 Guernsey4, Stockholm

Apax Partners 9 Hong Kong

— NOTICE TO READERS —

The articles on this page on the
securities and investment-banking
industry are provided by Financial
News, a Dow Jones company in
London that publishes the
Financial News Web site (www.efi-
nancialnews.com) and Financial
News weekly newspaper.

By Paul Hodkinson

I NTERNATIONAL EXPANSION
over the past decade has made
private-equity firms keen to

show off how wide their reach goes.
Visit a large firm’s Web site and you
will usually see an array of offices
around the world and boasts about
international capability.

But several large buyout firms
have offices that haven’t done deals
since the beginning of 2006. Black-
stone Group LP’s Tokyo operation
has closed no deals since then and
Advent International has yet to
complete a deal in Japan, where it
opened an office last year, although
it said it has a few in the pipeline.

Apax Partners’s Hong Kong arm
has also failed to complete any buy-
outs, according to research by Pri-
vate Equity News and data provider
mergermarket.

Carlyle Group, which has the
most offices of any buyout firm with
33, has done no deals in Cairo, Dubai
or Singapore, although these offices
get involved in the firm’s deals in
their wider regions, according to a
Carlyle spokeswoman.

Carlyle’s Beirut arm is unable to

do local deals, the firm said. Its War-
saw team has done no deals, al-
though it has been fund raising.

Some investors have questioned
the benefits of having an extensive
network of offices. “Maybe providing
input into deals involving multina-
tional companies with operations in
many countries is not a bad argu-
ment,” said John Hess, chief execu-
tive of Altius Associates, an adviser to
institutional investors. “There is prob-
ably more of a need to have a local
presence at the lower end of the mar-
ket. At the top end it makes less of a
difference, the banks, accountants
and lawyers are often the same.”

Conversely, Jos van Gisbergen,
senior strategist for alternative in-
vestments at Dutch pension fund
manager Mn Services NV, one of Eu-
rope’s largest investors in private eq-
uity, was in favor of such networks.

“The market is becoming more
global and firms feel the need to
open offices and this gives them op-
portunities to act locally but oper-
ate globally. Travelling in and out of
a country can be expensive and you
have to be around if you want to
build relationships. But these of-
fices have to add value. What we
have seen is offices that have been
opened in a place where a partner
would like to live. Is that of benefit
to the firm? No,” he said.

Defenders of such offices point
out there is more to offices than sim-
ply doing deals. Those offices can

serve portfolio companies with lo-
cal knowledge and identify expan-
sion opportunities. “The last thing
anyone needs is for an office to feel
compelled to put money to work,”
said Craig Butcher, senior partner
at private-equity firm Mid Europa
Partners. “If an office does not do a
deal for one or two years, it could be
absolutely the right thing for the
business. We ask for offices to de-
liver one deal every five years. Pri-
vate equity has a long cycle and can
be a lumpy business.”

Similarly, some argue that simply

having a presence to build contacts
and identify buyout opportunities, of-
ten in anticipation of an upturn in an
emerging market, is reason enough
to justify the costs of an office. These
reasons might not be enough to sat-
isfy investors who have long com-
plained about the level of manage-
ment fees—a fee traditionally associ-
ated with basic maintenance of oper-
ations such as office upkeep—consid-
ering the increase of fund sizes.

Mr. Hess said investors in private-
equity funds should trust firms’ abil-
ity to run an efficient business. He
said: “I can’t think of a good reason
for general partners to keep some-
thing going that is a cost to them. It
is more expensive for them to keep
an office open than it is for the lim-
ited partners. The impact on man-
agement fees would be negligible.”

However, Mr. van Gisbergen said
he would find it “unusual if an office
did not do a deal for three years”, al-
though he added, “regional activity
and maturity of the market should
be considered.” Some offices, such
as those established for tax or ad-
ministrative purposes, were simply
not deal-doing offices, according to
some of the firms interviewed.

Examples include CVC Capital
Partners’ operations in Jersey and
Luxembourg, as well as Permira’s ad-
ministrative office in Guernsey. Per-
mira’s French office has done no buy-
outs since the beginning of 2006, al-
though it was involved in the pur-
chase of Paris-listed, but Rotterdam-
based, animal-nutrition business
Provimi last year. Permira’s Stock-
holm office’s last deal was the buy-
out of Danish telecommunications
company TDC in late 2005.

TPG Capital’s Mumbai opera-
tion, which opened in 2002, and its
Luxembourg office have done no
deals in the same time period. While
these offices are unlikely to face
scrutiny from investors, general
partners will need to be aware that
they could come under pressure to
act if they are unable to justify an of-
fice’s lack of buyouts.

Investors said venture-capital
firms have traditionally been
quicker than their larger buyout
cousins to make difficult decisions
about cuts.

Mr. van Gisbergen said, “If a firm
has offices all over the globe and
some don’t do anything then the
firm should have the guts to close
them. Private-equity firms are great
at cost-cutting at portfolio compa-
nies but some lack the ability to do
so internally.”

By Elizabeth Pfeuti

Two of Sweden’s state pension
funds will divest as much as 500
million Swedish kroner, or about
$75 million, from companies in-
volved in the manufacturing or
sale of cluster bombs, becoming
the latest retirement plans to with-
draw from investments that
breach the funds’ ethical policies.

The move was approved by the
Ethical Council of the Swedish Pen-
sion Funds after studying a conven-
tion endorsed by the Swedish gov-
ernment earlier in the year to ban
investment in such companies.

The AP3 and AP4 funds each
held about 250 million kroner
across seven U.S. and two Korean
companies at the end of June. Swe-
den has several different funds to
handle its state pensions. The
funds were set up by the state gov-
ernment in 2001 to act as buffers,
should the country’s pension pot
run dry. Four of the funds were cre-
ated for diversification reasons
and to ensure the Swedish market
wasn’t dominated by one large in-
vestor.

AP1 and AP2 didn’t confirm
whether they had similar hold-
ings.

Carl Rosén, chairman of the Eth-
ical Council of the Swedish Na-
tional Pension Funds, said “the is-

sue concerns inhuman weapons
that often injure innocent civil-
ians, an issue that demands action,
which now has the support of a con-
vention that bans such weapons.”

Another fund, AP7, the default
fund for Sweden’s defined-contri-
bution pension system, an-
nounced in June that it would di-
vest from companies manufactur-
ing cluster bombs.

The Dutch arm of oil company
Royal Dutch Shell PLC’s pension
fund sold its holdings in compa-
nies producing land mines as it
overhauled its ethics policies.
Last year, Dutch pension funds
ABP and PGGM divested from mu-
nitions companies after a televi-
sion documentary reported their
holdings in the sector.

The Norwegian Government
Pension Fund, a pool of capital de-
rived from the country’s oil
wealth, has also pulled investment
from similar companies.
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S
MIT INTERNATIONAL
NV rejected a Œ1.11 bil-
lion ($1.58 billion)

takeover offer from rival
maritime-services company
Boskalis NV, saying the pro-
posal “undervalues Smit on
a standalone basis, failing
to recognize the value of
Smit’s strategy.” Boskalis
said its intended bid of
Œ62.50 a share represents a
premium of about 30% to

Smit’s closing price Friday. Both companies are
based close to the port of Rotterdam, the Nether-
lands. Boskalis’s main activities include the con-
struction and maintenance of ports and waterways,
land reclamation, coastal defense and riverbank
protection.  —Roberta B. Cowan

T
HE WORLD Asso-
ciation of News-
papers said it

opposes a pending
deal on advertising be-
tween Yahoo Inc. and
Google Inc. and wants
European Union and
U.S. regulators to
block it on antitrust

grounds. The U.S. Justice Department is already inves-
tigating the deal.

The Paris-based newspaper group said the agree-
ment would reduce the cost of paid search advertising
and lower revenues for newspapers’ and others’ Web
sites, which receive payment from the online giants.
Yahoo and Google have said the deal affects only
North America, but the newspaper group said Euro-
pean spapers would be affected. —Associated Press

Smit rejects buyout offer
from Boskalis as too low

Newspaper group opposes
Yahoo-Google agreement

B
RITISH automo-
tive- and aero-
space-parts

maker GKN PLC said
it agreed to buy a
wing-component-man-
ufacturing business
from European plane
maker Airbus for £136
million ($244 million).

The business, based in Filton in southwest Eng-
land, employs 1,500 workers making metallic wing
components and assemblies for a broad range of Air-
bus aircraft. GKN was selected by Airbus—a unit of
European Aeronautic Defence & Space Co.—as the
preferred bidder for the Filton plant in December.
The deal is part of Airbus’s efforts to attract outside
investment to its plants to help share development
costs. —Michael Carolan

Alitalia rescue revived but key unions object

7
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U.S. airlines are moving to a la carte model
Fuel crisis speeds up
industrywide push
to charge by services

7
INTERNET

By Scott McCartney

D ELTA AIR LINES Inc. slapped
a “fuel surcharge” on fre-
quent-flier reward tickets

when oil was at $140 a barrel. Ameri-
can, United and US Airways began
charging to check a single bag when
oil was over $130 a barrel, each
blaming fuel costs.

And now that the price of a bar-
rel of oil—the biggest expense in op-

erating an airline
flight—has fallen
below $100 a bar-
rel, will airline pas-
sengers see any fee

relief?
Not likely. In fact on Monday,

UAL Corp.’s United Airlines boldly
doubled its fee to check a second
bag to $50 one-way.

While some airlines have re-
duced the fuel surcharges they
place on cargo shipments, passen-
gers have yet to see any relief. Air-
lines say fuel prices remain volatile
and significantly higher than just a
year ago.

But a bigger change is at work in
the airline industry. Airlines have
long hoped they could find ways to
extract more revenue out of custom-
ers than just fares, and this year’s
fuel crisis prompted them to ratchet
up the push toward charging for dif-
ferent services a la carte.

So far, baggage fees and other
charges are significantly improving
the usually dismal finances of the in-
dustry. Passengers are paying them,
if begrudgingly, and aren’t shifting in
large numbers to the few airlines
that don’t charge fees like Southwest
Airlines Co. So Continental Airlines
Inc. joined the fee fray last week with
a $15 charge to check a first piece of
luggage, and United was emboldened
this week to raise its fees rather than
lower them as oil prices fall.

“The concept of charging for what
people use or don’t use is something
that will probably continue,” said a
spokesman for AMR Corp.’s Ameri-
can Airlines when asked about fees

and surcharges. Says a spokesman
for US Airways Group Inc.: “We have
no plans to change any of these.”

Just as free hot meals in coach
will likely never fly again on most
U.S. airlines, free baggage may in-
deed be a relic of a bygone era. J.P.
Morgan estimates that the new fee
structure and other charges airlines
have imposed, from selling pillows
and bottled water to charging for
“free” frequent-flier awards, will
add $3 billion a year to U.S. industry
revenue. That’s a lot for an industry
that has never earned more than
$5.3 billion in a year.

“It was only the reality of $140 oil
that gave the U.S. industry the cour-
age to pursue a strategy they wanted
to pursue,” said JP Morgan airline
analyst Jamie Baker. “You hold onto
it as long as you can until competi-
tive pressures force you to back off.”

US Airways says the pay-for-
what-you-use change amounts to a
“business-model transformation.”
Instead of spreading the cost of bag-
gage handling over all passengers,
including those who don’t check
bags, the airline thinks it’s fairer to
charge bag-checkers for the service.
Similarly, US Airways charges $2 for
coffee, soda or bottled water, $50 to
“process” a frequent-flier travel
award to Hawaii and $35 just to buy
a ticket in person at the airport.

No matter the price of fuel, Presi-
dent Scott Kirby sees the change as
permanent. “The industry is evolv-
ing to a more a la carte model,” he
said. “Airlines can’t continue to op-
erate as they did.”

To be sure, airlines might have to
roll back fees if a couple of competi-
tors have a change of heart. But so
far, Southwest has been a lone hold-
out. Last week, Continental began
charging a $15 fee to check a first
bag, despite the lower oil prices. Con-
tinental said it will generate $100
million annually from that fee alone.
United said all of its add-on fees
could total $700 million next year.

The fees remain a major source
of frustration for travelers. “I think
it’s stupid,” said Issa Isaac of Ypsi-
lanti, Mich., who had to pay $50 last

week in Dallas to check a second bag
with Delta even though he is a plati-
num-level frequent flier with Del-
ta’s merger partner Northwest Air-
lines Corp.

Linda Hartzell of Grants Pass, Ore.,
flew to Dallas to join hurricane relief
efforts for the American Red Cross
and got hit with $40 in fees to check
two bags of Red Cross equipment.

“It’s confusing with all the differ-
ent fees,” she said. “But I think it’s
going to be a forever thing. What
has to be has to be.”

Air France, a unit of Air France-

KLM SA, and Singapore Airlines
Ltd. have both cut fuel surcharges
on international tickets, and North-
west and Deutsche Lufthansa AG,
among others, have reduced the fuel
surcharge they place on cargo ship-
ments.

With international air fares, fuel
surcharges are added on to base
fares much like taxes and security
fees. Since they are broken out—al-
lowing travelers to see exactly how
much the fee is costing them—air-
lines may face more pressure to re-
duce them if fuel prices continue to
drop. But, domestic U.S. fares, by
government rule, don’t have sepa-
rate fuel surcharges—it’s all baked
into the basic fare. So for domestic
fares, there may be less pressure to
drop prices because of fuel.

Like other airlines, Delta says it
can’t talk about future pricing
moves. “Delta’s fares and fees will
continue to remain competitive
with the rest of the industry,” a
spokeswoman said.

Most airlines will still report big
losses this year, and the industry is
still paying fuel costs more than
50% higher than last year. Fuel
makes up about 40% of the cost of
flying for commercial airlines.

“The airlines are still behind the
curve,” says Standard & Poor’s
credit analyst Philip Baggaley. He
notes that the slowing economies
around the world—a major reason
oil prices have fallen—are bad for air-
lines since international business
travel, which has been a bright spot
for airlines in the past, could decline.
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Among its new service fees, US Airways now charges $2 for coffee, soda or
bottled water and $35 to buy a ticket in person at the airport.

CORPORATE NEWS

Airbus will sell wing unit
to GKN for $244 million

By Stacy Meichtry

A plan to rescue Alitalia SpA was
partially revived as some labor
unions signed a draft deal with a
group of Italian investors who plan
to take over the insolvent state-con-
trolled airline.

In order to guarantee that Alita-
lia will continue flying, however, a
deal needs to be reached with an-
other set of unions who represent
the airline’s pilots and flight crews.

Alitalia flights were operating ac-

cording to schedule Monday, despite
warnings from a top government offi-
cial that the carrier could begin can-
celing flights this week if a deal is not
reached. Italy’s civil aviation author-
ity has also warned that Alitalia’s op-
erating license could be pulled.

The preliminary deal an-
nounced early Monday lays out the
maximum number of staff that
could be employed by Compagnia
Aerea Italiana, or CAI, a new com-
pany that plans to buy Alitalia’s via-
ble assets and merge them with

smaller rival Air One SpA. Under
the terms of the agreement, the
merged airline will have a total of
12,500 employees—compared with
20,000 people currently employed
by Alitalia and Air One.

The two unions, which represent
Alitalia’s pilots and flight crews, is-
sued a joint statement Monday de-
nouncing the draft deal as an “irre-
sponsibile act.” The unions also
blasted the agreement for limiting
reductions in job cuts to Alitalia’s
ground crew.

CAI, which is headed by Italian
entrepreneur Roberto Colaninno,
had previously agreed to retain
11,500 employees from the two air-
lines, so the deal represents a first
concession to unions who represent
Alitalia’s ground staff.

Now, the deal would need to be
approved by unions representing Al-
italia’s strike-prone pilots and flight
crews—which have so far rejected
all of CAI’s proposals. CAI essen-
tially wants pilots and flight crews
to fly more and serve more routes.

THE
MIDDLE SEAT
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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.

2.76% 12 World -a % % 235.57 –2.45% –19.7% 4.44% 16 U.S. Select Dividend -b % % 753.12 –1.62% –15.4%

2.74% 12 Stoxx Global 1800 219.00 –1.98% –20.8% 232.06 –1.88% –19.0% 3.98% 15 Infrastructure 1528.30 –1.34% –15.6% 2066.90 –1.26% –13.7%

3.43% 11 Stoxx 600 270.70 –3.47% –25.3% 286.85 –3.37% –23.5% 1.72% 12 Luxury 877.00 –2.38% –23.7% 1058.72 –1.93% –21.6%

3.52% 11 Stoxx Large 200 291.50 –3.58% –25.1% 307.21 –3.47% –23.4% 1.67% 11 BRIC 50 373.60 –1.68% –18.0% 505.24 –1.60% –16.1%

2.87% 13 Stoxx Mid 200 243.40 –3.05% –25.3% 256.48 –2.95% –23.6% 8.98% 5 Africa 50 885.60 –3.62% –14.8% 797.40 –3.54% –12.8%

3.17% 11 Stoxx Small 200 152.40 –2.81% –27.1% 160.58 –2.71% –25.5% 7.13% 10 GCC 40 823.30 –4.80% –12.0% 741.49 –4.70% –10.0%

3.41% 10 Euro Stoxx 298.30 –3.54% –25.5% 316.11 –3.44% –23.8% 3.24% 11 Sustainability 881.20 –3.17% –23.1% 1053.84 –3.24% –21.5%

3.51% 10 Euro Stoxx Large 200 319.00 –3.68% –26.0% 336.00 –3.57% –24.3% 2.20% 13 Islamic Market -a % % 1965.90 –1.96% –15.0%

2.88% 13 Euro Stoxx Mid 200 276.40 –2.87% –22.6% 290.96 –2.77% –20.9% 2.52% 12 Islamic Market 100 1756.70 –2.12% –17.0% 2129.34 –2.19% –15.3%

3.02% 12 Euro Stoxx Small 200 165.20 –2.93% –25.4% 173.82 –2.83% –23.7% 6.32% 7 Islamic Turkey -c 2272.00 –3.93% –21.8% % %

7.99% 7 Stoxx Select Dividend 30 1691.70 –3.13% –44.6% 2054.33 –3.03% –43.3% 2.05% 19 Wilshire 5000 % % 12462.26 –2.37% –16.0%

5.40% 7 Euro Stoxx Select Div 30 2024.00 –5.99% –37.1% 2467.29 –5.89% –35.7% % DJ-AIG Commodity 167.50 –1.89% –3.3% 172.62 –1.79% –1.1%

*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 1.2344 2.2143 1.1019 0.1832 0.0483 0.2137 0.0116 0.3471 1.7524 0.2351 1.1553 ...

 Canada 1.0685 1.9166 0.9538 0.1586 0.0418 0.1850 0.0101 0.3005 1.5168 0.2035 ... 0.8656

 Denmark 5.2516 9.4202 4.6878 0.7795 0.2055 0.9091 0.0494 1.4768 7.4554 ... 4.9151 4.2543

 Euro 0.7044 1.2636 0.6288 0.1046 0.0276 0.1219 0.0066 0.1981 ... 0.1341 0.6593 0.5706

 Israel 3.5561 6.3788 3.1743 0.5278 0.1392 0.6156 0.0335 ... 5.0483 0.6771 3.3282 2.8808

 Japan 106.2050 190.5105 94.8047 15.7636 4.1560 18.3847 ... 29.8660 150.7739 20.2236 99.4010 86.0367

 Norway 5.7768 10.3624 5.1567 0.8574 0.2261 ... 0.0544 1.6245 8.2010 1.1000 5.4067 4.6798

 Russia 25.5544 45.8394 22.8113 3.7929 ... 4.4236 0.2406 7.1862 36.2782 4.8661 23.9172 20.7016

 Sweden 6.7374 12.0855 6.0141 ... 0.2636 1.1663 0.0634 1.8946 9.5647 1.2829 6.3057 5.4579

 Switzerland 1.1203 2.0095 ... 0.1663 0.0438 0.1939 0.0105 0.3150 1.5904 0.2133 1.0485 0.9075

 U.K. 0.5575 ... 0.4976 0.0827 0.0218 0.0965 0.0052 0.1568 0.7914 0.1062 0.5218 0.4516

 U.S. ... 1.7938 0.8927 0.1484 0.0391 0.1731 0.0094 0.2812 1.4197 0.1904 0.9359 0.8101

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 562.00 –1.25 –0.22% 799.25 258.50
Soybeans (cents/bu.) CBOT 1179.00 –23.00 –1.91 1,636.75 622.00
Wheat (cents/bu.) CBOT 727.00 7.75 1.08% 1,284.25 430.00
Live cattle (cents/lb.) CME 105.325 1.550 1.49 115.325 96.900
Cocoa ($/ton) ICE-US 2,607 47 1.84 3,273 1,845
Coffee (cents/lb.) ICE-US 139.05 –0.15 –0.11 178.90 123.40
Sugar (cents/lb.) ICE-US 13.88 –0.18 –1.28 15.85 9.89
Cotton (cents/lb.) ICE-US 62.13 –2.39 –3.70 98.45 59.20
Crude palm oil (ringgit/ton) MDEX 2,240.00 –140 –5.88 4,200 1,965
Cocoa (pounds/ton) LIFFE 1,510 28 1.89 1,706 979
Robusta coffee ($/ton) LIFFE 2,192 14 0.64 2,747 1,711

Copper (cents/lb.) COMEX 313.65 –5.75 –1.80 404.50 220.00
Gold ($/troy oz.) COMEX 787.00 22.50 2.94 1,048.00 437.00
Silver (cents/troy oz.) COMEX 1113.50 34.00 3.15 2,155.00 601.00
Aluminum ($/ton) LME 2,570.00 –61.00 –2.32 3,340.00 2,375.00
Tin ($/ton) LME 18,500.00 –650.00 –3.39 25,450 14,545
Copper ($/ton) LME 6,820.00 –235.00 –3.33 8,811.00 6,335.00
Lead ($/ton) LME 1,810.00 –85.00 –4.49 3,875.00 1,564.00
Zinc ($/ton) LME 1,730.00 –94.00 –5.15 3,169.50 1,638.00
Nickel ($/ton) LME 18,000 –950 –5.01 34,050 17,600

Crude oil ($/bbl.) NYMEX 95.69 –5.56 –5.49 148.47 57.75
Heating oil ($/gal.) NYMEX 2.8067 –0.1444 –4.89 4.2500 1.9895
RBOB gasoline ($/gal.) NYMEX 2.4244 –0.1807 –6.94 3.5475 1.9605
Natural gas ($/mmBtu) NYMEX 7.374 0.008 0.11 13.800 4.605
Brent crude ($/bbl.) ICE-EU 95.74 –5.11 –5.07 150.12 54.51
Gas oil ($/ton) ICE-EU 899.00 –40.75 –4.34 1,354.00 686.50

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on Sept. 15
Per In

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

Argentina peso-a 4.3850 0.2280 3.0888 0.3238

Brazil real 2.5527 0.3917 1.7982 0.5561
Canada dollar 1.5168 0.6593 1.0685 0.9359

1-mo. forward 1.5173 0.6590 1.0688 0.9356
3-mos. forward 1.5189 0.6584 1.0699 0.9346
6-mos. forward 1.5204 0.6577 1.0710 0.9337

Chile peso 754.47 0.001325 531.45 0.001882
Colombia peso 2935.20 0.0003407 2067.55 0.0004837
Ecuador US dollar-f 1.4197 0.7044 1 1
Mexico peso-a 15.2059 0.0658 10.7110 0.0934
Peru sol 4.2220 0.2369 2.9740 0.3362
Uruguay peso-e 28.961 0.0345 20.400 0.0490
U.S. dollar 1.4197 0.7044 1 1
Venezuela bolivar 3048.41 0.000328 2147.30 0.000466

ASIA-PACIFIC
Australia dollar 1.7524 0.5706 1.2344 0.8101
China yuan 9.7175 0.1029 6.8450 0.1461
Hong Kong dollar 11.0648 0.0904 7.7940 0.1283
India rupee 65.247 0.0153 45.960 0.0218
Indonesia rupiah 13416 0.0000745 9450 0.0001058
Japan yen 150.77 0.006632 106.21 0.009416

1-mo. forward 150.49 0.006645 106.01 0.009433
3-mos. forward 149.99 0.006667 105.65 0.009465
6-mos. forward 149.26 0.006700 105.14 0.009511

Malaysia ringgit-c 4.9049 0.2039 3.4550 0.2894
New Zealand dollar 2.1464 0.4659 1.5119 0.6614
Pakistan rupee 108.852 0.0092 76.675 0.0130
Philippines peso 66.724 0.0150 47.000 0.0213
Singapore dollar 2.0241 0.4940 1.4258 0.7014
South Korea won 1571.20 0.0006365 1106.75 0.0009036
Taiwan dollar 45.497 0.02198 32.048 0.03120
Thailand baht 49.091 0.02037 34.580 0.02892

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

Euro zone euro 1 1 0.7044 1.4197
1-mo. forward 1.0013 0.9987 0.7053 1.4178
3-mos. forward 1.0048 0.9953 0.7078 1.4129
6-mos. forward 1.0101 0.9900 0.7115 1.4055

Czech Rep. koruna-b 24.137 0.0414 17.002 0.0588
Denmark krone 7.4554 0.1341 5.2516 0.1904
Hungary forint 240.50 0.004158 169.41 0.005903
Malta lira 0.4159 2.4046 0.2929 3.4137
Norway krone 8.2010 0.1219 5.7768 0.1731
Poland zloty 3.3454 0.2989 2.3565 0.4244
Russia ruble-d 36.278 0.02756 25.554 0.03913
Slovak Rep. koruna 30.2882 0.03302 21.3350 0.04687
Sweden krona 9.5647 0.1046 6.7374 0.1484
Switzerland franc 1.5904 0.6288 1.1203 0.8927

1-mo. forward 1.5897 0.6291 1.1198 0.8930
3-mos. forward 1.5886 0.6295 1.1190 0.8936
6-mos. forward 1.5876 0.6299 1.1183 0.8942

Turkey lira 1.7909 0.5584 1.2615 0.7927
U.K. pound 0.7914 1.2636 0.5575 1.7938

1-mo. forward 0.7931 1.2608 0.5587 1.7899
3-mos. forward 0.7968 1.2551 0.5612 1.7817
6-mos. forward 0.8018 1.2472 0.5648 1.7706

MIDDLE EAST/AFRICA
Bahrain dinar 0.5352 1.8684 0.3770 2.6525
Egypt pound-a 7.7158 0.1296 5.4350 0.1840
Israel shekel 5.0483 0.1981 3.5561 0.2812
Jordan dinar 1.0058 0.9942 0.7085 1.4114
Kuwait dinar 0.3802 2.6301 0.2678 3.7339
Lebanon pound 2132.31 0.0004690 1502.00 0.0006658
Saudi Arabia riyal 5.3242 0.1878 3.7504 0.2666
South Africa rand 11.4960 0.0870 8.0978 0.1235
United Arab dirham 5.2147 0.1918 3.6733 0.2722
SDR -f 0.9160 1.0917 0.6452 1.5498

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 600 270.68 –9.73 –3.47% –25.8% –25.3%

 11 DJ Stoxx 50 2744.81 –113.87 –3.98 –25.5% –25.3%

 10 Euro Zone DJ Euro Stoxx 298.29 –10.94 –3.54 –28.1% –25.6%

 10 DJ Euro Stoxx 50 3151.17 –126.85 –3.87 –28.4% –24.7%

 10 Austria ATX 3199.82 –121.38 –3.65 –29.1% –27.3%

 10 Belgium Bel-20 2973.01 –107.59 –3.49 –28.0% –29.4%

 12 Czech Republic PX 1236.8 –54.0 –4.18 –31.9% –29.2%

 13 Denmark OMX Copenhagen 355.17 –10.69 –2.92 –20.9% –22.0%

 11 Finland OMX Helsinki 7640.24 –160.68 –2.06 –34.1% –33.5%

 10 France CAC-40 4168.97 –163.69 –3.78 –25.7% –23.4%

 11 Germany DAX 6064.16 –170.73 –2.74 –24.8% –18.9%

 … Hungary BUX 19223.14 –409.52 –2.09 –26.7% –28.1%

 3 Ireland ISEQ 4205.67 –139.33 –3.21 –39.4% –44.0%

 9 Italy S&P/MIB 27333 –1039 –3.66 –29.1% –29.3%

 7 Netherlands AEX 385.04 –14.53 –3.64 –25.3% –26.4%

 8 Norway All-Shares 413.07 –18.17 –4.21 –27.5% –25.6%

 17 Poland WIG 37705.13 –1415.90 –3.62 –32.2% –37.1%

 11 Portugal PSI 20 8096.37 –259.86 –3.11 –37.8% –31.8%

 … Russia RTSI 1277.60 –64.15 –4.78% –44.2% –33.3%

 10 Spain IBEX 35 10899.0 –513.0 –4.50 –28.2% –20.4%

 15 Sweden OMX Stockholm 262.83 –7.91 –2.92 –25.3% –29.9%

 13 Switzerland SMI 6939.11 –276.39 –3.83 –18.2% –20.1%

 … Turkey ISE National 100 35081.44 –1952.43 –5.27 –36.8% –30.6%

 10 U.K. FTSE 100 5204.2 –212.5 –3.92 –19.4% –15.8%

 12 ASIA-PACIFIC DJ Asia-Pacific 119.44 –0.46 –0.38 –24.5% –22.9%

 … Australia SPX/ASX 200 4817.7 –86.1 –1.76 –24.0% –23.2%

 … China CBN 600 16557.36 Closed –60.0% –60.2%

 12 Hong Kong Hang Seng 19352.90 Closed –30.4% –21.3%

 15 India Sensex 13531.27 –469.54 –3.35 –33.3% –12.7%

 … Japan Nikkei Stock Average 12214.76 Closed –20.2% –24.3%

 … Singapore Straits Times 2486.55 –84.12 –3.27 –28.3% –27.1%

 11 South Korea Kospi 1477.92 Closed –22.1% –21.0%

 13 AMERICAS DJ Americas 314.70 –8.82 –2.73 –16.5% –15.8%

 … Brazil Bovespa 48865.58 –3527.28 –6.73 –23.5% –10.1%

 13 Mexico IPC 24926.78 –661.63 –2.59 –15.6% –15.9%

*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

GLOBAL MARKETS LINEUP

MSCI indexes
Developed and emerging-market regional and country indexes
from MSCI Barra as of September 12, 2008

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE

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

2.90% 14 ALL COUNTRY (AC) WORLD* 319.95 1.62%–20.7% –18.3%

2.90% 14 World (Developed Markets) 1,283.14 1.59%–19.2% –17.8%

2.60% 15 World ex-EMU 149.53 1.24%–17.4% –16.9%

2.70% 14 World ex-UK 1,276.54 1.34%–18.6% –17.0%

3.70% 11 EAFE 1,705.60 2.89%–24.3% –22.0%

2.70% 12 Emerging Markets (EM) 855.47 1.86%–31.3% –21.3%

4.20% 10 EUROPE 97.93 1.73%–23.2% –25.4%

4.30% 10 EMU 201.92 3.46%–27.8% –22.3%

4.00% 11 Europe ex-UK 106.76 1.60%–23.4% –24.3%

5.70% 8 Europe Value 112.10 1.57%–26.0% –30.2%

2.70% 14 Europe Growth 83.24 1.87%–20.3% –20.5%

3.30% 12 Europe Small Cap 164.50 1.07%–23.6% –32.5%

2.40% 9 EM Europe 310.43 2.76%–35.4% –26.2%

4.50% 10 UK 1,608.04 1.80%–16.3% –14.9%

3.60% 12 Nordic Countries 150.78 2.61%–26.9% –29.9%

1.60% 8 Russia 877.22 5.53%–41.6% –26.6%

3.30% 14 South Africa 648.31 1.14% –9.1% –7.2%

3.50% 13 AC ASIA PACIFIC EX-JAPAN 354.03 1.72%–33.2% –25.4%

1.90% 15 Japan 741.72 1.21%–21.1% –27.4%

2.30% 15 China 49.43 –0.56%–42.1% –33.5%

1.10% 17 India 557.45 –2.49%–34.8% –9.6%

2.20% 10 Korea 407.27 2.36%–21.2% –19.4%

5.30% 12 Taiwan 244.40 1.22%–26.8% –29.6%

2.10% 18 US BROAD MARKET 1,376.59 0.36%–13.7% –14.1%

1.50% 35 US Small Cap 1,837.70 0.45% –7.4% –10.6%

2.50% 12 EM LATIN AMERICA 3,535.77 3.37%–19.6% –4.0%

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

Follow the markets throughout the day, with updated stock quotes, news and commentary at
WSJ.com/Europe. Also, receive email alerts that summarize the day’s trading in Europe and Asia.
To sign up, go to WSJ.com/Online Today
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Dell’s plan to sell plants leaves Irish jittery
Facility in Limerick,
formerly ‘stab city,’
gave region a boost

By Justin Scheck

And Joellen Perry

Dell Inc.’s plan to sell its assembly
plants could pose problems for cities
that count the tech giant as a major
employer. Nowhere have worries
been greater than in Limerick, Ire-
land, where a Dell facility with about
3,000 workers helped revitalize the
economy.

“It would be dreadful news if
something were to happen to Dell,”
said John Gilligan, who earlier this
year became the 812th mayor of Lim-
erick, a city of almost 91,000.

Mr. Gilligan, whose son-in-law
works at the Dell plant, said the city
hasn’t received any recent word from
Dell on the plant’s future.

There’s reason for concern: Dell
has approached contract computer
manufacturers with offers to sell its
plants, according to people familiar
with the matter. One person briefed
on the strategy, which was reported
in the Sept. 5 Wall Street Journal,
said some factories Dell doesn’t sell
could be closed.

As for Limerick, Dell executives
have privately discussed closing the
plant for two years, said two people
with knowledge of those discussions.
One of those people said Dell execu-
tives early last year decided to close
the factory, though they didn’t estab-
lish a firm timeline.

This person said the goal is to
move production capacity from Ire-
land to Poland, where Dell opened a
factory early last year—though the
company is moving cautiously to
limit any disruption of manufactur-
ing and defections of sales and opera-
tions staff Dell wants to retain. In ad-
dition to factory workers, Dell has
more than 1,000 office workers who
will likely remain in Ireland, that per-
son said.

A Dell spokesman declined to com-
ment on the future of the Ireland
plant. “It’s clear from our regulatory
filings that we’re continuing to evalu-
ate and optimize our global manufac-
turing and distribution network,”
said spokesman David Frink.

Dell, of Round Rock, Texas, is try-
ing to cut manufacturing costs be-
cause of growing pressure to im-
prove its profitability. While Dell’s
factories in India, China, Brazil and
Malaysia should be relatively easy to
sell, these people said Dell may close
facilities in the U.S. and Ireland,
where high labor costs make them
less desirable. Dell closed a Texas
plant earlier this year.

Dell opened its Ireland plant in
1991, joining a wave of U.S. tech com-
panies that needed a base in Europe
to avoid import tariffs and control
costs for transporting finished
goods. Many chose Ireland because
of a low corporate tax rate—esti-
mated by the country’s Industrial De-
velopment agency at 12.5% compared
with 30% in Germany and 39.5% in
the U.S. The Irish government also

gave Dell grants totaling Œ55 million
($78.2 million), according to a spokes-
woman for the development agency.

Limerick saw the benefits. In addi-
tion to factory jobs, companies sup-
plying components to Dell have pro-
vided several thousand more jobs,
said Mr. Gilligan. Limerick—once
known as “stab city” for its high
crime rates—has begun redevelop-
ing its decrepit public housing, and
the city recently approved a Œ350 mil-
lion downtown redevelopment
project, he added.

Local uncertainty has grown in re-
cent years, though, as rising labor
costs have diminished Ireland’s at-
tractiveness as a manufacturing
hub. Dell, meanwhile, ran into its
own problems as a company that
grew around sales of commercial
desktop computers shifted to con-
sumer laptops.

Executives decided the company
should sell as many of its plants as
possible, said people briefed on
those plans. But that process could
take years, they said. So in the mean-
time, Dell has considered shorter-
term solutions.

Closing or scaling back the Ire-

land plant could help, those people
said, because the factory in Lodz, Po-
land, is large enough to absorb much
of the laptop production being done
in Ireland—and PCs can be built in Po-
land less expensively.

Chris Van Egeraat, a researcher at
the National University of Ireland

who studies the PC industry, said Po-
land also has a low corporate tax rate
and easy shipping routes to much of
Europe, but its labor costs are much
lower following recent rises in Ire-
land. “Ireland is not the same econ-
omy it was when these plants ar-
rived,” he said.

CORPORATE NEWS

Dell opened its Limerick, Ireland, plant in 1991, but rising labor costs have lessened Ireland’s appeal as a manufacturing hub.
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 32.50 $29.96 –1.58 –5.01%
Alcoa AA 12.70 26.93 –1.74 –6.07%
AmExpress AXP 29.20 35.48 –3.47 –8.91%
AmIntlGp AIG 698.60 4.76 –7.38 –60.79%
BankAm BAC 255.10 26.55 –7.19 –21.31%
Boeing BA 9.10 62.25 –1.05 –1.66%
Caterpillar CAT 7.30 63.21 –2.25 –3.44%
Chevron CVX 15.00 80.09 –4.15 –4.93%
Citigroup C 254.70 15.24 –2.72 –15.14%
CocaCola KO 13.90 54.75 0.25 0.46%
Disney DIS 13.90 32.36 –0.90 –2.71%
DuPont DD 8.00 44.74 –1.65 –3.56%
ExxonMobil XOM 35.50 73.25 –4.25 –5.48%
GenElec GE 162.60 24.60 –2.15 –8.04%
GenMotor GM 42.00 11.44 –1.57 –12.07%
HewlettPk HPQ 23.70 45.33 –1.64 –3.49%
HomeDpt HD 26.00 28.50 –0.30 –1.04%
Intel INTC 69.50 19.36 –0.80 –3.97%
IBM IBM 8.90 115.19 –3.78 –3.18%
JPMorgChas JPM 84.20 37.00 –4.17 –10.13%
JohnsJohns JNJ 19.00 69.61 –0.98 –1.39%
McDonalds MCD 10.30 63.72 –0.34 –0.53%
Merck MRK 14.00 32.72 –1.10 –3.25%
Microsoft MSFT 75.60 26.82 –0.80 –2.90%
Pfizer PFE 60.30 18.05 –0.57 –3.06%
ProctGamb PG 18.10 72.14 –1.01 –1.38%
3M MMM 6.20 68.88 –1.27 –1.81%
UnitedTech UTX 7.50 63.12 –1.34 –2.08%
Verizon VZ 23.00 33.24 –1.25 –3.62%
WalMart WMT 24.40 61.63 –0.78 –1.25%

Dow Jones Industrial AverageP/E: nil
LAST: 10917.51 t 504.48, or 4.42%

YEAR TO DATE: t 2,347.31, or 17.7%

OVER 52 WEEKS t 2,485.91, or 18.5%

 Note: Price-to-earnings ratios are for trailing 12 months
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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

M real  "1,255" –27 –23 –280 Allied Irish Bks  230 2 26 100

Norske Skogindustrier  963 –19 –55 –175 Scor 66 3 1 8

Thomson 550 –15 –30 ... Corus Group  224 3 ... 8

Wendel 414 –14 –11 –27 Gas Nat SDG 108 4 9 31

Rank Gp 548 –12 –38 –4 Rep Iceland 277 4 6 14

Kabel Deutschland  531 –12 –11 –21 Heineken NV 117 4 5 18

Ciba Hldg  254 –11 –29 2 Aegon NV 164 4 9 32

Glencore Intl  232 –10 37 56 Kaupthing banki hf 774 13 14 73

Next  280 –10 –5 6 Deutsche Lufthansa  173 17 17 25

Carlton Comms  247 –10 –25 –14 Landsbanki Is  541 52 54 92

Source: Markit Group

Dow Jones Stoxx 50: Monday’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

SAP Germany Software $67.5 38.15 2.31% –7.6% 7.0%

GlaxoSmithKline U.K. Pharmaceuticals 128.9 12.30 –0.49% –6.9 –10.9

Unilever Netherlands Food Products 50.1 20.58 –0.72 –7.7 4.5

Siemens Germany Electronic Equipment 88.9 68.57 –1.28 –20.5 7.7

Nokia Finland Telecom Equipment 77.8 14.42 –1.44 –41.4 6.8

HBOS U.K. Banks $21.9 2.33 –17.55% –71.4 –72.8

UBS Switzerland Banks 52.6 20.10 –14.54 –62.9 –58.3

Royal Bk of Scot U.K. Banks 62.5 2.11 –10.01 –50.6 –53.1

Barclays U.K. Banks 45.2 3.16 –9.84 –44.2 –42.9

Soc. Generale France Banks 48.6 58.74 –9.64 –43.4 –30.5

...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

GDF Suez 112.4 36.16 –1.53% 5.7% 33.5%
France (Multiutilities)
BT Grp 26.4 1.75 –1.63 –44.8 –21.8
U.K. (Fixed Line Telecom)
Diageo 52.1 10.25 –1.63 –2.4 25.5
U.K. (Distillers & Vintners)
Sanofi-Aventis S.A. 92.7 49.68 –1.72 –17.3 –25.2
France (Pharmaceuticals)
Tesco 51.7 3.68 –1.79 –12.3 12.6
U.K. (Food Retailers & Wholesalers)
Astrazeneca 65.4 25.05 –2.00 6.1 –5.0
U.K. (Pharmaceuticals)
Roche Hldg Part. Cert. 117.1 186.80 –2.10 –9.4 2.1
Switzerland (Pharmaceuticals)
France Telecom 71.3 19.22 –2.11 –13.7 –19.7
France (Fixed Line Telecom)
E.ON 101.4 35.72 –2.16 –15.4 42.8
Germany (Multiutilities)
Nestle S.A. 173.3 49.42 –2.43 –4.4 33.3
Switzerland (Food Products)
Novartis 142.0 60.20 –2.51 –6.7 –3.6
Switzerland (Pharmaceuticals)
L.M. Ericsson Tel B 30.7 69.70 –2.79 –46.3 –48.9
Sweden (Telecom Equipment)
Banca Intesa 63.8 3.79 –2.94 –28.7 –3.9
Italy (Banks)
HSBC Hldgs 184.0 8.55 –3.26 –3.1 –4.7
U.K. (Banks)
UniCredit 68.6 3.62 –3.27 –37.0 –23.0
Italy (Banks)
ArcelorMittal 91.6 44.57 –3.30 –7.0 ...
Luxembourg (Iron & Steel)
Telefonica S.A. 114.1 16.85 –3.33 –9.9 26.0
Spain (Fixed Line Telecom)
BP 182.8 4.92 –3.63 –13.5 –26.1
U.K. (Integrated Oil & Gas)
Anglo Amer 58.0 24.09 –3.72 –15.3 52.0
U.K. (General Mining)
Koninklijke Philips Elec 31.8 20.67 –3.84 –31.6 –7.5
Netherlands (Consumer Electronics)

Royal Dutch Shll 107.2 21.29 –4.10% –26.9% –22.1%
U.K. (Integrated Oil & Gas)
BASF 48.6 36.24 –4.15 –22.5 21.1
Germany (Commodity Chemicals)
Daimler 53.2 38.90 –4.31 –40.3 –5.4
Germany (Automobiles)
Vodafone Grp 136.7 1.31 –4.46 –21.4 –13.6
U.K. (Mobile Telecom)
BHP Billiton 58.3 14.41 –4.51 –2.0 65.1
U.K. (General Mining)
ENI 113.2 19.91 –4.74 –20.4 –20.0
Italy (Integrated Oil & Gas)
Total S.A. 147.8 43.40 –5.04 –22.1 –21.1
France (Integrated Oil & Gas)
Assicurazioni Gen 42.9 21.43 –5.39 –27.5 –9.9
Italy (Full Line Insurance)
Lloyds TSB Grp 27.7 2.74 –5.44 –46.6 –41.6
U.K. (Banks)
Credit Suisse Grp 51.9 49.50 –5.89 –34.6 –13.4
Switzerland (Banks)
Deutsche Telekom 67.3 10.88 –5.96 –20.7 –28.3
Germany (Mobile Telecom)
Allianz SE 66.7 103.89 –6.11 –30.1 –1.4
Germany (Full Line Insurance)
Deutsche Bk 40.8 54.21 –6.37 –38.5 –27.9
Germany (Banks)
Rio Tinto 80.6 41.94 –6.59 15.0 94.4
U.K. (General Mining)
ING Groep 63.2 20.00 –6.67 –32.7 –16.8
Netherlands (Life Insurance)
Banco Bilbao Viz 57.6 10.83 –6.80 –30.6 –22.3
Spain (Banks)
Banco Santander 93.7 10.56 –6.88 –15.9 2.7
Spain (Banks)
BNP Paribas S.A. 77.0 59.92 –7.16 –16.7 0.8
France (Banks)
Fortis 26.1 8.35 –8.39 –60.4 –58.0
Netherlands (Banks)
AXA S.A. 59.6 20.36 –8.52 –27.6 –6.1
France (Full Line 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 -1.22% -2.37% -5.2% -10.5% -9.9%
Merger Arbitrage -0.71% -0.14% -0.8% 0.6% 2.2%
Event Driven -0.77% -2.30% -5.9% -4.2% -4.2%
Distressed Securities -0.62% -1.15% -4.9% -8.5% -10.4%
Equity Market Neutral -0.20% -0.62% -3.9% -3.6% -1.9%
Equity Long/Short 0.04% -1.64% -6.6% -5.1% 1.9%

*Estimates as of 09/12/08, 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: 9/1 1.03 102.60% 0.02% 1.32 0.64 0.93

Eur. High Volatility: 9/1 2.05 102.18 0.03 2.10 1.23 1.74

Europe Crossover: 9/1 5.46 103.67 0.07 5.96 4.00 5.07

Asia ex-Japan IG: 9/1 1.67 103.45 0.03 2.10 0.85 1.38

Japan: 9/1 1.31 103.96 0.02 1.61 0.65 1.13

 Note: Data as of September 12

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.

Europe, Middle East & Africa: Bank revenues from equity capital markets

Behind every IPO, 
follow-on or 
convertible equity 
offering is one or 
more investment 
banks. At right, 
investment banks 
historical and year-
to-date revenues 
from global equity-
capital-market 
(ECM) deals

Source: Dealogic
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BASF makes friendly bid for Ciba
Specialty chemicals
are focus of offer;
nearly $3 billion deal

Best Buy Inc.
Best Buy Inc. has agreed to buy

Napster Inc. for $121 million, saying
it hopes to use the digital-music
company to reach new customers.
The acquisition includes Napster’s
700,000 digital-entertainment sub-
scribers, Web-based customer-ser-
vice platform and mobile capabili-
ties. Best Buy has been expanding
its wireless products and services,
rolling out cellphone departments
to all of its U.S. stores. In May, the
consumer-electronics retailer paid
$2.1 billion to form a joint venture
with U.K.-based Carphone Ware-
house Group PLC. In May, Napster
began selling songs in the unre-
stricted MP3 format, hoping it
would bolster its position against
Apple Inc.’s iTunes and Amazon.
com Inc.’s online store.

GLOBAL
BUSINESS

BRIEFS

—Compiled from staff
and wire service reports.

Inmobiliaria Colonial SA

Shares decline following
debt-restructuring accord

Spanish real-estate company In-
mobiliaria Colonial SA said it final-
ized a long-awaited debt-restructur-
ing agreement, but its shares fell af-
ter key shareholders signaled they
might not hang on to their stakes.
Colonial said it restructured Œ7 bil-
lion ($9.95 billion) of its Œ9 billion
debt load by signing a five-year,
Œ6.5 billion loan with a syndicate of
banks that held the bulk of its debt.
The syndicate is led by Goldman
Sachs Group Inc., Royal Bank of
Scotland Group PLC, Crédit Agri-
cole SA’s Calyon and Eurohypo AG.
Colonial will sell some assets and
use the proceeds to amortize the
new loan. It will also issue Œ1.4 bil-
lion in convertible bonds. Colonial
shares closed down 13% in Madrid.

Electronic Arts Inc.
Nearly seven months after an-

nouncing an unsolicited offer to ac-
quire Take-Two Interactive Soft-
ware Inc. for $2 billion, Electronic
Arts Inc. Sunday dropped the bid
for its videogame rival. The offer by
EA, launched in February, would
have united two of the largest pub-
lishers of videogames, with hits
such as EA’s Madden football and
Take-Two’s Grand Theft Auto se-
ries. EA had long said it needed to in-
tegrate Take-Two’s games into its
portfolio by the holiday season for
its offer of $25.74 a share to make
sense. Take-Two’s management con-
sistently rejected that offer as too
low.

Amgen puts hopes on drug for bone strengthening

By Mike Esterl

FRANKFURT—BASF SE, the
world’s largest chemicals company
by revenue, stuck to the sidelines the
past two years as high prices and
new competition propelled others to-
ward industry consolidation.
It is now joining the fray.

The German heavy-
weight joined the rising
merger-and-acquisition
wave Monday by launching a
friendly offer worth almost
$3 billion to acquire strug-
gling Swiss rival Ciba Hold-
ing AG, a specialty chemi-
cals manufacturer with
about $5.8 billion in annual
sales.

BASF’s takeover bid also
reflects a shift into specialty
chemicals by the big industry play-
ers. Specialty chemicals serve as
high-value building blocks for prod-
ucts ranging from semiconductors
to paint. Profit margins for more ba-
sic, commodity-like chemicals are
shrinking because of rising competi-
tion from low-cost producers in the
Middle East and elsewhere.

“Chemicals consolidation will ac-

celerate in the near future,” said Jür-
gen Hambrecht, BASF’s chief execu-
tive, in a conference call Monday
with investors. BASF, he added, “has
to play a pro-active role.”

The chemicals sector is frag-
mented, with the 10 largest compa-
nies having a combined global mar-
ket share of about 20%. BASF, which
booked Œ58 billion ($82.45 billion)
in revenue last year, said the acquisi-
tion of Ciba would catapult it into
the leading positions in plastic addi-
tives and paper chemicals from No.

4 currently. It also would
allow BASF to become a
bigger supplier to the wa-
ter-treatment industry.

Ciba represents the
first major acquisition by
BASF since 2006, when it
spent roughly Œ7 billion to
buy three specialty-chemi-
cals companies, including
New Jersey-based cata-
lyst maker Engelhard
Corp. Several rivals have
pulled the trigger on
multibillion-dollar deals

since then, including Dow Chemical
Co., which agreed in July to acquire
specialty-chemical company Rohm
& Haas Co. for $15 billion.

BASF said in late July it expected
“rockier” times amid volatile prices
for raw materials but still reported
a 27% surge in second-quarter net
profit on the back of its large oil-and-
gas unit, which is helping offset ris-

ing manufacturing costs.
The Ciba deal also comes as pri-

vate-equity firms scale back their
ambitions in the chemicals sector,
including Apollo Management LP,
which is trying to back out of a 2007
accord to buy Huntsman Corp. for
$6.5 billion. Ciba said last month it
was weighing the sale of some of its
businesses after reporting a quar-
terly net loss of 606 million Swiss
francs ($535.8 million), including a
goodwill impairment of 595 million
francs in its water and paper-treat-
ment unit.

“We are in between the big raw
material suppliers and the big cus-
tomers,” said Ciba Chairman Armin
Meyer in Monday’s conference call.
“This sandwich position, if you like,
is getting worse and worse.”

Some analysts cautioned BASF
risks overpaying by offering 50

francs a share, which is 32% above Ci-
ba’s closing price on Friday and 60%
higher than the 30-day trading aver-
age. WestLB wrote in a research note
that the deal implies a multiple of 8.6
times enterprise value to operating
profit, compared with current multi-
ples of 5 to 6 in the chemicals sector.

BASF’s shares fell almost 4.2% to
Œ36.24 in Frankfurt on Monday.

Mr. Hambrecht predicted Ciba
will bolster innovation and boost
BASF’s profits in the second year af-
ter the acquisition.

BASF’s chief executive also
wouldn’t rule out further acquisi-
tions but noted his management
team has its “hands full now” with
the proposed Ciba takeover.

BASF said it will launch the ten-
der offer on Oct. 1 and expects to
wrap up the acquisition by the first
quarter of 2009 at the latest.

Intel six-brain chip may upend competition

Deutsche Lufthansa AG

Deutsche Lufthansa AG, Germa-
ny’s flagship airline, said it will pay
Œ65 million ($92.4 million) to buy a
45% stake in SN Airholding SA, the
parent of Brussels Airlines. Lufthansa
has the option to buy the remaining
55% beginning in 2011. The price will
be linked to the performance of Brus-
sels Airlines, with a cap of Œ250 mil-
lion for the entire company,
Lufthansa added. The airline said last
month it was in talks with SN Airhold-
ing to buy an initial 45% stake. Brus-
sels Airlines was created in 2002
from the remains of former Belgian
flagship carrier Sabena. It then
merged with low-cost carrier Virgin
Express Holdings PLC. It mainly oper-
ates flights throughout Europe from
its main hub in Brussels, with another
focus on flights to Africa.

CORPORATE NEWS

Jürgen
Hambrecht

By Don Clark

Intel Corp.’s new six-brain chip
is getting strong reviews from com-
puter makers and prompting a de-
bate over the potential threat to
high-end offerings from Intel and
other vendors.

The addition to Intel’s Xeon line,
code-named Dunnington, is designed
to plug into existing server systems
with minimal modifications—replac-
ing chips that now have four calculat-
ing engines. Several computer mak-
ers are reporting test results of ma-
chines using the chip that they are
calling a milestone for x86 technol-
ogy, which was originally developed
for use in personal computers.

“It’s pretty bone-crushing per-
formance,” said Jim Gargan, a vice
president in International Business
Machines Corp.’s x86 server unit.

Intel, which announced the new

Xeon on Monday in San Francisco,
and rival Advanced Micro Devices
Inc. have been steadily increasing
the capability of low-end server sys-
tems that are used for chores such as
running Web sites. Their latest offer-
ings are expected to help consolidate
computing jobs on a smaller number
of more-powerful servers, saving on
electrical power and floor space in
computer rooms.

Companies such as Dell Inc.,
Hewlett-Packard Co. and Sun Micro-
systems Inc. initially plan to use the
six-processor Xeons in servers that
use as many as four chips—boosting
the total number of processors from
16 to 24. IBM is offering servers with
as many as eight of the new Intel
chips, starting at $10,389; Unisys
Corp. will offer a system with as
many as 16 chips, or 96 processors
in all, priced at as much as $135,000.

Such capacity levels could en-

croach on the turf of more special-
ized technology, some industry exec-
utives say. Potential targets include
machines powered by Intel’s high-
end Itanium chips, as well those
that use Sun’s Sparc chips and IBM
Power chips—both known by the
designation designation RISC, for re-
duced instruction-set computing.

Dell, whose servers with two of
the new Xeons start at $5,300, esti-
mates the new Intel chip boosts the
performance of some server models
by 30% to 40%, but costs about 75%
less than a comparable system us-
ing Sun’s Sparc chip. “You are really
reaching RISC-class performance at
a fraction of the cost,” said Sally
Stevens, a Dell director of platform
marketing.

Roger Kay, an analyst at End-
point Technologies Associates,
thinks the new Xeon could particu-
larly take sales from systems that

use Itanium; H-P jointly developed
the chip and is its biggest user.

Unisys plans to convert its main-
frame software to use x86 chips, said
Colin Lacey, a Unisys vice president
of systems and storage. Other indus-
try executives say there is a danger of
making apples-and-oranges compari-
sons. Mainframe computers and serv-
ers based on RISC chips have fea-
tures that x86 servers don’t, they say,
such as the ability to handle millions
of transactions per minute with high
reliability. That helps with jobs such
as managing airline-reservation sys-
tems or bank cash machines.

Sun, for example, said its commit-
ment to its Sparc technology isn’t di-
minished by the addition of servers
based on the new Xeon chip. “We
have learned from years of customer
feedback that most companies are
strongly tied to either Sparc or x86,”
a Sun spokeswoman said.

Chemistry
experiment
Germany's BASF 
is launching a
friendly $3 billion 
tender offer to
buy Swiss rival 
Ciba. Selected 
key data in 2007 

Source: BASF

†Before special items

BASF Ciba
Sites

Employees

Sales

EBIT before
special items

EBITDA* margin 

~100 major sites

~95,000

Œ57.9 billion

Œ7.61 billion

18.2%†

~60

~13,000

Œ4.0 billion

Œ336 million

13.9%†

*Earnings before interest, taxes, depreciation and amortization

By Ron Winslow

For nearly two decades, Amgen
Inc.’s fortunes have been linked
largely to drugs that bolster the
blood. This week, the biotechnology
company will showcase data on a
new medicine that strengthens
bone—and, Amgen hopes, its own
growth prospects.

At a meeting of the American So-
ciety for Bone Mineral Research in
Montreal, Amgen researchers are
presenting 25 different reports on
denosumab, which helps fend off os-
teoporosis. The bone-weakening dis-
ease affects some 10 million Ameri-
cans.

In a series of announcements
over the past year, the Thousand
Oaks, Calif., company has said major

clinical trials indicate denosumab is
effective not only in improving bone-
mineral density, an important mea-
sure of bone strength, but in reduc-
ing hip, spinal and other fractures
that plague people with osteoporo-
sis. Researchers will provide critical
details on those studies, giving doc-
tors and investors clues to whether
the drug is likely to be a niche prod-
uct or a dominant player in what is
now a crowded $7 billion global os-
teoporosis market.

For Amgen, much is at stake.
Sales of its flagship anemia drugs
Epogen and Aranesp have nose-
dived in recent quarters amid safety
and regulatory concerns and tight-
ened Medicare and insurer-reim-
bursement policies. Denosumab is
the first significant drug candidate

to emerge from a research-and-de-
velopment overhaul Amgen initi-
ated at the beginning of the decade
to recharge a scientific enterprise
that had faltered, after its early suc-
cess with blood-building Epogen
and Neupogen put Amgen on the
map in the late 1980s.

Growing enthusiasm about deno-
sumab’s prospects have helped re-
store luster to Amgen’s shares,
which currently trade at more than
$60 after sinking to less than $40
early this year in response to prob-
lems with the anemia medicines.
Current osteoporosis treatments—
notably a class of drugs called bis-
phosphonates that include Merck &
Co.’s Fosamax (now available in ge-
neric form), Reclast from Novartis
AG and Boniva from Roche Holding

AG and GlaxoSmithKline PLC—are
difficult for many patients to take,
providing an opening for denos-
umab, which is given as a twice-
yearly injection.

But even after the data are di-
gested this week, questions will re-
main. Little is known about denos-
umab’s long-term safety, a potential
stumbling block for approval. Doc-
tors and analysts wonder how Am-
gen will price the drug and whether
patients will prefer twice-yearly
shots to current drugs taken once
weekly or once monthly, or an an-
nual infusion.

Amgen plans to file its applica-
tion to the Food and Drug Adminis-
tration by the end of the year, with
hopes that denosumab will be ap-
proved by late next year.
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PF (LUX)-Digital Comm-Pca OT EQ LUX 09/12 USD 100.31 –26.6 –19.7 2.1
PF (LUX)-East Eu-Pca EU EQ LUX 09/12 EUR 318.54 –38.0 –27.2 –6.4
PF (LUX)-Emg Mkts LC-Pca GL EQ LUX 09/15 USD 144.33 –37.5 –28.9 1.4
PF (LUX)-Emg Mkts-Pca GL EQ LUX 09/15 USD 473.96 –35.4 –27.3 1.2
PF (LUX)-Eu Indx-Pca EU EQ LUX 09/12 EUR 107.98 –20.9 –21.8 –5.3
PF (LUX)-EUR Bds-Pca EU BD LUX 09/12 EUR 361.76 0.1 –0.9 –0.8
PF (LUX)-EUR Bds-Pdi EU BD LUX 09/12 EUR 284.09 0.1 –0.9 –0.8
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 09/12 EUR 129.73 –1.1 –1.3 –1.0
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 09/12 EUR 94.57 –1.1 –1.3 –1.0
PF (LUX)-EUR HiYld-Pca EU BD LUX 09/12 EUR 133.43 –6.8 –6.6 –3.6
PF (LUX)-EUR HiYld-Pdi EU BD LUX 09/12 EUR 86.30 –6.8 –6.6 –3.6
PF (LUX)-EUR Liq-Pca EU MM LUX 09/12 EUR 133.56 2.8 3.9 3.5
PF (LUX)-EUR Liq-Pdi EU MM LUX 09/12 EUR 99.77 2.8 3.9 3.5
PF (LUX)-Europ Eq-Pca EU EQ LUX 09/12 EUR 450.34 –26.1 –28.2 –8.3
PF (LUX)-EuSust Eq-Pca EU EQ LUX 09/12 EUR 143.16 –22.3 –26.3 –9.3
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 09/12 USD 201.38 0.4 4.9 5.6
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 09/12 USD 143.58 0.4 4.9 5.6
PF (LUX)-Gl Eq Sel-Pca GL EQ LUX 09/12 USD 19.21 –21.0 –19.4 –4.1
PF (LUX)-Gr China-Pca AS EQ LUX 09/12 USD 282.92 –33.9 –27.5 11.1
PF (LUX)-Indian Eq-Pca EA EQ LUX 09/15 USD 284.25 –46.4 –26.5 3.7
PF (LUX)-Jap Index-Pca JP EQ LUX 09/12 JPY 11303.85 –20.4 –22.5 –12.3
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 09/12 JPY 10549.61 –21.3 –26.9 –16.6
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 09/12 JPY 10317.07 –21.6 –27.3 –17.1
PF (LUX)-JpEq130/30-Pca JP EQ LUX 09/12 JPY 5546.92 –19.5 –22.2 –16.9
PF (LUX)-Pacif Idx-Pca AS EQ LUX 09/12 USD 231.71 –27.4 –20.7 6.7
PF (LUX)-Piclife-Pca CH BA LUX 09/12 CHF 787.59 –7.3 –8.7 –2.3
PF (LUX)-PremBrnds-Pca OT EQ LUX 09/12 EUR 63.57 –17.3 –21.1 –5.8
PF (LUX)-Rus Eq-Pca EE EQ LUX 09/11 USD 56.86 NS NS NS
PF (LUX)-Security-Pca GL EQ LUX 09/12 USD 92.90 –16.7 –17.7 NS
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 09/12 EUR 484.45 –21.5 –26.9 –4.7
PF (LUX)-US Eq-Ica US EQ LUX 09/12 USD 115.19 –10.5 –7.9 2.9
PF (LUX)-USA Index-Pca US EQ LUX 09/12 USD 99.83 –13.9 –13.8 –0.6
PF (LUX)-USD Bds-Pca US BD LUX 09/12 USD 489.09 3.6 6.6 5.8
PF (LUX)-USD Bds-Pdi US BD LUX 09/12 USD 369.52 3.6 6.6 5.8
PF (LUX)-USD Liq-Pca US MM LUX 09/12 USD 129.60 2.0 3.3 4.1
PF (LUX)-USD Liq-Pdi US MM LUX 09/12 USD 87.37 2.0 3.3 4.1
PF (LUX)-Water-Pca GL EQ LUX 09/12 EUR 133.70 –14.4 –13.5 0.1
PF (LUX)-WldGovBds-Pca GL BD LUX 09/12 USD 148.90 1.2 5.1 5.5
PF (LUX)-WldGovBds-Pdi GL BD LUX 09/12 USD 126.00 1.1 5.0 5.5
PTF (LUX)-MidEast&NorAfr-Pca GL EQ LUX 09/12 USD 73.64 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 09/12 USD 11.52 –20.4 –19.6 –4.7
Japan Fund USD JP EQ IRL 09/15 USD 14.92 –11.4 –13.7 –7.8

n Hemisphere Management (Ireland) Limited
Columbus USD A GL EQ CYM 08/29 USD 91.52 –9.3 –6.8 NS
Discovery USD A OT OT CYM 08/29 USD 115.27 3.3 15.0 9.3
Elbrus USD A GL EQ CYM 08/29 USD 12.17 –25.7 –10.6 12.4
Europn Conviction USD B EU EQ CYM 07/31 USD 112.19 –1.8 5.8 5.0
Europn Forager USD B OT OT CYM 07/31 USD 192.93 –6.0 –9.3 8.2
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 08/29 USD 13.89 1.9 2.4 16.3
Paragon Limited USD A EU EQ CYM 07/31 USD 306.36 11.5 20.0 22.9
UK Fund USD A OT OT CYM 07/31 USD 164.76 3.6 0.5 5.0

n PT CIPTADANA ASSET MANAGEMENT
Tel: 521-3479 Fax: 521-3478 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 09/10 USD 91.52 NS –13.9 5.3

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 09/12 EUR 782.07 –20.5 NS NS
Core Eurozone Eq B EU EQ IRL 09/12 EUR 892.76 NS NS NS
Euro Fixed Income A EU BD IRL 09/12 EUR 1199.68 –3.9 –5.4 –3.1
Euro Fixed Income B EU BD IRL 09/12 EUR 1270.79 –3.5 –4.8 –2.5
Euro Small Cap A EU EQ IRL 09/12 EUR 1326.93 –24.6 –32.3 –12.8
Euro Small Cap B EU EQ IRL 09/12 EUR 1410.35 –24.3 –31.9 –12.3
Eurozone Agg Eq A EU EQ IRL 09/12 EUR 711.76 –25.7 –26.6 NS

Eurozone Agg Eq B EU EQ IRL 09/12 EUR 1015.10 –25.4 –26.2 –8.0
Glbl Bd (EuroHdg) A GL BD IRL 09/12 EUR 1279.33 –1.1 –0.9 0.1
Glbl Bd (EuroHdg) B GL BD IRL 09/12 EUR 1346.14 –0.7 –0.3 0.7
Glbl Bd A EU BD IRL 09/12 EUR 1017.61 0.9 –2.1 –2.7
Glbl Bd B EU BD IRL 09/12 EUR 1075.07 1.4 –1.5 –2.1
Glbl Real Estate A OT EQ IRL 09/12 USD 1088.12 –14.4 –18.2 –5.2
Glbl Real Estate B OT EQ IRL 09/12 USD 1113.16 –14.0 –17.7 –4.7
Glbl Real Estate EH-A OT EQ IRL 09/12 EUR 1022.59 –12.8 –18.1 –7.3
Glbl Real Estate SH-B OT EQ IRL 09/12 GBP 97.04 –11.6 –16.3 –5.4
Glbl Strategic Yield A EU BD IRL 09/12 EUR 1456.40 –2.5 –1.8 1.0
Glbl Strategic Yield B EU BD IRL 09/12 EUR 1546.37 –2.1 –1.2 1.7
Japan Equity A JP EQ IRL 09/12 JPY 14376.00 –22.7 –26.5 –14.9
Japan Equity B JP EQ IRL 09/12 JPY 15203.00 –22.4 –26.1 –14.4
Multi St Cash Plus EH-A GL EQ IRL 09/12 EUR 1030.54 1.8 NS NS
PacBasn (Ex-Jap) Eq A AS EQ IRL 09/12 USD 1834.69 –30.7 –24.9 2.8
PacBasn (Ex-Jap) Eq B AS EQ IRL 09/12 USD 1942.44 –30.4 –24.5 3.4
Pan European Eq A EU EQ IRL 09/12 EUR 1041.12 –23.4 –25.5 –8.8
Pan European Eq B EU EQ IRL 09/12 EUR 1102.55 –23.1 –25.0 –8.2
US Equity A US EQ IRL 09/12 USD 980.00 –15.5 –13.4 0.1
US Equity B US EQ IRL 09/12 USD 1041.20 –15.2 –12.9 0.7
US Small Cap A US EQ IRL 09/12 USD 1488.66 –13.3 –13.3 –0.3
US Small Cap B US EQ IRL 09/12 USD 1582.48 –13.0 –12.8 0.3

n SEB ASSET MANAGEMENT S.A.
www.seb.se
SEB Fund 1
Choice Global Value -C- GL EQ LUX 09/12 SEK 85.97 –26.3 –28.6 –11.3
Choice Japan Fd JP EQ LUX 09/12 JPY 61.95 –21.6 –25.1 –16.5
Choice Jpn Chance/Risk JP EQ LUX 09/12 JPY 65.62 –26.7 –28.0 –14.6
Choice NthAmChance/Risk US EQ LUX 09/15 USD 4.35 –16.8 –12.3 –2.0
Europe 2 Fd EU EQ LUX 09/15 EUR 1.01 –30.5 –32.0 –12.2
Europe 3 Fd EU EQ LUX 09/15 GBP 3.52 –25.1 –21.5 –4.6
Global Chance/Risk Fd GL EQ LUX 09/12 EUR 0.66 –16.5 –20.5 –8.0
Global Fd GL EQ LUX 09/15 USD 2.31 –21.9 –20.9 –4.3
Intl Mixed Fd -C- NO BA LUX 09/15 USD 28.03 –15.8 –13.8 –1.0
Intl Mixed Fd -D- NO BA LUX 09/15 USD 19.78 –15.8 –13.8 0.3
Wireless Fd OT EQ LUX 09/15 EUR 0.13 –29.3 –30.7 –8.7

n SEB Fund 2
Choice Asia ex. Japan Fd AS EQ LUX 09/15 USD 6.05 –33.5 –30.0 –1.0
Currency Alpha EUR -IC- OT OT LUX 09/15 EUR 10.70 4.7 4.1 NS
Currency Alpha EUR -RC- OT OT LUX 09/15 EUR 10.65 4.3 3.5 NS
Currency Alpha SEK -ID- OT OT LUX 09/15 SEK 103.65 NS NS NS
Currency Alpha SEK -RC- OT OT LUX 09/15 SEK 101.64 NS NS NS
Generation Fd 80 OT OT LUX 09/15 SEK 7.91 –16.4 NS NS
Nordic Focus EUR NO EQ LUX 09/15 EUR 75.69 –23.5 NS NS
Nordic Focus NOK NO EQ LUX 09/15 NOK 77.22 NS NS NS
Nordic Focus SEK NO EQ LUX 09/15 SEK 76.94 –22.7 NS NS

n SEB Fund 3
Choice Asia Eq. ex Japan Fd AS EQ LUX 09/15 USD 1.09 –33.2 –29.4 0.8
Choice North America Eq. Fd US EQ LUX 09/15 USD 1.94 –20.0 –18.3 –5.2
Ethical Global Fd GL EQ LUX 09/15 USD 0.84 –23.2 –23.2 –6.3
Ethical Sweden Fd NO EQ LUX 09/15 SEK 36.01 –19.2 –24.2 –5.2
Europe Fd EU EQ LUX 09/15 USD 2.39 –32.6 –30.0 1.5
Global Equity Fd GL EQ LUX 09/15 USD 1.49 –21.2 –20.4 –2.8
Index Linked Bd Fd SEK OT BD LUX 09/15 SEK 12.93 3.5 5.2 3.5
Medical Fd OT EQ LUX 09/15 USD 3.42 –11.1 –7.3 –1.8
Short Medium Bd Fd SEK NO MM LUX 09/15 SEK 9.07 2.1 3.1 2.8
Technology Fd OT EQ LUX 09/15 USD 2.20 –22.8 –18.4 –2.8
World Fd GL EQ LUX 09/15 USD 2.18 –18.5 –17.8 3.5

n SEB Fund 4
Short Bond Fd EUR EU MM LUX 09/15 EUR 1.27 1.9 2.6 2.6
Short Bond Fd SEK NO MM LUX 09/12 SEK 21.56 2.8 3.8 3.2
Short Bond Fd USD US MM LUX 09/15 USD 2.49 1.3 2.7 3.5

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 09/12 SEK 10.38 1.6 2.0 1.9
Alpha Bond Fd SEK -B- NO BD LUX 09/12 SEK 9.31 1.6 2.0 1.9
Alpha Bond Fd SEK -C- NO BD LUX 09/15 SEK 26.06 1.7 2.1 1.7
Alpha Bond Fd SEK -D- NO BD LUX 09/15 SEK 8.68 1.7 2.1 1.7
Alpha Short Bd SEK -A- NO MM LUX 09/12 SEK 10.81 2.9 4.0 3.3

Alpha Short Bd SEK -B- NO MM LUX 09/12 SEK 10.14 2.9 4.0 3.3
Alpha Short Bd SEK -C- NO MM LUX 09/15 SEK 21.09 2.5 3.5 3.0
Alpha Short Bd SEK -D- NO MM LUX 09/15 SEK 8.77 2.5 3.5 3.0
Bond Fd EUR -C- EU BD LUX 09/15 EUR 1.24 2.4 2.1 1.2
Bond Fd EUR -D- EU BD LUX 09/15 EUR 0.50 2.4 2.1 1.2
Bond Fd SEK -C- NO BD LUX 09/15 SEK 38.82 2.8 3.3 2.3
Bond Fd SEK -D- NO BD LUX 09/15 SEK 11.65 1.6 2.1 1.7
Corp. Bond Fd EUR -C- EU BD LUX 09/15 EUR 1.14 –2.7 –2.9 –1.7
Corp. Bond Fd EUR -D- EU BD LUX 09/12 EUR 0.91 –0.8 –1.9 –1.0
Corp. Bond Fd SEK -C- NO BD LUX 09/15 SEK 11.87 –1.7 –1.6 –0.6
Corp. Bond Fd SEK -D- NO BD LUX 09/15 SEK 9.32 –1.5 –1.4 –0.5
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 09/15 EUR 99.13 NS NS NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 09/15 EUR 98.99 NS NS NS
Danish Mortgage Bond Fd SEK -ID- NO BD LUX 09/15 SEK 102.02 NS NS NS
Danish Mortgage Bond Fd SEK -RC- NO BD LUX 09/15 SEK 942.55 NS NS NS
Flexible Bond Fd -C- NO BD LUX 09/15 SEK 20.25 2.6 3.4 2.8
Flexible Bond Fd -D- NO BD LUX 09/15 SEK 11.46 2.6 3.4 2.8

n SEB Global Hedge
Global Hedge I SEK -C- OT OT LUX 09/15 SEK 95.73 –9.9 –8.3 –3.8
Global Hedge I SEK -D- OT OT LUX 09/15 SEK 87.48 –12.5 –10.9 –5.2

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 09/15 USD 2.20 –34.0 –23.3 5.5

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 09/15 SEK 21.97 –34.2 –38.9 –8.7
Europe Chance/Risk Fd EU EQ LUX 09/15 EUR 1155.55 –32.0 –33.3 –13.2

n SG ASSET MANAGEMENT HTTP://WWW.SGAM.COM
Eq. China A AS EQ LUX 09/12 USD 17.74 –46.4 –41.2 8.9
Eq. Pacific A AS EQ LUX 09/12 USD 8.94 –35.5 –27.5 5.6

n SGAM Fund
Bonds CHF A CH BD LUX 09/11 CHF 26.69 2.3 1.3 0.0
Bonds ConvEurope A EU BD LUX 09/11 EUR 30.60 5.3 9.5 9.5
Bonds Eur Corp A EU BD LUX 09/12 EUR 21.39 –2.5 –3.4 –1.5
Bonds Eur Hi Yld A EU BD LUX 09/11 EUR 19.22 –9.3 –9.5 –4.4
Bonds EURO A EU BD LUX 09/11 EUR 37.52 1.6 1.3 1.0
Bonds Europe A EU BD LUX 09/11 EUR 36.31 1.5 0.6 0.8
Bonds US MtgBkSec A US BD LUX 09/12 USD 22.58 –10.5 –9.4 –2.1
Bonds US OppsCoreplus A US BD LUX 09/12 USD 31.95 1.5 4.0 4.7
Bonds World A GL BD LUX 09/11 USD 37.44 0.7 4.6 6.5
Eq. ConcentratedEuropeA EU EQ LUX 09/11 EUR 29.96 –25.8 –24.7 –10.6
Eq. Eastern Europe A EU EQ LUX 09/11 EUR 27.22 –38.2 –30.9 –7.6
Eq. Equities Global Energy OT EQ LUX 09/11 USD 20.73 –17.7 –4.0 9.6
Eq. Euroland A EU EQ LUX 09/11 EUR 12.49 –27.7 –25.8 –9.6
Eq. Euroland MidCapA EU EQ LUX 09/11 EUR 21.74 –25.0 –29.2 –11.0
Eq. EurolandCyclclsA EU EQ LUX 09/11 EUR 19.04 –24.9 –20.7 –2.1
Eq. EurolandFinancialA OT EQ LUX 09/11 EUR 13.60 –27.0 –26.7 –15.8
Eq. Glbl Emg Cty A GL EQ LUX 09/11 USD 8.70 –35.6 –25.4 1.6
Eq. Global A GL EQ LUX 09/11 USD 28.64 –25.2 –23.7 –7.3
Eq. Global Technol A OT EQ LUX 09/11 USD 5.59 –21.2 –25.3 –6.9
Eq. Gold Mines A OT EQ LUX 09/11 USD 17.93 –40.2 –29.8 –12.9
Eq. Japan A JP EQ LUX 09/12 JPY 990.92 –25.2 –26.8 –16.9
Eq. Japan Sm Cap A JP EQ LUX 09/12 JPY 1126.63 –33.9 –33.8 –33.8
Eq. Japan Target A JP EQ LUX 09/12 JPY 1812.89 –10.5 –18.1 –11.1
Eq. Switzerland A CH EQ LUX 04/17 CHF 36.35 –16.6 –21.3 –4.3
Eq. UK A UK EQ LUX 09/11 GBP 12.73 –25.4 –26.6 –11.8
Eq. US ConcenCore A US EQ LUX 09/11 USD 22.37 –16.7 –11.0 –0.8
Eq. US Lg Cap Gr A US EQ LUX 09/11 USD 17.03 –15.4 –9.1 –0.5
Eq. US Mid Cap A US EQ LUX 09/11 USD 30.25 –22.7 –15.6 3.1
Eq. US Multi Strg A US EQ LUX 09/11 USD 24.38 –15.3 –13.2 –3.1
Eq. US Rel Val A US EQ LUX 09/11 USD 24.08 –15.9 –19.0 –6.9
Eq. US Sm Cap Val A US EQ LUX 09/11 USD 22.12 –11.4 –17.2 –5.8
Eq. US Value Opp A US EQ LUX 09/11 USD 20.96 –17.8 –21.3 –10.6
Money Market EURO A EU MM LUX 09/11 EUR 26.79 3.0 4.4 3.9
Money Market USD A US MM LUX 09/11 USD 15.63 2.1 3.6 4.3

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 08/15 USD 12.54 –15.2 18.4 18.6
UAE Blue Chip Fund Acc AS EQ ARE 08/28 AED 10.39 –10.9 24.6 11.7

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 09/15 EEK 174.66 –34.8 –40.9 –16.1
New Europe Small Cap EUR EE EQ EST 09/15 EEK 92.92 –33.3 –39.0 –13.2
Second Wave EUR EE EQ EST 09/15 EEK 196.25 –28.6 –30.7 0.5

n YUKI MANAGEMENT & RESEARCH CO., LTD.
Tel: +81-3-5299-3277 www.yukijapan.co.jp
YMR-N Growth Fund JP EQ IRL 09/12 JPY 11394.00 –32.0 –37.6 –23.6
YMR-N Japan Fund JP EQ IRL 09/12 JPY 12992.00 –25.3 –31.9 –17.2
YMR-N Low Price Fund JP EQ IRL 09/12 JPY 16648.00 –27.1 –31.4 –20.2
YMR-N Small Cap Fund JP EQ IRL 09/12 JPY 7968.00 –35.7 –41.8 –28.0
Yuki Mizuho Gen Jpn III JP EQ IRL 09/12 JPY 6387.00 –31.2 –34.2 NS
Yuki Mizuho Jpn Dyn Gro AS EQ IRL 09/12 JPY 6751.00 –30.5 –35.7 –21.9
Yuki Mizuho Jpn Exc 100 JP EQ IRL 09/12 JPY 8933.00 –28.7 –32.7 –19.5
Yuki Mizuho Jpn Gen JP EQ IRL 09/12 JPY 11006.00 –28.4 –35.5 –17.9
Yuki Mizuho Jpn Gro JP EQ IRL 09/12 JPY 8073.00 –34.6 –39.2 –23.1
Yuki Mizuho Jpn Inc JP EQ IRL 09/12 JPY 10619.00 –19.0 –27.0 –12.3
Yuki Mizuho Jpn Lg Cap AS EQ IRL 09/12 JPY 6864.00 –27.2 –31.7 NS
Yuki Mizuho Jpn LowP JP EQ IRL 09/12 JPY 13691.00 –24.4 –25.2 –17.1
Yuki Mizuho Jpn PGth JP EQ IRL 09/12 JPY 10761.00 –34.4 –37.1 –20.6
Yuki Mizuho Jpn SmCp JP EQ IRL 09/12 JPY 7956.00 –37.2 –41.3 –25.3
Yuki Mizuho Jpn Val Sel AS EQ IRL 09/12 JPY 6962.00 –25.9 –31.4 –17.4
Yuki Mizuho Jpn YoungCo AS EQ IRL 09/12 JPY 3418.00 –40.2 –45.1 –39.6

n Yuki 77 Series
Yuki 77 Excellent JP EQ IRL 09/12 JPY 6276.00 –29.1 –32.5 –17.6
Yuki 77 General JP EQ IRL 09/12 JPY 8303.00 –27.7 –32.8 –17.1
Yuki 77 Growth JP EQ IRL 09/12 JPY 8517.00 –30.6 –36.0 –21.7

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 09/12 JPY 8615.00 –26.0 –33.6 –19.0
Yuki Chugoku Jpn Gro JP EQ IRL 09/12 JPY 6978.00 –30.8 –32.8 –17.5
Yuki Chugoku Jpn Inc JP EQ IRL 09/12 JPY 7204.00 –17.1 –22.7 –11.9
Yuki Chugoku JpnLowP JP EQ IRL 09/12 JPY 9927.00 –23.8 –26.3 –14.9
Yuki Chugoku JpnPurGth JP EQ IRL 09/12 JPY 6252.00 –28.6 –34.3 –19.8

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 09/12 JPY 9390.00 –27.0 –33.3 –18.1

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 09/12 JPY 6416.00 –27.2 –31.8 –16.1
Yuki Hokuyo Jpn Gro JP EQ IRL 09/12 JPY 5411.00 –32.7 –37.8 –22.9
Yuki Hokuyo Jpn Inc JP EQ IRL 09/12 JPY 7093.00 –15.9 –22.4 –12.9

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 09/12 JPY 6762.00 –30.3 –35.7 –19.2
Yuki Nishi-Nippon Cty PurGthJp JP EQ IRL 09/12 JPY 6286.00 –29.6 –33.7 NS

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 09/12 JPY 7073.00 –26.1 –35.8 –17.7
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n 788 ASSET MANAGEMENT LTD.
info@788am.com www.788am.com
788 China Fund Ltd OT OT CYM 08/29 USD 65.87 –78.2 NS NS

788 China Smaller Cap OT OT CYM 08/29 USD 59.68 NS NS NS

788 Gl Asset Alloc. Fd OT OT CYM 08/29 USD 79.65 –44.5 NS NS

788 Japan Fund Ltd OT OT CYM 08/29 USD 66.28 –46.4 NS NS

n ALEXANDRA INVESTMENT MANAGEMENT
Alexandra Global Inv I OT OT VGB 07/31 USD 50.46 –23.4 –19.2 –3.8

n ATLANTIC INVESTMENT MANAGEMENT - NEW YORK, NEW YORK
info@atlanticinvestment.net Tel: +1 212 484 5050
AJR International A US EQ VGB 09/10 USD 1028.47 –2.9 1.2 NS

AJR International B US EQ VGB 09/12 USD 172.52 –2.9 1.9 NS

Cambrian Asia Ltd. AS EQ VGB 09/10 JPY 7264.00 –25.6 NS NS

Cambrian Europe Ltd. EU EQ VGB 09/10 EUR 86.04 –17.8 NS NS

Cambrian Fund Ltd. A US EQ VGB 09/10 USD 696.30 –19.3 NS NS

Cambrian Fund Ltd. B US EQ VGB 09/10 USD 169.87 –19.3 NS NS

Rodinia Fund Ltd US EQ VGB 09/10 USD 128.55 –10.8 –9.4 NS

n CAPITAL MANAGEMENT ADVISORS
Phone Number: +1 441 295 59 29
CMA Dynamic OT OT BHS 08/29 USD 1565.70 –4.0 –3.3 3.5

CMA MultHdge Arbtrge OT OT CYM 08/31 USD 1865.29 –3.4 –2.3 3.9

CMA MultHdge Balncd OT OT CYM 08/29 USD 1347.49 –3.8 –2.2 2.9

CMA MultHdge Growth OT OT CYM 08/29 USD 1977.14 0.1 1.1 5.1

CMA MultiHdge Lvrgd OT OT CYM 07/31 USD 1351.35 –5.4 –9.6 4.4

n CARLO SCEVOLA & PARTNERS
Tel +44 (0) 20 7419 5671
www.rescgf.com
Resolute Capital Gth Fd OT OT VGB 08/29 USD 1225.83 9.1 15.8 10.7

n D'AURIOL FUNDS WWW.DAURIOL.BIZ
2 FUNDS OF FUNDS OF HEDGE FUNDS
D'Auriol Alt Non-Lev A EU OT CYM 07/31 EUR 124.32 –4.0 –2.6 5.0

D'Auriol Opp F3 EUR EU MM CYM 07/31 EUR 1283.41 –6.3 –6.7 2.3

n HARMONY CAPITAL
email: juliane@harmonycapital.co.uk Tel: + 44 207 290 6630
Harmony Cap Ltd A USD OT OT BMU 07/31 USD 2166.98 –7.2 –10.5 2.0
Harmony Cap Ltd B EUR OT OT BMU 07/31 EUR 2090.49 –6.9 –10.5 1.1
Harmony Cap Ltd D USD OT OT BMU 07/31 USD 1243.91 –7.5 –10.9 1.5
Harmony Cap Ltd E EUR OT OT BMU 07/31 USD 1204.29 –7.0 –10.9 0.7
Harmony Cap Ltd F GBP OT OT BMU 07/31 GBP 1050.88 –6.4 –9.5 NS

n HERMITAGE CAPITAL MANAGEMENT LTD.
Tel: +7501 258 3160 www.hermitagefund.com
The Hermitage Fund GL EQ JEY 09/05 USD 1161.88 –34.7 –21.6 –13.0

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 08/29 EUR 186.81 0.8 24.2 NS
Horseman EmMkt Opp USD GL EQ USA 08/29 USD 192.50 0.5 24.7 NS
Horseman EurSelLtd EUR EU EQ GBR 08/29 EUR 205.28 14.3 25.6 24.4
Horseman EurSelLtd USD EU EQ GBR 08/29 USD 214.34 14.1 25.7 25.6

Horseman Glbl Ltd EUR GL EQ CYM 08/29 USD 409.03 9.0 21.2 27.3
Horseman Glbl Ltd USD GL EQ CYM 08/29 USD 409.03 9.0 21.2 27.3

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 07/31 GBP 1.55 –4.7 –5.5 3.7
Euro Absolute EUR OT OT GGY 07/31 EUR 2.17 –5.3 –6.9 1.9

Global Absolute OT OT GGY 07/31 GBP 1.10 –1.8 1.9 7.6
Global Absolute USD OT OT GGY 07/31 USD 2.04 –2.6 0.5 7.1

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 07/31 EUR 140.38 –0.9 2.8 10.3
GH Fund CHF Hdg OT OT JEY 07/31 CHF 120.12 –2.1 –0.2 5.9
GH Fund EUR Hdg OT OT JEY 07/31 EUR 130.55 –1.1 1.6 7.9
GH Fund EUR Hdg (Non-V II) OT OT JEY 07/31 EUR 115.91 –1.0 1.7 7.9
GH Fund EUR Hdg (Non-V) OT OT JEY 07/31 EUR 130.55 –1.1 1.6 7.9
GH Fund GBP Hdg OT OT JEY 07/31 GBP 142.95 –0.1 3.5 9.8
GH Fund Inst EUR OT OT JEY 07/31 EUR 100.12 NS NS NS
GH Fund Inst JPY OT OT JEY 07/31 JPY 9863.01 –2.8 –1.3 NS

GH Fund Inst USD OT OT JEY 07/31 USD 116.22 –1.0 2.6 9.8
GH FUND S EUR OT OT CYM 07/31 EUR 136.39 –0.2 3.0 9.2
GH FUND S GBP OT OT CYM 07/31 GBP 141.44 0.4 4.5 10.8
GH Fund S USD OT OT CYM 07/31 USD 155.09 –0.7 3.2 10.5
GH Fund USD OT OT GGY 07/31 USD 288.05 –1.5 1.9 9.1
Hedge Investments OT OT JEY 07/31 USD 145.34 –1.0 2.4 9.2
Leverage GH USD OT OT GGY 07/31 USD 143.72 –5.8 –2.4 11.3
MultiAdv Arb CHF Hdg OT OT JEY 07/31 CHF 108.96 –4.5 –6.8 1.2

MultiAdv Arb EUR Hdg OT OT JEY 07/31 EUR 117.51 –3.4 –5.0 3.2
MultiAdv Arb GBP Hdg OT OT JEY 07/31 GBP 127.86 –2.8 –3.9 4.3
MultiAdv Arb Inst USD OT OT CYM 06/30 USD 98.01 –0.8 NS NS
MultiAdv Arb S EUR OT OT CYM 07/31 EUR 124.01 –2.6 –3.8 4.5
MultiAdv Arb S GBP OT OT CYM 07/31 GBP 130.22 –2.1 –2.5 5.9
MultiAdv Arb S USD OT OT CYM 07/31 USD 136.80 –3.3 –3.8 5.4
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 07/31 USD 126.58 –5.0 –2.2 4.8
Asian AdbantEdge EUR OT OT JEY 07/31 EUR 106.37 –10.4 –5.2 NS
Asian AdvantEdge OT OT JEY 07/31 USD 190.37 –10.9 –5.0 9.8
Emerg AdvantEdge OT OT JEY 07/31 USD 182.94 –11.6 –5.4 9.1
Emerg AdvantEdge EUR OT OT JEY 07/31 EUR 105.92 –11.2 –6.2 NS
Europ AdvantEdge EUR OT OT JEY 07/31 EUR 135.04 –5.3 –6.5 3.2
Europ AdvantEdge USD OT OT JEY 07/31 USD 140.49 –6.0 –6.7 4.0
Japan AdvantEdge JPY OT OT JEY 07/31 JPY 8718.12 –7.1 –7.4 –7.7
Japan AdvantEdge USD OT OT JEY 07/31 USD 100.87 –6.1 –4.5 –3.8
Lvgd Alpha AdvantEdge OT OT JEY 07/31 USD 127.47 –12.2 –9.1 3.4
Trading AdvantEdge OT OT GGY 08/29 USD 141.03 4.8 21.6 16.2
Trading AdvantEdge EUR OT OT GGY 07/31 EUR 131.69 7.9 17.5 17.4
Trading AdvantEdge GBP OT OT GGY 07/31 GBP 137.85 9.5 20.2 19.7
US AdvantEdge OT OT JEY 07/31 USD 125.46 –0.8 3.2 6.4

n INTEGRATED ALTERNATIVE INVESTMENTS, TEL: +44 (0)20 75149200
Email: contact@integratedai.com - Website: www.integratedai.com
Altipro OT OT FRA 09/11 EUR 254.10 –0.1 0.8 3.6
Integrated Dir Trading EUR OT OT CYM 07/31 EUR 108.70 6.1 15.7 9.7
Integrated Emg Markets EUR OT OT CYM 07/31 EUR 93.33 –11.2 –9.2 1.7
Integrated European EUR OT OT CYM 07/31 EUR 156.00 5.0 1.4 5.6
Integrated Event Driven EUR OT OT CYM 07/31 EUR 102.10 –4.8 –3.7 6.5
Integrated Lg/Sh Sel F EUR OT OT CYM 07/31 EUR 96.57 –3.4 –2.6 6.7
Integrated MultSt B EUR OT OT VGB 07/31 EUR 136.37 –2.3 0.2 4.8
Integrated Relative Value EUR OT OT CYM 07/31 EUR 99.31 –1.1 –0.6 4.1

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
KBL SPOP Investing OT OT LUX 07/31 EUR 2113.30 –4.1 –1.5 6.9
KBL SPOP Investing OT OT LUX 07/31 USD 2037.11 –4.5 –1.4 8.0
KBL SPOP Long/Short Eq OT OT LUX 07/31 USD 566.47 –14.5 –7.1 NS
KBL SPOP Long/Short Eq OT OT LUX 07/31 EUR 561.58 –13.7 –6.8 NS

n MERIDEN GROUP
Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 09/05 USD 508.80 –38.8 –33.7 –23.7
Antanta MidCap Fund EE EQ AND 09/05 USD 1130.49 –37.6 –28.1 –1.8
Meriden Opps Fund GL OT AND 09/03 EUR 103.98 –7.2 –6.1 –0.2
Meriden Protective Div GL EQ AND 09/01 EUR 79.14 –2.4 –14.4 –11.9

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 06/30 USD 1481.20 –0.2 3.4 9.2

n RAINBOW ADVISORY SERVICES LTD. TEL: +242 322 5444
info@rainbowadvisors.com
Rainbow Glb Hi Yld GL BD BHS 07/31 USD 3587.29 –11.9 –7.2 –3.7
Star Fund Ltd Inv GL BD BHS 07/31 USD 2492.23 –6.1 8.7 1.8

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 09/09 USD 53.03 11.4 41.6 22.3
Superfund GCT USD* GL EQ LUX 09/09 USD 2699.00 11.3 30.1 16.0
Superfund Gold A (SPC) GL OT CYM 09/09 USD 820.82 –6.6 25.4 17.5
Superfund Gold B (SPC) GL OT CYM 09/09 USD 844.83 –9.8 26.9 21.1
Superfund Q-AG* OT OT AUT 09/09 EUR 7022.00 8.6 20.6 14.0

n WEAVERING CAPITAL
www.weaveringcapital.com chas.dabhia@weaveringcapital.com T:+44(0)2073554720
Weavering Macro F.I. Fd GL OT CYM 08/29 USD 175.50 6.4 13.9 14.0

n WINTON CAPITAL MANAGEMENT LTD
Tel: +44 (0)20 7610 5350 Fax: +44 (0)20 7610 5301
Winton Evolution EUR GL OT VGB 08/29 EUR 1305.23 4.3 15.3 10.7
Winton Evolution GBP GL OT VGB 08/29 GBP 1281.24 5.0 16.7 12.0
Winton Evolution JPY GL OT VGB 08/29 JPY 115666.92 0.7 10.7 6.7
Winton Evolution USD GL OT CYM 08/29 USD 1273.61 3.8 15.2 11.4
Winton Futures EUR GL OT VGB 08/29 EUR 185.40 9.3 22.3 15.7
Winton Futures GBP GL OT VGB 08/29 GBP 198.97 10.4 24.5 17.4
Winton Futures JPY Lead Series 2 GL OT VGB 08/29 JPY 13599.51 8.0 20.2 13.3
Winton Futures USD GL OT VGB 08/29 USD 661.69 9.2 22.9 16.7

n ZULAUF EUROPE FUNDS
Phone: +353 1436 7200 Fax: +353 1672 5361 www.zulaufeurope.ky
Zulauf Europe Fd EUR OT OT CYM 09/05 EUR 146.64 3.6 15.0 4.7
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 09/05 USD 307.64 2.6 15.8 6.1
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For information about listing your funds, please contact: Peter Jennings, tel: +44-20-7842-9674; email: peter.jennings@dowjones.com or Carson Wong tel: +852 2831-6481; email: carson.wong@dowjones.com

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

n ARIX ABSOLUTE RETURN INVESTABLE INDEX
Feri Institutional Advisors, www.feri.de
ARIX Composite Gross USD OT 08/29 USD 1527.66 NS –1.1 –4.1 0.7 5.0

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

INDICES
12-month and 2-year returns may be calculated over 11- and 23-month
periods pending receipt and publication of the last month end price.
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I
NDUSTRIAL pro-
duction in the U.S.
fell 1.1% in Au-

gust, the biggest de-
crease in three years.
The drop reflected
lower car production
and utilities output.

The August fall fol-
lowed a revised rise

of 0.1% in July, the Federal Reserve said Monday. Ca-
pacity utilization decreased to 78.7% in August from
79.7% the month before.

Output of motor vehicles and parts fell 11.9% last
month and was down 20.7% from the year before.

The drop in utilities output reflected unseason-
ably mild temperatures. In addition, Hurricane
Gustav affected energy production, the Fed said.
 —Jeff Bater

Industrial output posts
biggest drop in three years

W
AGES in the 15 coun-
tries that use the
euro grew at a

slower pace in the year end-
ing in June than in the 12
months ending in March.

The slowdown should be
welcomed by the European
Central Bank, which fears
workers will demand higher
wages to compensate for
higher prices. The annual infla-
tion rate surged to a 16-year

high of 4% in July, and it will take time before the
ECB believes wages won’t rise sharply in response.

Eurostat said total labor costs in the euro zone
during the three months from April to June rose
2.7% from the second quarter of 2007, slower than a
3.5% rise in the first quarter.   —Paul Hannon

U
NDER pressure
from the U.S.
and Asia, the

European Union pro-
posed eliminating
taxes on imports of
newly developed high-
tech goods in the
hope of avoiding a
lengthy and costly

World Trade Organization dispute.
Brussels said it wants to “update and expand” a

1996 WTO agreement that ended tariffs on informa-
tion-technology equipment by granting the special
treatment to new products that have entered the
market since the accord went into effect.

The U.S. says these new products are already cov-
ered by the deal and charges the 27-nation bloc
with breaking the rules.  —Associated Press

Wage growth slows down
in 15-country euro zone

7
U.S.

7
LABOR COSTS

By Cam Simpson

JERUSALEM—Israel’s govern-
ment hangs in the balance this week
as the top political party in the na-
tion’s ruling coalition prepares to
elect a leader to succeed embattled
Prime Minister Ehud Olmert.

It will be up to the winner to try to
maintain Israel’s fragile and fractious
coalition government, build a new
one or lead the centrist Kadima party
into general elections next year.

Independent polls here show For-
eign Minister Tzipi Livni with a
large lead heading into the primary.
But she may not have enough sup-
port to win the four-candi-
date race outright on
Wednesday. That would
force a runoff next week.

Her main rival, Shaul Mo-
faz, Israel’s transportation
minister, is promising to
buck the polls. The former
head of the Israeli Defense
Forces is touting the
strength of his grass-roots
political machine, includ-
ing strong support from
trade unions.

A Dahaf poll of 850 registered
Kadima voters published Friday in
Israel’s Yediot Ahronot newspaper
showed Ms. Livni leading all con-
tenders, with 47%. Mr. Mofaz placed
second, with 32%. The other two can-
didates are Interior Minister Meir
Shitrit and Public Security Minister
Avi Dichter.

The new leader of Kadima will
need to keep together its wobbly rul-
ing coalition or form a new one. If
the party leadership fails to do that—
and analysts are increasingly skepti-
cal—it will necessitate a nationwide
general election, likely to take place
in March. Underscoring the pessi-
mism even within the Kadima ranks,
Ms. Livni is campaigning in part on
the theme that she is best-suited to
lead the centrist party into a gen-
eral election.

The uncertainty has heightened
the sense of diplomatic paralysis in
Jerusalem. Mr. Olmert has launched
a flurry of initiatives aimed at mak-
ing peace along Israel’s borders, in-
cluding overtures to Syria, Lebanon
and the Palestinian group Hamas,

which controls the Gaza Strip. Most
initiatives now appear stalled.

Some analysts see even bigger
stakes, saying the increasingly bitter
tenor of the Kadima campaign threat-
ens to unravel the centrist movement
that has come to dominate Israeli pol-
itics since its formation in 2005. Any
splintering of Kadima, which is He-
brew for “Forward,” could have far-
reaching implications, likely sending
Israeli politics shifting to the right.
The party was established by then-
Prime Minister Ariel Sharon around
the policy of withdrawing from Pales-
tinian territory and maintaining Is-
rael as a Jewish state.

“Many wounds have
been opened in this cam-
paign,” says Uriel Reich-
man, an academic who
founded Kadima with Mr.
Sharon. He said he believes
it will be difficult for the
movement to survive, espe-
cially if Ms. Livni loses. Of
the two leading contend-
ers, Ms. Livni may be the
more likely to bolt the
party and jeopardize its fu-
ture if she suffers defeat.

Mr. Reichman, president of Isra-
el’s Interdisciplinary Center, a pri-
vate college in the city of Herzliya,
says it is unclear whether Ms. Livni
or Mr. Mofaz has the ability to re-
build the current coalition or cast a
new one. Right now, the coalition
maintains power with just 67 seats
in the 120-member Knesset.

The key swing votes belong to the
tiny Shas party, which has 12 seats
and represents primarily ultraortho-
dox Jews originating from Arab
countries. The party’s leader said
this week that he wouldn’t form a co-
alition with any party that put the fu-
ture of Jerusalem on the negotiating
table with the Palestinian Authority.

In the past year, Israel has been
involved in peace talks with the Pal-
estinian Authority. Negotiating bor-
ders in Jerusalem is seen as a funda-
mental issue, because both sides see
the historic city as their capital.

In July, Mr. Olmert announced
plans to retire in the face of a se-
ries of criminal corruption
probes. Mr. Olmert has main-
tained his innocence.

Israeli minister has edge
in race to succeed Olmert

Robert Mugabe, second from left, shakes hands with Zimbabwean politician
Arthur Mutambara, left, at the signing of Monday’s power-sharing deal.

Mugabe acts to ease grip
Zimbabwe president
to grant Tsvangirai
prime-minister post

ECONOMY & POLITICS
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Tzipi Livni

By Sarah Childress

And Farai Mutsaka

Z IMBABWE PRESIDENT Robert
Mugabe agreed to cede some
power for the first time in his

28-year reign, signing a deal that will
make opposition leader Morgan Ts-
vangirai the country’s prime minister.

But with Mr. Mugabe still the head
of state, how much power the opposi-
tion will get remains to be seen.

The decision of which ministries
each side will control was left unre-
solved Monday. The parties haggled
until just before the signing cere-
mony that same day, and South Afri-
can President Thabo Mbeki, who bro-
kered the negotiations, said they
would return to the table to hammer
out the cabinet portfolios.

Mr. Tsvangirai is angling for con-
trol of the economic ministries, which
would give him the power to help re-
build Zimbabwe’s devastated econ-
omy, the opposition said. Mr. Tsvangi-
rai also wants control of the security
ministries, which would lessen Mr.
Mugabe’s hold on the police and intel-
ligence organization that he uses to
uphold his rule.

Already suffering from hyperinfla-
tion, Zimbabwe is also struggling un-
der heavy sanctions from the Euro-
pean Union and the U.S. The EU said
Monday it would lift sanctions only if
the power-sharing deal allows Mr. Ts-
vangirai a role in ruling the country
rather than a ceremonial post, and if
Mr. Mugabe showed willingness to re-
instate democratic rule in the country.

The country has been at a political
impasse since Mr. Tsvangirai won the
March presidential elections but
didn’t gain the majority needed to
avoid a second round of voting. As the
two parties prepared for a June run-
off, ruling-party supporters launched
a wave of violent attacks against oppo-
sition supporters.

Mr. Tsvangirai pulled out of the
runoff, citing fears for his supporters’
safety. Mr. Mugabe claimed victory in
the one-man vote, a result this new
deal effectively ratifies.

Russell Brooks, a spokesman for
the U.S. State Department, said Wash-
ington was “cautiously optimistic”
about the deal, but would wait to see
how it would be implemented before
considering softening its stance.

In the deal, Mr. Mugabe will be
chairman of a cabinet with 31 seats: 16
will be assigned to the opposition
Movement for Democratic Change,
with three from a breakaway faction
that aligned with Mr. Tsvangirai dur-
ing the March elections, but it is possi-
ble the group could also be persuaded
to side with Mr. Mugabe. Mr.
Mugabe’s ruling party will hold 15
seats. Mr. Tsvangirai’s party also
holds the majority in Parliament.

The allotment represents the first
time the president has presided over a
cabinet in which his party, ZANU-PF,
is in the minority. But if Mr. Mugabe re-
tains the loyalties of the security
forces that have long underpinned his
regime, Zimbabwe’s power structure
won’t likely change appreciably.

In remarks at the signing, Mr.
Mugabe seemed to struggle to ac-
knowledge Mr. Tsvangirai’s new
role in the government. He called
his rival “that member of the MDC,”
or simply, “he.”

Mr. Mugabe has ruled Zimbabwe
since he helped liberate the country
from white rule in 1980. Once revered
as a hero, he has largely become re-

viled by many Zimbabweans as he con-
solidated his rule with a system char-
acterized by graft and patronage. In
his 28 years of leadership, one of Afri-
ca’s most promising nations, rich in
gold, platinum and bountiful farms,
was driven into economic ruin.

The MDC said it was expecting
the complete power-sharing deal to
be finished soon. “We are still negoti-
ating [the cabinet posts], but we
don’t have any reason to believe that
it is a process that can undo what we
have done here today,” MDC spokes-
man Nelson Chamisa said.

Some of Mr. Tsvangirai’s support-
ers had insisted he hold out for a presi-
dential post. Mr. Tsvangirai defended
his decision in an address to the
crowd of Zimbabweans assembled to
witness the signing. “I have signed
this agreement because I believe it
represents the best opportunity to
build a peaceful and prosperous fu-
ture for the nation of Zimbabwe,” he
said in a speech punctuated by cheer-
ing from supporters.

He also said progress wouldn’t be
possible without “public acknowledg-
ment of past wrongs,” a reference in
part to the campaign of violence
waged against opposition supporters
in recent months by ruling-party
members and supporters. Details of
the accord released Monday didn’t ad-
dress the question of whether offi-
cials implicated in the violence would
be held accountable.
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Bloc may eliminate taxes
on new high-tech goods
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Andorfons EU BD AND 09/12 EUR 14.09 –7.9 –9.6 –5.3
Andorfons Alternative Premium OT OT AND 07/31 EUR 112.49 –3.1 –2.6 2.3
Andorfons Mix 30 EU BA AND 09/12 EUR 10.29 –11.2 –11.0 –4.2
Andorfons Mix 60 EU BA AND 09/12 EUR 10.98 –16.7 –14.7 –4.8

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 09/05 USD 200270.72 –23.2 –22.5 0.0

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 09/15 EUR 10.34 1.6 1.8 3.2
DJE-Absolut P GL EQ LUX 09/15 EUR 202.97 –19.6 –14.6 –1.0
DJE-Alpha Glbl P EU BA LUX 09/15 EUR 173.52 –15.1 –10.8 0.8
DJE-Div& Substanz P GL EQ LUX 09/15 EUR 204.37 –14.3 –13.5 1.9
DJE-Gold&Resourc P OT EQ LUX 09/15 EUR 143.17 –23.6 –15.9 –2.5
DJE-Renten Glbl P EU BD LUX 09/15 EUR 121.03 –0.9 –0.4 1.1
LuxPro-Dragon I AS EQ LUX 09/15 EUR 113.03 –37.5 –33.6 NS
LuxPro-Dragon P AS EQ LUX 09/15 EUR 110.74 –38.8 –35.0 NS
LuxTopic-Aktien Europa EU EQ LUX 09/15 EUR 16.59 –14.0 –9.7 1.9
LuxTopic-Pacific AS EQ LUX 09/15 EUR 15.59 –27.4 –26.8 0.3

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 09/12 EUR 74.13 –32.4 –33.0 NS
(Lux) E Eur ConvgnceUSD EE EQ LUX 09/12 USD 80.22 –35.1 –31.9 NS

(Lux) Russian EUR EE EQ LUX 09/12 EUR 70.58 –38.0 –31.1 NS
(Lux) Russian USD EE EQ LUX 09/12 USD 76.27 –40.5 –30.0 NS
Balkan Fund EE EQ SWE 09/15 SEK 20.13 –39.6 –38.0 –2.0
Baltic Fund EE EQ SWE 09/15 SEK 60.75 –17.5 –25.3 –0.1
Eastern European Fund EU EQ SWE 09/15 SEK 35.81 –34.6 –29.8 –3.4
Russian Fund EE EQ SWE 09/15 SEK 1074.52 –38.5 –31.7 –5.8
Turkish Fund EE EQ SWE 09/15 SEK 6.87 –40.1 –33.7 –5.1

n HERITAGE FUND MANAGEMENT
info@heritagefunds.ch www.heritagefunds.ch
HF-China Abs Ret OT OT CHE 09/11 CHF 78.59 –48.0 –42.3 NS
HF-World Bds Abs Ret OT OT CHE 09/11 USD 84.13 –7.8 –3.5 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 07/31 USD 58.23 –9.5 14.7 34.7
EFG-Hermes MEDA* GL EQ BMU 07/31 USD 38.18 5.5 30.3 33.8
EFG-Hermes Telecom OT EQ BMU 07/31 USD 32.85 –14.2 –5.1 18.4

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 09/12 USD 300.60 –3.6 0.9 3.5

Sel Emerg Mkt Equity GL EQ GGY 09/12 USD 194.08 –28.3 –19.5 5.0
Sel Euro Equity EUR US EQ GGY 09/12 EUR 110.59 –24.3 –26.8 –8.8
Sel European Equity EU EQ GGY 09/11 USD 200.74 –29.2 –27.6 –4.8
Sel Glob Equity GL EQ GGY 09/12 USD 212.52 –22.2 –22.8 –5.1
Sel Glob Fxd Inc GL BD GGY 09/12 USD 139.90 –4.7 –2.7 0.6
Sel Pacific Equity AS EQ GGY 09/12 USD 130.82 –25.8 –19.2 5.8
Sel US Equity US EQ GGY 09/12 USD 143.40 –16.0 –15.4 –2.7
Sel US Sm Cap Eq US EQ GGY 09/12 USD 202.52 –12.4 –16.2 –4.3

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
DSF 25/75 EU BA LUX 09/12 EUR 329.66 –8.6 –8.5 –3.2
DSF 50/50 EU BA LUX 09/12 EUR 259.24 –12.7 –13.1 –4.9
DSF 75/25 EU BA LUX 09/12 EUR 208.02 –17.2 –17.8 –7.4
KBC Eq (L) Europe EU EQ LUX 09/12 EUR 583.33 –23.2 –25.1 –9.4
KBC Eq (L) Japan JP EQ LUX 09/12 JPY 22475.00 –24.0 –26.6 –16.5
KBC Eq (L) NthAmer EUR US EQ LUX 09/12 EUR 659.93 –14.3 –13.5 –2.4
KBC Eq (L) NthAmer USD US EQ LUX 09/12 USD 933.58 –14.4 –12.8 –0.7
KBL Key America EUR US EQ LUX 09/11 EUR 461.21 –21.1 –17.5 NS
KBL Key America USD US EQ LUX 09/11 USD 474.26 –21.4 –17.3 NS
KBL Key East Europe EU EQ LUX 09/11 EUR 2217.95 –34.7 –27.4 –6.5
KBL Key Eur Sm Cie EU EQ LUX 09/11 EUR 1009.44 –26.4 –32.1 –9.5
KBL Key Europe EU EQ LUX 09/11 EUR 660.80 –25.2 –26.3 –9.2
KBL Key Far East AS EQ LUX 09/11 USD 1218.25 –36.2 –32.4 –1.9
KBL Key Major Em Mkts GL EQ LUX 09/11 USD 572.01 –38.4 –25.2 5.3
KBL Key NaturalRes EUR OT EQ LUX 09/11 EUR 478.43 –23.0 –16.1 NS
KBL Key NaturalRes USD OT EQ LUX 09/11 USD 506.74 –26.6 –15.5 NS

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 09/05 USD 51.93 –30.6 –16.3 1.6
LG Asian Plus AS EQ CYM 09/05 USD 56.01 –34.4 –22.1 5.7
LG Asian SmallerCo's AS EQ BMU 09/11 USD 76.91 –51.6 –50.7 –17.8
LG India EA EQ MUS 09/11 USD 52.96 –43.3 –22.1 5.1
Siberian Investment Co EE EQ IRL 08/29 USD 45.12 –48.8 –42.0 –12.7

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 09/12 EUR 43.46 –40.5 –51.2 –7.1
MP-TURKEY.SI OT OT SVN 09/12 EUR 33.57 –34.2 –30.7 –6.7

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810
Parex Caspian Sea Eq GL EQ LVA 09/12 EUR 6.12 –31.8 –33.2 NS
Parex Eastern Europ Bd EU BD LVA 09/12 USD 13.77 0.7 2.8 4.5
Parex Russian Eq EE EQ LVA 09/12 USD 19.68 –38.0 –22.8 2.1
Parex Ukrainian Eq EU EQ LVA 09/12 EUR 5.45 –46.9 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 09/12 USD 152.71 –35.3 –29.9 2.7
PF (LUX)-Asian Eq-Pca AS EQ LUX 09/12 USD 146.94 –35.8 –30.6 1.8
PF (LUX)-Biotech-Pca OT EQ LUX 09/12 USD 353.03 6.1 5.3 19.4
PF (LUX)-CHF Liq-Pca CH MM LUX 09/12 CHF 123.79 1.5 2.2 1.9
PF (LUX)-CHF Liq-Pdi CH MM LUX 09/12 CHF 95.56 1.5 2.2 1.9
PF (LUX)-Cnt Eu Eq-I EU EQ LUX 09/12 EUR 168.73 –24.2 –24.8 –5.6
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Japanese banks top Lehman creditors’ list
Aozora is Number 1,
owed $463 million;
global lending shifts
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By Yuka Hayashi

TOKYO—Several Japanese banks
are among the top bank lenders to
Lehman Brothers Holdings Inc.,
which filed for U.S. bankruptcy-court
protection Monday with $613 billion
in debt.

The banks—including Aozora
Bank Ltd., Mizuho Corporate Bank
Ltd., Shinsei Bank Ltd. and Mitsub-
ishi UFJ Financial Group Inc.—are
flush with cash and relatively un-
scathed by the global credit crisis.
Taking the slack created by the re-
treat of Western banks, Japanese
banks have been increasing lending
business overseas recently.

Aozora, a midsize Tokyo bank,
was No. 1 on the list of largest bank
lenders with a loan of $463 million,
followed by Mizuho Corporate Bank,
with a $289 million loan, according
to court documents submitted with
Lehman’s Chapter 11 bankruptcy fil-
ing. Mizuho Corporate Bank is the
wholesale banking unit of Mizuho Fi-
nancial Group, Japan’s third-largest

bank by market value.
The filing doesn’t necessarily

mean the loans extended by these
banks would go sour. Lehman said it
had $639 billion in assets, which will
be liquidated and eventually distrib-
uted among creditors during the pro-
cess of liquidation. Aside from bil-
lions of dollars in loans borrowed
from banks, the Wall Street firm
owes more than $150 billion to bond-
holders, who tend to come behind
bank lenders when collecting debts
in bankruptcy cases.

For big Japanese banks like Mit-

subishi UFJ and Mizuho, which have
huge balance sheets, the loan losses
related to Lehman may look modest.

But smaller banks like Aozora and
Shinsei may have a tougher time ab-
sorbing the losses. The two banks
have been turned around by private-
equity investors after collapsing dur-
ing Japan’s bad-loan crisis. But their
performance has been weak in re-
cent quarters. Faced with powerful
competition from Japan’s giant
banks, they have forayed deeper into
riskier business areas.

On Friday, Aozora said it expects
to swing to a net loss of four billion
yen ($37 million) in the fiscal first
half ending Sept. 30, compared with
a previous forecast of a 15.5 billion
yen profit, as it changed the timing of
write-downs related to its invest-
ment in GMAC LLC, the unprofitable
finance arm of General Motors Corp.
Aozora invested in this business
alongside Cerberus Capital Manage-
ment LP, its largest investor.

A person familiar with Aozora’s
situation said Monday that it expects
its exposure to Lehman to be limited
to a low percentage of its $7.6 billion
capital base because it had taken
moves to hedge it. The bank is assess-
ing the impact, this person said.

A spokesperson for Aozora de-
clined to comment. Spokespeople for

Mizuho and Mitsubishi UFJ declined
to comment, noting that the banks
are still in the process of gathering in-
formation. A spokesman for Shinsei
couldn’t be reached.

The long list of Japanese names
among the Lehman bank lenders un-
derlines how these banks are playing
an increasingly important role as pro-
viders of capital in the global finan-
cial market battered by a credit
crunch. Unlike many of their U.S. and
European peers that have been
forced to scale back lending because
of big losses related to risky mort-
gage securities, Japan’s top banks
like Mitsubishi UFJ and Sumitomo

Mitsui Financial Group Inc. still en-
joy healthy balance sheets and have
been trying to expand their presence
overseas recently. These banks have
stayed away from risky securities, in
part due to a lesson learned from
their own bad-loan crisis during the
1990s and early 2000s.

Separately, Japan’s Financial Ser-
vices Agency requested banks in Ja-
pan to report the size of their credit
owed to Lehman. It also ordered Leh-
man to retain assets within Japan
that are equal to the amounts of its
liabilities within the country.
 —Alison Tudor

contributed to this article.
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U.S. banking woes hit finance shares

U.S. to bar big payouts
for Fannie, Freddie CEOs
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By Chris Oliver

HONG KONG—Lehman Brothers
Holdings’ plan to file for bankruptcy
protection in the U.S. ripped across
Asian markets Monday, dragging
down financial stocks.

Concerns about insurance com-
pany American International Group
as well as the sale of Merrill Lynch to
Bank of America also weighed on in-

vestors.
Australian banks

suffered most
heavily, while mar-
kets in Tokyo, Hong

Kong, China and Seoul were closed
for national holidays.

“There’s complete nervousness
across markets,” said James Spi-
teri, a Sydney-based senior dealer
with Shaw Stockbroking. “Markets
are once again concerned about the
unknown.”

In Sydney, the S&P/ASX 200 fell

1.8% to 4817.70. Macquarie Group,
Australia’s largest investment bank,
skidded 10%, and National Australia
Bank shed 4.8%. Infrastructure man-
ager Babcock & Brown fell 17%.

Centro Properties Group
plunged 31% after the shopping-mall
operator said an independent inves-
tor had backed out of a $714 million
agreement to buy some assets held in
the Centro America Fund.

Gold miners rose along with gold
prices. Newcrest Mining surged
8.2%.

In Mumbai, the 30-share Sensi-
tive Index dropped 3.4% to 13531.27,
its lowest close in two months, as
the rupee slumped to a two-year
low despite suspected selling of U.S.
dollars by the Reserve Bank of In-
dia. But the stock market came off
its early 6.1% decline, aided in part
by lower oil prices. Icici Bank, In-
dia’s largest private-sector lender
by assets, lost 3.8%, while property

group DLF shed 7.5%.
Technology shares declined amid

concerns that problems in the U.S. fi-
nancial sector may result in a fall in
orders. Tata Consultancy Services
lost 5.7%, and Satyam Computer Ser-
vices skidded 9.5%.

One of the steepest national de-
clines was in Taipei, where the
Weighted Price Index of the Taiwan
Stock Exchange tumbled 4.1% to
6052.45. Cathay Financial Holding
dropped 6.9%, and Shin Kong Finan-
cial Holding fell by the 7% daily limit.

Singapore’s Straits Times lost
3.3%. The Lehman news hit United
Overseas Bank, down 5%, and prop-
erty stocks. CapitaLand dropped
6.1%, and Keppel Land declined 5.5%.
Investors also dumped China plays as
they continued to worry about slow-
ing earnings growth. Cosco dropped
11%, and FerroChina plunged 26%.
 —Mee Hyoe Koo in Singapore

contributed to this article.

By James R. Hagerty

The regulator of Fannie Mae and
Freddie Mac said it won’t allow the
companies to make “golden para-
chute” severance payments to the
mortgage companies’ ousted chief
executive officers.

In a statement, the Federal Hous-
ing Finance Agency said such pay-
ments wouldn’t be made to Daniel
Mudd and Richard Syron, despite
provisions in their contracts. Mr.
Mudd served as chief executive of
Fannie and Mr. Syron was chairman
and CEO of Freddie until the regula-
tor earlier this month seized control
of the companies, saying they were
in danger of running out of capital.

News reports that the two execu-
tives stood to receive millions of dol-
lars in severance payments under
their contracts triggered public pro-
tests from numerous politicians and
inspired political cartoons in news-
papers.

The FHFA cited “applicable stat-
ute and regulation” for its decision.
The regulator has taken manage-
ment control of the two companies
under a legal process known as “con-
servatorship,” which could last for
years while Fannie and Freddie are
restored to financial health. The
U.S. Treasury has pledged to pro-
vide as much capital as the compa-
nies need to continue in their role as
the main suppliers of funding for
home mortgages.

The FHFA last week named Herb
Allison as CEO at Fannie and David
Moffett as CEO at Freddie.

Spokesmen for Fannie and Fred-
die declined to comment on the pay
decision. A Freddie spokesman said
Mr. Syron declined to comment, as
did a lawyer for Mr. Mudd.

David Schmidt, a senior consult-
ant at James F. Reda & Associates
LLC, a compensation consulting con-
cern in New York, estimated that,
without the regulator’s interven-
tion, Mr. Mudd’s exit package could
total as much as $6 million to $8 mil-
lion and Mr. Syron’s $15 million.
Those totals include pensions, con-
tinuing benefits and other pay-
ments the companies’ boards might
grant. It wasn’t clear what pension
and other payments may still be
made to Messrs. Syron and Mudd,
given the regulator’s ruling.

In a statement on the FHFA’s deci-
sion, U.S. Sen. Charles Schumer, a
New York Democrat, said: “It would
have been unconscionable to award
these inflated salaries, particularly
when the leadership of Fannie and
Freddie can hardly be given good
grades.”

The collapse in the share prices
of Fannie and Freddie already has
wiped out much of the two execu-
tives’ wealth. Since March, for in-
stance, the value of Mr. Mudd’s
shares in Fannie has dropped to
about $683,000 from $23.7 million.
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Source: Lehman Brothers

Who’s owed how much
A partial list of Lehman’s unsecured
creditors, by millions of dollars owed

Sumitomo
Mitsubishi

UFJ Bank

Shinsei

BNP Paribas

Citibank

Mizuho
Corporate

Aozora $463

289

275

250

231

185

177
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I N HIS REACTION to the Wall
Street meltdown, look for Sen.

John McCain to play the part of
Teddy Roosevelt, man of the peo-
ple: Don’t use taxpayer money to
bail out financial titans, he’ll say,
and don’t be afraid to regulate
Wall Street.

And look for Sen. Barack
Obama to play the part of, well,
Barack Obama, man of change:
This mess proves what I’ve been
telling you, he’ll say—that the
team that’s in charge has to get
off the playing field. Oh, and I saw
this coming, and they didn’t.

That’s the picture that
emerges from the campaigns’ ini-
tial reactions, and from conversa-
tions with some key advisers, in
the wake of Wall Street’s weekend
walk on the dark side.

The common thread within
the two campaigns’ reactions is
the recognition that when house-
hold names such as Lehman
Brothers and Merrill Lynch are
going down the drain, the prob-
lems on Wall Street can’t be ig-
nored on the campaign trail. In
fact, they now figure to be a fix-
ture in the race’s last 50 days.

And that makes the problem a
tricky one for both campaigns,
for in political terms the Wall
Street mess is an equal-opportu-
nity one. It poses significant
problems for both presidential
candidates and doesn’t especially
play to the strengths of either.

The problems are worse for
the Republican, Sen. McCain, for
one simple reason. His party con-
trols the White House and, by de-
fault, automatically suffers some
damage from any bad economic
news that breaks on its watch.
That’s the way it goes in national
politics: Your party occupies the
White House, you take some of
the hit when bad things happen,
particularly when it appears they
have been taking shape for years.

In addition, Sen. McCain is at
a disadvantage because he is
more a national-security and
character candidate than an eco-
nomics candidate. He has never
been particularly comfortable
talking about economic policy—
and now he will have to do more
of exactly that.

He also has picked a running
mate, Gov. Sarah Palin, who, de-
spite all her political appeal else-
where, is decidedly short on expe-
rience in markets and finance.
Mitt Romney, had he been the
running mate, could look com-
fortable doing a television inter-
view talking about a crisis of con-
fidence in the markets; that’s a
lot less likely with Gov. Palin.

B UT SEN. OBAMA and the
Democrats have some prob-

lems of their own. Sen. Obama
has his own inexperience ques-
tions to deal with, which become
a bit more acute at a moment
that feels a bit like a national cri-
sis. Can he be a reassuring figure
on a subject as far-reaching as
an earthquake in the markets?

Moreover, Sen. Obama’s own
running mate, Sen. Joe Biden,
was chosen far more for his na-
tional-security experience than
for his background in finance
and markets. To the extent that
he brought a feel for economics

to the ticket, it was a feel for the
Main Street variety, not the Wall
Street kind.

For both campaigns, faced
with such unpleasant realities,
simply ignoring Wall Street’s
problems was a viable option
last week. That has all changed.
The question now isn’t whether
to address the problem, but how
to do so.

So now, the campaigns will
do what comes naturally: Frame
a response that at least tries to
reinforce their core messages.

For the McCain campaign,
that means looking like a differ-
ent kind of Republican, certainly
different from the incumbent Re-
publican administration on
whose watch the market prob-
lems developed. Toward that
end, the McCain team instantly
released a TV ad that talked in
decidedly un-Republican terms
about the need for regulation of
the markets: “Tougher rules on
Wall Street to protect your life
savings,” the TV ad declares.

S EN. MCCAIN was even more
pointed in his own remarks at

a campaign rally Monday: “This is
a failure.…We will reform the reg-
ulatory bodies of government.”

The McCain response also tries
to play to the populist streak of a
candidate so eager to associate
himself with Teddy Roosevelt that
he played a Roosevelt video biogra-
phy at the party’s convention. Sen.
McCain has appeared distinctly un-
comfortable in recent weeks over
the Bush administration’s deci-
sions to bail out first Bear Stearns
and then Fannie Mae and Freddie
Mac, effectively helping the invest-
ment class, with which the party
is identified in popular stereotype,
to unwind from its messes.

When the Bush administration
decided over the weekend to do
the opposite with Lehman Broth-
ers and let it sink into bankruptcy,
there was almost a sense of relief
when Sen. McCain issued a state-
ment declaring: “I am glad to see
that the Federal Reserve and the
Treasury Department have said
no to using taxpayer money to
bail out Lehman Brothers.…”

It’s easier for Team Obama to
take the offensive. “This is a
pretty compelling argument for
the failures of economic policy
in the last eight years,” one se-
nior adviser said simply. In his
own written reaction, put out be-
fore dawn Monday, Sen. Obama
was almost as pointed in trying
to tie blame to Sen. McCain and
the Bush team in one stroke: “I
certainly don’t fault Sen. McCain
for these problems, but I do
fault the economic philosophy he
subscribes to.…”

Look for lots of reminders
that Sen. Obama sponsored legis-
lation to curb abuses by
subprime lenders and that he
wrote the Treasury Department
and the Federal Reserve in
March 2007 urging them to act
on problems in credit markets.

Above all, though, if you run a
campaign in which every sign
and every backdrop screams out,
“Change,” you simply point to ev-
ery unpleasant event to under-
score that theme. Wall Street pro-
vided another over the weekend.

By Nick Timiraos

And Elizabeth Holmes

GRAND JUNCTION, Colo.—The
U.S. banking crisis threatens to
shake up the U.S. presidential race
as well as the next president’s
agenda, forcing both candidates to
confront a financial calamity and
not just a weak economy.

John McCain and Barack Obama,
trying to seize an advantage on the
crisis, sought to wrap the market in-
stability into broader campaign
themes, but both found themselves
wrestling on unfamiliar territory.
Republican candidate Sen. McCain
pointed to his credentials in clean-
ing up Washington’s excesses while
Democratic candidate Sen. Obama
blamed the crisis on Washington’s
focus on deregulation for
the past three decades.

At a rally in Orlando,
Fla., Sen. McCain promised
to replace an “outdated
patchwork quilt of regula-
tory oversight” designed
more than a half-century
ago. He told workers they
weren’t responsible for the
crisis and that they
shouldn’t be held responsi-
ble for the fix. “The time
has come and gone where
the taxpayers should be viewed as
the solution to the problems that
are not of their making,” he said.

But Sen. Obama seized on Sen.
McCain’s comment that he was con-
fident in the economy’s fundamen-
tals, which he called “strong” even
as he acknowledged the seriousness
of the crisis. “Sen. McCain, what
economy are you talking about?”
Sen. Obama said at a rally here,
where he continued to portray his
Republican rival as out of touch on
the economy. “What’s more funda-

mental than the ability to find a job
that pays the bills and that can raise
a family?”

Sen. McCain later clarified the re-
mark: “The American worker and
their innovation, their entrepre-
neurship, the small business, those
are the fundamentals of America
and I think they’re strong.”

Sen. Obama, mean-
while, singled out the Bush
administration’s deregula-
tory push for what he de-
scribed as “the most seri-
ous financial crisis since
the Great Depression.”
While Sen. McCain wasn’t
at fault, he said, “I do fault
the economic philosophy
he subscribes to...one that
says we should give more
and more to those with the
most and hope that prosperity trick-
les down.”

Both candidates focused heavily
on the financial crisis in remarks
throughout the day, and both sup-
ported the government’s refusal to

step in with a rescue deal
for Lehman Brothers Hold-
ings Inc. over the weekend.
But each offered few specif-
ics about what they would
do. “We are going to have a
lot of rebuilding to do,”
Sen. Obama said at a rally
in Colorado.

The McCain campaign
introduced a new ad Mon-
day to capture the mantle
of reform by promising
tough changes to “protect

your life savings.” “Our economy is
in crisis. Only proven reformers
John McCain and Sarah Palin can fix
it,” an announcer says. Sen. McCain
on Monday blamed special interests
for Americans’ loss of trust and con-
fidence in government.

While the candidates have each
called for reforms, they disagree
over the intended targets. The
McCain campaign has pointed to
government meddling as a reason
for economic difficulties. “Govern-
ment has got to get out of the way, in

some respects, of the private sec-
tor,” vice presidential nominee Sa-
rah Palin said in an interview with
ABC News last week.

Both candidates rushed to ad-
dress the need for regulatory over-
haul in March after the collapse of
Bear Stearns Cos., but until the gov-

ernment was forced to back-
stop mortgage-finance gi-
ants Fannie Mae and Fred-
die Mac last week, the finan-
cial crisis was viewed as a
distant problem, one that
concerned Wall Street bank-
ers but not rank-and-file
workers.

Instead, middle-class
concerns such as taxes and
health care have had far
greater resonance with vot-
ers. That could change as

the events of the past two weeks un-
derscore how the housing market’s
problems have spread, further fuel-
ing economic anxieties. Consumers
could face higher interest rates on
everything from their mortgages to
credit cards, further pressuring
home prices. Businesses, already
shedding jobs, could see higher
costs from tightened lending stan-
dards.

At the same time, the crisis fur-
ther constrains the next president,
sapping time and money from ambi-
tious proposals on health care and
tax relief. The government rescue of
Fannie and Freddie carries a price
tag that could be modest or could
reach as high as $300 billion.
Former Federal Reserve Chairman
Alan Greenspan said in an interview
with Bloomberg Television recently
that the government couldn’t afford
to pay for $3.3 trillion in tax cuts pro-
posed by Sen. McCain without mak-
ing similar spending cuts.

Sen. Obama said he spoke about
the market turmoil Monday morn-
ing with his economic team, includ-
ing former Fed Chairman Paul Vol-
cker and former Treasury Secretary
Lawrence Summers. Sen. McCain
said he had conferred with Treasury
Secretary Henry Paulson.

Palin sought $453 million in funds

Bank crisis stirs U.S. race
McCain, Obama
spar over solutions
and where blame lies

U.S. PRESIDENTIAL ELECTION 2008
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Wall Street’s turmoil presents
both campaigns with problems

By Laura Meckler

And John R. Wilke

Last week, Republican presiden-
tial candidate Sen. John McCain
said his running mate, Alaska Gov.
Sarah Palin, hadn’t sought ear-
marks or special-interest spend-
ing from Congress, presenting her
as a fiscal conservative. But state
records show Gov. Palin has asked
U.S. taxpayers to fund $453 million
in specific Alaska projects during
the past two years.

These projects include more
than $130 million in federal funds
that would benefit Alaska’s fishing
industry and an additional $9 mil-
lion to help Alaska oil companies.
She also has sought $4.5 million to
upgrade an airport on a Bering Sea
island that has a year-round popu-
lation of less than 100.

Sen. McCain has made the bat-
tle against earmarks and wasteful
spending a centerpiece of his cam-
paign. He has never sought ear-
marks for his state of Arizona and
vows to veto pork-barrel spending
bills that come to his desk as presi-
dent, saying these projects should
go through normal budget review.
And he derides the argument that
states often make: that they’re

funding important projects.
“If they’re worthy projects they

can be authorized and appropri-
ated in a New York minute,” he ex-
plained on his campaign bus ear-
lier this year, before Gov. Palin
joined the ticket. “If they’re wor-
thy projects I know they’d be
funded.”

During an appearance Friday
on ABC’s “The View,” Sen. McCain
said Gov. Palin shared his views,
and hasn’t sought congressional
earmarks. “Not as governor she
hasn’t,” he said.

In fact, in the current fiscal
year, she is seeking $197 million
for 31 projects, the records show.
In the prior year, her first year in
office, she sought $256 million for
dozens more projects ranging
from research on rockfish and har-
bor-seal genetics to rural sanita-
tion and obesity prevention. By
comparison, her predecessor, Gov.
Frank Murkowski, sought more
than $350 million in his last year in
office.

The McCain campaign said Sun-
day that Gov. Palin’s overall record
is one of fiscal discipline. “Her
record is cutting the number of ear-
mark requests from the previous
administration sizably,” said

McCain spokesman Tucker
Bounds, and she has vetoed waste-
ful state spending.

As for Sen. McCain’s televised
comments on Friday, Mr. Bounds
added, “If he gave viewers a mis-
taken impression, it certainly
wasn’t intentional.”

In an interview with ABC News
on Friday, Gov. Palin herself sug-
gested she no longer seeks ear-
marks for her state. “The abuse of
earmarks, it’s un-American, it’s un-
democratic, and it’s not going to be
accepted in a McCain-Palin admin-
istration. Earmark abuse will
stop.”

When pressed about her record
as governor, she said: “We have
drastically, drastically reduced
our earmark request since I came
into office. This is what I’ve been
telling Alaskans for these years
that I’ve been in office, is no
more.”

The state’s earmark requests
stand out in part because its state
government is among the wealthi-
est in the U.S. Flush with oil and
gas royalties, it doesn’t impose in-
come or sales taxes. In fact, money
flows the other way: Every man,
woman and child this year got a
check for $3,200.

Barack Obama

John McCain
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Int'l Technology B OT EQ LUX 09/12 USD 96.04 –23.4 –20.1 –0.9
Int'l Technology I OT EQ LUX 09/12 USD 121.41 –22.4 –18.6 0.9

Japan Blend A JP EQ LUX 09/12 JPY 7631.00 –23.6 –26.6 –15.4
Japan Blend I JP EQ LUX 09/12 JPY 7771.00 –23.1 –26.0 –14.7
Japan Growth A JP EQ LUX 09/12 JPY 7583.00 –23.3 –25.9 –15.6
Japan Growth I JP EQ LUX 09/12 JPY 7722.00 –22.9 –25.3 –14.9
Japan Strat Value A JP EQ LUX 09/12 JPY 7670.00 –24.1 –27.7 –14.0
Japan Strat Value I JP EQ LUX 09/12 JPY 7791.00 –23.7 –27.1 NS
Real Estate Sec. A OT EQ LUX 09/12 USD 16.76 –16.0 –18.0 –12.4
Real Estate Sec. B OT EQ LUX 09/12 USD 15.52 –16.6 –18.8 –13.3
Real Estate Sec. I OT EQ LUX 09/12 USD 17.83 –15.5 –17.3 –11.7
Short Mat Dollar A US BD LUX 09/12 USD 7.54 –12.8 –13.7 –5.7
Short Mat Dollar A2 US BD LUX 09/12 USD 9.66 –12.7 –13.7 –5.7
Short Mat Dollar B US BD LUX 09/12 USD 7.54 –13.1 –14.1 –6.2
Short Mat Dollar B2 US BD LUX 09/12 USD 9.67 –13.0 –14.0 –6.2
Short Mat Dollar I US BD LUX 09/12 USD 7.54 –12.5 –13.2 –5.2

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 09/12 GBP 7.95 –16.0 –13.5 –3.8
Andfs. Borsa Global GL EQ AND 09/12 EUR 7.79 –18.6 –16.8 –4.5
Andfs. Emergents GL EQ AND 09/12 USD 15.31 –28.0 –19.5 7.0
Andfs. Espanya EU EQ AND 09/12 EUR 13.40 –24.1 –17.6 –3.2
Andfs. Estats Units US EQ AND 09/12 USD 17.00 –16.3 –12.1 –1.0
Andfs. Europa EU EQ AND 09/12 EUR 8.51 –23.2 –21.2 –6.6
Andfs. Franca EU EQ AND 09/12 EUR 10.70 –23.8 –22.6 –9.6
Andfs. Japo JP EQ AND 09/12 JPY 585.34 –24.2 –27.1 –14.7
Andfs. Plus Dollars US BA AND 09/12 USD 9.85 –8.0 –6.7 –0.9
Andfs. RF Dolars US BD AND 09/12 USD 11.20 –1.1 –0.3 1.2
Andfs. RF Euros EU BD AND 09/12 EUR 10.46 –5.3 –6.3 –3.3

Please turn to next page

NOTE: Changes in currency rates will affect performance and rankings. Source: Morningstar, Ltd
KEY: ** 2YR and 5YR performance is annualized 1 Oliver’s Yard, 55-71 City Road
NA-not available due to incomplete data; London EC1Y 1HQ United Kingdom
NS-fund not in existence for entire period www.morningstar.co.uk; Email: mediaservice@morningstar.com
 Phone: +44 (0)203 107 0038; Fax: +44 (0)203 107 0001
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HF Multi-strategy
These funds offer investors exposure to several different hedge fund strategies. Assets man-
aged in-house but may be divided among multiple managers. Ranked on % total return (divi-
dends reinvested) in U.S. dollars for one year ending September 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

4 Rosen Rosen Capital USDiUnited States 33.62 61.22 33.63 18.09
Capital Partners LP Management LLC

NS Rosen Rosen Capital USDiCayman Isl 33.31 60.63 33.05 17.40
Offshore Limited Management LLC

5 Phalanx Jap Phalanx Capital USDiUnited States 10.50 39.46 20.15 NS
Aus Multi-Strat LP Management LLC

5 Capitania Capitania Gestores BRLiBrazil 18.22 37.58 33.61 NS
Treasury

5 Capitania Capitania Gestores BRLiBrazil 18.06 36.57 33.40 NS
Hedge

5 Aliquot Gold Castlestone USDiBritish VI 9.06 36.27 18.63 18.56
Bullion Inc Class C Management

5 Aliquot Gold Castlestone USDiBritish VI 7.96 33.91 17.44 NS
Bullion Inc Class A Management

NS Corporate SHK Fund USDiCayman Isl 14.77 31.68 57.63 NS
Arbitrage Manager Fund-Class E Management Ltd

5 Aliquot Castlestone USDiBritish VI 10.34 31.13 15.92 NS
Precious Metals Inc D Management

4 SHK Credit SHK Fund USDiCayman Isl 11.23 30.57 28.84 NS
Opportunities Fund B Management Ltd
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Grasping at bitter prize
Morgan Stanley,
Goldman likely face
shrinking margins

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

Year-to-date performance, 
through Friday

Source: WSJ Market Data Group
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By Spencer Swartz

LONDON—Royal Dutch Shell
PLC’s oil-production woes in Nige-
ria worsened Monday as the coun-
try’s main militant group launched
new attacks on energy infrastruc-
ture, killing a Shell station guard.

The Movement for the Emancipa-
tion of the Niger Delta said it launched
an attack early Monday on a Shell
crude-gathering station near Nige-
ria’s main oil city, Port Harcourt. The
assault was in retaliation for recent
clashes with the country’s military.

Oil prices didn’t react to the lat-
est incursion, underscoring the
shift in sentiment in the global
crude market, which for months has

rallied on the violence and produc-
tion problems in the Niger Delta, Ni-
geria’s main oil-producing region.

The militant group vowed more
attacks in what it described as a war
against the energy industry. Shell
said that after Monday’s attack it was
evacuating an unspecified number of
employees from “some field loca-
tions.” It didn’t say what production
volumes were lost as a result, and a
Shell spokesman said the company
didn’t plan to make that information
available. Shell is still assessing the
militant group’s claim Sunday of an
attack on another of its oil facilities.

The latest round of attacks
against Shell, which has borne the
brunt of militant violence for the

past two years, could be more costly
for the company than those in past
months when oil prices were higher.
Record oil prices have offset lost oil
production in the West African state
in past months. Shell posted a 33% in-
crease in net profit in the second
quarter, its most recent reporting pe-
riod, despite losing about 195,000
barrels of oil a day of production in
Nigeria during the quarter.

For more than two years, MEND
has waged a campaign bombing oil
pipelines and kidnapping foreign en-
ergy workers in an effort to force
the Nigerian government to give
more federal oil revenue to Niger
Delta states, home to most of the
country’s oil production.

By Mark Gongloff

Goldman Sachs Group and Mor-
gan Stanley look like survivors in
Wall Street’s purging of stand-alone
investment banks. But the prize will
be bitter.

The investment banks report re-
sults this week for their fiscal third

quarter, which
ended in August. An-
alysts expect a
profit from both but
have slashed esti-

mates in recent months amid the fire-
storm in financial markets.

Goldman and Morgan aren’t only
in better shape than other bulge-
bracket investment banks—but they
also may soon be the only ones left.
The credit crisis has eliminated Bear
Stearns and has pushed Lehman
Brothers Holdings to file for protec-
tion under Chapter 11 of the U.S. Bank-
ruptcy Code. Merrill Lynch, due to re-
port results next month, struck a deal
to sell itself to Bank of America. It is
trailing its peers, thanks to its still-
sizable exposure to the mortgage
market.

Life isn’t much easier for the survi-
vors, however. The economy is slow-
ing, markets are tumultuous and deal
making is lethargic. Companies are
raising less cash in capital markets,

and hedge funds are going belly-up.
Banks are shedding the leverage, or
borrowed money, that turbocharged
their revenue. In the longer run, the
industry faces tighter regulation and
a barren market for slicing and dic-
ing debt into securities.

This means profit margins will
shrink until the investment banks
downsize, and they’ve only just be-
gun to do that. In a recent note to cli-
ents, Oppenheimer analyst Meredith
Whitney pointed out that industry
revenue was down 63% in the first
half from a year earlier, but expenses
were cut by just 10% during that pe-
riod. Noncompensation expenses,
which include buildings and technol-
ogy, actually rose 25% from the prior
year.

Until now, brokers have been re-
luctant to cut costs because they

thought life would get back to nor-
mal as soon as the storm of credit-
market losses passed, Ms. Whitney
wrote. “This is about to change, in
our opinion.”

In the previous industry down-
turn, in 2001-02 after the tech-stock
bubble burst, revenue shrank for
four quarters before banks began to
cut costs, and then it took them
roughly another four quarters to get
right-sized for a world with less busi-
ness, Ms. Whitney notes. The net re-
sult was two solid years of pain for
the industry.

Today, investment banks have suf-
fered from a year of falling profits
and stock prices. Another year
doesn’t seem like a stretch. It could
take four quarters to sufficiently cut
compensation costs, which make up
the majority of their expenses and
may be 22% to 50% too high, accord-
ing to various estimates.

One difference between this
downturn and the previous one:
Though the revenue pie is smaller,
there are fewer firms to divvy it up.
That means Goldman and Morgan
may not need to shrink quite as
much.

“That’s already been done for
them by Bear and Lehman,” says Gre-
gory Church, chief executive of
Church Capital Management in Phila-
delphia, which owns shares of both
Goldman and Morgan. He warns,
though, that the shares won’t begin
to recover until the broader market
does. “I don’t think we’re there yet.”

Email mark.gongloff@wsj.com

Data as shown is for information purposes only. No offer is being made by
Morningstar, Ltd. or this publication. Funds shown aren’t registered with the U.S.
Securities and Exchange Commission and aren’t available for sale to United
States citizens and/or residents except as noted. Prices are in local currencies.
All performance figures are calculated using the most recent prices available.

Nigerian militants attack Shell station, kill guard

By Kara Scannell

WASHINGTON—Government of-
ficials and Wall Street executives
over the weekend discussed speed-
ing up new protections against short
selling, a person familiar with the
matter said.

Amid weekend meetings over the
fate of Lehman Brothers Holdings
Inc., U.S. Securities and Exchange
Commission Chairman Christopher
Cox assured Wall Street chiefs that
the SEC would institute protections
soon, this person said. Wall Street
firms earlier this summer success-
fully lobbied the SEC to restrict cer-
tain types of short sales for 19 finan-
cial companies.

Those who short a stock are bet-
ting that the stock price will fall.
They borrow shares, then sell them
in hopes that they can buy them later
at a lower price.

The SEC is expected to move up
the timeline for finalizing two short-

selling rules as soon as this week, up
from late September. The rules,
which require the approval of the
commission, would stiffen require-
ments on certain participants in-
volved in short sales and make it ille-
gal for a trader to mislead his broker
about locating stock to short and
then failing to deliver it within three
business days, this person said.

The idea behind the rules is to
rein in traders who borrow stock to
short and then are late or never re-
turn the shares. Market participants
say that can have a cascading effect
on a company’s stock.

Many traders want the SEC to in-
stitute a rule that allows traders to
short only on an uptick in the stock’s
price. The SEC removed that rule re-
cently and traders blame it for recent
volatility and record levels of short-
ing. The SEC has said the rule was out-
dated, adding it would look at other
ways to curb potential manipulation,
such as through circuit breakers.

AHEAD OF
THE TAPE
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