
Czech Prime Minister Jan Fischer, left, supports the Lisbon Treaty, unlike his president, Vaclav Klaus. After meeting Mr. Fischer, European
Commission President José Manuel Barroso, right, was warning that Mr. Klaus’s opposition could bring consequences.

By Thomas Catan

And Christopher Bjork

MADRID—Spanish banks
are failing to recognize the
true scale of their losses dur-
ing the deep slump in Eu-
rope’s fifth-largest economy—
something that could ham-
string the sector’s growth for
years, Moody’s Investors Ser-
vice said Tuesday.

In a report, the credit-rat-
ing firm said Spanish finan-
cial institutions weren’t set-
ting aside enough capital to
cover surging bad loans.
Moody’s said the banks set
aside less than half the Œ108
billion ($159.65 billion) in
loan losses it estimates they
will suffer during the course
of the downturn. At the cur-
rent rate they are provision-
ing, it would take Spanish
banks five years to fully cover
those losses, it said.

“We remain concerned

that many banks appear to be
avoiding recognizing the true
scale of the asset quality dete-
rioration in their books,
which could result in the bank-
ing sector remaining weak un-
less this is addressed more de-
cisively,” said María Ca-

banyes, lead Spanish banking
analyst at Moody’s.

Spanish banks deny they
are concealing any losses. A
spokeswoman for Spain’s
banking association said its
members, which include
Spain’s listed banks, contin-

ued to report strong earnings
and had moved to bolster
their capital. She added that
the Bank of Spain had per-
formed stress tests on the
banks and hadn’t detected
any irregularities.

An official at the Bank of
Spain said the Spanish regula-
tor “certainly doesn’t allow
banks to hide any losses, and
will continue to act with
rigor.”

Spanish banks have
emerged reasonably intact
from the first phase of the cri-
sis, largely thanks to tight reg-
ulation by the Bank of Spain.
The Spanish regulator
steered them away from
“toxic” financial instruments
and forced them to build up
big capital cushions to cover
losses in a downturn.

However, an economic
downturn in Spain is fast
eroding those buffers as
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Tax write-off

U.S. shelves a plan to change
how to treat overseas assets
News in Depth, pages 14-15

By Aaron Lucchetti

And Stephen Grocer

Major U.S. banks and secu-
rities firms are on pace to pay
their employees about $140
billion this year, a record high
that shows how fast compen-
sation is rebounding despite
regulatory scrutiny of Wall
Street’s pay culture.

According to an analysis
of securities filings for the
first half of 2009 and revenue
estimates through year end
by The Wall Street Journal,

workers at the investment
banks, hedge funds, asset
managers and stock and com-
modities exchanges can ex-
pect to earn even more than
they did in 2007. That was the
peak year for the stock mar-
ket, and Wall Street earnings
hadn’t yet been battered by
the financial crisis that
pushed some firms into bank-
ruptcy and left the survivors
with sharply lower compensa-
tion in 2008.

Barring a reversal of the
surge in trading, investment

banking and other businesses
that is expected to be on dis-
play as major financial firms
report third-quarter results
this week, total compensa-
tion and benefits at the 23
publicly traded firms ana-
lyzed by the Journal are on
track to increase 20% from
last year.

The rebound also reflects
growing confidence by Wall
Street firms that they can
again pay top dollar to attract
or keep valued employees, es-
pecially once they have paid

back the taxpayer-funded cap-
ital infusions that helped
keep them going during the
worst of the crisis. So far, reg-
ulators and lawmakers have
focused largely on making
sure pay practices discour-
age excessive risk-taking,
leaving the question of how
much is too much to compa-
nies.

The Journal’s analysis in-
cludes banking giants J.P.
Morgan Chase & Co., Bank of
America Corp. and Citigroup
Inc., securities firms such as

Goldman Sachs Group Inc.
and Morgan Stanley, asset
managers BlackRock Inc. and
Franklin Resources Inc., on-
line brokerage firms Charles
Schwab Corp. and Ameri-
trade Holding Corp. and ex-
change operators CME Group
Inc. and NYSE Euronext Inc.

Business has returned to
usual in many parts of Wall
Street. Firms still feel com-
pelled to pay large sums, of-
ten 50% of their revenue or
more, in order to keep the peo-
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Editorial&Opinion

Bank bonuses make a comeback
Major U.S. financial firms on track to pay employees about $140 billion this year

Moody’s questions losses at Spanish banks Inside

Bad loans | Spain’s non-performing loan ratio
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By Stephen Fidler

BRUSSELS—The head of
the European Commission
sought to increase pressure
on the Czech Republic to rat-
ify the Lisbon Treaty so that
the agreement to overhaul
the 27-nation European Union
can come into force by year-
end.

Following Ireland’s ratifi-
cation of the treaty in a refer-
endum on Oct. 2 and Poland’s
ratification over the week-
end, the Czech Republic and
its president, Vaclav Klaus,
are the only obstacles in the

Please turn to page 31

Tajik Dark Ages
Banning the bulb in one
of the world’s poorest
countries. Page 11
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On Other Fronts: Technological issues vex French lingual bureaucrats
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on Lisbon

Markets

China and Russia signed
bilateral trade agreements
and healed relations during
Putin’s visit to Beijing, but
made no breakthrough on
protracted negotiations to
forge an accord for Russia to
supply gas to China. Page 4

n Russia and the U.S.
agreed, during Clinton’s visit
to Moscow, that it is too
early to consider tougher
sanctions on Iran. Page 4

n The pound came under
new pressure after Britain’s
annual inflation rate slumped
to a seven-year low in Sep-
tember. Pages 2, 32

n U.S. stocks ended little
changed for a second consec-
utive session, while European
shares declined. Page 18

n U.K. union leaders said
they reached a deal with Ma-
gna that offers improved
prospects for GM’s two Vaux-
hall auto plants. Page 8

n Cisco agreed to acquire
wireless-gear maker Starent
for $2.9 billion, the latest
deal in the rapidly consolidat-
ing tech industry. Page 8

n Iraq said several firms that
rejected terms in the nation’s
first auction for oil-field rights
have dropped demands for
higher payouts. Page 5

n Britain diluted proposals
to force major airport opera-
tors to shore up their bal-
ance sheets. Page 6

n UBS Global’s veteran head
of Europe, Middle East and
Africa is leaving as part of a
restructuring. Page 17

n Romania’s government fell
in a parliamentary vote, mak-
ing it harder to meet the
IMF’s loan demands. Page 10

n A Dutch lawmaker won a
legal battle to be allowed into
Britain, having been banned
over fears he would provoke
Muslim protests. Page 10

n Brown will announce Wed-
nesday the U.K.’s likely deploy-
ment of about 500 more
troops to Afghanistan. Page 5

n Pakistani jets bombed mili-
tant targets along the Af-
ghan border ahead of an ex-
pected ground offensive there.

n Police detained two more
North African suspects in a
bomb attack on a Milan army
barracks that injured a guard.

n A Russian court ruled
against Stalin’s grandson in a
libel suit over a newspaper ar-
ticle that said the dictator sent
thousands to their deaths.
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What’s driving the recent
sharp falls in sterling? In the
first part of this year, the U.K.
currency rallied in line with
rising credit and equity mar-
kets, which appeared to make
sense given the size of the
U.K.’s banking-sector balance
sheet and its exposure to
risky assets. But recently that
link has broken down, with
the pound this week hitting a
five-month low against the
dollar. Blame that on the dire
state of the U.K.’s public fi-
nances.

Other explanations for the
pound’s weakness don’t bear
scrutiny. Despite September’s
inflation figures, showing con-
sumer prices up just 1.1%
from the previous year, the
threat of deflation seems to
be receding. U.K. inflation has
remained higher than any
other leading economy and
has remained persistently
higher than the Bank of Eng-
land’s forecast as recently as
August.

The BOE’s fixation with
slack in the economy, used to
justify its continued expan-

sion of quantitative easing,
ignores several factors likely
to push inflation higher.
These include the pound’s
weakness, the imminent rever-
sal of last year’s cut in VAT
and reduced pressure on re-
tailers to sharply cut prices
now that they have largely
shed excess inventory. Citi-
group forecasts that inflation
in the U.K. will average 3.4%
in 2010, far above the BOE’s
target.

That makes it unlikely
that the pound’s weakness is

the result of carry trades, as
some suggest. After all, many
economists now believe the
BOE will be forced to raise in-
terest rates much sooner
than the U.S. Federal Reserve
and European Central Bank,
possibly as soon as the sec-
ond quarter of 2010. That
would make it a marginally
less attractive funding cur-
rency.

All this should point to a
stronger rather than weaker
pound. What’s spooking the
market is the U.K.’s fiscal posi-
tion. The IMF predicts that
the U.K.’s budget deficit will
be 13.2% of gross domestic
product in 2010, second only
to Ireland among major econ-
omies, and that public debt
could hit 98% of GDP by 2014,
a level that would jeopardize
the U.K.’s triple-A rating.

So far, the U.K. has been
able to ignore the problem,
thanks to the BOE’s willing-
ness to spend 12% of GDP buy-
ing up the government’s debt.
But the BOE may not be able
to expand quantitative easing
much further without fueling
doubts over its independence.

In theory, an open econ-
omy like the U.K.’s has little
to fear from getting its fiscal
house in order. Any reduction
in domestic demand should
be offset by a lower exchange
rate and lower borrowing
costs, boosting the export sec-
tor. But in practice, politi-
cians rarely enact genuine
austerity packages except in
response to a crisis. Ireland,
Spain and Latvia have done
so this year only after they
have been downgraded.

Perhaps the U.K. opposi-
tion Conservatives will break
the mold. Certainly, investors
can have little confidence the
current Labour government
will do what is needed, given
Prime Minister Gordon
Brown’s refusal to acknowl-
edge the scale of the prob-
lem.

But first, the Conserva-
tives must get elected. The
latest opinion polls show
them with a 10-point lead.
That may not be enough to
secure a majority. The market
is right to worry.
 —Simon Nixon

More at WSJ.com/Heard

The latest search for yield
Here we go again? The

credit markets are once
again buzzing with talk of
the “search for yield” and
the “wall of cash”—terms for-
ever associated with the
spree of leveraged buyouts
and widespread mispricing
of risk in the boom years. Is
this evidence that ultraloose
monetary policy risks inflat-
ing new bubbles? Or is it just
a normal part of the credit-
market healing process?

So far, investors don’t
have too much to worry
about. True, a seven-month
rally in risk assets, combined
with consistently low govern-
ment-bond yields, has re-
duced the returns offered on
investment-grade corporate
debt. In the U.S., the yield on
Barclays Capital’s bench-
mark credit index last week
hit a five-year low of 4.48%,
from a peak of over 8%. That
has forced investors to look
further afield for returns. In
Europe, one result is more
unrated and high-yield corpo-
rate-bond issuance.

At current credit spreads,
however, investors are still

being adequately rewarded
for risk. The investment-
grade market isn’t yet pric-
ing in a V-shaped recovery.
U.S. high-yield debt is offer-
ing yields five to six percent-
age points higher than on in-
vestment-grade bonds; euro
Tier 1 bank debt is about
seven percentage points over
government bonds. Euro non-
financial bond spreads of 1.4
percentage points are double
precrisis levels, when they al-
ready offered sufficient com-
pensation for default risk.

But the bears are right to
sound a warning note. With
proof of an economic recov-
ery still shaky, there is a risk
of the market overshooting.
It’s worrying that monetary
policy, rather than credit risk,
now drives valuations in the
credit and equity markets, in-
creasing the risk of a correc-
tion when monetary condi-
tions tighten. But so long as
central banks continue to see
rising asset prices as vital for
an economic recovery, that
risk looks far off. The search
for yield may be only just be-
ginning.

—Richard Barley

By Greg Hitt

And Janet Adamy

WASHINGTON—The Senate Fi-
nance Committee on Tuesday ap-
proved legislation that would over-
haul the U.S. health-care system,
pushing such a measure closer to en-
actment than it has been in decades.

The vote was 14-9, with one Re-
publican, Sen. Olympia Snowe of
Maine, joining the panel’s 13 Demo-
crats in support of the bill. Ms.
Snowe had indicated earlier in the
day that she would back the mea-
sure.

The Senate Finance panel, led by
Chairman Max Baucus, became the
last of five congressional panels to
act on a health-overhaul bill, mark-
ing the biggest step forward yet for
President Barack Obama’s top do-
mestic priority. The Baucus-pro-
posed 10-year, $829 billion plan
would require nearly all Americans
to purchase health insurance and
aims to hold down spiraling medical
costs over the long term.

The health-overhaul legislation
that passed the other House and Sen-
ate committees did so without a sin-
gle Republican vote.

The Finance Committee bill is de-
signed to extend coverage to tens of
millions of Americans currently
without insurance. Among other
things, the measure would expand el-
igibility for Medicaid, the health pro-
gram for the poor, and create new
tax subsidies to help individuals and
families comply with a mandate to

carry insurance.
Senate Democratic leaders must

now merge the Finance Committee
bill with a more liberal measure ap-
proved by the Senate health commit-
tee. Among the issues on the table:
whether the legislation should in-
clude a government-run health
plan. As it stands, the Finance bill
doesn’t include one. Instead, the
measure would create a network of
nonprofit health cooperatives to
compete with private insurers.

Jim Manley, a spokesman for Sen-
ate Majority Leader Harry Reid (D.,
Nev.), said Monday that the merger
“process will hopefully only take a
couple days.” But he added that the
blended bill would then “be care-
fully vetted” by Senate Democrats
and analyzed by the nonpartisan
Congressional Budget Office, steps

that would push back debate in the
full Senate until the week of Oct. 26.

In the House, Democratic leaders
must nail down details of legisla-
tion, bridging differences between

the party’s liberals and moderates
on issues including whether to cre-
ate a government health plan. A bill
isn’t expected on the House floor un-
til late October. Once both the House
and Senate act, a final bill must be

forged and pushed through both
chambers again.

Clinching the vote of Ms. Snowe
was a huge victory for Democrats,
who spent months trying to win bi-
partisan support for the legislation.
“Is this bill all that I would want?”
she asked the panel earlier Tuesday.
“Is it all that it can be? No. But when
history calls, history calls.”

The committee’s morning ses-
sion consisted of the panel’s sena-
tors giving statements and question-
ing Douglas Elmendorf, director of
the Congressional Budget Office,
and Thomas Barthold, chief of staff
of the Joint Committee on Taxation.

On Monday, insurers ratcheted
up concerns about the Finance Com-
mittee bill. A report released by
America’s Health Insurance Plans,
an industry trade group, said the bill
would impose stiff costs on consum-
ers. Among other things, the report
said a family health-insurance pol-
icy that costs $12,300 today would
cost $25,900, on average, by 2019 un-
der the bill, more than under cur-
rent law.

During Tuesday’s committee ses-
sion, Democrats pounced on the
AHIP report. "The insurance indus-
try ought to be ashamed," Sen. John
Kerry told the panel. “It’s a powerful
argument for why we ought to have
a public plan.”

Meanwhile, Sen. Charles Grass-
ley of Iowa, the panel’s ranking Re-
publican, praised Mr. Baucus, a Mon-
tana Democrat, for his efforts to find
bipartisan agreement on the bill.
But the Republican said the bill bore
an increasingly partisan imprint.

“I don’t blame anyone on this
committee, but I do blame people
outside this committee for that pro-
cess not working,” Mr. Grassley said.
“We can now see clearly that the bill
continues its march leftward.”

U.S. health overhaul moves ahead
Senate committee
is latest to clear bill;
one Republican vote

By Evan Ramstad

SEOUL—North Korea on Tuesday
agreed to hold a meeting Wednesday
with South Korean officials to dis-
cuss flood control on rivers that
start in the North and end in the
South.

Seoul pressed for the meeting
after North Korea on Sept. 6
opened a dam on the Imjin River,
sending a wall of water through
the inter-Korean border and kill-
ing six South Koreans who were
camping downriver. The South Ko-
rean government has been seeking
a detailed explanation of the inci-
dent and an apology for it.

The day after the incident, North
Korea issued a brief statement say-
ing heavy rains had filled a reservoir
behind the dam and forced an emer-
gency release of water.

The planned meeting comes after
North Korea this past summer began
expressing a new interest in talks. On
Friday, Red Cross representatives
from the two countries are sched-
uled to meet to talk about staging
more reunions of families separated
when the Korean peninsula was di-
vided at the end of the Korean War in
1953. Late last month, the agencies
sponsored the first reunion in two
years, bringing several hundred peo-
ple from each side together.

Separately, military officials in
South Korea watched for signs that
North Korea would expand its latest
test of short-range missiles. On Mon-
day, it fired five short-range mis-
siles from locations on its east
coast, according to South Korean
government officials.

The tests were the first by North
Korea since July.

Pound’s fiscal-fitness problem

Senate leaders must
now merge the bill
with a more liberal
measure.

Sen. Olympia Snowe (R., Maine) looks at fellow Senate Finance Committee
members Tuesday prior to expressing her support for the health legislation.

North Korea
to meet South
on flood control
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Economic data show euro-zone recovery could be bumpy

Low U.K. inflation drags the pound down
A weak reading gives Bank of England room to keep interest-rates low and to continue quantitative easing
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LEADING THE NEWS

By Natasha Brereton

And Katie Martin

LONDON—The pound came un-
der new pressure Tuesday after Brit-
ain’s annual consumer-price infla-
tion rate slumped to a seven-year
low in September, indicating that the
Bank of England will keep interest
rates down for an extended period.

The U.K. currency hit a fresh six-
month low against the euro and a
four-month low against the dollar
after data showed consumer
prices rose 1.1% in September from
a year earlier, below economists’
expectations for a 1.3% rise. Prices
were flat on a month-to-month ba-
sis, below expectations for a 0.3%
rise.

The news pushed the euro
higher to more than 94 pence for
the first time since March, closing
the European day at 93.36 pence.
The pound sank by a similar de-
gree against the dollar to trade at
an intraday low of $1.5718, before
ending the day at $1.5883.

Many economists said Septem-
ber’s inflation reading will proba-
bly be the lowest point in the data
for now. But some still believe the

BOE could all the same announce a
further extension of its £175 bil-
lion ($277 billion) quantitative-
easing policy of buying bonds with
freshly created central-bank
money at its meeting in November,
when it will also have its new fore-
casts for inflation and growth.

“The current environment is the
best of bad circumstances for the
Bank of England,” said Simon Der-
rick, a senior currencies analyst at
the Bank of New York Mellon.

“There are no signs of rising in-
flation. Sterling is falling, but not
collapsing. Therefore the Bank of
England can use all the tools it has
to keep things as accommodative
as possible for as long as possi-
ble,” he said.

Indeed, Charlie Bean, the
bank’s deputy governor for mone-
tary policy, said the central bank
will at some stage have to gradu-
ally start removing policy stimu-
lus to prevent inflation overshoot-

ing its 2% medium-term target.
In a speech to accountants Tues-

day that dealt heavily with the
technicalities of the bank’s uncon-
ventional bond-buying policy, Mr.
Bean said the fund is currently
making a profit, but that it is
“quite plausible” that the asset
purchase facility could end up in
deficit by its conclusion.

But any costs or profits from
the scheme can’t be used to assess
the effectiveness of the £175 bil-

lion quantitative-easing policy,
since they won’t accurately reflect
the overall impact on the public
sector by, for example, pushing
down the cost of debt repayments
and benefit payments and increas-
ing tax receipts by boosting eco-
nomic output, he said.

“Gilt price movements necessar-
ily all wash out once the public ac-
counts are compiled on a consistent
basis, at least so long as the assets
are retained within the public sec-
tor. We do not, however, expect to re-
tain all the purchased assets in the
asset purchase facility to maturity,”
Mr. Bean said.

“At some stage, as the recovery
proceeds, the Monetary Policy Com-
mittee will need gradually to re-
move the large monetary stimulus
that we have imparted to the econ-
omy, otherwise we will be in danger
of overshooting our 2% inflation tar-
get,” he said.

A fall in the inflation rate to be-
low 1.0% would require BOE Gover-
nor Mervyn King to write an explana-
tory letter to the government, al-
though the monetary policy commit-
tee has said it expects inflation to
start rising again from October.

INDEX TO PEOPLE

Sources: U.K. Office for National Statistics (CPI); Thomson Reuters via WSJ Market Data Group (exchange rates)
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By Geoffrey T. Smith

And Terence Roth

MANNHEIM, Germany—Reports
from some of the euro zone’s biggest
economies underscored warnings
that the region’s path to economic re-
covery could be laced with setbacks.

Economic expectations in Ger-
many fell in October for the first
time in four months, according to
a survey of investors published by

the ZEW research institute.
Also Tuesday, Germany’s machin-

ery and engineering companies now
expect 2009 production to drop by a
fifth from 2008 levels in the keyindus-
try sector, costing 60,000 jobs.

In France, another fall in con-
sumer prices indicated that com-
panies still lack pricing power. An-
other drop in Spanish house
prices showed that a recovery in
the once-buoyant sector from its

2008 collapse remains elusive.
The data supported predictions

from the European Central Bank and
other euro-zone policy makers that
the 16-nation economy faces a long,
bumpy recovery, despite signs of re-
turning to growth in the third quarter.

Germany’s ZEW institute said its
latest survey reflects the prevailing
opinion that the economy will im-
prove only slowly.

The ZEW economic expectations

index fell 1.7 points, to 56.0 points
from 57.7 points in September. Econo-
mists had forecast the expectations in-
dex to be unchanged from the previ-
ous month.

“We have mixed signals from the
real economy concerning industrial
production, exports and so on, and I
think this is reflected in the indicator,”
said ZEW senior economist Peter
Westerheide.

The VDMA German industry group
for machinery and plant builders said
production is expected to fall 20% this
year, but VDMA expects a return to
mild growth sometime in 2010.

French consumer prices fell 0.2%
in September, reversing a 0.5% in-
crease the previous month, pulled by
declining energy and services costs,
state statistics office Insee said. Con-

sumer prices fell 0.4% from Septem-
ber a year ago, making the fifth
straight month of lower prices from
the previous year.

Spanish home-sales transac-
tions fell in August after rising in
the three preceding months, as the
summer holiday caused a drop in ac-
tivity, data from Spain’s National
Statistics Institute showed.August
home sales fell 8.2% from July, and
were down 9.9% from August 2008.
Sales activity is usually weak in Au-
gust because many Spaniards take
the month off as vacation.

The Spanish market has shown
signs of stabilization in recent
months, though economists point out
that housing starts continue to de-
cline sharply, depressed by huge num-
bers of unsold homes.
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By Shai Oster

BEIJING—Lead poisoning con-
tinues to emerge among children in
China despite growing public pro-
tests, with officials revealing Tues-
day that tests showed nearly 1,000
children had excessive lead in their
blood, and a factory owner acknowl-
edging some responsibility.

Health officials in the city of
Jiyuan in central China’s Henan
province tested 2,743 children liv-
ing in a region with some three
dozen smelters.

This followedwide-scale leadpoi-
soning in an industrial cluster in
neighboring Shaanxi province.
Henan officials found signs of lead
poisoning in 968 children under the
age of 14, the state-run Xinhua news
agency reported.

Xinhua reported on the local gov-
ernment’s efforts to move the chil-
dren living closest to the factories,
and cited a top executive acknowl-
edging responsibility.

Yang Anguo, chairman of Yu-
guang Gold & Lead Group, the larg-
est lead smelter in China, was
quoted by Xinhua as saying, “We do
bear responsibility for the pollu-
tion. Some pollution has accumu-
lated over the past 20 years or
more, and the plant is too near
homes.”

In recent months, thousands of
children from areas near smelters
have been found to have excessive
levels of lead in their blood.

Barroso pressures Czechs on Lisbon Treaty More incidents
of lead poisoning
found in China

way of its coming into force.
Ratification of the Lisbon accord

hangs in part on how the Czech Re-
public’s highest court decides a le-
gal challenge to the treaty. Since the
Irish referendum, however, Mr.
Klaus has added a further complica-
tion by demanding an opt-out for
the Czech Republic of the EU’s char-
ter of rights, which is appended to
the treaty. The concession was se-
cured by Denmark and the U.K. dur-
ing treaty negotiations. But lawyers
say that if Mr. Klaus has his way, all
27 member states would have to re-
ratify the pact, repeating an exhaust-
ing, risky and time-consuming pro-
cess.

Mr. Klaus said the charter would

enable Germans deported from the
Czech Republic after World War II
to bring court actions for restitu-
tion of their properties.

After a meeting Tuesday in Brus-
sels with Czech interim Prime Minis-
ter Jan Fischer, who favors the
treaty, José Manuel Barroso, the
commission president, declared: “It

is in the interests of nobody, least of
all the interests of the Czech Repub-
lic, to delay matters further.” He
said he hoped the treaty would en-
ter into force by year-end.

In an apparent bid to pressure
the Czech president, he suggested
that the Czechs might be punished
by being the only country unable to
appoint a commissioner—the heads
of the commission’s executive de-
partments—should the treaty not
come into force. “If there is no Lis-
bon Treaty, there is no guarantee for
the Czech Republic or any other
country to have a commissioner,” he
was quoted by Reuters as saying.

His comment echoes a similar
statement of fact he made about Ire-
land before the Irish referendum.

Under the Nice Treaty that governs
the way the EU is currently run,
there would in future be fewer com-
missioners than member states.
However, the decision over who
would be left out wouldn’t be made
by Mr. Barroso, but by member gov-
ernments.

Mr. Barroso and a majority of Eu-
ropean governments have been hop-
ing for rapid ratification of the
treaty so that two new positions, a
new EU president and foreign “min-
ister” could be appointed soon and
other governance arrangements,
such as majority voting on a larger
number of issues, introduced before
the end of the year. If not, a lame-
duck caretaker commission may
have to be appointed.

Continued from first page

U.S. financial firms on pace for record pay

Moody’s says Spanish banks underplay losses

FROM PAGE ONE

Most European
governments have
been hoping for
rapid ratification.

ple who are generating the revenue.
Private-equity and hedge-fund
firms, while weakened, also still
pose a competitive threat to poach
bankers and traders.

“Compensation played a role in
the financial crisis, and yet nothing
has changed,” says J. Robert
Brown, a professor at the Univer-
sity of Denver’s law school and a cor-
porate-governance expert.

Revenue and compensation esti-
mates were calculated using the
two most recent quarters of finan-
cial information, and estimating
second-half results with analysts’
earnings estimates from Thomson
Reuters.

On Wall Street, of course, many
pay decisions are made at the end of
the year, so firms could decide to
ratchet down pay substantially
over the next two months as they
calibrate both public opinion and
the fourth-quarter results.

“I don’t think 2007 is back,” says
Michael Karp, co-founder of recruit-
ing firm Options Group. He says ex-
ecutives can “afford to pay less”
this year and that they “don’t want
placards” in front of their offices de-
crying big pay packages.

At Goldman Sachs, pay has been
a particularly thorny issue, as some
politicians and the general public
wonder how paychecks can bounce
back so quickly—despite resurgent
profits—since the firm received
temporary government aid along
with other major banks about a
year ago.

Some large banks have “had a
good year, so they’re going to feel
the need to pay pretty well,” says

Douglas Elliott, a fellow at the
Brookings Institution in Washing-
ton and a former investment
banker. “There’s definitely going to
be a conflict between” bankers’ and
the public’s perception on pay.

Goldman CEO Lloyd Blankfein
said in a Wall Street Journal inter-
view Saturday that he would aim to
“keep the firm and the franchise in-
tact” by keeping employees happy,
despite political pressure to cut
pay. So far this year, Goldman has
paid or held aside for compensation
about $11 billion, putting it on pace
to pay $22 billion this year if reve-
nues and profits proceed as ex-
pected.

That amount would exceed Gold-
man’s 2007 pay figure of $20 billion
and put about $743,000 on average
in each Goldman employee’s
pocket. Overall, across the 23 firms
in the study, the average employee
would earn about $143,000, up 16%
from 2008 and 1.3% from 2007.

A Goldman spokesman, Lucas
van Praag, points out that the firm
accrues less compensation in the
fourth quarter than it does in other
periods. From 2000 to 2008, he
added, the firm paid on average
46.7% of net revenues, lower than
the 49% projected in the study from
this year’s first-half numbers. Us-
ing the lower accrual rate, Goldman
would pay out about $20 billion
based on 2009 revenue estimates.

“The easiest way to destroy the
firm would be if we didn’t pay our
people,” the Goldman spokesman
added. “We understand the
strength of sentiment around the
subject,” but “destroying a profit-
able enterprise would not be in any-
body’s interest.”

Goldman has pointed out that it
pays for performance, and its per-
formance this year has improved
from a difficult 2008. Many employ-
ees are also receiving their pay in
stock that they won’t have access to

for several years.
At Morgan Stanley, revenues

haven’t bounced back as quickly,
setting up some difficult decisions.
Morgan is trying to keep its compen-
sation near its historic rate of about
50% of overall net revenue. But in
the first half, the firm’s revenue
was depressed versus peers and the
firm paid or held aside about 70% of
revenue in an effort to remain com-
petitive. Morgan points out that rev-
enue was damped in part by a move
in the firm’s own bond prices.

Meanwhile, politicians have
been focusing on the structure of
pay rather than the absolute levels,
a stance supported by many ana-
lysts. “Regulators should not try to
intervene on the level” of pay un-
less it affects the safety of the finan-
cial system, says Lucian Bebchuk, a
corporate-governance expert at
Harvard Law School.

Others say shareholders should
have greater voice on executive
compensation. The U.S. House of
Representatives has passed “say on
pay” legislation that would give
shareholders a platform to voice
opinions on pay. The Senate still
needs to consider it, however. Com-
panies that accepted government
money and now are paying big bo-
nuses “don’t get it,” but “honestly,
its up to the shareholders,” said one
congressional staffer.

And the Securities and Ex-
change Commission is discussing a
proposal to make it easier for share-
holders to nominate directors on
corporate boards, which could un-
dermine chummy relationships be-
tween directors and executives that
some say leads to inflated pay.

The Federal Reserve and other
international banking regulators
are looking at ways to make sure
pay doesn’t encourage excessive
risk. Others are looking at whether
compensation may deplete banks’
capital bases. Details of the propos-
als are still unclear, however.

Anticipating new rules, Wall
Street itself is restructuring pay
packages to reduce the emphasis on
cash bonuses. Some, such as Gold-
man, have advocated paying bo-
nuses largely in stock. Others, such
as Morgan Stanley, have adopted a
“clawback” feature in deferred bo-
nuses, meaning an assigned bonus
could be rescinded later if previous
gains are erased by huge losses.

Jonathan Macey, a Yale Law
School professor, says further risk
could be taken out of the financial
system by giving creditors more
rights to influence corporate com-
pensation decisions. That would
make it “more painful to engage in
excessive risk taking,” he says, He
says he fears the current batch of
proposals will eventually lead to
higher pay packages.

At firms where government has
provided more lasting support, the
U.S. Treasury has taken a bigger
role in setting compensation levels
through the appointment of a “pay
czar.”

Four of the largest commercial
banks in Mr. Cuomo’s study—Citi-
group, J.P. Morgan Chase, Wells
Fargo and Bank of America—paid
or set aside for pay $57 billion in
the first half of the year alone.
That’s well over half the $87 billion
and $89 billion paid in the full years
of 2008 and 2007, respectively.

Continued from first page

highly indebted households and
businesses default on their loans in
ever-growing numbers. Analysts ex-
pect Spanish banks to suffer the full
impact of a slumping economy and
surging joblessness in 2010.

At nearly 19%, Spain has by far the
highest unemployment rate in the
27-nation European Union, and econ-
omists see no relief in sight. The Inter-
national Monetary Fund projects
Spain will be the only major economy
to remain in recession next year as it
continues to adjust to the collapse of
its decadelong housing bubble.

The Moody’s report stoked an al-
ready heated debate among several

analysts over whether Spanish banks
are concealing losses by restructur-
ing bad loans and buying up housing
developments from insolvent con-
struction companies. Analysts at
Credit Suisse, for example, believe
Spanish banks have understated their
level of bad loans by around 30%.

The most pessimistic analysts
say Spain is facing a Japan-style
“lost decade” as its financial sector
buckles under the weight of trou-
bled loans. In August, the London-
based research firm Variant Percep-
tion accused Spanish banks of hid-
ing deep losses by rolling over
credit to “zombie” construction
companies and not marking their

real-estate loans to market.
Variant estimated that the real-

estate losses would exceed Œ250 bil-
lion, or about $370 billion, by the
end of the downturn—around a
quarter of the country’s gross do-
mestic product. Moody’s analysts es-
timate of losses in the Spanish bank-
ing system are more modest: Œ105
billion in their most likely scenario.
However, Moody’s cautioned that,
should the Spanish economy con-
tinue to deteriorate, losses could
swell to Œ225 billion.

Even under its worst-case sce-
nario, however, Moody’s doesn’t ex-
pect Spanish banks to become insol-
vent. Spain’s government set up a re-

structuring fund that can be used to
prop up ailing lenders and avoid sys-
temic risk.

Spain’s biggest banks, Banco
Santander SA and Banco Bilbao Viz-
caya Argentaria SA, are diversified
internationally, helping mitigate the
impact of the recession in their home
market. However, many of the coun-
try’s unlisted regional savings banks,
which were heavily exposed to the
construction boom, are suffering.

An official representing the sav-
ings banks dismissed the notion
that they were hiding losses as an
“urban myth.” The official said, “We
have no reason to doubt the figures
the banks are giving us.”

Continued from first page

Employee compensation 
at 23 major U.S. financial 
firms is on pace to reach 
an all-time high this year.

*Estimates
Sources: WSJ reporting; companies

Big pay day

2006 2007 2008 2009*
0

30

60

90

120

$150 billion

T H E WA L L ST R E ET JO U R NA L . WEDNESDAY, OCTOBER 14, 2009 31



Skilling’s appeal advances
Top U.S. court agrees
to review conviction
of former Enron CEO

Former Enron Chief Executive Jeffrey Skilling, shown in 2006, is serving a 24-year
prison sentence after being convicted of fraud, conspiracy and insider trading.

LEADING THE NEWS

By John R. Emshwiller

The one clear-cut courtroom vic-
tory from the Justice Department’s
Enron Corp. investigation was called
into question Tuesday when the U.S.
Supreme Court agreed to hear the ap-
peal of former company Chief Execu-
tive Jeffrey Skilling, who is trying to
overturn his 2006 fraud conviction
and 24-year prison sentence.

The justices agreed to look at two
issues in the Skilling appeal. Both
could have broader repercussions in
criminal cases, say legal observers.
One has to do with the government’s
contention that Mr. Skilling violated
his legal obligation to provide “hon-
est services” to Enron shareholders
because he lied to the public about
the energy-trading company’s finan-
cial condition before it collapsed into
bankruptcy in December 2001. Mr.
Skilling’s attorneys maintained that

prosecutors misapplied the honest-
services statute, arguing that their cli-
ent hadn’t lied and had done nothing
to cheat Enron or its shareholders.

The second issue involves Mr.
Skilling’s claim that he wasn’t able
to get a fair trial in Houston, site of
Enron’s headquarters, because of an-
ger in the community over the com-
pany’s collapse.

Daniel Petrocelli, Mr. Skilling’s
lead attorney, said the Supreme
Court’s decision means the defense
“will finally get an opportunity for a
full, frank and fair hearing” of issues
that led to “Jeff’s wrongful convic-
tion.” The Justice Department de-
clined to comment.

The Supreme Court earlier ac-
cepted for review another appeal re-
lated to corporate honest-services
fraud. That case involves the convic-
tion of former Hollinger Interna-
tional Inc. Chairman Conrad Black.
Oral arguments in Mr. Black’s Su-
preme Court case are scheduled to
take place in December. No date has
been set for oral arguments in the
case of Mr. Skilling, who is in federal
prison in Colorado.

The question of what constitutes

honest-services fraud has been a topic
of debate in legal circles. “The lack of
clear guidance” on the statute “has
been a problem in this area of criminal
law for years,” said Mark Biros, a
former federal prosecutor and now a
partner in the Washington office of
Proskauer Rose LLP. “It would be help-
ful to everyone if the Supreme Court
steps in and gives more guidance.”

Mr. Biros said the court might be
considering treating the Skilling and
Black appeals as “companion” cases.
The justices could use the two cases
to provide a broader interpretation
of the honest-services issue, he said.

The court’s agreement to hear Mr.
Skilling’s arguments regarding the lo-
cation of his trial surprised Columbia
Law School professor John Coffee.
“The area of venue is something the
Supreme Court hasn’t touched for a
long, long time,” Mr. Coffee said. If
the court agrees with Mr. Skilling,
whose attorneys vociferously argued
for a venue change before the 2006
trial, it could have a wide impact.

Aside from the possible broader
legal repercussions, the court’s deci-
sion to accept the Skilling appeal pro-
vides another moment of drama in

the Enron saga. Following the compa-
ny’s collapse, the Justice Department
set up a task force to look for crimes
at the company. Over the next four
years, the Enron Task Force engaged
in what has widely been viewed as
the biggest federal criminal investiga-
tion ever into a single company.

The probe resulted in more than
a dozen guilty pleas from former En-
ron officials. However, prosecutors

had a mixed record when they took
defendants to court.

In the 2006 trial, Mr. Skilling and
former Enron Chairman Kenneth Lay
were convicted of fraud and conspir-
acy. Mr. Skilling was also convicted of
insider trading. Shortly, after the trial,
Mr. Lay died of heart-related prob-
lems and his conviction was vacated.
 —Jess Bravin contributed

to this article.
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By Jonathan Cheng

And Tom Wright

The full impact of new efforts
aimed at regulating the size of
Macau’s gambling industry isn’t yet
known, but one thing appears clear:
the breakneck growth of Macau’s re-
cent past is unlikely to return soon.

The Macau government said Mon-
day it would review the size of the
gambling industry, including the num-
ber of gambling tables in the city, but
offered few details and no timeline.

On Tuesday, Ambrose So, chief
executive of SJM Holdings Ltd.,
which owns more than half of
Macau’s 33 casinos, said all six hold-
ers of casino licenses in Macau
“reached a consensus that the gam-
ing industry should not expand with-
out any limits.” He added that “the
government is inviting proposals
from the operators” on how to con-
trol the size of the industry.

Mr. So stressed that the gam-
bling industry should grow “at a
healthy and sustainable rate.”

A representative for local casino
operator Galaxy Entertainment
Group Ltd. said Tuesday that “we
fully support this proactive govern-
ment-led initiative,” saying it would
“ensure that Macau will achieve
long-term sustainable growth and

that the market be developed in an
orderly and managed fashion.”

Aaron Fischer, a Hong Kong-
based analyst with CLSA Asia-Pa-
cific Markets, said it is inevitable
that Macau’s explosive growth in re-
cent years, which he calculates at an
annualized rate of 29% over the past
six years, will end.

“We’ll be reverting back to more
normalized, yet still impressive
growth,” he said, of about 15%-20%
per year, based on a multiple of in-
come growth of mainland Chinese.

Some believe Macau’s current ca-
sino operators could benefit from
government efforts to rein in excess
growth. “Any kind of restrictions on
new capacity is helpful to protecting
existing casinos there,” said Joseph
Greff, an analyst with J.P. Morgan.

Stanley Ho, who ran a gambling
monopoly in Macau for four decades
and controls SJM, has previously sug-
gested that Macau’s government set a
cap of 1,000 gambling tables for each
of the six gambling concession-hold-
ers. Macau currently has 4,390 tables,
over 1,400 of which are located in Mr.
Ho’s SJM casinos, according to Citi-
group estimates, with 100 or so more
coming in the next few months. So
new limits could help SJM maintain
an edge if it is allowed to maintain its
existing capacity. If it isn’t, SJM

might have to close down some of its
older tables, Mr. Greff notes.

Steve Wynn, chairman of Wynn
Resorts Ltd., said in discussions with
some of his executives last week that
he mentioned 1,500 tables as a possi-
ble cap, though he said that was just a
very rough estimate and not an offi-
cial proposal. That would still give
Wynn, which currently has 380 ta-
bles, plenty of room to grow.

Hong Kong-listed shares of SJM
fell 3.7% in trading Tuesday to close
at HK$4.43 a share, while Wynn
Macau Ltd. recovered from an early
morning dip to close at HK$10.88 a
share, up 1.1% on the day.

Las Vegas Sands Corp., which op-
erates the massive Venetian Macao
casino-resort, operates about 1,300
tables in Macau, according to Citi-
group, with another 300 set to come

on the market in coming years.
Sands is preparing a Hong Kong

listing of its Macau operations. A ma-
jor selling point of that IPO is ex-
pected to be the company’s pros-
pects in the Cotai area of Macau that
Sands Chairman Sheldon Adelson
has long championed as a growth
driver. Sands halted construction
last year on two major projects
there that would add even more ta-
bles to Sands’ portfolio, choosing in-
stead to focus on its Marina Bay
project in Singapore.

A Sands spokesman declined to
comment ahead of its coming IPO.

Macau’s government also said
Monday that it would move forward
with separate draft laws to prohibit
slot machines from residential ar-
eas, and to set the casino entry-age
limit at 21 years old, up from the cur-
rent 18-year-old limit. Both topics
have been on the agenda before.

The new efforts to regulate
Macau’s gambling industry come af-
ter previous restrictions limiting ar-
rivals from mainland China were
eased, boosting business for the ca-
sinos. The unpredictability of these
policy moves has emerged as a
source of risk for operators trying to
exploit Macau’s proximity to main-
land China.  —Alexandra Berzon

contributed to this article.

Macau review of gambling sector poses threat to growth

Paris

T
HE WORD on the table
that morning was “cloud
computing.”

To translate the Eng-
lish term for computing re-

sources that can be accessed on de-
mand on the Internet, a group of
French experts had spent 18 months
coming up with “informatique en nu-
age,” which literally means “comput-
ing in cloud.”

France’s General Commission of
Terminology and Neology—a
17-member group of professors, lin-
guists, scientists and a former am-
bassador—was gathered in a build-
ing overlooking the Louvre to ap-
prove the term.

“What? This means nothing to
me. I put a ‘cloud’ of milk in my tea!”
exclaimed Jean Saint-Geours, a
French writer and member of the
Terminology Commission.

“Send it back and start again,” or-
dered Etienne Guyon, a physics pro-
fessor on the commission.

Keeping the French language rel-
evant isn’t easy in the Internet age.
For years, French bureaucrats have
worked hard to keep French free of
taint by diligently coming up with
equivalents for English terms.
Though most French people say “le
week-end” and “un surfer,” the cor-
rect translations of the terms are
“fin de semaine” (“end of the week”)
and “aquaplanchiste” (“water
boarder”). A “start-up” company is
referred to as “jeune pousse,” or
“young shoot” (the term pousse is
used for vegetable sprouts), while
the World Wide Web is translated as
“toile d'araignée mondiale,” (liter-
ally, global spider web).

But technological advancements
mean new Anglicisms are spreading
over the Internet at warp speed,
leaving the French scratching their
heads.

Before a word such as “cloud com-
puting” or “podcasting” (“diffusion
pour baladeur”) receives a certified
French equivalent, it needs to be ap-
proved by three organizations and
get a government minister’s seal of
approval, according to rules laid out
by the state’s General Delegation for
the French Language and the Lan-
guages of France. The process can
be a linguistic odyssey taking years.

“Rigor cannot be compromised,”
said Xavier North, the 57-year-old
civil servant who heads the General
Delegation.

Mr. North? Vraiment? The guard-
ian of French takes umbrage at the
suggestion his name might be Eng-
lish. “My name is absolutely not An-
glo-Saxon,” he says. “It comes from
Alsace,” in the east of France. Also,
he pronounces it Nort.

Article Two of France’s Constitu-
tion states that “The language of the
Republic shall be French.” The
French government, therefore, has
a duty to offer citizens French alter-
natives to English words, he says.
“Our citizens have a right to commu-
nicate without speaking English.”

French linguistic legislation
started in 1593. That year, King
François I ousted Latin as his coun-
try’s administrative language and re-
placed it with French. Until the 20th
century, things went well: Local dia-
lects were supplanted, and French
became the language of diplomacy
and love. But after World War II and
the rise of the U.S as a superpower,
French was pushed onto the back
burner.

In 1994, the French government
passed laws to ensure that all adver-
tisements, work-contracts and gov-
ernment documentation were in
French. The General Delegation was
charged with overseeing the cre-
ation of new French terms.

Every year, about 300 new terms

are officially introduced into the
French language. Some—like cloud
computing—get accidental priority.

About 18 months ago, Bénédicte
Madinier, head of language develop-
ment at Mr. North's General Delega-
tion, was on holiday when she read a
magazine piece about cloud comput-
ing. “I realized it was pretty impor-
tant,” she says. The 59-year-old
quickly sent a request that the ex-
pression be sped through France’s
translation and definition system.

Each of France’s government
ministries has at least one terminol-
ogy committee attached to it. The
job of the people on the committee
is to spot new English words and cre-
ate and define French alternatives
before the English version catches
on. Ms. Madinier called on the com-
mittee in charge of computing termi-
nology—which is part of the French
Finance Ministry—to handle the ex-
pression “cloud computing.”

The 20-person team of volun-

teers got off to a slow start because
they weren’t sure cloud computing
was an important enough concept,
recalls Ms. Madinier. Last summer,
however, several committee mem-
bers attended a conference on new
Internet trends and realized that
they had better get cracking.

The problem was the word
“cloud.” In French, to be “dans les nu-
ages”—or in the clouds—is a com-
mon expression meaning to be dis-
tracted. So, committee members
were wary of using the word “nu-
age.” One would not want to have his
head in the clouds. They came up
with alternatives, including Capac-
ité Informatique en Ligne (or online
computing proficiency), which
could be shortened to CIEL, which,
of course, means “sky” in French.

“Going from ‘cloud’ to ‘sky’
seems to be a bit far-fetched,” one
committee member wrote his col-
leagues last August in an email.

Shortly after, another member
complained that using a term that in-
cludes cloud “involuntarily causes
laughter and at best a smile,” accord-
ing to another email. He suggested
blending the French words for com-
puting and cyberspace to create “cy-
berinformatique.” That set off a se-
ries of other suggestions, including
cybergerance (cybermanagement),
cybercalcul and cyberservice.

No compromise was reached, so
by the end of September, the com-
mittee went back to the literal trans-
lation “informatique en nuage.”

“It resembles the English term
and does not distort the French lan-
guage,” committee member Ber-
nard Bourguignon wrote his col-
leagues in an email. Another mem-
ber ventured that the phrase was
catchy enough to inspire good news-
paper headlines announcing the
new term:

“Desperate times in the comput-

ing cloud, the quiet before the
storm” or “Lightening love in the
computing cloud: ZZZ and YYY
merge.”

The term “Informatique en nu-
age” was passed on for approval be-
fore the General Commission of Ter-
minology and Neology.

But at the meeting earlier this
month, the 17 members of the com-
mission were quickly confused.
“How are we supposed to under-
stand it?,” asked Alexandre
Grandazzi, a Latin professor.

“I think we can survive without
the term ‘cloud computing,’ ” said
physics expert Mr. Guyon, slamming
his hand on the table.

“Cloud computing” will now go
back to the drawing board.

Had it been approved, the term
would still have required ratifica-
tion by the Academie Française,
which was founded in 1635 and is
the official authority on grammar
and vocabulary of the French lan-
guage. It would have also required fi-
nal approval by the French finance
minister.

For Mr. North, head of the French
Delegation for the French Language,
the long process is important. He
points to various translation suc-
cesses, including the French for
email—courriel—which was ap-
proved in 2003 and has since be-
come popular. Over the years,
French language committees have
succeeded in turning the word CD-
Rom into “cédérom” and fuel into
“fioul.”

“We won’t cut people’s heads off
if they don’t use it,” says Mr. North.
But, he adds: “Language is what
brought this country together.”

Recently, Mr. North came upon
another hot Internet term: the com-
puter applications known as “Web
widgets.”

“I thought, ‘Why not say that in
French?’ ”

7
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Dispatch / By Max Colchester

Xavier North, who heads the General
Delegation for the French Language
and the Languages of France

The Casino Grand Lisboa, pictured in July, stands over old buildings in Macau.

France isn’t on Cloud Nine about Internet terms

ON OTHER FRONTS
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China, Russia sign pacts, aim to heal ties
Sides agree on trade
but run into hurdles
to final energy deal

U.S., Russia discuss Iran sanctions

Russian President Dmitry Medvedev, left, and U.S. Secretary of State Hillary
Clinton shake hands during their meeting outside Moscow on Tuesday.

Russian Prime Minister Vladimir Putin, left, and Chinese Premier Wen Jiabao hold a news conference after signing a joint statement on bilateral cooperation at the Great Hall of the People in Beijing on Tuesday.

By Gregory L. White

MOSCOW—Russia and the U.S.
said it is too early to consider
tougher sanctions on Iran, but
showed no sign of agreement on the
thornier issue of what measures to
take if that time comes.

Even the threat of new sanctions
would be “counterproductive” now,
Russian Foreign Minister Sergei
Lavrov told reporters Tuesday, after
a visit with U.S. Secretary of State
Hillary Clinton. Mrs. Clinton, who
met separately with Russian Presi-
dent Dmitry Medvedev, said both
sides agree there still is room for ne-
gotiations with Tehran.

“We are not at that point yet,”
she told a joint news conference
with Mr. Lavrov, referring to the im-
position of additional sanctions.

Before the visit, U.S. officials said
Mrs. Clinton would be seeking
clearer signals from Moscow on
what measures the Kremlin would be
prepared to support if talks with Iran
don’t yield results. However,Russian

officials weren’t showing their cards
on Tuesday, officials said.

Washington and its Western al-
lies have called for tough new sanc-
tions against Iran unless Tehran al-
lays international concerns that it is
seeking nuclear weapons. Mr.
Medvedev last month seemed to
soften Moscow’s traditional opposi-
tion to such measures, saying sanc-
tions are sometimes inevitable.

That apparent shift came as the
Obama administration has reached
out to Russia in an effort to “reset”
relations that had become chilly.
Moscow has been cautiously sup-
portive of the push, especially after
the U.S. last month shelved plans for
missile-defense installations in Po-
land and the Czech Republic.

U.S. officials described Mrs. Clin-
ton’s two-day visit as an effort to sus-
tain the positive momentum and to
get a clearer indication of what steps
Russia would support to pressure
Iran if diplomatic efforts fail. The
U.S. has been quietly discussing pos-
sible options for sanctions with Euro-

pean and other allies in recent weeks,
including the possibility of pursuing
sanctions with individual countries,
rather than through the United Na-
tions, where there is less support.

Last week, the U.S. convened a
meeting in Washington with 10
close strategic allies to identify new
ways to pressure Tehran financially.

The absence of Russia and China,
however, signaled that Washington
was preparing to have to confront
Tehran without significant support
from Moscow and Beijing, said partic-
ipants in the meeting. The 11 nations
discussed targeting Iran’s energy
supplies, its financial system, and
the assets of its elite military unit,
the Iranian Revolutionary Guards.

Mr. Lavrov said the situation is
“very far” from one where sanctions
become inevitable. In recent weeks,
Tehran has appeared more concilia-
tory, offering to allow international
inspectors into a newly revealed nu-
clear facility and agreeing for the
first time to discuss uranium-enrich-
ment operations with the West.

Mr. Lavrov also opposed the possi-
bility of any sanctions outside the U.N.
Security Council, potentially compli-
cating U.S. efforts to line up support-
ers on a country-by-country basis.

Mrs. Clinton got a warmer recep-
tion on other issues, including from

Mr. Medvedev, who welcomed the
improvement in relations. Mr.
Lavrov noted “considerable
progress” in talks on a new U.S.-Rus-
sian treaty on reducing nuclear
arms and called for closer coopera-
tion on the war in Afghanistan.

LEADING THE NEWS

By Shai Oster

BEIJING—China and Russia, in a
bid to repair ties strained by a trade
spat this summer, signed contracts
valued at several billion dollars but
didn’t reach a breakthrough in pro-
tracted negotiations on a deal to sup-
ply Russian gas to China.

Among the issues discussed dur-
ing a visit to Beijing by Russian
Prime Minister Vladimir Putin was
the prospect of settling trade be-
tween the two neighbors in their do-
mestic currencies—part of China’s
efforts to bolster the yuan as a re-
gional currency.

China and Russia are eager to re-
inforce relations that frayed in past
months after Russia accused Chi-
nese traders of selling smuggled
goods, and shut down a wholesale
market near Moscow where about
60,000 Chinese merchants worked.
The two say they want to focus on

common ground: China is hungrily
eyeing Russia’s natural resources,
and Russia, battered by last year’s
collapse of oil prices and credit,
wants Chinese investment to de-
velop its economy.

“China is willing to work to-
gether with Russia to achieve
greater developments in bilateral
ties,” Chinese Premier Wen Jiabao
said Tuesday. One way to foster co-
operation is “to create major
projects in crude oil, natural gas and
nuclear power,” he said.

The nuclear powers also view
each other with suspicion. Russia
fears China’s rise and is concerned
about the influx of Chinese traders to
its sparsely populated east, while
China is wary of Russia’s influence
over the resource-rich Central Asian
countries of the former Soviet Union.

Tensions rose this summer,
when Russian officials abruptly
shut the Moscow market domi-
nated by Chinese merchants, high-
lighting a multibillion-dollar gray-
market trade between the two
countries. The crackdown drew ac-
cusations from Chinese of Russian
bullying. A Chinese vice minister
was sent to Moscow to negotiate

the release of billions of dollars of
impounded goods.

On Tuesday, officials discussed
cleaning up trade at a forum on the
sidelines of Mr. Putin’s visit. China
and Russia should crack down on
“gray customs clearance,” where Rus-
sian companies help Chinese goods
dodge import duties, said Chinese
Vice Premier Zhang Dejiang. Mr. Pu-
tin wraps up his visit Wednesday.

Mr. Zhang said the two countries
are working on ways to eventually
settle bilateral trade in Chinese yuan
and Russian rubles. China wants to
expand the yuan’s use for regional
trade to replace the dollar or euro.
China and Russia already allow such
trade in a limited scope in some bor-
der towns, but merchants still prefer
the more flexible-to-use dollar, and
officials said it would take a long
time to expand the experiment.

China has such an arrangement
with Malaysia, but it remains small
in scope, in part because most trade
is transacted in dollars.

The discussion of settling trade
in yuan and rubles rather than dol-
lars isn’t likely to become a reality
anytime soon, economists say.
Rather, the talk fits with sporadic

proposals by nations such as China
and Russia for a global economic or-
der less dominated by the U.S. and
other wealthy nations.

Earlier this year, China’s central
bank governor, Zhou Xiahochuan,
made headlines with an essay pro-
posing the creation of new currency
to eventually replace the dollar as
the world’s standard. However, enor-
mous political and technical hurdles
would have to be cleared to imple-
ment the recommendation.

For years, Russia has called for re-
ducing the dollar’s international
dominance, talking up the ruble’s
prospects as a potential alternate re-
serve currency, but there is little
sign the Kremlin is ready to go be-
yond rhetoric on the issue, given
Russia’s large holdings of dollar as-
sets and dependence on dollar-de-
nominated commodities such as oil.

In recent months, as relations
with Washington have begun to
warm up, Moscow has dialed back
its antidollar rhetoric. Even Russia’s
efforts to shift trade with its former
Soviet neighbors into rubles have
made little progress, economists
say, given the Russian currency’s tur-
bulent track record.

Two other factors work against
the possible currency arrangement
betweenChina and Russia: Many trad-
ers are loath to accept rubles, which
they consider a volatile currency;
traders also aren’t enthusiastic about
receiving yuan, because it isn’t a
freely traded currency and can be
used only to purchase goods in China.

The two countries announced
that they signed $3.5 billion of bilat-
eral trade pacts. As part of that,
China Development Bank and the
Agricultural Bank of China Ltd.
agreed to extend more than $1 bil-
lion in credit to state-controlled Rus-
sian counterparts Vnesheconom-
bank and OAO Bank VTB.

The two countries signed an-
other tentative pact—between state-
run companies China National Pe-
troleum Corp. and OAO Gazprom—
reiterating the desire to bring Sibe-
rian natural gas to China’s industrial
northeast. However, they failed to
resolve a disagreement on price
that has delayed a final contract for
three years.
 —Gregory L. White in Moscow

and Wan Xu and
Terence Poonin Beijing

contributed to this article.
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U.K. Twitter campaign
helps curb gag on press
Injunction is altered
to allow report
on lawmaker’s query

Debt hits Hawaii hotels
but by this year it could no longer
support its $230 million mortgage.
The owners, who declined to com-
ment for this story, forfeited the re-
sort to lender Barclays Capital in
June.

Local owner Anekona Real Es-
tate Development has lost four ho-
tels to lenders in the past year, in-
cluding the 203-room Ilikai hotel
made famous in the opening scenes
of the 1970s television show, “Ha-
waii Five-0.” IStar Financial Inc.,
which held the Ilikai’s $60 million
mortgage, foreclosed on the hotel
last July. Anekona representatives
couldn’t be reached for comment.

On Maui, a partnership of resort
developer GenCom Group, Goldman
Sachs Group Inc.’s Whitehall Street
Global Real Estate LP and Highgate
Holdings paid $175 million for the
548-room Ritz-Carlton Kapalua Bay
in 2006 and undertook a $160 mil-
lion renovation. Last April, the own-
ers defaulted on the resort’s $260
million mortgage from bankrupt
Lehman Brothers Holdings, accord-
ing to a disclosure by one of the in-
vestors in a Securities and Exchange
Commission filing. GenCom repre-
sentatives didn’t return messages
seeking comment.

Vacationers and travelers proba-
bly won’t notice changes because
the lenders in most cases hire new,
interim management companies to

oversee the properties and work to
preserve their business.

The world-wide tourism down-
turn has been particularly harsh in
Hawaii because of its remote loca-
tion and its upscale focus.

The number of domestic and in-
ternational visitors to Hawaii has
fallen 12% since 2007. Rising fuel
prices and the March 2008 shut-
downs of Aloha Airlines and ATA
made air travel to—and throughout—
Hawaii both challenging and expen-
sive for tourists, leading many in the
U.S. to take cheaper trips to closer lo-
cales like Mexico.

And the long-running decline in
Japanese visitation—down from 2.4
million in 1997 to an expected 1.2 mil-
lion this year—has been exacer-
bated by Japanese fears of the swine
flu virus.

The tourism slump is hitting Ha-
waii’s economy hard. The state’s un-
employment rate has risen to 7.5%
from 2% before the downturn, Ha-
waii-based economist Paul Brew-
baker says.

Many Hawaiian resorts have re-
mained in the good graces of their
lenders but are still suffering. Dell
Inc. founder Michael Dell’s MSD Cap-
ital and partner Rockpoint Capital
LLC paid $502 million in 2006 for
the 243-room Four Seasons Hualalai
hotel and 3,561 hectares for residen-
tial development.

Since then, the hotel’s annual
cash flow has sunk to $7.9 million
from $20.6 million, and occupancy
has fallen to 54% from 87%, accord-
ing to reports from the servicer of
the hotel’s securitized mortgage.
Some of the drop resulted from $40
million in renovations that tempo-
rarily closed some rooms, Haulalai
executives say.

Continued from page 27

MARKETPLACE

The downturn has
been harsh because
of its remote location
and upscale focus.

By Paul Sonne

LONDON—A Twitter campaign
that rippled through the U.K. Tues-
day helped to induce an about-face
on a legal injunction that was pre-
venting the Guardian newspaper
from reporting on a public parlia-
mentary proceeding.

Bloggers and Twitter users, led
by Guardian Editor Alan Rusbridger,
expressed indignation about a court
injunction that called into question
the British newspaper’s right to re-
port on a parliamentary debate.

The catalyst was an order filed
against the Guardian on Sept. 11 by
Carter-Ruck, the London-based law
firm representing Trafigura Ltd., an
oil-and-gas firm alleged to be re-
sponsible for dumping toxic waste
in the Ivory Coast.

Though the details of the injunc-
tion remain unknown, its stipula-
tions would have prevented the
Guardian from reporting on a ques-
tion posed by U.K. lawmaker Paul
Farrelly on Monday in Parliament.

In that question, Mr. Farrelly in-
quired about the injunction itself,
which he said prohibited the publica-
tion of the Minton report, an inter-

nal document about the alleged
dumping, which he said was commis-
sioned by Trafigura.

On Tuesday, Carter-Ruck agreed
to change the stipulations of the in-
junction so that the Guardian could
cover the parliamentary question
without breaking the law, the news-
paper said.

“ThankstoTwitter/alltweetersfor
fantastic support over past 16 hours!
Greatvictoryforfreespeech,”Mr.Rus-
bridger wrote on his Twitter feed.
Wordstiedtothecasewereamongthe
mostmentioned on Twitter Tuesday.

Carter-Ruck has said the original
court order wasn’t intended to pre-
vent the Guardian from reporting on
Parliament. “There has never been
any question of Trafigura applying
for an injunction that had as its pur-
pose the prevention of publication
of any matter arising in Parlia-
ment,” the law firm said in a state-
ment. “There is no question of
Trafigura seeking to ‘gag’ the media
from reporting parliamentary pro-
ceedings, and the parties have now
agreed to an amendment to the exist-
ing order so as to reflect that.”

On Sept. 23, Trafigura finalized a
pretrial settlement that ended a
class-action lawsuit in which 31,000
claimants in the Ivory Coast alleged
that the oil-and-gas company was re-
sponsible the dumping of toxic
waste by the firm it hired, Reuters re-
ported. Trafigura denies any wrong-
doing.
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British lawmakers fight back against auditors’ demands
By Neil Shah

And Alistair MacDonald

For months, British politicians
have been pushed to atone for dubi-
ous expense claims that reimbursed
them for everything from mortgage
payments to gardening services and
toilet seats. Now, some members of
Parliament are starting to push
back.

After an auditor called on many
members of Parliament to repay tax-
payers for their claims, a move inten-
sified Tuesday among some MPs
who don’t believe they should have
to comply with the auditor’s de-
mand.

The growing tempest was the lat-
est twist in the months-long ex-
penses saga that has roiled British
politics in recent months. The scan-
dal is rooted in revelations that the
Parliamentary expenses system al-

lowed many politicians to be reim-
bursed for a wide range of expenses—
some of them trivial, but others ap-
pearing to bend or break expenses
rules or the law.

In the wake of the scandal, U.K.
Prime Minister Gordon Brown and
Parliament retained a former civil
servant, Sir Thomas Legg, to audit
all expenses between 2004 and
2009. Sir Thomas’s preliminary find-
ings were sent individually this
week to MPs, who now have three
weeks to respond.

Party leaders are calling for par-
liamentarians to comply with the re-
quests for repayment. Mr. Brown,
for example, agreed to return to tax-
payers more than £12,000 ($18,972)
that had been reimbursed to him for
cleaning, gardening and other ser-
vices.

But some politicians are com-
plaining that the audit isn’t fair, and

are considering ways to challenge it.
The complaint is that the audit
doesn’t judge MPs based on
whether they followed the law, but
rather on a wholly new criteria: Sir
Thomas’s judgment of what consti-
tuted reasonable limits for certain
kinds of expenses.

Some U.K. lawmakers attacked
the legal basis of Sir Thomas’s audit
Tuesday, with some ignoring party
leaders and vowing not to repay U.K.
taxpayers for what they believe are
justifiable claims.

Conservative lawmaker Ann Wid-
decombe told the BBC it was legally
questionable to apply new rules ret-
rospectively. Labour MP Bill Ether-
ington told his local paper that if Mr.
Legg “has decided I shouldn’t have
claimed something which I feel was
justifiable under the rules at the
time, then I won’t pay it.”

Austin Mitchell, an MP from

Grimsby in northern England, said
members are upset about such is-
sues as the fact that they can’t deal
with Sir Thomas in person. He com-
plained that, in the letter he re-
ceived, it asked for more informa-
tion about his mortgage payments
and whether he used his expenses to
pay down its capital, when the mort-
gage was an interest-only mortgage.

Despite the griping, it isn’t clear
whether any actual rebellion
against Sir Thomas’s demands will
ever develop.

In Parliament “there is a lot of
muttering and misery, and dark
threats, and a lot of it is justified
given that it [the Legg audit]
changes horses midstream,” Mr.
Mitchell said, adding: “But there are
always threats of rebellion in Parlia-
ment, and [MPs] rarely come
through.”

Oil firms are changing course on Iraq bids
Rejected tough terms
in June are pondered,
revitalizing talks

Iraqi lawmakers pass security pact with U.K.

By Alistair MacDonald

U.K. Prime Minister Gordon
Brown on Wednesday will announce
the country’s likely deployment of
several hundred more troops to the
war in Afghanistan, a person famil-
iar with the matter said.

In a statement to Parliament,
Mr. Brown plans to unveil a deci-
sion “in principle” to increase the
U.K.’s troop commitment by about
500, this person said. That will in-
crease numbers from the current
9,000 to around 9,500. Of those
9,000 around 600 were part of a
temporary surge to provide extra se-
curity during the Afghan election
that Mr. Brown will make more per-
manent. Mr. Brown will lay out con-
ditions for the increase, this per-
son said, including evidence of a
clear strategy across the North At-
lantic Treaty Organization on Af-
ghanistan and of the U.K. military
having the right equipment for the
troops.

The U.K.’s announcement
comes as the U.S. deliberates how
many extra troops it is going to
send to Afghanistan. Britain has
the second-largest NATO contin-
gent in the country and, like the
U.S., has complained that some
other NATO allies haven’t commit-
ted significant amounts of troops
to fight in hostile parts of the coun-
try.

The prime minister has been
criticized by some in the military
and by opposition politicians for
what they say is not equipping Brit-
ish forces properly, an accusation
Mr. Brown rejects.

Iraq’s Oil Minister Hussein al-Shahristani said on Tuesday that the government is close to deals with foreign oil concerns.
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By Gina Chon

The Iraqi parliament, after sev-
eral months of delays, passed a secu-
rity agreement with Britain on Tues-
day aimed at protecting crucial oil
terminals in southern Iraq, among
other duties.

About 100 members of the Brit-
ish Navy will train and support Iraqi
Navy forces responsible for protect-
ing Um Qasr port, the country’s only
link to the Persian Gulf and the sec-
ond-largest source of revenue for
the Iraqi government, after oil. The
agreement now heads to Iraq’s presi-
dency council, which is expected to
approve the pact.

The security pact is similar to one
with the U.S. passed in parliament
last year that calls for all American
troops to leave by the end of 2011.

Most of Iraq’s two million bar-
rels a day of oil exports is shipped
through the two main oil terminals
off the coast of Basra. Iraq also
faces oil smuggling, border dis-
putes with Iran and other issues in
that area. The British and Iraqi
navies, along with some American
forces, had been responsible for pa-
trolling that area.

The small remaining British
force in Iraq had to pull back to
other areas in the Middle East over
the summer after a British security

mandate ended in July. About 4,100
British troops left Iraq by June, and
combat operations officially ended
in April. They were replaced by
more than 5,000 American forces.

“The agreement is evidence of
our mutual commitment to building
the capability of the Iraqi Navy to un-
dertake protection of Iraqi territo-
rial waters and installations,” Brit-
ish Ambassador Christopher Pren-
tice said.

Iraq’s navy has been struggling
to rebuild since it was found in sham-
bles after the U.S.-led invasion in
2003. The navy now has some 2,000
personnel, and aims to expand to
3,000 by the end of 2010. The navy

also wants to purchase combat pa-
trol boats and other vessels to help
secure the waters around Basra and
in the Persian Gulf.

The British security pact failed
to pass during parliament sessions
in July partly because of protests
from lawmakers loyal to anti-Ameri-
can cleric Moqtada al-Sadr.

Parliament also failed to achieve
a quorum then because many Kurd-
ish lawmakers were out campaign-
ing for Kurdish regional elections
that were held at the end of July.

On Tuesday, dozens of Sadrist
lawmakers walked out of parlia-
ment. But there was still a quorum,
which allowed passage of the bill.

Brown to send
additional troops
to Afghanistan

By Gina Chon

BAGHDAD—Several oil compa-
nies that rejected tough terms in the
country’s first auction for oil-field
rights this summer have dropped
their demands for higher payouts,
said Oil Minister Hussein al-Shahr-
istani at a news conference Tuesday.

The reversal has revitalized talks
over a handful of oil-development
deals between Iraq and interna-
tional oil companies. The June auc-
tion was seen as a disappointment
because just one international con-
sortium agreed to the tough terms
set out by the ministry.

Mr. Shahristani said that compa-
nies such as Exxon Mobil Corp., Rus-
sia’s Lukoil and Eni SpA of Italy have
withdrawn their earlier resistance
to what the industry saw as unrea-
sonably low payments for helping
Iraq develop some of its existing oil
fields.

Translating negotiations into ac-
tual deals is critical for Iraq, which
relies on oil sales for 90% of govern-
ment revenue.

International oil companies have
been clamoring to get a foot into
Iraq, where developing costs are
low. But they balked at the low fees
Iraq proposed to pay them during
the June 30 auctions.

Mr. Shahristani said that the min-
istry has been continuing discus-
sions with some of the companies,
and that Baghdad is now closing in
on deals after some companies re-
lented on terms. In the proposed con-
tracts, the oil ministry would pay
companies for developing new pro-
duction at some of Iraq’s large, exist-

ing fields.
Exxon and Lukoil had been eye-

ing Iraq’s large West Qurna oil field
in the June bidding. Exxon had ini-
tially proposed a payment of $4-a-
barrel for new production. Lukoil,
bidding in partnership with Cono-
coPhillips, had offered $6.49 per
barrel.

Exxon and the Lukoil-Conoco
consortium have now accepted the
$1.90-per-barrel fee that Iraq ini-
tially proposed for that field, Mr.
Shahristani told reporters.

A Lukoil spokesman confirmed
the agreement on fees. An Exxon
spokesman declined to comment on
its negotiations, saying only “we

continue to assess business opportu-
nities in Iraq.”

Mr. Shahristani also said a con-
sortium led by Eni has accepted the
Iraqi oil ministry’s proposed $2-a-
barrel payment for the Zubair field.
Eni had originally proposed a
$4.80-a-barrel fee for the field.

An Eni spokeswoman declined to
comment on discussions over the
field in detail, but she said the com-
pany accepted the $2-a-barrel fee be-
cause some other conditions had
changed, making the lower price
more acceptable. The original
20-year contract, which includes
Eni’s consortium partners U.S. Occi-
dental Petroleum Corp. and Korea
Gas Corp., could be extended to 25
years, according to an Eni state-
ment.

Mr. Shahristani said terms of the
deals offered to international oil
companies hadn’t changed.

Both the Zubair and West Qurna
fields were initially part of the his-
toric June 30 auction, Iraq’s first
opening to foreign oil firmsin some
30 years. In that auction, a consor-
tium made up of BP PLC and the
China National Petroleum Co. won
the giant Rumaila field after cutting
its proposed fees by half, to just $2
per each additional barrel of produc-
tion beyond current levels.

Iraq will host a second bid round
for 10 unexplored oil and natural-
gas fields in the first half of Decem-
ber, Mr. Shahristani said.
 —Ben Casselman in Dallas

contributed to this article.
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REITs gear up in Germany
New coalition is set
to scrap 2007 rules
limiting industry

By William Boston

SPECIAL TO THE WSJ
Plans by Germany’s new center-

right coalition to overhaul regula-
tions for real-estate investment
trusts are expected to unleash a
round of REIT listings that could in-
clude some of Germany’s biggest
publicly traded property firms.

Negotiators for the center-right
coalition of Angela Merkel’s Chris-
tian Democrats and the pro-busi-
ness Free Democrats have agreed to
scrap rules that forbid German RE-
ITs from owning residential prop-
erty and to extend tax benefits
aimed at encouraging institutional
and corporate property owners to
sell assets to REITs by granting a
50% exemption on capital-gains tax
owed on such transactions.

The changes are part of draft
agreements in coalition talks that
followed elections Sept. 27 and
aren’t binding until passed into law.

“We’ve agreed to take a new look
at the REIT law and to eliminate bu-
reaucratic hurdles and that includes
allowing REITs to own residential
property and extending the exit-tax
exemption,” said Leo Dautzenberg,
an official with the Christian Demo-
crats on the financial-policy negoti-
ating team.

Until now, Germany’s REIT indus-
try appeared to be dead in the water.
The law took effect in 2007 just as
European property markets were
about to tank and included hurdles
that made it unattractive for many
firms.

Only two German REITs exist, Al-
stria Office Reit AG and Fair Value
Reit AG, with a combined market
capitalization of Œ481 million ($711
million) and combined property as-
sets of Œ2 billion.

“The financial crisis is the reason
why we don’t have more REITs to-
day,” said Frank Schaich, chief execu-
tive officer of Fair Value Reit, which
focuses on office, logistics and retail
property.

A revision of the REIT law to in-
clude residential REITs could open
the door for offerings by a number
of big property companies such as
Gagfah SA, Deutsche Wohnen AG
and Colonia Real Estate AG.

The German property market ap-
pears to be improving, an encourag-
ing sign for REIT listings. Invest-
ment in German commercial prop-

erty is rising and prices have stead-
ied.

REIT candidates also are under
pressure to convert soon. There are
10 listed pre-REITs, or companies in
the process of becoming a REIT. Un-
der German rules they must convert
to a REIT and list within three years.
For most, the time to decide runs
out next year.

Some already are convinced.
Hamborner AG, a listed property
company with a Œ251 million portfo-
lio of office and retail properties, is
moving ahead with its REIT plans.

“We’ve fulfilled all the condi-
tions to convert to a REIT and are
planning to do so in 2010,” said Hans-
Richard Schmitz, co-head of the
company.

Companies hit by the financial
crisis may not fulfill the criteria to
convert to a REIT. In Germany, a
REIT must maintain a 55% equity
share and distribute 90% of its prof-
its to shareholders. With the col-
lapse of property values, few compa-
nies still have that much equity on
their books.

All eyes are on potential REIT list-
ings of residential-property compa-
nies. The existing law excludes RE-
ITs from owning residential prop-
erty in Germany built before 2007.
REITs could own new housing or
any housing abroad, but the law
locked them out of the privatization
of municipal housing companies,
which sold blocks of public housing
to private-equity investors.

The restriction was the political
price that Ms. Merkel’s previous
partners, the left-leaning Social
Democrats, demanded in exchange
for passing any REIT bill. The Social
Democrats thought it could stop pri-
vate-equity firms, who it dubbed “lo-
custs,” from taking control of public
housing and raising the rent on poor
and working-class tenants.

“In Germany, the problem is that
housing is considered a social com-
modity and not an economic com-
modity,” said Stephan Rind, CEO of
Colonia Real Estate, Germany’s
third-largest publicly traded resi-
dential property group and asset
manager, with Œ2.1 billion in assets
under management, behind No. 1
Gagfah and Deutsche Wohnen.

In a joint venture with private-eq-
uity group Oaktree Capital Manage-
ment LP, Colonia had been consider-
ing bundling residential housing
into a REIT that was expected to
have more than Œ1 billion in prop-
erty assets.

“As long as residential property
is not allowed this is not possible,”
Mr. Rind said. Colonia has no REIT
plans, but Mr. Rind doesn’t rule it
out.

Luxembourg-listed Gagfah, with
a Œ9.5 billion property portfolio,
could convert to a REIT if the rules
are changed to include housing.

“We would consider it,” said a
Gagfah spokeswoman.

Private-equity firm Fortress In-

vestment Group LLC owns 60% of
Gagfah. Fortress wasn’t available
for comment.

Deutsche Wohnen is unlikely to
convert to a REIT anytime soon.
Deutsche Wohnen already benefits
from a huge loss carried forward
from a balance sheet technicality re-
lated to the acquisition of public
housing in the 1980s. The upshot is
that the company has a greatly re-
duced tax bill.

“This situation will continue for
a number of years, so I don’t really
see the benefit of REIT status for
us,” said Helmut Ullrich, the compa-
ny’s chief financial officer.

Deutsche Wohnen’s largest inves-
tor is Oaktree Capital Management,
which holds about 27% of the com-
pany. Oaktree declined to comment.

By Maura Webber Sadovi

In late 2004, when Tishman
Speyer Properties became one of
the first U.S. real-estate companies
to launch a publicly listed fund on
the Australian Stock Exchange, the
future looked bright.

Tishman Speyer Office Fund
gave Tishman a fresh source of capi-
tal, while offering Australian inves-
tors a chanceto profit from therising
tide in U.S. office values with the se-
curity of knowing one of New York’s
most prominent property owners
and developers was at their side.

Five years later, the outlook is
much grimmer for the fund that is
managed by an affiliate of the Tish-
man empire that also owns New
York’s Rockefeller Center and the
Chrysler Building. The stock price,
which touched highs near A$3 in
early 2007, are off the lows in the sin-
gle penny range this year but are
still trading in the 35-cent range.
And in the latest sign of its troubles,
the fund is scrambling to raise cash
and reduce its debt load by selling
two California office buildings at
substantial losses.

For fiscal year ending June 2009
the Tishman fund had an accounting

loss after-tax of A$628.6 million
($568.2 million) compared with an
after-tax loss of A$112 million in the
year earlier. The 2009 loss was
largely due to the decline in the value
of its portfolio. As of June 30, the
value of the fund’s share of the port-
folio was down about 34% to US$1.5
billion from a year earlier, the com-
pany reported. A spokesman for the
fund and Tishman Speyer Properties
declined to comment.

The Tishman fund has amassed a
portfolio of 18 prime office build-
ings with tony addresses in such lo-
cations as Manhattan and Chicago.

In a sign that Tishman may have
paid too dearly for some of those
prime properties, the fund is now
taking losses as it sells the proper-
ties into the downturn. “Investors
are selling some of their healthiest
assets in order to take care of other
distressed issues,” says Dan Fasulo,
a managing director at Real Capital
Analytics, a New York real estate re-
search firm.

The sales are a necessary pain
that the fund has undertaken to dig
itself out from a US$164 million loan
due to mature in December. Deut-
sche Bank AG is the lead lender of a
group of banks providing this loan.

Listed REITs

Source: the companies, WSJ reporting

REIT revival?
German property firms in the starting blocks

n Alstria Office Reit AG
n Fair Value Reit AG

Listed Pre-Reits
n CR Capital Real Estate AG
n Hamborner AG

REIT Candidates
n German Acorn Real Estate GmbH
n German One GmbH & Co Property  
 Holding KG
n Polis Immobilien

Firms Registered as Pre-REITs
n Boetzelen Real Estate
n DR Commercial 1
n GIG Grundbesitz Immobilien
n IVG Immobilien-Management   
 Holding
n Prime Office
n TAG Gewerbeimmobilien
n Vivico Real Estate
n ZIAG Immobilien

Tishman’s Australia fund
runs headlong into slump

Gagfah apartments in Wiesbaden, Germany. Under a proposal, German REITs would be allowed to own residential property.
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M. Ehrich/Archiv Gagfah
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Senior Housing
Project Available

800 +/- units
Northern California

Dick Lippert
FAX (916) 361-1563

10,000 Sustainable
Acres Available

Incl. 3150 ac deeded for crop & wind energy
production near Columbia River in Oregon.
Ready to develop for fruit, vegetable or
forage production on 80” silt loam soil,
organic or conventional, has a contract for
53-3mgwindmachines, a 900gpm Dairy
permit on 250 ac, water permits for

15,721gpmwith the first well drilled testing
over 4000gpm. Exceptional Property and

Great Opportunity for
environmentally friendly development.

$17,250,000
Office - 509-766-1542
Ken - 509-431-2695
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CORPORATE NEWS

U.K. weakens airport proposals
Britain’s new terms scuttle plan that would have raised cost of financing projects

LONDON—The British govern-
ment Tuesday diluted proposals to
force major U.K. airport operators
to shore up their balance sheets, re-
moving one of the obstacles for BAA
Ltd.’s plans to move forward with
developing London’s Heathrow Air-
port.

The U.K. Department for Trans-
port unexpectedly disclosed a slate
of new initiatives to safeguard air-
port operations against disruption if
operators suffer financial woes.

The initiatives scuttle a plan that
would have raised the cost of fi-
nancing airport development proj-
ects, such as the refurbishment of
terminals and the possible construc-
tion of a third runway at Heathrow,
the world’s busiest international air-
port.

The financial elements of the re-
view were brought forward because
of the challenging environment the
aviation industry is facing as de-
mand for travel wanes. The new
rules relate to the operation of top
tier U.K. airports, namely London’s
Heathrow, Gatwick and Stansted air-
ports, all of which are owned by
BAA, a unit of Spain’s Grupo Fer-
rovial SA.

Initial proposals for a special ad-
ministration regime, which would
ensure airports continue to operate
should their owners collapse, have
been dropped.

“The government has concluded
that the implementation costs of in-
troducing special administration
would outweigh the benefits, and
could significantly restrict airport
operators’ ability to commit to on-
going investment in the airport in-
frastructure, adversely affecting
passengers,” the Department for
Transport said.

BAA welcomed the move and
said it “removes key uncertainties
for BAA and its creditors and under-
lines the need for the regulator to
ensure airport operators have the
necessary resources to operate and
invest in their airports.”

It now will be easier for BAA to
tap markets for further funds, which
it intends to do over the next couple
of months.

“If the U.K. were to introduce
legislation that made special admin-
istration possible in the airports
sector, [it] would have to take secu-
rity away from BAA Funding’s bond-
holders and bank lenders, creating
the risk of a technical default,” said

James Sparrow, a credit strategist
at Royal Bank of Scotland Group
PLC. “The Department of Trans-
port’s proposals look like a sensible
solution and this is a positive result
for BAA and for its lenders.”

BAA Funding Ltd. is a vehicle
whose bonds are backed by BAA’s
regulated assets.

The special administration re-
gime “works for U.K. water and
power utilities because they are es-
sential services that have to be de-
livered to the public, and giving
creditors’ security over utility assets
could potentially compromise that,”
Mr. Sparrow said. “The argument
does not really apply to airports.”

The transport department added
it was giving additional duties to
the industry regulator, the Civil Avi-
ation Authority, which will be
tasked with ensuring that airports
can finance their licensed activities.

To meet the conditions of their
licenses, operators now will have to
ring fence parts of their funding to
make sure they can continue to op-
erate in times of financial stress and
have to maintain an unspecified
level of minimum credit-worthiness.

The so-called financial ring fence
prevents an airport owner from us-
ing funds to leverage alternative op-
erations. BAA’s financial structure
means that it isn’t currently af-

fected by those ring-fencing rules.
The transport department said it

may introduce further measures still
under consideration that include the
prospect of requiring airport opera-
tors to create “continuity of service”
plans that set how they would serve
passengers in case of insolvency.

The government said it may also
grant power to the Civil Aviation
Authority to switch on or off opera-
tors’ ring-fencing provisions should
circumstances change.

Operators, however, retain some
flexibility in their finances as ring

fences might be worked around ex-
isting financing agreements where
necessary.

The aviation authority said it
will be responsible for encouraging
efficient and economic investment
by allowing reasonable returns over
time.

It won’t be required to adjust
airport charges, service standards
and investment levels as a result of
an airport operator’s particular fi-
nancial arrangements.

--Mark Brown
contributed to this article.

BY KAVERI NITHTHYANANTHAN
AND MARGOT PATRICK

British Airways cabin crew walk through Terminal 5 in July at London’s Heathrow Airport.
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Big player
Number of passengers using BAA's U.K. airports in the year ended Sept. 30

65.7

32.2

20.2

7.4

9

3.1

1.8

-2.6%

-8.4

-11.6

-12.1

-0.6

-9.2

-8.7

-6

Airport Passengers , inmillions
Percentagechange
fromyearearlier

Heathrow

Gatwick

Stansted

Glasgow

Edinburgh

Aberdeen

Southampton

Total 139.4

Note: U.K. regulators have ruled that BAA must sell Gatwick, Stansted and either Edinburgh or Glasgow.
Sources: the company

Bombardier must step up anti-ice systems for jets
LOS ANGELES—European air-

safety regulators Monday mandated
enhanced inspections and installa-
tion of new onboard warning de-
vices to protect against dangerous
ice buildup on the wings of hun-
dreds of popular Bombardier com-
muter jets.

Adopting a mandatory safety di-
rective issued previously by Cana-
dian safety regulators, the European
Aviation Safety Agency agreed that
within the next month, airlines op-
erating certain Bombardier CL-600
models must step up maintenance of
anti-icing systems that use hot air

to keep ice from accumulating on
the front edges of the wings. Such
buildup, if it is severe enough or un-
duly affects wings on one side of the
plane, can substantially reduce aero-
dynamic lift.

“In combination with maneuvers
close to” stalling speed, according
to the Canadian safety directive, ice
accumulation “could possibly result
in reduced controllability of the air-
craft,”

Both European and Canadian
government officials also have or-
dered that within the next 13
months, airlines must install up-
graded devices on the affected jet-
liners, including sensors on the for-

ward edges of the wings, designed
to more reliably warn pilots if their
anti-ice heating systems aren’t
working properly.

According to the Canadian direc-
tive, slated to become effective at
the end of this week, several in-ser-
vice incidents have “highlighted the
inability of the existing system” to
adequately detect potentially dan-
gerous conditions.

The relatively short enforcement
timetable for some of the safety en-
hancements indicates that Trans-
port Canada, which regulates air
safety in that country, considers the
risk significant. Bombardier Inc.’s
aerospace unit, which built the air-

craft, issued similar but nonbinding
safety bulletins earlier this year.

According to the company’s Web
site, it has delivered more than 700
of the regional jet models. The
planes are used widely around the
world, including fleets that fly com-
muter routes for Delta Air Lines
Inc. and AMR Corp.’s American Air-
lines.

It is common for regulators to
accept and enforce safety directives
approved by their counterparts in
other countries.

So far, the U.S. Federal Aviation
Administration hasn’t announced
plans to follow the lead of European
regulators on this issue.

BY ANDY PASZTOR

Qatar Airways
flies plane
with a new fuel

DUBAI—Qatar Airways said it
completed the world’s first commer-
cial passenger flight powered by
kerosene made from natural gas,
highlighting the aviation industry’s
efforts to cut its dependence on oil-
based fuel.

Industry analysts, however,
called into question the fuel’s rele-
vance in light of its expensive and
high-energy production process.

The flight from London’s Gatwick
airport to Doha, Qatar, Monday used
an Airbus A340-600 aircraft pow-
ered by engines made by Rolls-
Royce Group PLC that operated on a
mixture of synthetic gas-to-liquids,
or GTL, kerosene and conventional
oil-based kerosene fuel developed
by Royal Dutch Shell PLC, the airline
said in an emailed statement.

“This milestone flight is the first
step in making this alternative fuel
available to airlines,” Qatar Airways’
Chief Executive Akbar Al Baker said
in the statement.

The aviation industry has been
looking for alternative-fuel sources
that would make carriers less vul-
nerable to fluctuating oil prices.

A number of airlines, including
Virgin Atlantic Airways Ltd., Conti-
nental Airlines Inc. and Air New
Zealand Ltd. have been testing bio-
fuels on commercial flights.

“From a quantitative point of
view GTL kerosene will remain a
marginal feature in the global mar-
ket,” said David Wech, head of re-
search at consulting firm JBC En-
ergy in Vienna.

“Due to the high costs involved
based on the energy-intense produc-
tion process,...we are very skeptical
on further GTL expansion projects.”

According to JBC estimates, the
GTL kerosene potential by 2015 is
about 40,000 barrels a day, or about
0.8% of global jet-fuel demand.

Others, meanwhile, said that, de-
spite its shortcomings, the develop-
ment of GTL kerosene was a step in
the right direction.

“The industry definitely needs a
less-expensive fuel solution,” said
Bill McKnight, aviation analyst at
management consultancy firm A.T.
Kearney.

“Experiments such as this are
worthwhile because they continue
pushing the thinking that, hopefully,
will produce a viable alternative in
the long-term,” Mr. McKnight said.

The Persian Gulf state of Qatar,
holder of the world’s third-largest
gas reserves after Russia and Iran,
aims to become the world’s leading
producer of GTL kerosene when it is
put into commercial production
from 2012. I

Qatar is already the world’s top
exporter of liquefied natural gas, or
LNG. By the end of the decade, Qa-
tar estimates, it will have a total ca-
pacity of more than 77 million tons
of GLT kerosene a year.

Shell and Qatar Petroleum are
building the world’s largest GTL
plant in the Gulf state. The first
phase of the Pearl GTL facility being
built at Ras Laffan Industrial City is
scheduled for completion by the end
of next year.

The plant will produce around
one million tons of GTL kerosene
per year from 2012, enough to fuel
a commercial aircraft for 500 mil-
lion kilometers, the Qatar Airways’
statement said.

BY STEFANIA BIANCHI
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Hawaii’s hotel industry faces fewer visitors, more debt

Laplink Software’s PCmover
Windows 7 Upgrade Assistant.

By Kris Hudson

For the hotel industry in the con-
tinental U.S., this downturn is the
worst since the Great Depression.
But the Hawaiian resort industry is
taking a beating that’s even more se-
vere.

Hotel-room demand in the state
has declined sharply at a time when
the number of expensively reno-
vated rooms is rising. Thus, occu-
pancy at Hawaii’s resorts dropped
to 66.9% in the first eight months of
this year, the lowest level since the
same period in 1993 and down from
this decade’s high of 80.7% in 2005,
according to Smith Travel Research.
Meanwhile, revenue per available
room has fallen nearly 25% in the
past two years and now averages
$150.75.

That combination means a num-
ber of Hawaii’s resorts no longer gen-
erate enough revenue to pay the
mortgages on their properties. Dis-
tressed debt tied to hotels is rising
across the nation, but Hawaii has
more troubled hotel debt per room
than any other state, about $23,256
compared with $5,083 in California
and $5,345 in Florida, according to
statistics based on data from Real
Capital Analytics. Overall, Hawaii’s
distressed debt tied to hotels totals
nearly $1.6 billion.

Real Capital classifies as dis-
tressed any loan that’s in foreclo-
sure, receivership or bankruptcy or

has been revised by the lender to
help the borrower.

This isn’t the situation investors
anticipated when they began buying
up Hawaiian resorts during the real-
estate boom. Between 2004 and
2008, dozens of resorts traded
hands at prices that ran as high as
$800,000 a room, according to Hos-
pitality Advisors LLC, a Honolulu-
based hotel-consulting and manage-

ment company. In many cases, the
new owners planned costly expan-
sions and renovations designed to
upgrade the aging resorts and offer
a higher level of service, and then
brought in managers with presti-
gious brand names to operate the ho-
tels.

Major renovations of existing ho-
tels are common in Hawaii because
construction of new resorts has

been limited since the 1980s be-
cause of steep land prices and local
governments’ opposition to expan-
sion. “So the name of the game is to
buy, renovate and reposition,” says
Joseph Toy, president and CEO of
the hotel-consulting company Hos-
pitality Advisors, based in Hono-
lulu. Many of the resorts that
changed hands in recent years were
built by Japanese owners in the

1980s.
But practitioners of that pricey

repositioning strategy now find
themselves in a bind due to the reces-
sion, the capital crisis and Hawaii’s
tourism downturn.

“The operating numbers have
cratered, the underlying fundamen-
tals aren’t very good, and you have a
whole bunch of problem loans,” says
David Carey, president and chief ex-
ecutive of Outrigger Enterprises
Group, which owns 30 Hawaiian ho-
tels, none in foreclosure.

Morgan Stanley, for example,
teamed up with a local developer in
2007 to buy the 310-room Maui
Prince Resort and 1,300 adjacent
acres for $575 million. By this year,
the resort’s annual revenue had
fallen 50% from 2007 levels, its
monthly operating losses were
nearly $1 million and plans to build
luxury communities on the 526 hect-
ares had fizzled, according to a law-
yer representing Wells Fargo & Co.,
the trustee of the resort’s $192.5 mil-
lion mortgage. Wells Fargo put the
resort in receivership last month. A
Morgan Stanley representative de-
clined to comment.

On Hawaii’s big island, West-
brook Partners LLC, Farallon Capi-
tal Management LLC and Lodging
Capital Partners LLC bought the
540-room Fairmont Orchid Hawaii
in 2005 for $250 million. They spent
$20 million to renovate the resort,

Please turn to page 29

Safeguard a PC’s content in an upgrade
Laplink’s program tries to make the move to Windows 7 just as easy for XP users as it is for some Vista users
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The Maui Prince Resort in Makena, Maui, went into receivership last month after its losses mounted.

By Katherine Boehret

Windows 7, Microsoft Corp.’s
new operating system due out next
week, is giving the company a lot to
be happy about. By early reports, it’s
fast, easy on the eyes and it fixes
most of the problems that plagued
its predecessor, Vista. But while Mi-
crosoft employees are doing the
dance of joy, some consumers are
confused and scared about the pros-
pect of upgrading their computers
to Windows 7.

The upgrade from Windows XP to
Windows 7 is particularly daunting

because it requires
first wiping the
computer’s hard
disk to perform
what’s called a “cus-

tom” or “clean” install. This clears
out the old operating system—as
well as all of your programs, files and
settings. To save personal files, XP
users must back them up first, typi-
cally on an external hard disk, then
transfer them back. Programs, how-
ever, will be lost altogether, so users
must re-install these using their orig-
inal CDs or installation files, and
then also re-install all the program
updates they’ve accumulated over
the years.

People who are upgrading to Win-
dows 7 from Vista may have it easier.
In some common cases, they can up-
grade to Windows 7 “in place,”
which means they can save their pro-
grams, files and settings right where
they were. But since Vista was such a
dud, many Windows users still use
XP.

This week, I tested a program
that tries to make the upgrade to

Windows 7 just as easy for XP users
as it is for some Vista users. I tested
Laplink Software Inc.’s PCmover
Windows 7 Upgrade Assistant
(http://bit.ly/JeafI), a $15 program
that saves programs, files and set-
tings in place on the computer in a
place that won’t be affected by the in-
stallation of Windows. This elimi-
nates the hassle of using an external
hard disk or re-installing programs.
And the company uses the analogy of
a moving van to load up your comput-
er’s information, storing it locally un-
til it can be unloaded again on the
same PC with a new operating sys-
tem.

I tested this program using an
Acer Aspire One netbook running
Windows XP. It took me two hours
from start to finish, a three-part pro-
cess of installing the PCmover Win-
dows 7 Upgrade Assistant, installing
Windows 7, and then re-installing
the PCmover program. I followed in-
structions and the process of upgrad-
ing was really quite easy, showing
me the programs and files (photos,
videos and documents) I had on my
old operating system.

Afterward, I did have to dig
around on my computer a little bit to
make some adjustments, like fixing
Apple’s iTunes music program so it
opened in Windows 7. And I found it a
little annoying that, throughout the
process, the Upgrade Assistant tried
to get me to buy more software pro-
grams, like RegistryBooster and Dis-
kImage, by saying the programs
would better prepare my old PC for
the switch.

The Upgrade Assistant also
works with PCs running Vista. Mi-
crosoft offers an in-place upgrade op-
tion from Vista to 7, but this mainly

works for people transferring from
an identical version of Vista to an
identical version of 7, like Windows
Vista 32-bit Home Premium to Win-
dows 7 32-bit Home Premium.

This program won’t magically fix
every upgrade issue you face. If you
bought your com-
puter many years
ago, it may not be
able to run Windows
7 at all, because the
hardware may be in-
sufficient. Another
problem is that most
netbooks and some
laptops don’t come
with built-in disk
drives, making it a
challenge to install
Windows 7, since it
comes on a DVD. I had
to call around town to
find a Radio Shack
selling an external
DVD disk drive that
plugged into my Acer
netbook via USB
cord.

Some security
software programs
like that from McAfee Inc. and Sy-
mantec Corp.’s Norton Antivirus
may not transfer over to Windows 7,
though you should be able to manu-
ally install these programs after the
migration.

If you’re upgrading from Win-
dows XP and you really care about
getting the full Windows 7 experi-
ence, your PC may not completely de-
liver. I ran the Windows 7 Upgrade
Advisor Beta, Microsoft’s own tool
that analyzes what will and won’t
work properly when the newest ver-
sion of Windows installed. It warned

me that Windows Aero, the name
used for some of the gorgeous visu-
als in Windows 7, wasn’t capable of
working with my netbook’s graphics
adapter. Sure enough, Aero’s ability
to show tiny, pop-up previews of pro-
grams that are running in your task-

bar as you hover
over them didn’t
work. Instead, the
names of the files
and programs ap-
peared in text-
only preview
panes.

When first in-
stalling the Up-
grade Assistant,
you can choose to
do a full migra-
tion (files, set-
tings and pro-
grams); just move
files and settings;
move files only;
or perform a cus-
tom migration.
You also can spec-
ify which user ac-
counts to include
or exclude and

you can opt to exclude certain types
of files, like temporary files.

After the PCmover program as-
sessed the contents of my PC, it ex-
plained that it was packing my con-
tent into a “moving van”—a file for
holding the content—and offered to
break the moving van’s content into
smaller parts for people who have
storage limitations while transfer-
ring.

It’s a little nerve-wracking to
think about transferring your com-
puter’s entire contents over without
being able to see where the files are

going. At least on an external hard
disk, you feel like the files are stored
on something tangible and accessi-
ble—even if some step in the migra-
tion goes terribly wrong and the lap-
top never starts again, however un-
likely.

After installing Windows 7 and
then re-installing the PCmover pro-
gram, I was finished. The next time I
turned on the PC, a program called
StartUp immediately started to run.
This appeared to show me a list of
programs that automatically ran on
my old operating system but which
PCmover disabled from running au-
tomatically on Windows 7. A quick
step allowed programs that I se-
lected to automatically run again.

The downloadable version of the
Upgrade Assistant is now $15 for one
license to use on one PC—a special
pre-release price before Windows 7
is available Oct. 22. After that, the
downloadable version will cost $20
from Laplink.com for one license to
use on one PC. If you would rather
not download this program, it also
will be available for purchase in re-
tail stores by the end of Oct. Of
course, you also will have to buy a
copy of Windows 7; the version most
consumers will want is called Home
Premium and it costs $120 as an up-
grade.

If you are considering Windows 7
and you are currently using Win-
dows XP on a relatively new PC, a sim-
pler and better-organized migration
process is worth the nominal price of
Laplink’s PCmover Windows 7 Up-
grade Assistant.

Edited by Walter S. Mossberg.
Email mossbergsolution@wsj.com
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CORPORATE NEWS

Kindle faces challenges in Europe
Amazon’s e-reader
boosts awareness
but rivals flood in

European publishers gathering in
Frankfurt Wednesday for their big-
gest conference of the year are hop-
ing some of the buzz around elec-
tronic books in the U.S. will rub off
on them now that the international
version of Amazon.com Inc.’s Kindle
is on its way.

The reality, however, is that lan-
guage issues and a divided wireless
market mean the Kindle’s arrival in
Europe is likely to be slightly differ-
ent than in the U.S.

U.S. sales of e-readers are grow-
ing. In a recent report, Forrester Re-
search Inc. estimated that three mil-
lion e-readers would be sold in the
nation this year, and six million next
year.

In Europe, the main e-book de-
vices on offer, such as Sony Corp.’s
Reader and the Cool-ER from
U.K.-based Interead, can only re-
trieve books through a computer
connection, rather than wirelessly,
and sales of e-books have been slow.
Sales for print books in Europe’s
major markets of France, Germany
and the U.K. held flat from last year.

Research company GfK estimates
that e-book sales in Germany to-
taled only €667,000 ($986,000) in
the first half of this year.

Europe’s e-readers also have less
memory than the Kindle. Sony’s
Reader can hold 350 books, but the
Kindle can hold about 1,500 for a
similar price.

The U.S. market is scheduled to
get a wireless version of Sony’s e-
reader before Christmas and one
from Interead early next year, but
both companies plan to make their
wireless e-readers available for Eu-
rope later.

“Amazon’s move to make the
Kindle available outside the U.S. will
boost visibility of e-readers in Eu-
rope and other countries,” said For-

rester Research analyst Sarah Rot-
man Epps. In Germany alone, the
e-book, paper and magazine seg-
ment could be valued at more than
€1 billion by 2014, said Mark Ritz-
mann, head of new-business devel-
opment and innovation at Vodafone
Group PLC’s German unit.

The figure is based on a sales
forecast by PricewaterhouseCoopers
of six million e-readers in the next
five years. Germans spend €24 bil-
lion a year on books, magazines and
newspapers.

But in Europe, the Kindle also
faces competition from wireless op-
erators looking to sell books and
other media through online plat-
forms or with devices similar to the
Kindle or through netbooks, which
are smaller, lighter and more porta-
ble versions of laptop computers.

U.K.-based wireless operator
Vodafone in Germany is in talks
with major publishers and device
manufacturers, among them South
Korea’s Samsung Electronics Co.
Kai Lenk, a product manager for
Samsung Electronics in Germany,
confirmed the talks, but declined to
provide further details. France Té-
lécom SA’s Orange plans to launch
an online platform sometime next
year that will be accessible to sev-
eral different kinds of devices, the

company said. It has been evaluat-
ing e-reader opportunities for more
than a year under the project name
“read and go,” and wants to make
content available on multiple de-
vices including smart phones and
netbooks.

Book publisher Random House
Inc.’s German unit is in talks with
industry partners about e-readers
and sees the potential for those
with wireless capability to provide a
new source of revenue, said Chief
Operating Officer Frank Sambeth.

He declined to provide further
details of the talks but said wireless
electronic books will make it easier
for people to buy books spontane-
ously, while older customers with-
out a computer may find these sim-
pler devices more appealing.

“The more platforms that exist
the better,” Mr. Sambeth said, but
he added that it is still to too early
to say how revenue will be shared
between publishers, network provid-
ers and device manufacturers.

Deutsche Telekom AG has no
concrete plans for an e-reader plat-
form, according to a T-Mobile
spokesman, but he said the com-
pany is watching the area closely.

Outside of the U.S., AT&T Inc.
will provide network access for Kin-
dle based on its roaming agree-

ments with international carriers.
The device will cost $279, plus ship-
ping charges from the U.S.

The Kindle will also have sparse
offerings for those who don’t speak
English. Starting Oct. 19, it will be
available in more than 100 countries
and territories, but provides books
only in English, though some news-
papers and magazines are available
in German, Italian, Spanish and
French.

Expanding the book library to
German titles is planned, an Ama-
zon spokeswoman said, but she
couldn’t say when.

The Kindle works with an e-ink
display that Amazon says reduces
eye strain, even in sunlight, com-
pared with other portable devices.
Amazon offers all kinds of print
products on the Kindle, ranging
from blogs to newspapers. However,
the newspapers and magazines
available on Kindle outside the U.S.
won’t include photographs or other
images, limiting the scope for ad-
vertisers.

Ulrich Schmitz, an executive at
Germany media company Axel
Springer AG, said e-readers are a
new and interesting distribution
channel though devices currently
available are more suitable for
books than newspapers.

BY ARCHIBALD PREUSCHAT

Sources: The Publishers Association; Spanish Federation
of Publishers Trade Associations; France Publishers Union

Off the shelf
Book sales in Europe’s biggest economies
have changed little in 2008. Publishers
hope e-books will give them a boost.
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Amazon.com founder and chief executive officer Jeff Bezos holds the new Kindle DX electronic reader.

ITV says ad slump is beginning to ease
LONDON -- U.K. commercial

broadcaster ITV PLC on Tuesday
said the television advertising
slump was beginning to ease and it
expected just a 3% decline in ad
revenue in October and November
from a year earlier, the smallest fall
since the start of the recession.

The company, whose profits
slumped amid the downturn in ad-
vertising, said that it would bolster
its coffers with a convertible-bond
issue, and that it had called a halt to
the sale of its digital-multiplex busi-
ness, SDN, which would have helped
to pay down some of its debt. It
again ruled out a share-rights issue
for the moment.

ITV, the U.K.’s largest terrestrial
commercial broadcaster by sales, is-
sued £135 million ($190 million) of
convertible bonds, which will come
due in 2016. They are convertible at
a premium of 40% of the average
ITV share price between the launch
of the bond and its issue. The move
will help to extend the maturity of
the company’s debt.

ITV had net debt of £728 million
as of June 30, a hefty load for a

company whose revenue has
dropped substantially. Still, the
broadcaster has repeatedly said it
has no current plans for a rights is-
sue, instead raising £225 million in
new borrowing this year to prop up
its balance sheet.

ITV has faced structural changes
within the industry as advertisers
migrate online or to the growing
number of digital channels on offer.
That has been compounded by the
recession, which squeezed advertis-
ers’ budgets.

The company is also struggling
to hire a new chairman and a new
chief executive. Executive Chairman
Michael Grade has said he intended
to leave as soon as a new chairman
was found, although ITV said on
Monday that two leading candidates
for the post had dropped out of the
race.

Still, the advertising freeze
seems to be thawing. ITV said Tues-
day that the rate of decline in TV ad
revenue continued to ease through
the second half, although Chief Op-
erating Officer John Cresswell said
this doesn’t amount to a recovery
yet.

ITV’s stable of terrestrial and

digital channels is expected to see
ad revenue down just 3% in October
from a year earlier, the smallest fall
since mid-2008.

Current forecasts for November
suggest a similar level of decline
and the company is on track to out-
perform the broader TV advertising

market in the second half and full
year.

RBS analyst Paul Gooden had
forecast that fourth-quarter ad reve-
nue would be down 8%, so “things
are looking better, faster,” he said.

Mr. Gooden said he believed the
bond issue could go down well. The
news on SDN was also a small posi-
tive, he said, because a sale would
have diluted earnings.

The SDN digital-multiplex assets,
which analysts had valued at about
£200 million, will now be used to

back ITV’s pension plan and reduce
the pension plan’s deficit. That
would mean the assets remain con-
solidated in ITV’s revenue and cash
flow.

The company is in discussions
with pension-fund trustees about
the proposal, under which ITV
would promise a future payment
into the fund in eight to 15 years,
according to an ITV spokeswoman.
If the payment wasn’t forthcoming
for any reason, the pension plan
would likely take control of SDN
outright.

Such deals are an increasingly
popular option for U.K. companies,
as they struggle to afford cash bail-
outs for their pension plans in the
depths of a recession. The most
high-profile example was unwound
recently at British Airways, which
for a period gave its pension trust-
ees an option over some of its older
aircraft.

ITV said SDN is performing in
line with expectations, with full-year
revenue forecast at £40 million.

Shares of ITV rose 6.8% Tuesday,
closing at 50.55 pence, up 3.2 pence.

—Mark Cobley contributed
to this article.

BY KATHY SANDLER

ITV sees ads down
just 3% in October,
the smallest fall
since mid-2008.

J&J profit rises
despite decline
in sales of drugs

Johnson & Johnson eked out a
1.1% increase in third-quarter profit
as cost cuts and lighter currency
headwinds helped offset generic
competition for big-selling drugs.

A drop in pharmaceutical sales
was partially offset by the com-
pany’s medical-device unit. For the
second quarter in a row, device
sales were higher than pharmaceuti-
cal sales. J&J said, however, that it
had delayed regulatory filings for a
key drug-releasing heart stent.

“This year continues to present
challenges to certain parts of our
business due to the ongoing impact
of the economy” and competition
from generic drugs, Chief Financial
Officer Dominic Caruso said on a
conference call.

J&J, whose products include
Band-Aids and the Procrit anemia
drug, said profit rose to $3.35 bil-
lion, or $1.20 a share, from $3.31
billion, or $1.17 a share, a year ear-
lier. The New Brunswick, N.J., com-
pany raised its forecast for annual
earnings to between $4.54 and
$4.59 a share from $4.45 to $4.55.

J&J this year has cut about 900
jobs from its U.S. pharmaceuticals
unit, and in August the company
consolidated its management struc-
ture. Mr. Caruso left open the possi-
bility of further cost cutting, saying
the company was evaluating its
plans for next year.

Revenue fell 5.3% to $15.08 bil-
lion, with 2.5 percentage points of
the decline coming from currency
effects. U.S. sales fell 8.1%. Interna-
tional sales dropped 2.5% but rose
2.4% on a constant-currency basis.

Drug sales declined 14% to $5.3
billion, largely because of competi-
tion from generic drugs.

The formerly fast-growing con-
sumer-health-care unit posted a
2.7% sales drop to $4 billion. Ex-
cluding currency effects, sales
would have increased 1.1%.

But sales of drug-coated stents
remained weak, falling 27%, amid
increased competition in the U.S.,
where stent revenue slumped 10%.
Stents are tiny scaffolds that prop
open heart arteries. Medicated
stents use drugs to fight scar tissue
that can lead to clogged arteries and
repeat procedures.

J&J on Tuesday said it now
plans to file for European approval
for its drug-releasing Nevo stent in
the first quarter. The company had
been aiming to file this year. Ap-
proval in Europe typically opens
doors to other international markets
that follow European Union rules.
An application for U.S. approval was
delayed until 2012 from a previous
target of late 2011.

BY PETER LOFTUS AND JON KAMP
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 29.30 $25.90 0.30 1.17%
Alcoa AA 30.30 14.11 –0.14 –0.98%
AmExpress AXP 9.30 34.84 –0.24 –0.68%
BankAm BAC 136.80 17.81 –0.22 –1.22%
Boeing BA 2.60 51.90 0.24 0.46%
Caterpillar CAT 6.20 52.74 –0.31 –0.58%
Chevron CVX 7.10 74.07 0.40 0.54%
CiscoSys CSCO 40.80 23.89 0.11 0.45%
CocaCola KO 4.90 54.80 0.01 0.02%
Disney DIS 8.50 28.41 –0.23 –0.80%
DuPont DD 4.00 33.34 0.28 0.85%
ExxonMobil XOM 17.40 70.26 0.13 0.19%
GenElec GE 63.80 16.39 0.06 0.37%
HewlettPk HPQ 10.70 46.69 –0.35 –0.74%
HomeDpt HD 12.10 27.53 0.49 1.81%
Intel INTC 92.40 20.49 0.09 0.44%
IBM IBM 6.90 127.02 –0.02 –0.02%
JPMorgChas JPM 40.90 45.66 –0.42 –0.91%
JohnsJohns JNJ 21.00 61.01 –1.52 –2.43%
KftFoods KFT 7.50 25.99 –0.20 –0.76%
McDonalds MCD 5.60 57.05 0.37 0.65%
Merck MRK 16.80 32.42 –0.44 –1.34%
Microsoft MSFT 29.90 25.81 0.09 0.35%
Pfizer PFE 53.70 16.78 –0.32 –1.87%
ProctGamb PG 8.40 57.26 –0.24 –0.42%
3M MMM 2.00 74.65 –0.23 –0.31%
TravelersCos TRV 4.10 48.02 –0.81 –1.66%
UnitedTech UTX 3.10 61.97 0.50 0.81%
Verizon VZ 18.10 29.02 0.02 0.07%
WalMart WMT 19.50 50.34 0.73 1.47%

Dow Jones Industrial Average P/E: 16
LAST: 9871.06 t 14.74, or 0.15%

YEAR TO DATE: s 1,094.67, or 12.5%

OVER 52 WEEKS s 560.07, or 6.0%

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

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

UBS $184 5.3% 68% 15% 18% …%

JPMorgan 183 5.3% 82% 10% 7% …%

Morgan Stanley 174 5.0% 76% 9% 14% …%

Credit Suisse 168 4.9% 63% 10% 26% 1%

CITIC Securities 148 4.3% 80% 17% 3% …%

Goldman Sachs 141 4.1% 75% 6% 19% …%

China International Capital Corp Ltd 140 4.1% 76% 19% 5% …%

Citi 134 3.9% 69% 17% 11% 3%

Deutsche Bank 129 3.8% 57% 19% 22% 2%

Source: Dealogic

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

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

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

Old Mut  278 –25 –41 –265 TDC  117 1 –10 2

Kabel Deutschland 436 –20 –55 –28 Bay Landbk Giroz 91 1 –2 –6

Klepierre 186 –19 3 –60 Gecina 466 1 –21 –48

Renault 309 –17 –34 –41 Swedish Match  70 1 ... 9

Peugeot 283 –15 –31 –56 Bco de Sabadell  148 2 –3 –31

Alcatel Lucent 602 –15 –48 –71 BAE Sys  88 5 12 39

Alliance Boots Hldgs  307 –12 –17 –3 Nationwide Bldg Soc 93 5 –3 –27

Stena Aktiebolag 608 –12 –54 –117 Ladbrokes 184 6 –37 –22

Contl  524 –11 –3 23 Invensys  119 7 3 –17

Societe Air France 390 –11 –20 –37 Nthn Rock  424 8 12 –21

Source: Markit Group

Dow Jones Stoxx 50: Tuesday’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

British Amer Tob U.K. Tobacco $63.5 19.79 1.23% 15.3% 36.8%

BNP Paribas S.A. France Banks 95.0 54.16 0.50 –9.2 –34.2

ENI Italy Integrated Oil & Gas 103.3 17.40 0.46 8.1 –27.7

ArcelorMittal Luxembourg Iron & Steel 59.7 25.78 0.39 1.3 –16.1

UBS Switzerland Banks 64.1 18.47 0.38 –13.7 –72.9

Barclays U.K. Banks $62.8 3.60 –3.39% 46.3 –47.6

Soc. Generale France Banks 50.4 45.94 –3.28 –8.6 –60.1

AXA S.A. France Full Line Insurance 58.7 18.95 –2.07 –9.4 –37.3

HSBC Hldgs U.K. Banks 192.0 7.04 –1.94 –5.9 –19.7

Iberdrola S.A. Spain Conventional Electricity 49.7 6.38 –1.85 –0.2 –25.8

...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

Diageo 42.7 9.76 0.21% 8.9% 2.7%
U.K. (Distillers & Vintners)
Nestle S.A. 155.9 43.76 –0.23 –2.4 0.7
Switzerland (Food Products)
BG Grp 62.9 11.09 –0.27 32.6 61.7
U.K. (Integrated Oil & Gas)
Royal Dutch Shell A 103.0 19.58 –0.43 2.2 –26.5
U.K. (Integrated Oil & Gas)
Sanofi-Aventis S.A. 101.8 52.24 –0.50 23.8 –24.9
France (Pharmaceuticals)
SAP 62.8 34.59 –0.50 21.9 –15.4
Germany (Software)
Vodafone Grp 123.4 1.34 –0.59 9.8 4.1
U.K. (Mobile Telecoms)
Total S.A. 141.7 40.72 –0.66 3.7 –23.2
France (Integrated Oil & Gas)
Assicurazioni Gen 43.3 18.77 –0.79 –11.6 –30.3
Italy (Full Line Insurance)
Telefonica S.A. 131.1 18.80 –0.84 19.5 34.3
Spain (Fixed Line Telecoms)
Anglo Amer 46.2 21.74 –0.93 31.0 –10.4
U.K. (General Mining)
Daimler 54.2 34.48 –0.93 22.3 –14.9
Germany (Automobiles)
Roche Hldg Part. Cert. 114.6 167.20 –0.95 2.7 –23.9
Switzerland (Pharmaceuticals)
Unilever 51.4 20.22 –0.96 5.8 4.7
Netherlands (Food Products)
BP 179.1 5.47 –0.98 22.4 –9.2
U.K. (Integrated Oil & Gas)
GlaxoSmithKline 112.9 12.47 –1.11 11.5 –14.9
U.K. (Pharmaceuticals)
Astrazeneca 63.9 27.74 –1.12 20.6 –17.8
U.K. (Pharmaceuticals)
BHP Billiton 62.4 17.65 –1.15 63.9 77.7
U.K. (General Mining)
RWE 48.4 62.37 –1.17 1.4 –19.2
Germany (Multiutilities)
Deutsche Bk 49.5 53.75 –1.18 38.7 –44.3
Germany (Banks)

Deutsche Telekom 60.2 9.31 –1.22% –11.2% –27.0%
Germany (Mobile Telecoms)
Siemens 88.9 65.62 –1.25 21.8 –2.9
Germany (Diversified Industrials)
Novartis 132.9 51.50 –1.25 –6.5 –29.2
Switzerland (Pharmaceuticals)
Nokia 55.6 10.02 –1.28 –22.0 –36.5
Finland (Telecoms Equipment)
Banco Bilbao Viz 67.4 12.13 –1.30 12.8 –33.7
Spain (Banks)
GDF Suez 99.1 29.60 –1.30 –0.6 –3.7
France (Multiutilities)
France Telecom 69.6 17.73 –1.31 –10.2 –5.1
France (Fixed Line Telecoms)
E.ON 81.2 27.37 –1.33 –9.0 –12.6
Germany (Multiutilities)
BASF 51.5 37.82 –1.38 30.0 16.2
Germany (Commodity Chemicals)
Banco Santander 132.1 10.93 –1.40 14.0 –9.8
Spain (Banks)
Allianz SE 58.1 86.65 –1.43 1.7 –39.0
Germany (Full Line Insurance)
ING Groep 37.7 12.23 –1.45 –11.0 –65.3
Netherlands (Life Insurance)
ABB 48.6 21.42 –1.47 14.4 28.1
Switzerland (Industrial Machinery)
L.M. Ericsson Tel B 30.0 70.10 –1.54 42.2 –47.5
Sweden (Telecoms Equipment)
Credit Suisse Grp 67.1 58.10 –1.61 15.1 –21.1
Switzerland (Banks)
Intesa Sanpaolo 54.3 3.09 –1.67 –10.6 –43.0
Italy (Banks)
Tesco 47.1 3.79 –1.71 5.8 –1.4
U.K. (Food Retailers & Wholesalers)
Bayer 58.0 47.35 –1.72 4.8 19.6
Germany (Specialty Chemicals)
Rio Tinto 69.1 28.48 –1.74 22.0 28.9
U.K. (General Mining)
UniCredit 66.8 2.69 –1.74 17.4 –51.6
Italy (Banks)

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

Merger Arbitrage -0.04% 0.58% 2.0% 6.7% 7.6%
Event Driven 0.29% 2.05% 5.6% 12.5% -1.3%
Equity Market Neutral 0.19% -1.10% -2.1% -5.3% -9.7%
Equity Long/Short 1.04% -0.01% 3.9% 4.4% -1.7%

*Estimates as of 10/12/09, 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: 12/1 0.87 100.62% 0.01% 1.00 0.78 0.88

Eur. High Volatility: 12/1 1.46 97.82 0.01 1.76 1.42 1.54

Europe Crossover: 12/1 5.50 97.99 0.05 6.15 5.48 5.74

Asia ex-Japan IG: 12/1 1.07 99.68 0.01 1.26 1.03 1.13

Japan: 12/1 1.14 99.29 0.01 1.53 0.99 1.29

 Note: Data as of October 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.
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Magna,workersinaccord
Pact will preserve
U.K.jobs as Opel,
Vauxhall aresold

LONDON -- Magna International
Inc., which is finalizing terms to ac-
quire the European operations of
General Motors Co., agreed not to
make compulsory job cuts at its two
Vauxhall plants in the U.K., union
leaders said Tuesday.

Meanwhile, GM is expected to ink
the sale of a majority stake in its
Opel and Vauxhall brands Thursday,
ratcheting up pressure on European
governments to agree to provide of
state aid to prevent the deal from
turning sour. The Detroit car maker
last month said it would sell a ma-
jority stake in its European opera-
tions to Austrian-Canadian car-parts
maker Magna and Russian bank OAO
Sberbank.

U.K. trade union Unite said Tues-
day that after weeks of negotiations,
it had secured a agreement with Ma-
gna that offers improved prospects
for the plants in Luton and Elles-
mere Port, which employ about
4,700 workers.

“It gives both plants job secu-
rity and a future through to 2013,
providing a good basis for a long-
term future beyond that,” said Tony
Woodley, joint general secretary of
Unite.

The union credited Prime Minis-
ter Gordon Brown and Business Sec-
retary Peter Mandelson for helping
it reach an agreement that would
benefit Vauxhall and other compa-
nies that rely on the British car
maker for business.

Under the pact, the plant at
Ellesmere Port will produce the
next-generation Astra in 2016, sub-
ject to maintaining its competitive
position. Magna pledged to maintain
two shifts at Ellesmere Port with
volume agreed at 147,500 vehicles by
2011, irrespective of demand fluctua-
tions, Unite added. The Luton van
plant, meantime, will be maintained
as a key site within Magna’s U.K.
portfolio, the union said.

In return, the work force will
contribute cost-saving and efficiency

measures, including a two-year pay
freeze, although weekly working
hours will rise, helping to bridge the
earnings gap. At the same time,
workers will make increased
monthly contributions to a car-pur-
chase plan.

Talks between Magna and the
works councils of the other Euro-
pean nations continued, Unite said.
Magna couldn’t be reached immedi-
ately for comment.

GM employed about 54,500 staff
in Europe in 2008. About 25,000 of
those workers were in Germany,
where four factories produce Opel-
branded vehicles. Magna previously
said it planned to cut about 10,500
jobs throughout Europe.

That sparked worries, especially
in the U.K. and Belgium, that coun-
tries that are home to GM Europe
plants but don’t contribute state aid
to the company’s restructuring
would bear the brunt of job cuts. An
Opel plant in Antwerp, Belgium, em-
ploys roughly 2,700 people. Ger-
many, which already has pledged bil-
lions of euros in state aid, has
agreed to accept about 4,000 job
losses.

The sale to Magna is nearing its
finalization. Speaking to reporters
during his first visit to China since
GM’s emergence from bankruptcy
protection in July, Chief Executive
Frederick “Fritz” Henderson said it
is “quite possible” the U.S. car maker
will finalize the sale this week.

Roland Koch, the premier of the
central German state of Hesse,
where Opel’s headquarters and main
plant are located, was more precise.
“On Thursday, GM is expected to
sign the deal,” Mr. Koch said Tues-
day in Berlin.

The deal, expected to close by
the end of November, comprises a
total investment of €5 billion (about
$7.4 billion), including €4.5 billion in
state-backed financing until 2015.
Magna and Sberbank are providing
€500 million in equity, including €50
million through a convertible bond.

Germany’s rescue plan faces
close scrutiny from European com-
petition regulators. The European
Commission, the European Union’s
executive arm, oversees the alloca-
tion of state aid to ensure that gov-
ernment intervention doesn’t distort
competition and trade between EU
members. Opel has plants in Spain,
Belgium and Poland. Vauxhall has
plants in the U.K.

Mr. Koch defended the German
government’s financial commitment,
saying, “We haven’t bought any jobs;
we will even carry out the largest
part of the headcount reduction.” He
added that talks with the U.K. on
state aid for Opel were at a very ad-
vanced stage and the German gov-
ernment also held talks with Spain.
—Christoph Rauwald in Frankfurt,

Matthias Karpstein in Berlin and
Patricia Jiayi Ho in Shanghai

contributed to this article.

BY JONATHAN BUCK

GM CEO Fritz Henderson says a deal for GM Europe may be finalized this week.
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Ford, union reach contract concessions
Ford Motor Co. has reached a

tentative agreement with the United
Auto Workers union that would
freeze entry-level wages, implement
a no-strike clause and pay a bonus
to workers for agreeing to new con-
cessions, according to people famil-
iar with the matter.

The UAW confirmed Tuesday
that the agreement will be pre-
sented to its national council dele-
gates, who will decide whether to
present the deal to its members for
a unionwide vote.

The amended agreement would
put the Dearborn, Mich., auto maker
on a more-equal footing with cross-
town rivals General Motors Co. and
Chrysler Group LLC.

Ford was the first of Detroit’s
auto makers to reach a new accord
with the UAW earlier this year, a
step followed by GM and Chrysler
before they emerged from bank-
ruptcy protection. But inside Ford,
which has about 41,000 employees
represented by the UAW, officials

had concerns that GM’s and
Chrysler’s union agreements could
put Ford at a competitive disadvan-
tage in coming years.

Ford was especially concerned
about gains GM and Chrysler won in
restricting entry-level wages and re-
ducing the number of job classifica-
tions.

None of the concessions reached
by GM and Chrysler “have a near-
term disadvantage [for Ford], but
we have some concerns about what
that means longer term,” Ford
group vice president for labor and
manufacturing, Joe Hinrichs, told
Wall Street analysts at a conference
late last month.

For example, in its modified
agreement, GM reduced the number
of skilled trade classifications to
three. Ford still has roughly 20, ac-
cording to Mr. Hinrichs. Ford argues
that having many job classifications
leads to increased costs because the
company often cannot use a single
worker to handle multiple tasks.

Earlier this year, Ford sought to
cut health-care benefits for UAW

workers, but that concession
couldn’t be achieved and isn’t part
of the new, tentative agreement, ac-
cording to a person familiar with
the matter.

In a statement Tuesday, Mr. Hin-
richs said the company wouldn’t
comment on details of the pact until
the ratification process is complete.

The issue now is how the UAW’s
rank-and-file will receive the pro-
posed concessions.

Some leaders of Ford’s UAW lo-
cals have expressed reluctance to of-
fer additional give-backs to Ford,
since the auto maker received con-
tract modifications in February.
Other union officials have ques-
tioned why concessions are neces-
sary when Ford is a viable company
and didn’t require a bankruptcy re-
organization or U.S. bailout.

To allay some of those concerns,
Ford agreed in the proposed pact to
give workers a $1,000 performance
bonus in March to represent the re-
cent gains it has made in quality
and productivity, said a person
briefed on the talks.

BY MATTHEW DOLAN

Cisco to purchase
wireless-gear maker

Cisco Systems Inc. on Tuesday
said it agreed to acquire Starent
Networks Corp. for $2.9 billion, the
latest deal in the rapidly consolidat-
ing technology industry.

Cisco will pay $35 a share for
Starent, a Tewksbury, Mass., maker
of software and gear for wireless
carriers. That represents a 21% pre-
mium over Starent’s closing stock
price of $29.03 Monday on the Nas-
daq Stock Market.

Cisco expects the transaction to
close during the first half of 2010.

The acquisition is likely to in-
crease Cisco’s ability to help carri-
ers manage the data moving across
their wireless networks, said Ned
Hooper, chief of Cisco’s strategy of-
fice. The amount of data that travels
on these networks is set to double
each year until 2013 as people in-
creasingly access the Internet via
mobile devices, according to Cisco.

In order to accommodate the in-
creased traffic, carriers have to buy
and deploy new equipment such as
the kind Starent sells. “The single
biggest growth opportunity for net-
working companies is to be involved
with wireless upgrades,” said Zeus
Kerravala, an analyst at research
company Yankee Group.

Cisco, based in San Jose, Calif.,
was losing deals to rivals such as
Alcatel-Lucent of France and Huawei
Technologies Co. of China because it
couldn’t offer wireless equipment to
go along with its traditional gear,
Mr. Kerravala said. “This is a piece
of business that will be very impor-
tant to them over the long term,”
Mr. Kerravala added.

Historically, about 30% of Cisco’s
revenue comes from carriers, the
company said. Cisco reported $36.1
billion in revenue for the fiscal year
ended in July.

The deal follows Cisco’s $3 bil-

lion acquisition of Norway’s Tand-
berg ASA earlier this month. It also
follows a wave of consolidation in
the technology industry. In the past
30 days, Dell Inc. spent $3.9 billion
to buy Perot Systems Inc., Xerox
Corp. shelled out $5.6 billion for Af-
filiated Computer Services Inc., and
Adobe Systems Inc. paid $1.8 billion
for Omniture Inc.

During the depths of the reces-
sion, tech companies said that they
didn’t have much insight into cus-
tomer-spending patterns. This made
it difficult to get deals made, said
Jeff Evenson, an analyst at Sanford
C. Bernstein and Co.

Now that the economy seems to
have stabilized “companies have a
reasonable idea of what will happen
in the next year or so,” Mr. Evenson
said. “They hear customers starting
to spend more.”

That has made acquisitions more
attractive. As the economy improves
“both buyers and sellers are feeling
that it is comfortable to get to-
gether,” Cisco’s Mr. Hooper said in
an interview.

Cisco Chief Executive John
Chambers has said repeatedly that
his company would be aggressive
during the economic downturn.
Cisco started the current quarter
with $35 billion in cash, although
$29 billion of that reserve was over-
seas and subject to taxes if used in
the U.S. Mr. Hooper, the Cisco strat-
egy chief, said that only cash from
the U.S. was used in the deal.

Starent Networks was founded in
2000 and went public in 2007. The
company reported revenue of $254.1
million in 2008, up 74% from the
year earlier. It continued to grow
during the recession, with revenue
of $78.3 million in the June quarter,
up 28% from the year-earlier period.

Cisco shares were up nine cents
at $23.87 in midafternoon trading
on the Nasdaq market.

BY BEN WORTHEN

Whitbread is cautious
about hotel expansion

LONDON—Whitbread PLC said
Tuesday it is still too early to call
the bottom of the market, despite
some encouraging signs in its first-
half results, and said it won’t ramp
up its expansion until the end of the
year at the earliest.

The operator of Premier Inn ho-
tels and the Costa Coffee chain said
net profit for the six months to Aug.
27 was £73.6 million ($116.4 mil-
lion), up 81% from the year-earlier
period. Year-earlier results were hit
by a £43.9 million deferred tax
charge after the British government
abolished a tax break for hotel
buildings.

The momentum seen in the sec-
ond quarter of the year had contin-
ued in the nine weeks since, it said,
with Costa trading strongly, a ro-
bust performance in its pub restau-
rants and an improving trend at
budget hotel chain Premier Inn.

“In the absence of a marked de-
terioration in the economic environ-
ment, we remain confident about
the outturn for the year,” said Chief
Executive Alan Parker during a con-
ference call with reporters.

Seymour Pierce analyst Hugh-
Guy Lorriman said the update was
reassuring with “trading going the
right way in all divisions.” He said
the company had done a good job in
concentrating on costs. Bank Of
America Merrill Lynch agreed.
“Whilst the economic environment
remains tough Whitbread’s focus on
running its businesses more effi-
ciently rather than going for aggres-
sive room growth has paid off in
margin terms,” it said.

Last year, Whitbread was forced
to scale back its expansion plans for
Premier Inn, which contributes 70%
of group profit, in the face of soft-
ening sales growth. It has instead
focused on maintaining cash-flow
neutrality and cutting costs until
the recession is over.

Mr. Parker said it was far too
early to call the end of recession.
He said it was important for the
company to be well prepared to in-
crease the expansion of Premier Inn,
however.

The company will open just 1,600
rooms in the U.K. this year, with a
further 300 to 400 to open interna-
tionally. Premier Inn operates
42,500 rooms.

BY MICHAEL CAROLAN
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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.

2.23% 2 DJ Global Index -a % % 221.38 –0.33% 15.6% 4.16% 14 U.S. Select Dividend -b % % 613.51 –0.29% –7.3%

1.88% 20 Global Dow 1218.10 –0.35% 0.3% 1919.32 –0.17% 9.2% 3.96% 17 Infrastructure 1351.10 –0.25% 0.4% 1911.10 –0.07% 9.3%

2.75% 47 Stoxx 600 241.90 –0.98% 4.2% 267.88 –0.88% 13.3% 1.40% 9 Luxury 857.00 –0.86% 25.0% 1077.91 –0.68% 36.0%

2.89% 36 Stoxx Large 200 257.30 –1.00% 1.9% 283.34 –0.90% 10.8% 5.81% 6 BRIC 50 417.10 –0.19% 40.5% 589.94 –0.01% 53.0%

2.12% -63 Stoxx Mid 200 230.40 –0.82% 15.9% 253.66 –0.72% 26.0% 2.81% 15 Africa 50 745.10 –0.43% –1.3% 701.60 –0.25% 7.5%

2.15% 150 Stoxx Small 200 147.20 –0.98% 17.6% 162.05 –0.87% 27.9% 3.18% 10 GCC % % 1533.84 –0.18% –27.1%

2.77% 40 Euro Stoxx 271.00 –1.09% 6.5% 300.07 –0.99% 15.9% 2.71% 18 Sustainability 791.30 –0.48% 3.7% 991.12 –0.31% 12.9%

2.89% 34 Euro Stoxx Large 200 286.10 –1.10% 4.2% 314.79 –1.00% 13.3% 2.19% 14 Islamic Market -a % % 1888.77 –0.19% 19.3%

2.20% 76 Euro Stoxx Mid 200 261.90 –0.97% 17.6% 288.04 –0.86% 27.9% 2.57% 14 Islamic Market 100 1584.20 –0.34% 2.7% 2011.42 –0.17% 11.8%

2.26% -52 Euro Stoxx Small 200 167.70 –1.24% 21.1% 184.34 –1.14% 31.7% 2.57% 14 Islamic Turkey -c % % % %

4.79% 13 Stoxx Select Dividend 30 1423.20 –1.18% 0.0% 1805.58 –1.08% 8.7% 1.87% 22 DJ U.S. TSM % % 11081.92 –0.24% 10.1%

3.96% 15 Euro Stoxx Select Div 30 1701.60 –1.12% 2.1% 2167.11 –1.02% 11.0% % DJ-UBS Commodity 121.40 –0.94% –17.0% 130.72 –0.84% –9.8%

*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 1.1041 1.7494 1.0775 0.1582 0.0374 0.1963 0.0123 0.2964 1.6369 0.2199 1.0701 ...

 Canada 1.0318 1.6347 1.0069 0.1478 0.0349 0.1834 0.0115 0.2769 1.5296 0.2055 ... 0.9345

 Denmark 5.0210 7.9552 4.8999 0.7192 0.1699 0.8925 0.0560 1.3477 7.4436 ... 4.8664 4.5475

 Euro 0.6745 1.0687 0.6583 0.0966 0.0228 0.1199 0.0075 0.1811 ... 0.1343 0.6538 0.6109

 Israel 3.7255 5.9027 3.6357 0.5336 0.1260 0.6622 0.0416 ... 5.5231 0.7420 3.6109 3.3742

 Japan 89.6300 142.0098 87.4695 12.8383 3.0321 15.9320 ... 24.0585 132.8765 17.8512 86.8718 81.1779

 Norway 5.6258 8.9135 5.4902 0.8058 0.1903 ... 0.0628 1.5101 8.3402 1.1205 5.4527 5.0953

 Russia 29.5605 46.8357 28.8480 4.2341 ... 5.2545 0.3298 7.9346 43.8234 5.8874 28.6508 26.7729

 Sweden 6.9815 11.0614 6.8132 ... 0.2362 1.2410 0.0779 1.8740 10.3500 1.3905 6.7666 6.3231

 Switzerland 1.0247 1.6235 ... 0.1468 0.0347 0.1821 0.0114 0.2751 1.5191 0.2041 0.9932 0.9281

 U.K. 0.6312 ... 0.6159 0.0904 0.0214 0.1122 0.0070 0.1694 0.9357 0.1257 0.6117 0.5716

 U.S. ... 1.5844 0.9759 0.1432 0.0338 0.1778 0.0112 0.2684 1.4825 0.1992 0.9692 0.9057

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 381.75 0.50 0.13% 707.00 302.00
Soybeans (cents/bu.) CBOT 993.00 –6.00 –0.60% 1,557.50 670.00
Wheat (cents/bu.) CBOT 511.25 17.00 3.44 1,155.75 439.25
Live cattle (cents/lb.) CME 84.675 –0.625 –0.73 116.900 83.400
Cocoa ($/ton) ICE-US 3,096 28 0.91 3,329 1,961
Coffee (cents/lb.) ICE-US 138.45 0.40 0.29 189.00 112.00
Sugar (cents/lb.) ICE-US 22.79 1.16 5.36 26.25 11.91
Cotton (cents/lb.) ICE-US 65.88 1.20 1.86 101.50 45.25
Crude palm oil (ringgit/ton) MDEX 2,157.00 10 0.47 2,493 1,990
Cocoa (pounds/ton) LIFFE 2,070 6 0.29 2,185 1,187
Robusta coffee ($/ton) LIFFE 1,427 –43 –2.93 2,256 1,275

Copper (cents/lb.) COMEX 279.45 –6.25 –2.19 378.00 131.15
Gold ($/troy oz.) COMEX 1065.00 7.50 0.71 1,069.70 494.00
Silver (cents/troy oz.) COMEX 1784.00 2.00 0.11 2,200.00 740.00
Aluminum ($/ton) LME 1,943.00 –5.00 –0.26 2,305.00 1,288.00
Tin ($/ton) LME 14,575.00 –125.00 –0.85 15,700.00 9,750.00
Copper ($/ton) LME 6,299.00 39.00 0.62 6,499.00 2,815.00
Lead ($/ton) LME 2,330.00 43.00 1.88 2,459.50 870.00
Zinc ($/ton) LME 2,091.00 10.00 0.48 2,091.00 1,065.00
Nickel ($/ton) LME 18,800 –100 –0.53 21,150 9,000

Crude oil ($/bbl.) NYMEX 74.71 0.97 1.32 146.86 22.50
Heating oil ($/gal.) NYMEX 1.9510 0.0311 1.62 4.1862 1.3291
RBOB gasoline ($/gal.) NYMEX 1.8318 0.0328 1.82 2.7400 1.0780
Natural gas ($/mmBtu) NYMEX 4.588 –0.292 –5.98 12.405 3.491
Brent crude ($/bbl.) ICE-EU 72.99 0.95 1.32 149.27 45.99
Gas oil ($/ton) ICE-EU 604.50 3.50 0.58 1,338.00 434.50

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on Oct. 13
Per In

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

Argentina peso-a 5.6725 0.1763 3.8263 0.2613

Brazil real 2.5701 0.3891 1.7336 0.5768

Canada dollar 1.5296 0.6538 1.0318 0.9692
1-mo. forward 1.5295 0.6538 1.0317 0.9693

3-mos. forward 1.5295 0.6538 1.0317 0.9693
6-mos. forward 1.5303 0.6535 1.0323 0.9688

Chile peso 822.27 0.001216 554.65 0.001803
Colombia peso 2699.85 0.0003704 1821.15 0.0005491

Ecuador US dollar-f 1.4825 0.6745 1 1
Mexico peso-a 19.5210 0.0512 13.1676 0.0759

Peru sol 4.2318 0.2363 2.8545 0.3503
Uruguay peso-e 30.762 0.0325 20.750 0.0482

U.S. dollar 1.4825 0.6745 1 1
Venezuela bolivar 3.18 0.314132 2.15 0.465701

ASIA-PACIFIC
Australia dollar 1.6369 0.6109 1.1041 0.9057
China yuan 10.1205 0.0988 6.8267 0.1465

Hong Kong dollar 11.4894 0.0870 7.7500 0.1290
India rupee 68.6768 0.0146 46.3250 0.0216

Indonesia rupiah 14010 0.0000714 9450 0.0001058
Japan yen 132.88 0.007526 89.63 0.011157

1-mo. forward 132.85 0.007527 89.61 0.011159
3-mos. forward 132.79 0.007531 89.57 0.011164

6-mos. forward 132.67 0.007537 89.49 0.011174
Malaysia ringgit-c 5.0279 0.1989 3.3915 0.2949

New Zealand dollar 2.0191 0.4953 1.3619 0.7343
Pakistan rupee 123.418 0.0081 83.250 0.0120

Philippines peso 68.795 0.0145 46.405 0.0215
Singapore dollar 2.0736 0.4823 1.3987 0.7149

South Korea won 1732.67 0.0005771 1168.75 0.0008556
Taiwan dollar 47.877 0.02089 32.295 0.03096
Thailand baht 49.345 0.02027 33.285 0.03004

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

Euro zone euro 1 1 0.6745 1.4825

1-mo. forward 1.0001 0.9999 0.6746 1.4824

3-mos. forward 1.0004 0.9996 0.6748 1.4820

6-mos. forward 1.0010 0.9990 0.6752 1.4810

Czech Rep. koruna-b 25.954 0.0385 17.507 0.0571

Denmark krone 7.4436 0.1343 5.0210 0.1992

Hungary forint 269.19 0.003715 181.58 0.005507

Norway krone 8.3402 0.1199 5.6258 0.1778

Poland zloty 4.2327 0.2363 2.8551 0.3503

Russia ruble-d 43.823 0.02282 29.561 0.03383

Sweden krona 10.3500 0.0966 6.9815 0.1432

Switzerland franc 1.5191 0.6583 1.0247 0.9759

1-mo. forward 1.5188 0.6584 1.0245 0.9761

3-mos. forward 1.5181 0.6587 1.0240 0.9765

6-mos. forward 1.5167 0.6593 1.0231 0.9774

Turkey lira 2.1645 0.4620 1.4601 0.6849

U.K. pound 0.9357 1.0687 0.6312 1.5844

1-mo. forward 0.9359 1.0685 0.6313 1.5841

3-mos. forward 0.9361 1.0683 0.6314 1.5837

6-mos. forward 0.9362 1.0681 0.6315 1.5834

MIDDLE EAST/AFRICA
Bahrain dinar 0.5589 1.7893 0.3770 2.6526

Egypt pound-a 8.1197 0.1232 5.4770 0.1826

Israel shekel 5.5231 0.1811 3.7255 0.2684

Jordan dinar 1.0506 0.9518 0.7087 1.4110

Kuwait dinar 0.4250 2.3532 0.2867 3.4886

Lebanon pound 2225.97 0.0004492 1501.50 0.0006660

Saudi Arabia riyal 5.5596 0.1799 3.7502 0.2667

South Africa rand 10.9038 0.0917 7.3550 0.1360

United Arab dirham 5.4451 0.1836 3.6730 0.2723

SDR -f 0.9334 1.0714 0.6296 1.5883

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.

 47 EUROPE DJ Stoxx 600 241.94 –2.40 –0.98% 22.9% 4.2%

 21 DJ Stoxx 50 2432.57 –24.32 –0.99 17.8% 1.0%

 40 Euro Zone DJ Euro Stoxx 271.01 –2.99 –1.09 21.6% 6.5%

 13 DJ Euro Stoxx 50 2879.06 –35.29 –1.21 17.4% 4.4%

 17 Austria ATX 2687.32 –13.06 –0.48 53.5% 12.2%

 14 Belgium Bel-20 2532.02 –27.24 –1.06 32.7% 14.4%

 12 Czech Republic PX 1163.3 –20.3 –1.72 35.6% 7.2%

 19 Denmark OMX Copenhagen 309.20 –3.21 –1.03 36.7% 5.2%

 14 Finland OMX Helsinki 6344.25 –43.58 –0.68 17.4% –1.6%

 16 France CAC-40 3801.39 –44.41 –1.15 18.1% 4.8%

 20 Germany DAX 5714.31 –68.92 –1.19 18.8% 9.9%

 … Hungary BUX 20803.87 255.35 1.24% 69.9% 26.6%

 19 Ireland ISEQ 3274.26 –93.28 –2.77 39.7% 8.3%

 13 Italy FTSE MIB 23928.77 –212.18 –0.88 23.0% 2.0%

 … Netherlands AEX 319.53 –1.18 –0.37 29.9% 12.3%

 14 Norway All-Shares 382.89 –2.69 –0.70 41.7% 19.6%

 17 Poland WIG 38038.72 –221.31 –0.58 39.7% 16.1%

 18 Portugal PSI 20 8739.01 –103.77 –1.17 37.8% 20.9%

 … Russia RTSI 1400.02 –28.04 –1.96% 121.6% 61.0%

 11 Spain IBEX 35 11608.3 –140.5 –1.20 26.2% 13.5%

 15 Sweden OMX Stockholm 282.62 –1.96 –0.69 38.4% 29.0%

 14 Switzerland SMI 6321.26 –56.52 –0.89 14.2% 1.0%

 … Turkey ISE National 100 50071.55 –931.43 –1.83 86.4% 64.0%

 14 U.K. FTSE 100 5154.15 –56.02 –1.08 16.2% 17.3%

 41 ASIA-PACIFIC DJ Asia-Pacific 121.72 0.47 0.39% 30.1% 22.6%

 … Australia SPX/ASX 200 4785.7 45.9 0.97 28.6% 10.4%

 … China CBN 600 25607.73 376.63 1.49 73.4% 66.6%

 20 Hong Kong Hang Seng 21467.36 168.01 0.79 49.2% 27.5%

 20 India Sensex 17026.67 Closed 76.5% 48.3%

 … Japan Nikkei Stock Average 10076.56 60.17 0.60 13.7% 6.7%

 … Singapore Straits Times 2668.40 –12.07 –0.45 51.5% 25.4%

 11 South Korea Kospi 1628.93 –10.88 –0.66 44.9% 19.1%

 1 AMERICAS DJ Americas 285.38 –0.89 –0.31 26.2% 13.3%

 … Brazil Bovespa 64494.98 423.97 0.66 71.8% 59.9%

 19 Mexico IPC 30532.96 57.53 0.19 36.4% 38.0%

*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 Oct. 13, 2009

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE

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

2.50% 24 ALL COUNTRY (AC) WORLD* 292.87 0.52% 28.6% –0.7%

2.50% 25 World (Developed Markets) 1,145.92 0.53% 24.5% –3.1%

2.30% 26 World ex-EMU 132.81 0.35% 23.4% –3.9%

2.40% 28 World ex-UK 1,145.73 0.59% 24.0% –2.8%

3.00% 26 EAFE 1,573.34 0.61% 27.1% 1.3%

2.20% 19 Emerging Markets (EM) 950.34 0.43% 67.6% 20.8%

3.50% 17 EUROPE 84.89 0.67% 22.3% –5.1%

3.70% 19 EMU 185.54 1.46% 30.6% 1.4%

3.30% 21 Europe ex-UK 95.19 1.12% 22.7% –2.5%

4.10% 15 Europe Value 97.88 0.72% 26.2% –3.4%

2.80% 19 Europe Growth 71.47 0.60% 18.2% –7.0%

2.50% 18 Europe Small Cap 157.72 0.71% 56.2% 8.9%

2.10% 10 EM Europe 275.01 3.48% 73.2% –6.0%

3.80% 12 UK 1,549.82 0.93% 17.9% 6.5%

2.70% 21 Nordic Countries 131.77 0.82% 34.4% –0.7%

1.50% 9 Russia 756.11 4.18% 83.4% –6.6%

2.90% 13 South Africa 686.67 1.13% 18.6% 10.0%

2.60% 24 AC ASIA PACIFIC EX-JAPAN 400.49 –0.19% 61.9% 24.0%

1.30% -41 Japan 556.51 0.00% 5.0% –18.5%

2.00% 19 China 61.37 –0.90% 50.5% 33.7%

0.90% 20 India 680.95 2.12% 84.4% 33.8%

0.80% 26 Korea 462.04 –0.62% 50.5% 15.5%

2.70% 415 Taiwan 275.79 0.18% 59.1% 23.3%

1.90% 32 US BROAD MARKET 1,195.40 0.38% 21.7% –6.7%

1.30% -17 US Small Cap 1,636.56 –0.02% 31.2% –4.4%

3.30% 15 EM LATIN AMERICA 3,915.71 0.10% 88.5% 22.9%

*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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Cost cuts lift U.S. profits amid worries
As corporations dress up bottom lines, executives show concern over strength of recovery; reinvestment unlikely

Aswe approach the 20th anniver-
sary on Nov. 9, we will chronicle the
events that precipitated the fall of
the Berlin Wall as they played out in
the pages of The Wall Street Journal.

In mid-October 1989, Radio Free
Europe was celebrating the opening
of its newest bureau in Budapest,
Hungary. It was quite a feat for a net-
work that, not so long ago, had to
overcome jamming of its frequencies
and intimidation of local correspon-
dents, who filed reports over the
phone or through secret messengers.

Established at the beginning of
the Cold War, Radio Free Europe
was modeled after RIAS, a U.S. gov-
ernment-sponsored radio service
for Germans living in the American
sector of Berlin. With its mission for
free speech and the capitalist way,
the network had earned loyal listen-
ers, some of whom credited it with
keeping hope alive during some
dark times. “During the past four
years, many of us have sat up until
late at night listening to our radios,”
said one writer in Budapest. “There
were some very brave broadcasts.”

But the rapid changes brought on
by glasnost and open borders had

ushered in a new era of media com-
petition, introducing new chal-
lenges for the network. “After de-
cades of searching for scraps of
news from Eastern Europe, the
1,000-member staff can hardly cope
with all the information pouring in
by fax, telephone and the now more
daring local media,” according to a
wire report that ran in the Journal.

While Radio Free Europe could op-
erate freely in Budapest, so could oth-
ers. “They have a lot to do these days
to compete withHungarian radio,”stu-
dent Andrew Deak told the Journal.
“The Hungarian [radio] reporters
seem better informed and more criti-
cal about about what’s going on here.”
The British Broadcasting Corp. and
the U.S. State Department’s Voice of
America had begun broadcasting over
Hungarian airwaves. Rupert Murdoch
had bought 50% stakes in two popular
and gossipy Hungarian newspapers,
and Britain’s Robert Maxwell was con-
sidering similar moves.

“The competitive spirit is clearly
influencing Radio Free Europe, which
is trying to beef up programs,” the
Journal wrote. A host of programs
were introduced to lighten up the tra-
ditional diet of politics. And to attract
younger listeners, Radio Free Europe
highlighted Western rock groups.
“The Pet Shop Boys are big this year
in Budapest,” the Journal wrote.

New openness raised the frequency of Radio Free Europe

East and West

Note: Data are minus depreciation Source: Ethan Harris, Bank of America Merrill Lynch

Scrimping on the future
Companies and households are investing less in structures, equipment 
and software than at any point since 1947. 

Net private domestic investment as a share of gross domestic product
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ECONOMY & POLITICS

A Hungarian customs officer checks the passports of East Germans on the Hungarian side of the Austrian-Hungarian border,
in this Sept. 11, 1989, file photo. Thousands of East Germans streamed across the border after Hungarian authorities lifted
travel restrictions.

By Mark Whitehouse

And Timothy Aeppel

StocksintheU.S.notched52-week
highsagainthisweek,thankstocorpo-
rateAmericashowingbetter-than-ex-
pected profits. But that optimism be-
lies deep worries among company ex-
ecutivesaboutthestrengthoftheeco-
nomic recovery.

Tool maker Black & Decker Corp.
said earnings this quarter will be
roughly twice its earlier forecast,
while Dutch consumer-goods con-
glomerate Philips Electronics NV
also reported an unexpected profit.
The Dow Jones Industrial Average
rose 20.86 points to 9885.80 on Mon-
day, its highest close since Oct. 6,
2008, and it was holding near that
level Tuesday afternoon.

Starting with aluminum giant Al-
coa Inc., which Thursday reported
its first profitable quarter in a year,
78% of the 32 U.S. companies that
had reported as of Monday beat ana-
lysts’ expectations. Even so, third-
quarter earnings for S&P 500 compa-
nies are predicted to fall about 25%
from a year earlier, according to
data provider Thomson Reuters.

In an ominous sign for the econ-
omy, much of the profit is being
eked out through cost cuts. Execu-
tives say they are hesitant to rein-
vest such profits into their busi-
nesses. With large portions of their
factories, fleets and warehouses sit-
ting idle, some say they probably
won’t see reason to do so for a year
or more.

That means job growth and any
significant rise in business spend-
ing could be a long time coming.
That creates a chicken-and-egg
problem at a time when the unem-
ployment rate is already nearly 10%:
Without more jobs, U.S. consumers
will have a hard time increasing

their spending; but without that
spending, businesses might see lit-
tle reason to start hiring.

Already, the economy is being
starved of investment it needs to
nurture growth. Net private invest-
ment, which includes spending on
everything from machine tools to
new houses, minus depreciation,
fell to 0.1% of gross domestic prod-
uct in the second quarter of 2009, ac-
cording to the latest government
data. That’s the lowest level since at
least 1947.

“Things have stabilized, but
we’re trying to be extremely cau-
tious and not anticipate the recov-
ery before it occurs,” says William
Zollars, chief executive of YRC
Worldwide Inc., one of the biggest
trucking companies in the U.S.
“Like every other company in
America, we’re looking to cut back
as much as possible.”

Freight tonnage at YRC was down
35.3% from a year earlier in the sec-
ond quarter. Mr. Zollars says he

hasn’t seen his clients, who range
from retailers to heavy industry, do-
ing much restocking to prepare for in-
creased business.

In coming weeks, the details of
earnings reports—including items
such as capital expenditures, as well
as revenues for companies that sell
capital goods—will demonstrate
the extent to which executives are
turning their relative optimism and
cash into actual investment.

Bellwether companies include In-
tel Corp., International Business
Machines Corp. and General Elec-
tric Co., scheduled to report earn-
ings this week, followed by heavy-
equipment maker Caterpillar Inc.
(Oct. 20) and conglomerate Honey-
well International Inc. (Oct. 23). So
far, the signs aren’t good. Alcoa’s
$77 million profit came as the com-
pany slashed its research and devel-
opment spending to $39 million,
down 36% from a year earlier.

On Tuesday, Johnson &
Johnson reported a 1% rise in third-

quarter earnings, but its revenue
slipped 5.3%, tempered by declin-
ing sales of three of its top-selling
prescription drugs due to in-
creased generic competition. The
bottom line was helped by lower
expenses across the board and a
lower-than-forecast tax rate.

While companies are finding the
credit-market thaw is making it eas-
ier to borrow money they would
need to expand, many are stashing
these funds rather than spending
them. Of the 100 largest bond issues
globally this year, only seven listed
expansion, investment, capital ex-
penditures or research and develop-
ment as the purpose of the money-
raising, according to Dealogic.

In industries ranging from ap-
parel to heavy machinery, execu-
tives say they don’t yet have enough
faith in the recovery to take signifi-
cant risks.

Guess Inc. President and Chief
Operating Officer Carlos Alberini
says the fashion company plans to
open 17 stores in North America this
year, compared with 60 last year.
Guess intends to boost its store
openings next year to develop new
brands such as the G by Guess line,
but the expansion plans are rare in
an industry still dominated by cau-
tion, he says.

“The environment is more sta-
ble,” says Mr. Alberini. “But most
companies will probably take more
time before they start investing in
growth opportunities.”

Even so, corporate executives
on average say they are a lot more
optimistic than they were a year
ago, amid the financial turmoil
that followed Lehman Brothers
Holdings Inc.’s bankruptcy filing.
In a recent survey conducted by
the Conference Board, 51% of chief
executives said they expect condi-

tions in their industries to im-
prove over the next six months,
compared with 12% in the fourth
quarter of 2008.

Economists are also more up-
beat about the broader outlook for
earnings. Consulting firm Macroeco-
nomic Advisers expects corporate
profits across the economy to rise
8.3% in 2010, after rebounding 27%
this year from last year’s 25.1%
plunge.

One big obstacle: Many indus-
tries have excess capacity that, even
if the economy perks up, will take
many months to absorb. Mike Ar-
nold, president of the bearings and
power transmission group at
Timken Co., says his company was
running at only 35% of capacity as of
the end of the second quarter.

Last month, Timken successfully
raised $250 million through a bond
issue, but the funds will be used to re-
finance long-term debt maturing in
February. The company slashed its
capital expenditures by more than
half in the first six months of this
year compared with the same pe-
riod a year ago. Mr. Arnold says it
has no plans to boost spending any-
time soon.

“We’ve now spent the last 12 to
14 months just surviving,” says Mr.
Arnold, whose company is ex-
pected by analysts to report a loss
of 25 cents a share on Oct. 29. Mr.
Arnold says he isn’t seeing signs of
any upturn aside from the effects
of government stimulus, which he
views as transitory.

The cautious mood is reflected in
companies’ new orders for nonde-
fense capital goods such as comput-
ers, trucks and office furniture,
which in August were down 0.4%
from the previous month and down
about 20% from the same month a
year earlier.
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EFG-Hermes Saudi Arabia Equity EA EQ SAU 10/04 SAR 6.11 28.9 –19.6 NS
EFG-Hermes Telecom OT EQ BMU 08/31 USD 29.83 16.3 –5.6 –7.2

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com

n HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 10/12 USD 351.36 43.1 44.0 6.6
Sel Emerg Mkt Equity GL EQ GGY 10/12 USD 207.60 58.5 53.0 –13.5
Sel Euro Equity EUR US EQ GGY 10/09 EUR 95.50 28.2 11.6 –22.3
Sel European Equity EU EQ GGY 10/12 USD 188.67 37.2 33.5 –20.8
Sel Glob Equity GL EQ GGY 10/12 USD 189.79 32.1 30.3 –20.3
Sel Glob Fxd Inc GL BD GGY 10/12 USD 142.40 10.4 10.9 –0.5
Sel Pacific Equity AS EQ GGY 10/12 USD 145.43 60.9 60.9 –11.6
Sel US Equity US EQ GGY 10/12 USD 121.08 20.2 19.8 –18.3
Sel US Sm Cap Eq US EQ GGY 10/12 USD 171.49 31.1 25.3 –18.6

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 10/12 EUR 28.48 8.6 –7.5 –43.2
MP-TURKEY.SI OT OT SVN 10/12 EUR 33.10 69.5 40.4 –22.4

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810
Parex Caspian Sea Eq EU EQ LVA 10/12 EUR 3.50 66.7 –8.6 –38.9
Parex Eastern Europ Bal OT OT LVA 10/12 EUR 13.16 53.4 13.3 –3.1
Parex Eastern Europ Bd EU BD LVA 10/12 USD 14.20 62.8 21.0 2.5
Parex Russian Eq EE EQ LVA 10/12 USD 19.69 127.4 67.6 –17.2

n PICTET & CIE, ROUTE DES ACACIAS 60, CH-1211 GENEVA 73
Tel: + 41 (58) 323 3000 Web: www.pictetfunds.com
PF (LUX)-Asian Eq-Ica AS EQ LUX 10/13 USD 166.79 50.4 37.5 –19.8
PF (LUX)-Asian Eq-Pca AS EQ LUX 10/13 USD 159.02 49.4 36.4 –20.6
PF (LUX)-Biotech-Pca OT EQ LUX 10/12 USD 288.28 1.1 6.4 –10.0
PF (LUX)-CHF Liq-Pca CH MM LUX 10/12 CHF 124.23 0.2 0.5 1.2
PF (LUX)-CHF Liq-Pdi CH MM LUX 10/12 CHF 93.77 0.2 0.4 1.2
PF (LUX)-Digital Comm-Pca OT EQ LUX 10/12 USD 109.92 35.2 51.9 –10.0
PF (LUX)-East Eu-Pca EU EQ LUX 10/12 EUR 303.57 127.3 52.2 –22.0
PF (LUX)-Emg Mkts-Pca GL EQ LUX 10/13 USD 511.51 68.1 53.9 –17.4
PF (LUX)-Eu Indx-Pca EU EQ LUX 10/12 EUR 97.06 27.0 22.9 –18.4
PF (LUX)-EUR Bds-Pca EU BD LUX 10/12 EUR 384.22 2.9 5.1 3.1
PF (LUX)-EUR Bds-Pdi EU BD LUX 10/12 EUR 292.38 2.9 5.1 3.1
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 10/12 EUR 145.52 16.5 20.0 5.0
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 10/12 EUR 102.30 16.5 20.0 5.0
PF (LUX)-EUR HiYld-Pca EU BD LUX 10/12 EUR 140.99 56.3 34.5 –2.7
PF (LUX)-EUR HiYld-Pdi EU BD LUX 10/12 EUR 81.74 56.4 34.5 –2.7
PF (LUX)-EUR Liq-Pca EU MM LUX 10/12 EUR 135.89 0.9 1.7 2.6
PF (LUX)-EUR Liq-Pdi EU MM LUX 10/12 EUR 97.93 0.9 1.7 2.6
PF (LUX)-EUR Sov Liq-Pca OT OT LUX 10/12 EUR 102.38 0.5 1.1 NS
PF (LUX)-EUR Sov Liq-Pdi OT OT LUX 10/12 EUR 101.02 0.5 1.1 NS
PF (LUX)-Europ Eq-Pca EU EQ LUX 10/12 EUR 394.20 28.8 21.2 –23.1
PF (LUX)-EuSust Eq-Pca EU EQ LUX 10/12 EUR 127.56 26.1 20.9 –20.8
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 10/09 USD 245.57 29.6 36.5 11.9
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 10/09 USD 167.06 29.6 36.4 11.9
PF (LUX)-Gr China-Pca AS EQ LUX 10/13 USD 326.82 53.6 43.3 –16.1
PF (LUX)-Indian Eq-Pca EA EQ LUX 10/13 USD 355.81 85.7 56.6 –12.4
PF (LUX)-Jap Index-Pca JP EQ LUX 10/13 JPY 8725.40 7.1 8.0 –26.1
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 10/13 JPY 7661.81 4.9 1.7 –30.4
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 10/13 JPY 7441.50 4.4 1.0 –30.9
PF (LUX)-JpEq130/30-Pca JP EQ LUX 10/13 JPY 4331.88 10.3 9.9 –26.2
PF (LUX)-MidEast&NorAfr-Pca OT OT LUX 10/12 USD 51.36 NS NS NS
PF (LUX)-Pacif Idx-Pca AS EQ LUX 10/13 USD 266.81 68.5 55.2 –11.3
PF (LUX)-Piclife-Pca CH BA LUX 10/12 CHF 781.98 13.4 13.1 –6.2
PF (LUX)-PremBrnds-Pca OT EQ LUX 10/12 EUR 60.10 36.2 26.0 –15.8
PF (LUX)-Rus Eq-Pca OT OT LUX 10/12 USD 63.46 177.8 93.7 NS
PF (LUX)-Security-Pca GL EQ LUX 10/12 USD 94.80 32.7 43.0 –12.3
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 10/12 EUR 449.26 37.7 27.5 –19.6
PF (LUX)-US Eq-Ica US EQ LUX 10/12 USD 100.09 22.6 21.3 –14.0
PF (LUX)-USA Index-Pca US EQ LUX 10/12 USD 87.29 20.4 21.5 –15.8
PF (LUX)-USD Gov Bds-Pca US BD LUX 10/09 USD 513.18 –3.2 5.2 6.1
PF (LUX)-USD Gov Bds-Pdi US BD LUX 10/09 USD 376.56 –3.2 5.2 6.1
PF (LUX)-USD Liq-Pca US MM LUX 10/12 USD 131.02 0.6 1.1 2.0

PF (LUX)-USD Liq-Pdi US MM LUX 10/12 USD 85.55 0.6 1.1 2.0
PF (LUX)-USD Sov Liq-Pca OT OT LUX 10/12 USD 101.56 0.3 0.8 NS
PF (LUX)-USD Sov Liq-Pdi OT OT LUX 10/12 USD 100.85 0.3 0.8 NS
PF (LUX)-Water-Pca GL EQ LUX 10/12 EUR 114.84 11.5 11.5 –15.3
PF (LUX)-WldGovBds-Pca GL BD LUX 10/13 USD 169.23 2.7 13.2 9.6
PF (LUX)-WldGovBds-Pdi GL BD LUX 10/13 USD 140.07 2.7 13.2 9.6

n POLAR CAPITAL PARTNERS LIMITED
International Fund Managers (Ireland) Limited PH - 353 1 670 660 Fax - 353 1 670 1185
Global Technology OT EQ IRL 10/12 USD 12.35 57.5 49.9 –10.4
Japan Fund USD JP EQ IRL 10/13 USD 16.81 14.4 50.4 –3.8
Polar Healthcare Class I USD OT OT IRL 10/12 USD 12.46 NS NS NS
Polar Healthcare Class R USD OT OT IRL 10/12 USD 12.45 NS NS NS

n Hemisphere Management (Ireland) Limited
Discovery USD A OT OT CYM 08/31 USD 120.86 10.8 12.5 12.2
Elbrus USD A GL EQ CYM 08/31 USD 9.17 35.9 –24.7 –17.9
Europn Conviction USD B EU EQ CYM 08/31 USD 132.59 5.0 12.4 10.7
Europn Forager USD B OT OT CYM 08/31 USD 211.30 18.1 6.5 0.7
Latin America USD A GL EQ CYM 06/30 USD 14.25 2.2 –4.7 14.7
Paragon Limited USD A OT OT CYM 12/31 USD 309.60 12.7 12.7 14.2
UK Fund USD A OT OT CYM 08/31 USD 185.62 11.9 9.8 5.8

n PT CIPTADANA ASSET MANAGEMENT
Tel: +6221 25574 883 Fax: +6221 25574 893 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 10/07 USD 123.37 113.8 57.6 0.8

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 10/12 EUR 695.28 23.4 21.2 –18.6
Core Eurozone Eq B EU EQ IRL 10/12 EUR 825.41 25.5 27.0 NS
Euro Fixed Income A EU BD IRL 10/12 EUR 1226.53 8.3 7.0 –1.4
Euro Fixed Income B EU BD IRL 10/12 EUR 1307.71 8.9 7.7 –0.8
Euro Small Cap A EU EQ IRL 10/12 EUR 1187.50 40.1 22.1 –23.1
Euro Small Cap B EU EQ IRL 10/12 EUR 1270.35 40.7 22.8 –22.6
Eurozone Agg Eq A EU EQ IRL 10/12 EUR 662.09 33.2 28.6 –20.0
Eurozone Agg Eq B EU EQ IRL 10/12 EUR 950.26 33.9 29.4 –19.5
Glbl Bd (EuroHdg) A GL BD IRL 10/12 EUR 1355.24 13.2 11.1 2.7
Glbl Bd (EuroHdg) B GL BD IRL 10/12 EUR 1436.57 13.7 11.8 3.3
Glbl Bd A EU BD IRL 10/12 EUR 1070.01 9.1 6.6 2.4
Glbl Bd B EU BD IRL 10/12 EUR 1138.07 9.7 7.3 3.0
Glbl Real Estate A OT EQ IRL 10/12 USD 867.26 30.1 10.4 –22.7
Glbl Real Estate B OT EQ IRL 10/12 USD 892.93 30.7 11.0 –22.3
Glbl Real Estate EH-A OT EQ IRL 10/12 EUR 773.32 23.3 2.4 –24.2
Glbl Real Estate SH-B OT EQ IRL 10/12 GBP 72.75 22.7 1.8 –23.8
Glbl Strategic Yield A EU BD IRL 10/12 EUR 1539.68 36.2 26.3 0.6
Glbl Strategic Yield B EU BD IRL 10/12 EUR 1645.51 36.8 27.1 1.2
Japan Equity A JP EQ IRL 10/12 JPY 11571.88 12.0 13.9 –26.4
Japan Equity B JP EQ IRL 10/12 JPY 12317.64 12.5 14.6 –26.0
PacBasn (Ex-Jap) Eq A AS EQ IRL 10/12 USD 2186.27 70.0 65.3 –11.8
PacBasn (Ex-Jap) Eq B AS EQ IRL 10/12 USD 2330.15 70.8 66.3 –11.2
Pan European Eq A EU EQ IRL 10/12 EUR 946.72 31.7 26.8 –19.6
Pan European Eq B EU EQ IRL 10/12 EUR 1007.89 32.4 27.6 –19.1
US Equity A US EQ IRL 10/12 USD 843.04 26.0 23.9 –16.8
US Equity B US EQ IRL 10/12 USD 901.43 26.6 24.6 –16.3
US Small Cap A US EQ IRL 10/12 USD 1256.97 25.0 19.4 –18.0
US Small Cap B US EQ IRL 10/12 USD 1344.90 25.6 20.1 –17.5

n SEB ASSET MANAGEMENT S.A.
www.seb.se

n SEB Fund 1
Asset Sele C EUR OT OT LUX 10/13 EUR 14.24 0.8 12.1 12.5
Asset Sele C H-CHF OT OT LUX 10/13 CHF 98.83 NS NS NS
Asset Sele C H-GBP OT OT LUX 10/13 GBP 100.08 NS NS NS
Asset Sele C H-JPY OT OT LUX 10/13 JPY 9919.72 NS NS NS
Asset Sele C H-NOK OT OT LUX 10/13 NOK 113.97 1.3 NS NS
Asset Sele C H-SEK OT OT LUX 10/13 SEK 142.94 0.3 12.6 12.9
Asset Sele C H-USD OT OT LUX 10/13 USD 99.90 NS NS NS
Asset Sele D H-SEK OT OT LUX 10/13 SEK 134.15 0.3 NS NS
Choice Global Value -C- GL EQ LUX 10/13 SEK 74.25 23.4 20.8 –24.0
Choice Global Value -D- OT OT LUX 10/13 SEK 71.14 23.4 20.8 –24.0
Choice Global Value -I- OT OT LUX 10/13 EUR 6.39 31.3 13.8 –28.0
Choice Japan Fd -C- OT OT LUX 10/13 JPY 47.35 5.3 8.0 –27.4
Choice Japan Fd -D- OT OT LUX 10/13 JPY 42.57 5.3 8.1 –27.4
Choice Jpn Chance/Risk JP EQ LUX 10/13 JPY 49.94 11.5 8.7 –29.6
Choice NthAmChance/Risk US EQ LUX 10/13 USD 3.79 35.3 20.0 –15.8
Ethical Europe Fd OT OT LUX 10/13 EUR 1.89 26.4 11.4 –24.0
Europe 1 Fd OT OT LUX 10/13 EUR 2.71 30.1 13.0 –23.9
Europe 3 Fd EU EQ LUX 10/13 EUR 3.90 27.6 9.9 –24.6
Global Chance/Risk Fd GL EQ LUX 10/13 EUR 0.57 21.3 11.4 –19.0
Global Fd -C- OT OT LUX 10/13 USD 2.08 25.0 17.8 –18.3
Global Fd -D- OT OT LUX 10/13 USD 1.30 25.0 NS NS
Nordic Fd OT OT LUX 10/13 EUR 5.34 33.9 29.9 –14.4

n SEB Fund 2
Choice Asia ex. Japan -C- OT OT LUX 10/13 USD 7.08 56.3 46.8 –14.8
Choice Asia ex. Japan -D- OT OT LUX 10/13 USD 1.25 56.3 NS NS

Currency Alpha EUR -IC- OT OT LUX 10/13 EUR 10.42 –4.5 –6.0 –0.4
Currency Alpha EUR -RC- OT OT LUX 10/13 EUR 10.33 –4.9 –6.5 –0.8
Currency Alpha SEK -ID- OT OT LUX 10/13 SEK 96.89 –8.3 –9.9 NS
Currency Alpha SEK -RC- OT OT LUX 10/13 SEK 106.99 –4.9 –6.5 –0.8
Generation Fd 80 OT OT LUX 10/13 SEK 7.56 18.4 15.8 –13.2
Nordic Focus EUR NO EQ LUX 10/13 EUR 75.02 50.4 24.9 NS
Nordic Focus NOK NO EQ LUX 10/13 NOK 77.71 50.4 24.9 NS
Nordic Focus SEK NO EQ LUX 10/13 SEK 82.74 50.4 24.9 NS
Russia Fd OT OT LUX 10/13 EUR 8.52 155.3 89.8 –14.6

n SEB Fund 3
Choice North America Eq. Fd US EQ LUX 10/13 USD 1.74 25.6 17.8 –16.6
Ethical Glbl Fd -C- OT OT LUX 10/13 USD 0.82 20.9 NS NS
Ethical Glbl Fd -D- OT OT LUX 10/13 USD 0.80 33.9 24.7 –16.3
Ethical Sweden Fd NO EQ LUX 10/13 SEK 38.99 41.4 38.9 –10.4
Index Linked Bd Fd SEK OT BD LUX 10/13 SEK 13.20 3.6 5.5 5.8
Medical Fd OT EQ LUX 10/13 USD 3.08 7.5 10.1 –10.5
Short Medium Bd Fd SEK NO MM LUX 10/13 SEK 8.81 1.1 2.1 2.5
Technology Fd -C- OT OT LUX 10/13 USD 0.20 NS NS NS
Technology Fd -D- OT OT LUX 10/13 USD 2.35 51.0 34.6 –10.3
World Fd -C- OT OT LUX 10/13 USD 28.02 NS NS NS
World Fd -D- OT OT LUX 10/13 USD 2.12 32.6 22.9 –12.1

n SEB Fund 4
Short Bond Fd EUR -C- OT OT LUX 10/13 EUR 1.27 0.0 0.6 1.1
Short Bond Fd EUR -D- OT OT LUX 10/13 NA 0.50 NS NS NS
Short Bond Fd SEK NO MM LUX 10/13 SEK 21.95 1.8 2.9 2.7
Short Bond Fd USD US MM LUX 10/13 USD 2.49 –0.2 0.4 1.3

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 10/13 SEK 10.35 2.9 4.0 1.1
Alpha Bond Fd SEK -B- NO BD LUX 10/13 SEK 8.96 2.9 4.0 1.1
Alpha Bond Fd SEK -C- NO BD LUX 10/13 SEK 25.90 2.7 3.9 1.0
Alpha Bond Fd SEK -D- NO BD LUX 10/13 SEK 8.07 2.7 3.9 1.0
Alpha Short Bd SEK -A- NO MM LUX 10/13 SEK 11.09 2.6 3.4 3.1
Alpha Short Bd SEK -B- NO MM LUX 10/13 SEK 10.14 2.6 3.4 3.1
Alpha Short Bd SEK -C- NO MM LUX 10/13 SEK 21.68 2.5 3.3 3.0
Alpha Short Bd SEK -D- NO MM LUX 10/13 SEK 8.21 2.5 3.3 3.0
Bond Fd SEK -C- NO BD LUX 10/13 SEK 42.65 2.6 8.8 6.8
Bond Fd SEK -D- NO BD LUX 10/13 SEK 12.39 2.7 8.9 6.2
Corp. Bond Fd EUR -C- EU BD LUX 10/13 EUR 1.25 14.8 18.7 2.6
Corp. Bond Fd EUR -D- EU BD LUX 10/13 EUR 0.96 14.9 18.8 2.5
Corp. Bond Fd SEK -C- NO BD LUX 10/13 SEK 12.41 15.5 14.7 1.3
Corp. Bond Fd SEK -D- NO BD LUX 10/13 SEK 9.38 15.5 14.7 1.4
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 10/13 EUR 104.18 0.3 7.8 NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 10/13 EUR 108.56 4.8 12.5 NS
Danish Mortgage Bond Fd SEK -ID- OT OT LUX 12/17 SEK 121.91 NS NS NS
Danish Mortgage Bond Fd SEK -RC- NO BD LUX 10/13 SEK 1124.20 4.8 12.5 NS
Flexible Bond Fd -C- NO BD LUX 10/13 SEK 21.35 2.3 5.2 4.4
Flexible Bond Fd -D- NO BD LUX 10/13 SEK 11.68 2.3 5.2 4.4

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 10/13 USD 2.58 67.7 55.6 –12.1
Eastern Europe Fd OT OT LUX 10/13 EUR 2.38 40.6 21.0 –21.4

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 10/13 SEK 27.88 66.1 59.4 –13.6
Eastern Europe SmCap Fd OT OT LUX 10/13 EUR 2.46 90.2 38.7 –20.9
Europe Chance/Risk Fd EU EQ LUX 10/13 EUR 1004.75 31.8 11.2 –25.7
Listed Private Equity -C- OT OT LUX 10/13 EUR 127.24 54.5 –10.1 NS
Listed Private Equity -IC- OT OT LUX 10/13 EUR 74.70 80.8 5.5 NS
Listed Private Equity -ID- OT OT LUX 10/13 EUR 72.47 75.7 2.4 NS
Nordic Small Cap -C- OT OT LUX 10/13 EUR 127.16 NS NS NS
Nordic Small Cap -IC- OT OT LUX 10/13 EUR 127.48 NS NS NS

n SEB Sicav 3
Asset Sele Defensive Acc -A- OT OT LUX 10/13 SEK 79.40 –0.8 –11.1 –14.8
Asset Sele Defensive Acc EUR -C- OT OT LUX 10/13 EUR 101.20 NS NS NS
Asset Sele Defensive Acc SEK -C- OT OT LUX 10/13 SEK 101.23 NS NS NS
Asset Sele Defensive Acc USD -C- OT OT LUX 10/13 USD 102.39 NS NS NS
Asset Sele Defensive Inc -D- OT OT LUX 10/13 SEK 72.54 –0.9 –11.1 –16.1
Asset Sele Opp C H NOK OT OT LUX 10/13 NOK 107.48 NS NS NS
Asset Sele Opp C H SEK OT OT LUX 10/13 SEK 106.47 NS NS NS
Asset Sele Opp IC EUR OT OT LUX 10/13 EUR 107.28 NS NS NS
Asset Sele Opp ID H GBP OT OT LUX 10/13 GBP 107.89 NS NS NS
Asset Sele Opp ID H SEK OT OT LUX 10/13 SEK 107.27 NS NS NS
Asset Sele Original C EUR OT OT LUX 10/13 EUR 104.20 NS NS NS
Asset Sele Original D GBP OT OT LUX 10/13 GBP 104.81 NS NS NS
Asset Sele Original ID GBP OT OT LUX 10/13 GBP 104.53 NS NS NS

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
MENA Real Estate Fund OT OT BMU 10/01 USD 1079.81 14.9 –20.3 –13.2

MENA Special Sits Fund OT OT BMU 09/30 USD 1139.93 17.4 14.2 NS
UAE Blue Chip Fund OT OT ARE 10/08 AED 6.88 50.1 –21.4 –12.7

n WWW.SGAM.COM
SGAM FUND
Bonds ConvEurope A OT OT LUX 10/09 EUR 29.03 2.4 –2.0 0.3
Bonds Eur Corp A OT OT LUX 10/09 EUR 22.93 10.6 15.2 1.8
Bonds Eur Hi Yld A OT OT LUX 10/09 EUR 20.19 51.9 28.0 –3.8
Bonds EURO A OT OT LUX 10/12 EUR 41.22 4.4 9.5 6.2
Bonds Europe A OT OT LUX 10/12 EUR 39.16 3.4 8.2 4.8
Bonds US MtgBkSec A OT OT LUX 04/29 USD 24.41 –4.7 11.9 0.0
Bonds US OppsCoreplus A OT OT LUX 10/12 USD 36.48 15.7 18.2 9.1
Bonds World A OT OT LUX 10/12 USD 43.48 9.2 16.7 10.2
Eq. China A OT OT LUX 10/12 USD 22.30 49.2 66.8 –23.4
Eq. ConcentratedEuropeA OT OT LUX 10/12 EUR 26.17 27.0 28.2 –21.9
Eq. Eastern Europe A OT OT LUX 10/12 EUR 22.59 70.9 40.3 –28.3
Eq. Equities Global Energy OT OT LUX 10/12 USD 17.79 24.8 38.3 –14.2
Eq. Euroland A OT OT LUX 10/12 EUR 10.66 16.3 18.7 –23.7
Eq. Euroland MidCapA OT OT LUX 04/30 EUR 14.61 1.4 –45.7 –33.8
Eq. EurolandCyclclsA OT OT LUX 10/12 EUR 17.42 26.8 29.6 –18.3
Eq. EurolandFinancialA OT OT LUX 10/09 EUR 12.26 45.5 8.6 –22.0
Eq. Glbl Emg Cty A OT OT LUX 10/09 USD 9.41 57.5 46.8 –16.8
Eq. Global A OT OT LUX 10/12 USD 27.31 29.8 33.1 –18.1
Eq. Global Technol A OT OT LUX 04/24 USD 4.46 22.1 –29.7 –21.6
Eq. Gold Mines A OT OT LUX 10/12 USD 30.85 47.5 85.9 0.5
Eq. Japan Sm Cap A OT OT LUX 10/09 JPY 1100.27 21.5 35.7 –24.6
Eq. Japan Target A OT OT LUX 10/13 JPY 1715.73 9.6 27.5 –13.1
Eq. Pacific A OT OT LUX 10/12 USD 10.02 56.9 51.8 –17.5
Eq. US ConcenCore A OT OT LUX 10/12 USD 21.15 30.2 29.5 –12.3
Eq. US Lg Cap Gr A OT OT LUX 10/12 USD 14.59 35.3 25.4 –16.1
Eq. US Mid Cap A OT OT LUX 10/12 USD 28.49 42.1 39.4 –16.8
Eq. US Multi Strg A OT OT LUX 10/12 USD 20.70 29.6 23.9 –17.6
Eq. US Rel Val A OT OT LUX 10/12 USD 20.26 30.4 23.5 –19.6
Eq. US Sm Cap Val A OT OT LUX 10/12 USD 16.24 25.5 6.3 –24.0
Eq. US Value Opp A OT OT LUX 10/12 USD 16.04 23.7 11.9 –24.1
Money Market EURO A OT OT LUX 10/12 EUR 27.38 0.9 1.8 3.1
Money Market USD A OT OT LUX 10/12 USD 15.83 0.5 1.0 2.2

n YUKI INTERNATIONAL LIMITED
Tel +44-207-269-0203 www.yukifunds.com

n YMR-N Series
YMR-N Growth Fund OT OT IRL 10/13 JPY 9111.00 5.9 8.0 –32.7
YMR-N Small Cap Fund OT OT IRL 10/13 JPY 7192.00 12.1 32.2 –30.9

n Yuki 77 Series
Yuki 77 General JP EQ IRL 10/13 JPY 6203.00 5.1 4.7 –32.6
Yuki 77 Growth JP EQ IRL 10/13 JPY 5800.00 –2.0 –10.3 –37.2

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 10/13 JPY 6607.00 5.9 4.7 –32.4
Yuki Chugoku JpnLowP JP EQ IRL 10/13 JPY 8035.00 –1.9 10.1 –28.6

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 10/13 JPY 6627.00 –2.1 –2.4 –34.6

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 10/13 JPY 4552.00 0.1 –0.5 –34.1
Yuki Hokuyo Jpn Inc JP EQ IRL 10/13 JPY 5191.00 –1.7 –2.4 –28.1
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 10/13 JPY 5265.00 11.9 32.9 NS

n Yuki Mizuho Series
Yuki Mizuho Gen Jpn III OT OT IRL 10/13 JPY 4324.00 1.8 –4.7 –36.7
Yuki Mizuho Jpn Dyn Gro OT OT IRL 10/13 JPY 4691.00 4.4 –2.8 –36.6
Yuki Mizuho Jpn Exc 100 OT OT IRL 10/13 JPY 6686.00 9.6 4.8 –31.9
Yuki Mizuho Jpn Gen OT OT IRL 10/13 JPY 8585.00 7.0 6.9 –32.9
Yuki Mizuho Jpn Gro OT OT IRL 10/13 JPY 6344.00 1.5 5.2 –34.4
Yuki Mizuho Jpn Inc OT OT IRL 10/13 JPY 7519.00 –5.5 –3.6 –31.1
Yuki Mizuho Jpn Lg Cap OT OT IRL 10/13 JPY 5107.00 2.5 1.0 –31.8
Yuki Mizuho Jpn LowP OT OT IRL 10/13 JPY 12013.00 6.0 19.3 –24.2
Yuki Mizuho Jpn PGth OT OT IRL 10/13 JPY 7994.00 4.6 2.1 –35.3
Yuki Mizuho Jpn SmCp OT OT IRL 10/13 JPY 7381.00 20.3 39.3 –29.7
Yuki Mizuho Jpn Val Sel OT OT IRL 10/13 JPY 5666.00 9.1 10.7 –27.8
Yuki Mizuho Jpn YoungCo OT OT IRL 10/13 JPY 3066.00 28.4 30.2 –34.1

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 10/13 JPY 4234.00 –5.9 –12.5 –39.9

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 10/13 JPY 5410.00 6.1 4.7 –35.0
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n ALEXANDRA INVESTMENT MANAGEMENT
Alexandra Convertible Bond Fund I, Ltd. (Class A) OT OT VGB 08/31 USD 1439.79 48.6 44.2 NS

n CAPITAL MANAGEMENT ADVISORS
Phone Number: +1 441 295 59 29
CMA Dynamic OT OT BHS 08/31 USD 1355.45 0.5 4.1 5.9
CMA MultHdge Arbtrge OT OT CYM 07/31 USD 1711.00 –1.7 –9.0 –5.8
CMA MultHdge Balncd OT OT CYM 07/31 USD 1355.67 0.4 4.8 5.8
CMA MultHdge Growth OT OT CYM 08/31 USD 1671.37 2.7 7.0 6.4
CMA MultiHdge Lvrgd OT OT CYM 08/31 USD 942.93 –0.3 1.6 6.7

n D'AURIOL FUNDS WWW.DAURIOL.BIZ
2 FUNDS OF FUNDS OF HEDGE FUNDS
D'Auriol Alt Non-Lev A EU OT CYM 09/30 EUR 100.85 2.5 –11.3 –10.7
D'Auriol Opp F3 EUR EU MM CYM 09/30 EUR 989.58 –0.7 –14.3 –14.3

n HERMITAGE CAPITAL MANAGEMENT LTD.
Tel: +7501 258 3160 www.hermitagefund.com
The Hermitage Fund GL EQ JEY 09/04 USD 730.68 62.0 –43.7 –29.8

n HORSEMAN CAPITAL MANAGEMENT LTD.
T: +44(0)20 7838 7580, F: +44(0) 20 7838 7590, www.horsemancapital.com
Horseman EmMkt Opp EUR GL EQ GBR 09/30 EUR 169.66 –21.0 –12.6 0.2
Horseman EmMkt Opp USD GL EQ USA 09/30 USD 170.66 –22.2 –14.2 –1.2
Horseman EurSelLtd EUR EU EQ GBR 09/30 EUR 189.54 –9.4 –10.6 5.6
Horseman EurSelLtd USD EU EQ GBR 09/30 USD 196.17 –9.8 –10.4 5.0
Horseman Glbl Ltd EUR GL EQ CYM 09/30 USD 380.23 –22.8 –12.2 0.9
Horseman Glbl Ltd USD GL EQ CYM 09/30 USD 380.23 –22.8 –12.2 0.9

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Absolute Companies
Global Absolute OT OT GGY 09/11 GBP 1.03 9.1 NS NS
Global Absolute EUR OT OT NA 09/11 EUR 1.52 9.8 NS NS
Global Absolute USD OT OT GGY 09/11 USD 1.93 9.4 NS NS

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 09/18 EUR 85.89 12.5 NS NS
Special Opp Inst EUR OT OT CYM 09/18 EUR 81.01 12.8 NS NS
Special Opp Inst USD OT OT CYM 09/18 USD 91.95 13.9 NS NS
Special Opp USD OT OT CYM 09/18 USD 90.23 13.4 NS NS

n HSBC Portfolio Selection Fund
GH Fund AP OT OT JEY 05/22 EUR 123.47 3.5 –13.4 –3.8
GH Fund CHF Hdg OT OT JEY 09/18 CHF 108.85 9.0 NS NS
GH Fund EUR Hdg (Non-V) OT OT JEY 05/22 EUR 111.63 2.9 –15.9 –5.9
GH Fund GBP Hdg OT OT JEY 09/18 GBP 129.52 9.9 NS NS
GH Fund Inst EUR OT OT JEY 05/29 EUR 91.86 10.0 –10.4 NS
GH Fund Inst USD OT OT JEY 09/18 USD 109.49 11.0 NS NS
GH FUND S EUR OT OT CYM 09/18 EUR 125.14 10.7 NS NS
GH FUND S GBP OT OT JEY 09/18 GBP 129.70 10.3 NS NS
GH Fund S USD OT OT CYM 09/18 USD 146.89 11.3 NS NS
GH Fund USD OT OT GGY 09/18 USD 268.68 10.2 NS NS
Hedge Investments OT OT JEY 08/21 USD 134.41 8.5 NS NS
Leverage GH USD OT OT GGY 09/18 USD 116.57 19.5 NS NS
MultiAdv Arb CHF Hdg OT OT JEY 09/18 CHF 91.97 9.5 NS NS
MultiAdv Arb EUR Hdg OT OT JEY 09/18 EUR 99.86 10.5 NS NS
MultiAdv Arb GBP Hdg OT OT JEY 09/18 GBP 107.67 11.1 NS NS
MultiAdv Arb S EUR OT OT CYM 09/18 EUR 106.41 11.2 NS NS
MultiAdv Arb S GBP OT OT CYM 09/18 GBP 111.35 11.7 NS NS
MultiAdv Arb S USD OT OT CYM 09/18 USD 121.70 12.4 NS NS
MultiAdv Arb USD OT OT GGY 09/18 USD 188.27 11.5 NS NS

n HSBC Uni-folio
Alpha AdvantEdge OT OT JEY 06/30 USD 111.58 4.2 –14.9 –7.1
Asian AdbantEdge EUR OT OT JEY 08/28 EUR 98.11 10.6 NS NS
Asian AdvantEdge OT OT JEY 08/28 USD 180.05 11.1 NS NS
Emerg AdvantEdge OT OT JEY 08/28 USD 160.24 14.2 NS NS
Emerg AdvantEdge EUR OT OT JEY 08/28 EUR 89.25 13.6 NS NS
Europ AdvantEdge EUR OT OT JEY 08/28 EUR 128.09 11.1 NS NS
Europ AdvantEdge USD OT OT JEY 08/28 USD 135.81 11.3 NS NS
Japan AdvantEdge JPY OT OT JEY 06/30 JPY 7913.02 –2.1 –10.8 –8.6
Japan AdvantEdge USD OT OT JEY 06/30 USD 92.51 –1.7 –9.6 –6.5
Lvgd Alpha AdvantEdge OT OT JEY 06/30 USD 91.87 7.0 –33.1 –19.2
Real AdvantEdge EUR OT OT NA 08/28 EUR 104.84 6.1 NS NS
Real AdvantEdge USD OT OT NA 08/28 USD 104.88 6.3 NS NS
Trading Adv JPY OT OT NA 08/28 JPY 9549.04 NS NS NS
Trading AdvantEdge OT OT GGY 08/28 USD 144.97 –4.4 NS NS
Trading AdvantEdge EUR OT OT GGY 08/28 EUR 131.85 –4.2 NS NS
Trading AdvantEdge GBP OT OT GGY 08/28 GBP 139.01 –4.5 NS NS
US AdvantEdge OT OT JEY 06/30 USD 105.30 2.9 –19.3 –7.5

n INTEGRATED ALTERNATIVE INVESTMENTS, TEL: +44 (0)20 75149200
Email: contact@integratedai.com - Website: www.integratedai.com

Altipro OT OT FRA 09/30 EUR 194.95 NS NS NS
Integrated European Fd EUR OT OT CYM 07/31 EUR 151.81 1.9 –2.7 –0.7
Integrated Multi St N EUR OT OT VGB 07/31 EUR 99.08 NS NS NS
Integrated Multi St N GBP OT OT VGB 07/31 GBP 99.21 NS NS NS
Integrated Multi St N USD OT OT VGB 07/31 USD 99.39 NS NS NS
Integrated Strategic Fund-MS Z EUR OT OT VGB 07/31 EUR 100.07 NS NS NS

n INVENTUM ASSET MANAGEMENT S.A.
info@inventumcapital.com
Tel. +7 495 792 5595 www.inventumcapital.com
Inv Absolute Return Fund OT OT BMU 09/30 USD 142.87 41.1 NS NS

n MERIDEN GROUP
Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 10/09 USD 360.75 87.8 11.9 –33.4
Antanta MidCap Fund EE EQ AND 10/09 USD 650.10 124.3 7.8 –36.3
Meriden Opps Fund GL OT AND 07/22 EUR 74.42 –14.5 –28.2 NS
Meriden Protective Div OT OT AND 11/24 EUR 78.88 –2.8 NS NS

n OTHER FUNDS
For information about these funds, please contact us on Tel: +44 (0) 207 842 9694/9633
Medinvest Plc Dublin OT OT IRL 07/31 USD 1299.94 NS –8.4 –4.9

n SEB ALTERNATIVE INVESTMENT
SEB KEY Europe Equity Long Short

Key Europe Long/Short EUR -IC- OT OT LUX 08/31 EUR 90.02 6.0 –5.8 NS
Key Europe Long/Short EUR -RC- OT OT LUX 08/31 EUR 89.39 5.6 –6.4 NS

n SEB KEY Hedge
Key Hedge EUR -IC- OT OT LUX 08/31 EUR 100.36 10.7 2.2 NS
Key Hedge EUR-RC- OT OT LUX 08/31 EUR 99.69 10.3 1.7 NS

n SEB KEY Market Independent II
Key Market Independent II EUR -RC- OT OT LUX 08/31 EUR 94.41 11.4 –1.8 NS
Key Market Independent II SEK -I- OT OT LUX 08/31 SEK 91.67 11.6 –2.2 NS

n SEB KEY Recovery
Key Recovery -IC- OT OT LUX 08/31 EUR 86.51 8.7 –10.6 NS
Key Recovery -RC- OT OT LUX 08/31 EUR 85.92 8.3 –11.1 NS

n SUPERFUND ASSET MANAGEMENT GMBH
For information about open funds, please contact us on Tel: +43 1 24700
www.superfund.com *Closed for New Investments
Superfund Cayman* OT OT CYM 10/06 USD 50.79 –39.0 –7.7 14.8
Superfund GCT USD* OT OT LUX 10/06 USD 2524.00 –30.9 –9.3 9.3
Superfund Green Gold A (SPC) OT OT CYM 10/06 USD 1028.64 –11.5 11.9 22.8
Superfund Green Gold B (SPC) OT OT CYM 10/06 USD 1057.06 –21.6 11.2 23.3
Superfund Q-AG* OT OT AUT 10/06 EUR 7079.00 –19.2 –1.1 9.5

n WINTON CAPITAL MANAGEMENT LTD
Tel: +44 (0)20 7610 5350 Fax: +44 (0)20 7610 5301
Winton Evolution EUR Cls H OT OT CYM 09/30 EUR 951.96 NS NS NS
Winton Evolution GBP Cls G OT OT CYM 09/30 GBP 955.54 NS NS NS
Winton Evolution USD Cls F OT OT CYM 09/30 USD 1205.96 –4.9 4.0 5.0
Winton Futures EUR Cls C OT OT VGB 09/30 EUR 195.42 –5.1 5.6 10.0
Winton Futures GBP Cls D OT OT VGB 09/30 GBP 210.95 –5.0 6.3 11.1
Winton Futures JPY Cls E OT OT VGB 09/30 JPY 13810.43 –6.4 3.0 6.9
Winton Futures USD Cls B OT OT VGB 09/30 USD 693.03 –5.5 5.1 9.7
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n ARIX ABSOLUTE RETURN INVESTABLE INDEX
Feri Institutional Advisors, www.feri.de
ARIX Composite Gross USD OT 09/30 USD 1378.10 3.2 3.2 2.6 –18.0 –7.1

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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Romania cabinet rejected
Fall of government
creates new hurdle
to IMF demands

Romanian Premier Emil Boc reacts during a confidence vote in Parliament in
Bucharest on Tuesday. Lawmakers voted 254-176 to oust his government.

ECONOMY & POLITICS

By Christopher Emsden

Romania’s government fell in a
parliamentary no-confidence vote
Tuesday, becoming the latest politi-
cal victim of a savage economic
downturn in Eastern Europe.

The collapse, coming less then six
weeks before Romania’s presiden-
tial elections, could put a financial-
rescue package from the Interna-
tional Monetary Fund in jeopardy,
analysts said.

The development followed the
withdrawal last week of Social Demo-
crats from a coalition with Prime

Minister Emil Boc’s Liberal Demo-
cratic Party. The coalition—the prod-
uct of a virtual tie in last year’s na-
tional elections between the center-
left and center-right parties—had
struggled from the outset. Mr. Boc’s
government mustered only 176
votes of support from the 471-seat
parliament Tuesday.

The vote forces President Traian
Basescu to attempt to form a new
cabinet capable of commanding a
parliamentary majority before presi-
dential elections begin Nov. 22. The
presidential vote will go to a second
round in early December if there is
no majority winner in November.

The cabinet will be a lame duck at
least until the presidential election
outcome is known. If it fails then to
win parliament’s backing, parliamen-
tary elections will be likely.

Mr. Basescu, a former oil tanker

captain who is supported by Mr.
Boc’s party, is ahead in opinion polls
but well short of a majority, accord-
ing to a survey by CSOP, a Bucharest
research institute.

The widely anticipated vote had
only a modest impact on financial
markets, briefly pushing the leu
down 0.4% to 4.24 against the euro,
its lowest level since March, but the
currency rebounded later.

Romania’s economy has suffered
one of the sharpest economic turn-
arounds in Europe. It grew more
than 8% last year but is expected to
contract by more than 8% in 2009.
The CSOP poll, published this week,
found 60% of Romanians said their
personal standard of living is much
worse this year than in 2008. The
economic crisis has already taken its
toll on governments in Eastern Eu-
rope, contributing to the fall of gov-

ernments in Hungary and Latvia.
A caretaker government in Roma-

nia will struggle to pass legislation

demanded by the IMF, putting its
loan package at risk, said Elizabeth
Andreew, an analyst for Nordea in
Copenhagen. Negotiating the Œ20 bil-
lion ($29.56 billion) rescue package
from the IMF and European Union
was one of the coalition’s first acts.

Romania has received about Œ6.9
billion of the Œ12.3 billion loan from
the IMF that was part of the broader
package.

The IMF demanded a sharp cut in
public-sector personnel spend-
ing—in direct contradiction to what
the two main political parties prom-
ised a year ago. Along with a prospec-
tive 15% cut in the civil-servant pay-
roll, moves under consideration in-
clude an increase in the 19% value-
added tax rate and possibly in the
16% flat income-tax rate.

“Politics continues to remain the
one main Achilles’ heel of Romania,”
said Simon Quijano-Evans, a strate-
gist at Cheuvreux, the brokerage
unit of Credit Agricole, in Vienna.

 —Clare Connaghan in London
contributed to this article.
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LONDON—A Dutch lawmaker
won his legal battle to be allowed
into Britain, the U.K. government
said Tuesday, after he had been
banned from the country over fears
he would provoke protests from
Muslims.

Geert Wilders said he hoped to
travel to London inthe next fewweeks
to show his film “Fitna.” The movie,
which transposes images of verses
from the Quran against footage of ter-
rorist violence, has sparked violent
protests around the Muslim world.

The British government, which
this year banned Mr. Wilders from
the country on public safety
grounds, said it was disappointed by
the Asylum and Immigration Tribu-
nal’s decision to allow him to visit.

He had been invited by a group of
British lawmakers to present “Fitna”
at the House of Lords, but Muslims
threatened to protest and the govern-
ment wrote to Mr. Wilders telling
him he wasn’t welcome.

He flew to Britain anyway, and
was turned back at London’s Heath-
row Airport on Feb. 12. That led to
criticism from the Dutch govern-
ment and to debate in Britain over
whether the government was effec-
tively stifling free expression.

Britain’s Home Office said Tues-
day that it still considered Mr.
Wilders a dangerous man and was
considering an appeal.

Court overturns
ban on Wilders
entering U.K.
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Gl High Yield I US BD LUX 10/12 USD 4.26 55.7 40.8 2.3
Gl Value A GL EQ LUX 10/12 USD 11.03 29.9 28.9 –24.6
Gl Value B GL EQ LUX 10/12 USD 10.16 28.9 27.6 –25.3
Gl Value I GL EQ LUX 10/12 USD 11.71 30.7 29.8 –24.0
India Growth A - OT OT LUX 10/12 USD 120.63 NS NS NS
India Growth AX OT OT LUX 10/12 USD 105.38 82.4 71.9 –6.6
India Growth B - OT OT NA 10/12 USD 126.65 NS NS NS
India Growth BX OT OT LUX 10/12 USD 90.28 81.0 70.2 –7.5
India Growth I EA EQ LUX 10/12 USD 109.09 83.0 72.6 –6.3
Int'l Health Care A OT EQ LUX 10/12 USD 126.94 8.1 12.1 –13.1
Int'l Health Care B OT EQ LUX 10/12 USD 107.30 7.3 10.9 –13.9
Int'l Health Care I OT EQ LUX 10/12 USD 138.44 8.8 13.0 –12.4
Int'l Technology A OT EQ LUX 10/12 USD 102.40 40.0 31.0 –16.7
Int'l Technology B OT EQ LUX 10/12 USD 88.93 38.9 29.7 –17.6
Int'l Technology I OT EQ LUX 10/12 USD 114.62 40.9 32.1 –16.1
Japan Blend A JP EQ LUX 10/12 JPY 5856.00 9.1 10.2 –28.8
Japan Growth A JP EQ LUX 10/12 JPY 5766.00 3.6 4.7 –29.0
Japan Growth I JP EQ LUX 10/12 JPY 5923.00 4.3 5.6 –28.4
Japan Strat Value A JP EQ LUX 10/12 JPY 5900.00 14.4 15.6 –29.1
Japan Strat Value I JP EQ LUX 10/12 JPY 6046.00 15.1 16.5 –28.5
Real Estate Sec. A OT EQ LUX 10/12 USD 13.99 31.1 15.4 –21.0

Real Estate Sec. B OT EQ LUX 10/12 USD 12.82 30.2 14.3 –21.8
Real Estate Sec. I OT EQ LUX 10/12 USD 15.01 31.9 16.4 –20.4
Short Mat Dollar A US BD LUX 10/12 USD 7.17 9.2 1.4 –7.8
Short Mat Dollar A2 US BD LUX 10/12 USD 9.58 9.4 1.4 –7.8
Short Mat Dollar B US BD LUX 10/12 USD 7.17 8.8 1.0 –8.2
Short Mat Dollar B2 US BD LUX 10/12 USD 9.54 8.9 1.0 –8.2
Short Mat Dollar I US BD LUX 10/12 USD 7.17 9.7 2.0 –7.2

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 10/12 GBP 7.92 18.9 35.9 –10.4
Andfs. Borsa Global GL EQ AND 10/12 EUR 6.33 9.2 11.4 –20.5
Andfs. Emergents GL EQ AND 10/12 USD 16.58 65.9 64.5 –12.9
Andfs. Espanya EU EQ AND 10/12 EUR 13.45 24.3 29.0 –12.8
Andfs. Estats Units US EQ AND 10/12 USD 14.39 18.0 20.5 –16.3
Andfs. Europa EU EQ AND 10/12 EUR 7.74 19.3 23.4 –17.7

Andfs. Franca EU EQ AND 10/12 EUR 9.47 14.4 19.7 –19.5

Andfs. Japo JP EQ AND 10/12 JPY 493.77 12.6 18.6 –25.1

Andfs. Plus Dollars US BA AND 10/12 USD 9.33 10.6 9.7 –7.4

Andfs. RF Dolars US BD AND 10/12 USD 11.31 10.7 10.2 –0.2

Andfs. RF Euros EU BD AND 10/12 EUR 10.79 20.5 15.1 –1.9

Andorfons EU BD AND 10/12 EUR 14.42 20.9 13.5 –4.1

Andorfons Alternative Premium OT OT AND 08/31 EUR 96.82 4.8 –13.4 –7.6

Andorfons Mix 30 EU BA AND 10/12 EUR 9.48 17.2 10.5 –10.8

Andorfons Mix 60 EU BA AND 10/12 EUR 9.13 12.3 8.4 –17.9

n CHARTERED ASSET MANAGEMENT PTE LTD - TEL NO: 65-6835-8866
Fax No: 65-6835 8865, Website: www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited AS EQ MUS 10/02 USD 224096.44 66.1 20.7 –8.6

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 OT OT LUX 10/13 EUR 9.18 –5.1 –6.2 –3.2

DJE-Absolut P GL EQ LUX 10/13 EUR 198.34 13.2 8.5 –11.0

DJE-Alpha Glbl P EU BA LUX 10/13 EUR 174.41 13.4 10.8 –6.9
DJE-Div& Substanz P GL EQ LUX 10/13 EUR 208.06 19.0 22.2 –8.1
DJE-Gold&Resourc P OT EQ LUX 10/13 EUR 168.85 29.2 39.6 –6.6
DJE-Renten Glbl P EU BD LUX 10/13 EUR 129.51 8.2 10.1 2.9
LuxPro-Dragon I AS EQ LUX 10/13 EUR 146.89 58.2 49.2 –14.1
LuxPro-Dragon P AS EQ LUX 10/13 EUR 143.12 57.7 48.4 –15.2
LuxTopic-Aktien Europa EU EQ LUX 10/13 EUR 17.15 19.7 29.7 –4.8
LuxTopic-Pacific AS EQ LUX 10/13 EUR 14.83 63.9 32.3 –18.6

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 10/07 USD 43.25 25.1 –1.9 –11.0
EFG-Hermes MEDA* GL EQ BMU 08/31 USD 22.99 9.7 –31.7 –10.3
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Regulators target ‘naked’ access
Risk management
of anonymous trades
is raising concerns
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Gold at record
as dollar slips;
crude tops $74
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REUTERS NEWS SERVICE

LONDON—Gold prices hit
records and other precious metals
rallied to multimonth peaks, as the
dollar’s slide to its weakest level
since August 2008 against the euro
fueled buying of precious metals.

Gold for October delivery re-
treated later Tuesday as the dollar
clawed back some lost ground
against the euro, but still closed at a
record $1,064.20 an ounce, up $7.50
on the Comex division of the New
York Mercantile Exchange.

Spot gold touched a peak of
$1,068.30 an ounce
in morning trading.
It has rallied 12%
since the beginning
of September as

the dollar has weakened.
“The trend in the dollar is lower,

and that is going to be the main fo-
cus,” said Tom Hartmann, a com-
modity analyst at Altavest World-
wide Trading of California.

Currency and stock traders were
awaiting the release of U.S. corpo-
rate results this week for clues to
the future direction of trade.

Oil rose 88 cents to $74.15 a bar-
rel on the New York Mercantile, it’s
highest settle since Aug. 24.
Strength in crude often benefits
gold, both because it boosts interest
in commodities as an asset class and
because it can be bought as a hedge
against oil-led inflation.

Gold enthusiasts also are taking
heart from a pickup in buying of
gold jewelry in India, the world’s
largest bullion consumer last year,
after an sluggish year.

Demand for gold to back bullion
exchange-traded funds is lackluster,
however. Holdings of the world’s
largest gold ETF, the SPDR Gold
Trust, were steady on Monday.

U.S. gold futures for December de-
livery on the Comex division of the
New York Mercantile Exchange rose
$2.70 to $1,060.20. They touched a
record at $1,069.70 earlier.

From a technical perspective,
Commerzbank analysts pinpointed
key resistance for gold around
$1,066 an ounce. A failure to breach
that level could push it back to its
previous record high above $1,030
and from there to $1,000, they said.

“A weekly close above $1,057 is
still needed in order to confirm that
it has been cleared,” they said in a re-
port. “Above here would introduce
scope towards $1,191.”

Gold’s rally lifted the price of other
precious metals. Silver hit a 2009 clos-
ing high of $17.825 an ounce, its high-
est since July 22, 2008. It rose above
$18 in intraday trading.

By Scott Patterson

U.S. securities regulators are ex-
amining whether an arrangement
that lets high-speed traders rapidly
buy and sell large chunks of stock
anonymously could go awry and
threaten markets.

Called sponsored or “naked” ac-
cess, the setup allows outfits to
trade directly on exchanges using
powerful computers without the ex-
changes or regulators knowing who
is making the trades.

“We understand that some firms
are offering so-called naked access
without effective controls over fi-
nancial regulatory risk,” said David
Shillman, associate director of the
Securities and Exchange Commis-
sion’s division of trading and mar-
kets, which is stepping up its scru-
tiny of the issue.

The practice is one of several in-
volving high-frequency trading that
is troubling regulators amid a
broader look at making securities
markets more transparent and sta-
ble. High-frequency firms collec-
tively trade billions of shares a day
using computer algorithms to cap-
ture fleeting changes in prices. The
strategy recently has been one of
the most lucrative in the markets
and now accounts for more than half
of stock-trading volume, according
to industry estimates.

Sponsored access is akin to mem-
bers of an exclusive club charging oth-
ers to use their pass. The members in
this case are registered brokerage
firms that are approved and pay to
trade on exchanges. High-frequency
firms or other traders such as hedge
funds cut deals with these regulated
brokerage firms that let them use
their computer access codes—known
as a “market participant ID”—to

trade directly on exchange comput-
ers that match buy and sell orders.

Stock exchanges are usually left in
the dark about the identity of the trad-
ing firms, and only see trade orders in
the name of the sponsoring broker.
Still, exchanges and brokerages have
supported the practice, which brings
in huge trading volumes and fees.

One concern, regulators say, is
that a trading outfit could suffer a
massive loss through a computer
glitch that threatens the financial
stability of the sponsoring broker, or
triggers a sudden and unexplained
decline in the broader market. Bro-
kers that provide sponsored access
are on the hook for client losses that
exceed the client’s capital.

“The risk is that neither the broker
nor the exchange have any obligation
to implement technology that would
allowthem to act” if acascade ofrapid-
fire orders went awry, potentially de-
stabilizing markets, said Laurie
Berke, a principal with Tabb Group,
which tracks computerized trading.

Defenders of sponsored access
note that so far there has been scant
evidence that the arrangements
pose risk to markets. They say bro-
kerages employ rapid post-trade
checks that can quickly shut down
an operation if orders run amok.
They also say high-speed traders
are sophisticated enough to avoid
problems. For now, a patchwork of
loose rules among exchanges and
brokers governs the practice.

The SEC says naked access poses
threats to stability, whereas “flash
orders,” a type of high-speed trad-
ing that recently has caught the at-
tention of politicians, raise con-
cerns of fairness. Flash involves
some traders getting a sneak peek at
market orders before other inves-
tors. The SEC has recently sought to
ban flash orders.

Sponsored access has spread in
recent years along with high-speed
trading. On the Nasdaq Stock Mar-
ket, the biggest volume provider is
Los Angeles-based Wedbush Securi-
ties, a closely held brokerage firm

with more than $2 billion in assets,
according to the Nasdaq. Wedbush
says more than 75% of the volume in
its clearing unit stems from traders
using sponsored access.

Goldman Sachs Group Inc. and
Credit SuisseGroup AG provide avari-
ant of sponsored access, according to
representatives at the firms. But, un-
like Wedbush, they require the firms
to route orders through their com-
puter systems before the orders go
theexchange; this stepcreatesa more-
immediate way to monitor trades.

Citigroup Inc. says it doesn’t pro-
vide the service but is considering
offering a version in the future.

Trading outfits that use the ser-
vice say that if they had to channel
orders through a brokerage firm’s
computer systems, the resulting
split-second delays could put them
at a disadvantage to rivals who
trade directly on the exchange. Spon-
sored access, they say, is cheaper
than paying the costs involved with
becoming a brokerage firm and pay-
ing for the exchange access.

Critics fear sponsored-access risk-
management standards are slipping,
and risks are rising, thanks to the in-
creased volume of high-frequency
trading, ramped up speeds, and be-
cause of the difficulty regulators and
exchanges face keeping up with trad-
ers’ technological advances.

Though sponsored access has
been on the SEC’s radar for more
than a year, the agency’s concerns
lately have mounted as more firms
jump into the field of high-frequency
trading, according to a person famil-
iar with the agency’s thinking.

In January, Nasdaq OMX Group
Inc., which runs the Nasdaq Stock
Market, submitted a proposal to the
SEC with new sponsored-access
rules. In late September, the Nasdaq
submitted an updated proposal and
is waiting for feedback.

The SEC is concerned the ex-
changes haven’t enacted new rules
quickly enough, according to a per-
son familiar with the matter. Another
concern is that the exchanges could

face conflicts of interest, since they
benefit from the huge volumes high-
speed traders bring to the market.

If the exchanges don’t act soon,
the SEC may impose its own rules,
the person says. Though the SEC isn’t
expected to impose a ban, it could re-
quire that users of sponsored access
submit to pre-trade order checks
monitored by the brokerage firm.
The rule would undercut the practice
by curbing the speed advantages
firms get from sponsored access.

One example of a bad trade this
year in a transaction similar to spon-
sored access highlights how com-
plex trading systems in high-speed
markets can break down.

SWS Group Inc., a Dallas finan-
cial-services firm that “clears,” or
processes, trades for clients, suf-
fered a $6.3 million pretax loss
when a client’s trade went awry. The
client traded past certain limits and
was “ignoring our repeated at-
tempts to contact,” SWS Chief Exec-
utive Donald Hultgren said on an Au-
gust earnings call.

Earlier this decade, Wedbush
slashed fees it charged clients to
boost volume. High-frequency firms
piled in, including via sponsored ac-
cess.

One recent Wedbush sponsored-
access client is Quadeye Trading
LLC, a New York high-frequency-
trading firm with $10 million in capi-
tal. Quadeye is run by four traders
with a background in computer-
driven mathematical investment
strategies, including Sudeep Gupta,
who has more than a decade of experi-
ence working on quantitative trading
desks at Morgan Stanley and Merrill
Lynch, now part of Bank of America
Corp. Mr. Gupta says the firm has
“multiple layers of risk control.”

Wedbush, which declines to
share revenue figures or a spon-
sored-access fee schedule, says
firms using sponsored access and
brokerage firms that offer it are mo-
tivated to manage their risk, since
even small glitches can result in big
losses that the brokerage firm ulti-
mately could have to bear.
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Typically, brokerages can get direct 
access to an exchange and make 
trades on behalf of clients.

Trading in this arrangement causes 
split-second delays that can hurt a 
high-frequency trading client.

With naked access, a brokerage allows a 
client to use the brokerage's faster 
access directly on the exchange.

Exchanges and brokerages 
benefit from fees as 
trading volume increases.

Naked access | How it works
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High-frequency trader
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