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Taliban hit both sides of border
Attacks on Pakistan market and U.N. staff in Kabul kill over 100 as Clinton arrives in region

By Nathan Koppel

Hogan & Hartson LLP, a
powerful Washington law
firm that was previously
home to U.S. Supreme Court
Chief Justice John Roberts, is
on course to merge with Lov-
ells LLP, one of Britain’s larg-
est and most prominent
firms, according to people fa-
miliar with the matter.

If approved, the deal
would create one of the
world’s largest law firms,
with about 2,500 attorneys
and $2 billion in annual reve-
nue. It also would mark a rare
combination of top-tier U.S.
and British firms.

Though the merger talks
could still fall apart, manage-
ment committees for both
firms will recommend the pro-

posed deal to their respective
partnerships, according to
people familiar with the mat-
ter. Both firms would need
their partners’ approval for
such a deal.

British firms haven’t been
able to become significant
players in the U.S. market, in-
dustry experts say, because
trans-Atlantic differences in
culture and compensation
practices have made it hard
for them to acquire leading
American firms. But the man-
agement teams at Hogan &
Hartson and Lovells think
they have a plan to overcome
those obstacles, with Lovells
likely shifting to a more-Amer-
ican approach to compensa-
tion.

The U.S. is “by far the larg-
Please turn to page 35
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Taliban groups staged
deadly attacks in Pakistan
and Afghanistan Wednes-
day, killing at least 100 peo-
ple as they targeted a mar-
ket in Peshawar and United
Nations personnel in Kabul

just as U.S. Secretary of
State Hillary Clinton arrived
in the region.

Both strikes were extraor-
dinary: Pakistan’s was the
country’s deadliest in two

years; Afghanistan’s showed
a shift by Taliban leaders to-
ward targeting the U.N. be-
cause of its role in the coun-
try’s election process.

The attacks showed what
the Taliban can still accom-
plish despite an expanded
U.S. troop presence in Af-
ghanistan and the Pakistani
military’s large-scale offen-
sives on insurgent bases.

The biggest loss of life
Wednesday occured when a
car bomb ripped through Pe-
shawar’s crowded Meena Ba-
zaar, a market selling wom-
en’s clothes that Taliban

zealots deem insufficiently
conservative.

More than 90 people
were reported dead as a fire
sparked by the explosion en-
gulfed the neighborhood,
trapping many residents un-
der the rubble of burning
buildings. It was the second
huge blast this month to hit
a market in Peshawar, the
main city in northwestern
Pakistan.

The attack on the U.N. in
Kabul may have more far-
reaching repercussions.
Five U.N. officials, including
one American, were killed,

and several others wounded
when Taliban gunmen
stormed a Kabul guesthouse
housing U.N. election staff
early Wednesday morning.
Three attackers, two secu-
rity guards and an Afghan ci-
vilian were also killed.

Insurgents also at-
tempted to attack another
guesthouse, but were re-
pelled, and fired rockets at
Kabul’s main luxury hotel,
causing no casualties.

The Taliban said they tar-
geted the U.N. because of the
organization’s crucial role
in staging the Nov. 7 runoff

of the country’s presidential
election—an event the insur-
gents have threatened to dis-
rupt by killing election work-
ers and voters. It was the
first time the Afghan Tali-
ban leadership said they had
specifically attacked the or-
ganization.

“This is a very dark day
for the U.N. in Afghanistan,”
said Kai Eide, the organiza-
tion’s special representative
in Kabul. Mr. Eide insisted
that the attack “will not de-
ter the U.N. from continuing
all its work to reconstruct a

Please turn to page 34

Volunteers rush an injured child, left, to a hospital Wednesday in Peshawar, Pakistan. Right, a German man is carried from the scene of an attack on a Kabul guesthouse.
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Leading the News: Ex-UBS banker will head U.K.’s bailout agency
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The dollar continued its come-
back on economic worries,
with its strongest gains
against Asian and commodity-
driven rivals. The rally takes
the heat off several econo-
mies that were beginning to
fret that dollar weakness
was undermining their export
competitiveness. Page 21

n U.S. stocks fell as inves-
tors continued to shy away
from risk after weak readings
on the economy. Shares in
Europe also declined. Page 22

n The euro-zone credit
crunch appears to be easing,
an ECB survey of banks
shows, but only gradually, un-
derscoring the fragility of
the region’s recovery. Page 2

n Norway became the first
European nation to raise inter-
est rates since the financial
crisis began, lifting the key
borrowing rate to 1.5%. Page 2

n Northern Rock will get up
to $20 billion more in aid
and be split into so-called
good and bad banks. Page 3

n The U.S. pay czar said he
doesn’t want his authority to
set compensation standards
to expand to a broader
range of companies. Page 4

n EU leaders were set to
meet in preparation for glo-
bal climate talks but the
summit was likely to focus
on the Lisbon pact. Page 6

n Audi said its sales in
China could exceed those in
its home country of Ger-
many by 2013. Page 7

n Daimler wants to extend its
$5.9 billion cost-cutting pro-
gram beyond 2009 and make
it an annual target. Page 7

n ArcelorMittal’s profit fell
76% in the third quarter amid
weak steel demand. The com-
pany plans to expand in India,
Brazil and the Mideast. Page 11

n Job cuts at Versace under-
score how independent fash-
ion houses are having a
tougher time than luxury-
goods conglomerates. Page 10

n SAP posted a rise in third-
quarter profit but warned
that software revenue will
drop more sharply than ex-
pected this year. Page 10

n Heineken’s quarterly reve-
nue fell but it raised its full-
year earnings forecast. Page 11

n Climate activists dumped
18 tons of coal in front of the
Swedish government head-
quarters to pressure nations
to shut coal-fired power plants.

oracle.com/sunoraclefaster

*As of 10/11/09. Source: Transaction Processing Performance Council, www.tpc.org.
12-Node SPARC Enterprise T5440 server cluster, 7,717,510 tpmC, $2.34/tpmC, available 12/14/09.

IBM Power 595 Server Model 9119-FHA, 6,085,166 tpmC, $2.81/tpmC, available 12/10/08.

Copyright © 2009, Oracle. All rights reserved.
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Amid the upheavals in
European banking, could
Citizens Bank soon be in
need of a new owner?
Royal Bank of Scotland
Group, Citizens’ parent
since 1988, insists the Provi-
dence, R.I.-based bank re-
mains a core asset for at
least the duration of its cur-
rent strategic review, which
runs until 2012. But that
may be a negotiating ploy
as RBS prepares to offer up
Citizens in settlement for
the state aid it received in
the crisis.

Selling Citizens would
actually be in the best inter-
est of RBS shareholders. It
sits oddly in the U.K. bank—
one of the biggest casual-
ties of the crisis, now
80%-owned by the U.K. gov-
ernment. RBS Chief Execu-
tive Stephen Hester insists
Citizens meets his strategic
criteria: It is self-financing,
is a leader in its regional
markets in the northeast-
ern U.S., and has the poten-
tial to deliver returns

above its cost of capital.
But the reality is that

postcrisis, Citizens, despite
a balance sheet with $153
billion in assets, looks sub-
scale. Following deals
struck during the crisis, the
top four U.S. banks each
have more than $1 trillion
in assets.

U.S. regulators have sig-
naled to RBS their desire
for more consolidation
among the midtier regional
players to provide more
competition to the big four.
Yet Citizens, whose strat-
egy for the past two de-
cades has been built
around consolidation, is in

no position to take part. Do-
mestic rivals and even Euro-
pean banks less affected by
the crisis have snapped up
bargains among the many
smaller, financially chal-
lenged U.S. banks.

Forced to rely largely on
cost cutting for profit
growth, and far down the
list of RBS priorities, Citi-
zens should be merged
with another U.S. regional
bank. Sure, valuations are
low right now, but a deal
could be done for shares
rather than cash. UK Finan-
cial Investments, the U.K.
government’s holding com-
pany for its bank stakes,
would be willing to hold
U.S. equity, according to
someone familiar with its
thinking. RBS shareholders
would then be able to share
in any upside in U.S. bank
valuations, while also reap-
ing the scale benefits from
participating in U.S. bank
consolidation.
 —Simon Nixon

More at WSJ.com/Heard

A steep price for safety

Japanese auto makers risk steering prices off a cliff

The good news is the
bond market is starting to
think the U.S. economy
doesn’t face a Japan-like
lost decade. Unfortunately,
that is the bad news, too.

Government-bond mar-
kets have resembled a slum-
bering giant this year, with
yields remaining stubbornly
low even as stocks have
surged and risk appetite re-
covered. Even after Octo-
ber’s selloff, 10-year Trea-
sury yields are at 3.4%.

But the drumbeat of resil-
ient profits and rallying
credit and equity markets
could finally be stirring the
Treasury market from its tor-
por. The yield curve has
steepened in the past
month, with the gap be-
tween two- and 10-year
yields increasing by 0.2 per-
centage point to 2.5 percent-
age points. Break-even infla-
tion rates—derived from
nominal versus inflation-pro-
tected bond yields—which
plummeted late last year,
have moved closer to long-
term averages, with the
10-year rate now pricing in
around 2% inflation, versus
close to zero in December
2008. The rise in the 10-year
yield from around 3.15% at
the start of October is al-
most entirely explained by
changing perceptions in the
inflation swap market, J.P.
Morgan argues.

Even as investors have
warmed to risk, however,
they continue to tolerate
rock-bottom returns for lend-
ing to the government. Ad-
justed for inflation expecta-
tions, 10-year Treasurys offer
a real yield of 1.46%, accord-
ing to Barclays Capital—way
below the average of 2.64%
since 1998. Even if inflation
expectations don’t move sig-
nificantly, there is plenty of
room for Treasury investors

to get clobbered if signs of
economic recovery continue.

That could be exacerbated
by supply and demand dynam-
ics. If risk appetite improves
further, increasing amounts of
cash will be diverted from
Treasurys into higher-yielding
assets. When the Fed pro-
grams end, there will also be
one less buyer for Treasurys—
the central bank has commit-
ted to buy $300 billion worth.
And a huge amount of extra
U.S. agency mortgage-backed
securities will become avail-
able. The Fed is spending a to-
tal of $1.25 trillion on such as-
sets through early 2010. Trea-
sury supply, meanwhile, is set
to rise. Bank of America Mer-
rill Lynch forecasts gross U.S.
bond supply of $2.2 trillion in
2010, up 5% from 2009.

All these forces suggest
bond-market conditions
could get choppy in the com-
ing year. Going short 10-year
Treasurys remains risky,
given the potential for any
economic setbacks to trigger
a charge back into bonds.
But by accepting such a
stingy real yield, investors
buying at these levels are al-
ready paying a steep price
for safety.
 —Richard Barley

Everyday low prices for
cars in Japan?

Not yet, but in a rare con-
cession to Japanese consum-
ers, auto makers are cutting
prices on some new models
for the domestic market.

Aimed at luring in reluc-
tant shoppers, the unusual
moves risk taking the car
firms down a spiral of falling
prices and narrowing profit
margins—as tire-kickers
come to expect deals and hold
off on purchases.

It is an experience Japan’s
electronics companies and re-
tailers are all too familiar
with. Constantly falling
prices have been an economic

phenomenon for the past de-
cade, as consumers have be-
come accustomed to cheaper
everything—from food to
televisions.

But until now, cars have
held up to that kind of pres-
sure. While the consumer
price index has fallen 4.3 per-
centage points since 1998,
auto prices have remained
steady. Always conscious of
brand value, the auto makers
have instead added features
while holding up prices. Out-
right price cuts have been vir-
tually unseen.

The price reductions be-
gan earlier this year, after
Honda Motor’s new hybrid,

the Insight, was priced at
about $21,000—surprising
competitors. Toyota Motor
responded by cutting the
base price on its new Prius by
12% from the previous model.

Last week, Toyota said it
is cutting the price of one of
its flagship cars, the Mark X
sedan, by $1,100 from last
year’s model—to $26,400.
Honda, historically among
the most averse to incentives
of any kind, recently reduced
the base price of its one-year-
old Odyssey minivan by 8%,
to $29,300.

Car makers can cut input
and production costs, too. The
cheaper Odyssey comes with

fewer features—though these
options generate the most
profits. Toyota, conversely, is
throwing in options, like side
air bags, for free on the lower-
priced Mark X.

Japan’s auto sales have
been in a steady decline since
2004 as young Japanese re-
ject the car as a status sym-
bol. But the nation remains a
top market for its own auto
makers—No. 2 by volume for
Toyota and No. 3 for Honda.

Turning things around,
then, is important. Doing so
with price cuts is a gamble
much of Japan Inc. already
has lost.
 —James Simms

Time for Citizens arrest at RBS
Financial Analysis and Commentary

RBS says it will hang on to Citizens Bank, but the lender still may
be sold. Above, a Citizens Bank sign in Philadelphia.

Source: Barclays Capital
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By Brian Blackstone

The credit crunch in the euro
zone appears to be easing, a sur-
vey of banks by the European Cen-
tral Bank shows, but only gradu-
ally, underscoring the fragility of
the region’s economic recovery.

The survey, released Wednes-
day, comes after separate ECB
data on Tuesday showed a contrac-
tion in overall lending in Septem-
ber from the previous year, but
some increase from August.

The new survey sheds further
light on the lending trend. While
banks are still being restrictive in
granting loans, there are signs
that their caution is starting to
ease. Banks expect a small im-
provement in the availability of
credit for businesses in the cur-
rent quarter, the latest survey of
lending officers shows.

While the survey found “ongo-
ing normalization,” the ECB
warned that the tightening in lend-
ing standards during the crisis
“has not yet started to reverse it-
self and remains very substan-
tial.”

The gap between the percent-
age of banks reporting tighter
lending standards for corporate
loans and those reporting easier
standards shrank to eight percent-
age points during the third quar-
ter, from 21 points in the second
quarter, and a peak of over 60 in
late 2008, Wednesday’s ECB study
said. The latest result means that
the tightening of lending is “close
to a halt,” the report said.

ECB officials have pressed
banks to use the cheap money the
ECB has been providing to make
new loans. ECB President Jean-
Claude Trichet in August sent a
message of “very strong encour-
agement” to banks to lend.

But banks face their own pres-
sures. Loan defaults are rising, a
byproduct of the severe global re-
cession. And banks contend there
is ample credit available for com-
panies.

Deutsche Bank AG has in-
creased lending to the Mittel-
stand, midsize German compa-
nies, despite the tough economic
times, said Jürgen Fitschen, a
member of the bank’s manage-
ment board, on Monday. “On top of
that, we are holding around Œ10 bil-
lion [$14.8 billion] in open credit
lines that our Mittelstand custom-
ers can use,” he said.

There were other positive sig-
nals in the ECB survey, particu-
larly related to demand for home
loans, which accelerated during
the third quarter. ECB research
has found such loans tend to lead
economic cycles by one or two
quarters. In contrast, corporate
lending can lag behind economic
recoveries by many months—a
trend supported by Wednesday’s
report that showed continued de-
clines in demand for business
loans, especially at larger firms.

“Credit strains are easing but
are not yet solved,” said Davide

Stroppa, economist at UniCredit
Group.

The quarterly survey is in line
with September monthly data re-
ported Tuesday by the ECB. They
showed a continuing drop in loans
to businesses and households
from last year, but some improve-
ment on a monthly basis.

The lending numbers should
give some relief to ECB officials
that low official interest rates,
along with the ECB’s unconven-
tional steps to boost liquidity,
have unlocked credit somewhat.
But as J.P. Morgan economist Greg
Fuzesi noted, officials still have
“reason to be cautious” about with-
drawing stimulus too early.

The ECB is widely expected to
keep its key interest rate at 1%
when it meets next week, and to of-

fer no indication that it will un-
wind its other stimulus measures
anytime soon.

On Wednesday, Norway be-
came the first central bank in Eu-
rope to raise rates since the crisis.
As expected, it raised its key bor-
rowing rates by 0.25 percentage
point to 1.5%. Norway has recov-

ered more quickly than the euro
zone, thanks to rising oil prices.

But in a sign of how difficult it
will be for other central banks to
begin their own tightening cycles,
Norway said its interest rate
“should not be raised too rapidly,”
and added that if its currency rises
too much further, rate increases
may be delayed.

Separately, German consumer
prices nudged 0.1% higher in Octo-
ber from September and were flat
on the year, based on preliminary
data. Economists had expected
fractionally weaker prices. Annual
inflation in Germany and the euro
zone is expected to turn positive
in November, in response to
higher energy and commodity
prices.

However, the sluggish recovery
should keep inflation well below
the ECB’s target rate of under, but
close to, 2%.

Euro-zone credit crunch is easing
ECB survey shows
slow improvement,
but recovery is fragile

By Elizabeth Adams

Oil-rich Norway became the first
European country to raise interest
rates after the financial crisis, lifting
the key borrowing rate by a quarter of
a percentage point to 1.5% in response
to signs of renewed economic growth.

The central bank also raised its in-
terest-rate pathprojections,which sig-
naled rates will edge gradually up to
2.75% by the end of 2010.

Norway has pulledout of recession
faster than the rest of Europe, helped
by the strong rise in commodity
prices since the start of the year, as
wellassignificant monetaryandfiscal-
policy stimulus. The stimulus pro-
grams amounted to more than 4% of
gross domestic product in 2009.

The rate increase by Norges Bank
follows that of the Reserve Bank of
Australia, which this month was the
first major central bank to tighten pol-
icy after the downturn. Israel, a much
smaller economy, also raised interest
rates recently.

Both Norway and Australia have
been helped on the road to recovery
by their relatively high precrisis levels
of economic activity compared with
the average of countries in the Organi-
zation for Economic Cooperation and
Development, and they were sup-
portedby robust demandforcommod-
ities.

In addition, the length and pace of
both countries’ economic contraction
was less marked than elsewhere.

Norway’s move is unlikely to her-
ald tightening elsewhere in Europe, at
least for now. Data released this week
showed private-sector loans in the
euro zone declined annually for the
first time on record last month, cast-
ing fresh doubts on recovery pros-
pects andraising pressure on theEuro-
pean Central Bank to maintain its easy
monetary stance.

In contrast, Norges Bank pinned
its rate increase on the quicker-than-
anticipated pickup in Norway’s econ-
omy. It said higher-than-expected in-
flation and considerably lower-than-
forecast unemployment prompted its
decision.

“The global economy is in a deep
downturn but there are signs of re-
newed growth,” it said. “Develop-
ments indicate that it is appropriate
to raise the key policy rate now,” Gov-
ernor Svein Gjedrem said.

Norges Bank said the key rate will
stay between 1.25% and 2.25% be-
tween now and March 24, with grad-
ual increases thereafter.

 —Katie Martin in London
contributed to this article.

The lending numbers should give some
relief to ECB officials that low official
interest rates and the ECB’s steps to boost
liquidity have unlocked credit.
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U.S. aids Pakistan power
Clinton dedicates
$125 million to end
electricity shortages

U.S.-U.K. law merger nearsBy Jay Solomon

ISLAMABAD—U.S. Secretary of
State Hillary Clinton, seeking to
bolster Islamabad’s fight against
Islamic extremists, initiated an as-
sistance program for Pakistan’s
power sector aimed at rolling back
electricity shortages that
threaten to cripple the nation’s
economy.

Mrs. Clinton, on the first of a
three-day diplomatic mission to
Pakistan, said Wednesday that
Washington will disburse $125 mil-
lion to Islamabad for the upgrad-
ing of key power stations and
transmission lines.

U.S. experts are also beginning
to work with Pakistani utility com-
panies to reduce power outages
and lost revenue caused by out-
moded technologies and systemic
nonpayment by customers, which
costs Pakistan hundreds of mil-
lions of dollars each year.

“These projects…will repair
and upgrade key power stations
across [Pakistan] that currently

operate significantly below full ca-
pacity,” Mrs. Clinton told an Islam-
abad news conference.

U.S. officials said the initial dis-
bursement is part of a much
broader effort by the Obama ad-
ministration to stave off power
shortages across Pakistan. U.S. of-
ficials said blackouts not only are
slowing economic growth but aid-
ing the Taliban and other militant
groups that are seeking to weaken
President Asif Ali Zardari’s govern-
ment.

“The Taliban can feed off the
blackouts and claim the govern-
ment isn’t delivering services,”
said a U.S. official working on the
power program.

The office of Richard Hol-
brooke, Washington’s special rep-
resentative to Pakistan and Af-
ghanistan, has cobbled together
energy experts in an effort to at-
tract international investment, ac-

cording to U.S. officials. Washing-
ton also initiated an energy dia-
logue with Pakistan this month in
a bid to find short-term and longer-
term solutions to the country’s
electricity shortages.

Mrs. Clinton named a special en-
voy on energy-security issues,
David Goldwyn, to lead the U.S. del-
egation to Islamabad.

Pakistan has developed virtu-
ally no new power-production ca-
pacity in nearly a decade, despite
possessing significant hydroelec-
tric and coal assets, said U.S. offi-
cials. Islamabad has also faced dif-
ficulties attracting foreign inves-
tors due to rising budget short-
falls and a financial crisis last year
that forced Pakistan into a multi-
billion-dollar International Mone-
tary Fund bailout program.

Mrs. Clinton said the U.S. ex-
perts will begin rehabilitating
power stations along the Indus
River that are suffering from re-
duced capacity. The improve-
ments will add more than 800
megawatts of power from four
power stations, according to fig-
ures provided in a statement from
the State Department. Pakistan
suffers an estimated shortfall of
about 2,500 megawatts. Washing-
ton will also help repair 11,000 ag-
ricultural irrigation pumps.

By Miriam Jordan

For the first time since 2003, a
coveted visa program that feeds
skilled foreigners to some of the
U.S.’s top-tier technology compa-
nies and universities is on track to
leave thousands of spots unfilled, a
sign of how the economy has eroded
employment even among highly
trained professionals.

The program, known as H-1B, has
been a mainstay of places such as Sil-
icon Valley and Wall Street, where
many companies have come to de-
pend on computer programmers
from India or engineers from China.
Last year, even as the recession be-
gan to bite, companies snapped up
the 65,000 visas available in just one
day. This year, however, as of Sept.
25, more than six months after the
U.S. government began accepting ap-
plications, only 46,700 petitions
had been filed.

The numbers represent a sharp
turnaround for a program that
many companies had complained
was too stingy with its visas.

The sagging economy, which has
pushed U.S. unemployment to 9.8%,
has crimped expansion in the tech-
nology sector, traditionally the big-
gest user of the H-1B program. Julie

Pearl, a corporate immigration law-
yer in San Francisco, said that at
least a third of her clients have
dropped their hiring of H-1B visa
holders by 50% from a year ago.
“Most companies just aren’t hiring
as many people in general,” she said.

Other factors have also contrib-
uted. Companies that receive fed-
eral bailout funds must prove they
have tried to recruit American work-
ers at prevailing wages and that for-
eigners aren’t replacing U.S. citi-
zens. That regulation caused Bank
of America Corp., among others, to
rescind job offers to dozens of for-
eigners.

Graduate-school applications
from foreigners have also slowed.
Foreigners’ applications for 2009
admissions to universities that offer
doctoral programs rose 5% from a
year earlier, but foreigners’ applica-
tions declined 17% at universities
that offer a master’s as their highest
degree, according to the Council of
Graduate Schools.

In addition, as the U.S. economy
sags, would-be immigrants from In-
dia and China are finding new career
opportunities in their own countries.
 —Geoffrey A. Fowler,

S. Mitra Kalita and Pui-Wing Tam
contributed to this article.

Demand sags in U.S.
for coveted visa program

Safety shortfalls cited in deaths
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U.S. officials said
blackouts slow
growth and aid
militant groups.

Pakistan Premier Yousuf Raza Gilani, right, speaks with Richard Holbrooke, left, Ambassador Anne Patterson and Hillary Clinton.

est legal market in the world,” said
law-firm consultant Peter
Zeughauser, who is advising Lovells
on the proposed combination. “This
would enable Lovells to seriously
penetrate the market in one fell
swoop.”

Lawyers said Hogan, in turn,
would gain a greater presence in Eu-
rope, while both firms would bolster
their reach in Asia, an increasingly
important market.

Cross-border mergers of compa-
nies are now the norm, said Seth Za-
chary, managing partner of Paul,
Hastings, Janofsky & Walker LLP,
which isn’t involved in the talks.

Litigation is also taking on an in-
ternational cast. Mr. Zachary said
many clients “are larger and more
global, and require greater depth
and breadth than law firms can pro-
vide today.”

The Hogan-Lovells merger talks
also are notable in that they come
amid a severe downturn and at a
time of soul searching in the legal
world over business strategy. Many
firms have been forced to lay off law-
yers and scale back on hiring due to
slowdowns in demand for corporate
and litigation work. As a result,
most firms in recent months have
been loath to take on the risk inher-
ent in any combination, lawyers say.

Still, the trend in recent years
has been toward bigger firms that
can offer clients expertise in many
areas, from intellectual-property
disputes to mergers, and can offer
on-the-ground counsel in offices
from Shanghai to Munich.

The proposed combination ap-
pears to be gathering steam. On
Wednesday, Lovell’s management
committee met to discuss the busi-
ness rationale behind the merger
and the proposed structure of the
combined firm. It later announced
to Lovells partners that the commit-
tee was in favor of the merger. Hog-
an’s management committee also

gave it a vote of confidence Wednes-
day, according to people familiar
with the matter.

“We don’t comment one way or
the other on particular initiatives,
unless we have something defini-
tive to report,” Hogan said.

One reason the firms might make
good partners is that both have a
strong practice advising clients on
government regulations and anti-
trust law. Christine Varney, head of
the U.S. Justice Department’s anti-
trust division, is a former Hogan
partner.

A potential challenge, lawyers at
other firms said, would be marrying
the firm’s contrasting styles. Hogan
is considered relatively hard charg-
ing, paying partners partly based on
how much business they bring in.
Lovells takes a different approach,
basing compensation partly on se-
niority. In a Hogan-Lovells deal, Lov-
ells likely would adopt Hogan’s
method of basing partner pay on the
business they generate, according
to Mr. Zeughauser.

Cultural and compensation dif-
ferences have in the past stood in
the ways of trans-Atlantic mergers.
London-based Clifford Chance
merged with New York’s Rogers &
Wells in 1999, but several key Rog-
ers partners subsequently defected,
disgruntled about compensation.
Clifford Chance paid partners based
on seniority, while compensation at
the New York firm was based on a
partner’s ability to generate busi-
ness. Rogers & Wells partners be-
came irritated that they didn’t earn
as much in the merged firm as they
did before the deal.

“It is true, generally speaking,
that U.S. firms have greater empha-
sis on [lawyers generating] billable
hours” than British firms, Mr.
Zeughauser said. But he added,
“Those differences over time have
become less pronounced” as British
firms have been moving toward
more business-minded approaches
to legal work.

Continued from first page
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LONDON—Cutbacks on safety
checks led to the deaths of 14 Brit-
ish service members in 2006 when
a spy plane exploded in Afghani-
stan, a sharply critical report con-
cluded.

Aviation lawyer Charles Had-
don-Cave’s 22-month inquiry into
the air crash blamed the deaths on
poor safety reviews, sloppy man-
agement and a desire to save
money.

The Nimrod MR2 was on an in-
telligence-gathering mission
when it exploded following an
air-to-air refueling about 20 kilo-
meters west of Kandahar, Afghani-
stan, on Sept. 2, 2006.

Twelve crew members, a Royal
Marine and an army soldier were

killed. It was the British military’s
biggest loss of life in a single inci-
dent since the 1982 Falklands War.

Defense Secretary Bob
Ainsworth told Britain’s House of
Commons the report had proved
the accident was preventable.

He confirmed that two Royal
Air Force officers criticized in the
report had been stripped of re-
sponsibility for safety or airwor-
thiness. An official military in-
quiry found that leaking fuel ig-
nited against a hot pipe within a
dry bay aboard the aircraft
sparked a fire that destroyed the
plane.

Mr. Haddon-Cave criticized fi-
nancial cuts within Britain’s de-
fense ministry from the late 1990s,
saying engineers and manage-

ment began to prioritize budgets
over safety—leading to less rigor-
ous inspections.

Critics have long accused Brit-
ain’s RAF and the Nimrod’s manu-
facturer, BAE Systems PLC, of ig-
noring the plane’s average 40 fire-
related incidents a year for the
past 20 years, and failing to ad-
dress persistent fuel leaks. The
fleet of Nimrod aircraft was origi-
nally due to go out of service a de-
cade ago, but there have been
lengthy delays to their planned re-
placement—the Nimrod MR4A—
largely because of the cost.

Mr. Ainsworth recalled Brit-
ain’s 11 Nimrod MR2 spy planes for
repairs in the U.K. in March amid
safety concerns. Britain’s defense
ministry said none of the aircraft
has been sent back to Afghanistan.
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Northern Rock gets more aid
EU signs off on plan
to divide the lender
into good, bad banks

Budenberg named CEO
of U.K.’s bailout agency

LEADING THE NEWS

The U.K. government could put
as much as £12 billion ($20 billion)
of additional taxpayer money into
nationalized lender Northern Rock
PLC under a restructuring plan ap-
proved by the European Union.

The European Commission, the
EU’s executive branch, on Wednes-
day cleared a series of aid measures
for the bank, without imposing the
draconian conditions some had
feared after it forced Dutch bank
ING Group NV to separate its bank-
ing and insurance businesses.

Under the plan, Northern Rock
will be split into a “good” bank—
which will hold the bank’s deposits
and some existing mortgages—and
a “bad” bank holding mortgages
that will be gradually wound down.

The bad bank’s assets will in-
clude Northern Rock’s Granite secu-
ritization vehicle, a major source of
its funding before the credit crisis.
Subordinated bonds issued by
Northern Rock will also stay with
the bad bank.

Analysts expect that the deposit-
taking bank will be sold as soon as
possible, but Northern Rock Chief
Executive Gary Hoffman said the

sale process isn’t under way. If no
buyer emerges, Mr. Hoffman said, it
should take about 10 years for the
government to get its money back as
customers repay their mortgages.

The U.K. government will top up
an existing loan of about £15 billion
with £8 billion to fund new lending,
as well as £3 billion in new capital
and a working-capital liquidity facil-
ity, Mr. Hoffman said on a confer-
ence call. That would give Northern
Rock about £27 billion in govern-
ment aid.

While the £3 billion of new capi-
tal had been expected, the new £8 bil-
lion of funding wasn’t. If fully
drawn, the commitments mean tax-
payers will end up being owed about
as much as when Northern Rock was
bailed out in September 2007.

Those borrowings had been re-
duced over time to the current £15
billion as mortgages in the bank’s
books were repaid.

To address concerns about com-
petition, Northern Rock will only be
able to lend £9 billion next year and
£8 billion in 2011, while it will be lim-
ited to holding no more than £20 bil-
lion in deposits—close to its current
£19 billion mark—until the end of
2011.

The commission also placed re-
strictions on Northern Rock’s mort-
gage rates to prevent it from beating
competitors in terms of pricing.

The U.K. Treasury said the EU
state-aid decision was “an impor-
tant milestone.” Stephen Timms, fi-
nancial secretary to the Treasury,
told the British Broadcasting Corp.

the government will seek to sell the
bad part of the bank “in due course.”

Northern Rock was nationalized
in February 2008 after the U.K. gov-
ernment rejected bids from other
companies, including Virgin Group,
to buy it. In September 2007, the gov-
ernment injected about £25 billion
into the bank after it ran out of fund-
ing options and became one of the
first casualties of the credit crisis.

“The failure of Northern Rock
would have had major detrimental
effects on the U.K. mortgage market
and the overall financial stability of
the U.K. economy,” said EU Competi-
tion Commissioner Neelie Kroes.

The commission said that it was
satisfied the restructuring package
would restore the good bank’s viabil-
ity and allow the bad bank to be liqui-
dated in an orderly fashion. It said it
believed the aid package was kept to
a minimum and won’t give the busi-
ness an advantage over rivals.

Government guarantees for
Northern Rock deposits will remain
in place and would only be lifted
with three months notice if a buyer
emerged. Guarantees on fixed-rate
bonds will continue until the bonds
mature.

The government repeated com-
ments that any sale of Northern
Rock will have to promote competi-
tion in banking. Analysts have said
that smaller financial-services com-
panies including Tesco PLC’s Tesco
Bank and Virgin Group’s Virgin
Money are likely candidates for a
bid.
 —Laurence Norman contributed to

this article.

Robin Budenberg was part of the team last year that structured the
government’s capital injection into Lloyds and Royal Bank of Scotland.

By Carolyn Henson in Brussels
and Margot Patrick in London

By Margot Patrick

And Vivek Ahuja

LONDON —Former UBS AG
banker Robin Budenberg will be the
new chief executive of U.K. Finan-
cial Investments Ltd., putting him
in charge of finding ways to repay
taxpayers for the roughly £70 billion
($114.61 billion) outstanding in bail-
out money.

In his role leading the govern-
ment agency responsible for manag-
ing stakes in state-supported banks,
Mr. Budenberg will be at the crux of
the U.K.’s efforts to sell down its in-
terests in Lloyds Banking Group
PLC and Royal Bank of Scotland
Group PLC over the next few years.

Mr. Budenberg also will be in-
volved in efforts to sell nationalized
lender Northern Rock PLC. The gov-
ernment also will consider possibili-
ties for Bradford & Bingley PLC’s
mortgage business, which it also
owns.

“I am honored to have been
asked to lead the strong team at
UKFI, which has done an excellent
job during its first year of exist-
ence,” Mr. Budenberg said in a state-
ment. “I look forward to helping the
banks as they recover from the finan-
cial crisis, and ensuring taxpayers
are suitably rewarded for their con-
siderable support to the sector.”

He will take over from John King-
man, the agency’s chief executive
since it was formed last year. Mr.
Kingman is preparing to leave the
government for the private sector
and announced his departure in
July, saying he would continue work-
ing until a successor was found. The
agency said there will be an “appro-
priate” transition period. The
agency is responsible for managing
a 43% shareholding in Lloyds and a
70% stake in RBS.

Meanwhile, the government
could put as much as £12 billion
($19.65 billion) of additional tax-
payer money into Northern Rock un-

der a restructuring plan approved
Wednesday by the European Union.
In 2007, the government injected
about £25 billion into the bank.

Mr. Budenberg, who had been at
UBS since 1984, was responsible for
managing U.K. clients at the Swiss
bank and has managed the bank’s re-
lationship with the U.K. Treasury.

UBS traditionally has enjoyed
close links with the U.K. govern-
ment. James Sassoon, a former vice
chairman of investment banking at
UBS and a former colleague of Mr.
Budenberg’s, last month gave up his
responsibilities at the Treasury af-
ter a six-year stint.

In October last year, Mr. Buden-
berg was part of the team that struc-
tured the government’s capital injec-
tion into Lloyds and Royal Bank of
Scotland.

Mr. Budenberg also has worked
for the U.K. government, advising
on the replacement of Railtrack by
Network Rail in 2002 and, in 2006,
when UBS was hired by the govern-
ment to advise on the sale of nuclear-
power company British Energy.

Mr. Budenberg will receive a
£155,000 annual salary and won’t re-
ceive a bonus or pension, although
executive directors, including the
CEO, could be eligible for perform-
ance-based bonuses, according to
the agency's annual report. His base
salary is 8.4% higher than the
£143,000 annual salary received by
Mr. Kingman, who was paid through
his civil-service employment con-
tract with the U.K. Treasury.

The agency’s annual report for
the period since its creation in No-
vember to the end of March con-
firmed no board members or staff
had received a bonus, but stated the
agency “has a policy to recognize
those staff that have performed well
in their roles through the payment
of bonuses.”
 —Laurence Norman

and Matt Turner
contributed to this article.
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Deadly days
Pakistan and Afghanistan have been hit with a series of terror attacks this month.

    Oct. 8, 2009:
The Taliban targeted India's 
embassy in Afghanistan for the 
second time in two years with a car 
bomb that killed at least 17 people in 
downtown Kabul.

Oct. 9:
A suicide bomber blew up his 
explosive-laden vehicle in a 
congested marketplace in the 
northwestern Pakistani city of 
Peshawar, killing at least 49 people.

    Oct. 12:
A car bombing aimed at Pakistani 
soldiers in Pakistan's northwest 
killed at least 41 people. 

Oct. 15:
A series of attacks on police and 
government installations left at least 
40 people dead across Pakistan.

Oct. 23: 
Three separate bombings killed at 
least 23 in Pakistan.  

    Oct. 28: 
Insurgents attacked two 
guesthouses and a hotel in Kabul 
that housed United Nations staff 
and other international personnel, 
killing at least eight people.

Oct. 28:
A car bomb ripped through a market 
in the northwestern Pakistani city 
of Peshawar, killing at least 90 
people hours after Hillary Clinton 
arrived in Pakistan.

Photos: Agence France-Presse/Getty Images (left); Associated Press 

Taliban attacks kill over 100 in Pakistan and Afghanistan

U.K. confirms pursuit
of Internet piracy law
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war-torn country and to build a bet-
ter future for all Afghans.”

Another senior U.N. official in
Kabul, however, said that in com-
ing days the organization, which
employs a staff of thousands here,
many engaged in humanitarian
work, will review the security situa-
tion and decide whether to evacu-
ate employees or shut down some
U.N. programs. “This could be a
game changer,” the official said.
“This puts into question our in-
volvement here.”

The U.N. put its staff in Afghani-
stan on the highest alert, requiring
them to stay indoors. U.N. officials
in New York said it was too early to
say how long these restrictions
will last, and how they will affect
the Nov. 7 elections.

The Kabul attacks were claimed
by an Afghan Taliban faction
headed by Siraj Haqqani that oper-
ates from North Waziristan, a Paki-
stani tribal area on the Afghan fron-
tier.

Though nobody claimed respon-
sibility for the Peshawar explosion,
it is believed to be the work of the
Pakistani Taliban faction based in
neighboring South Waziristan and
headed by Hakimullah Mehsud.

The Pakistani Taliban move-
ment grew out of the Afghan Tali-
ban that took refuge in Pakistani
tribal areas on the border follow-
ing the 2001 U.S.-led invasion of Af-
ghanistan. The insurgencies on
both sides of the border usually op-
erate independently.

The Pakistani army in recent
weeks sent 30,000 troops to South

Waziristan, trying to flush Taliban
and al Qaeda militants from the
area. “We will defeat you in South
Waziristan. … You are on the run
and we know that,” Pakistani For-
eign Minister Shah Mehmood
Qureshi said at an emotional news
conference with Mrs. Clinton in Is-
lamabad.

The attack cast a pall over a trip
intended in part to reinforce U.S.
support for Pakistani efforts to bat-
tle the insurgency. It was unclear
whether the bombing was timed to

coincide with Mrs. Clinton’s visit,
which was kept under wraps until
her plane landed in Islamabad.
Members of her entourage said her
agenda in Pakistan wouldn’t be al-
tered because of the bombing.

Mrs. Clinton landed in Islama-
bad Wednesday for a three-day
visit intended in part to discuss
ways of containing the Islamist in-
surgency. Before arriving, she
praised the Pakistani offensive,
and said “this is a fight that cannot
be avoided.”

Wednesday’s bombing in Pesha-
war, which happened roughly
three hours after Mrs. Clinton ar-
rived in Islamabad, brought this
month’s death toll from a series of
Taliban terror attacks in Pakistani
cities to nearly 300. Pakistani and
Afghan Taliban leaders, though
united by their radical Islamist ide-
ology, their ethnic Pashtun back-
grounds, and their links with al
Qaeda, have traditionally pursued
different strategies in their fight,
with the Afghan insurgents show-
ing greater concern about avoid-
ing civilian casualties.

While the Pakistani Taliban at-
tacked the U.N. and its agencies in
the past, and U.N. personnel in Af-
ghanistan have been attacked by lo-
cal Taliban in isolated incidents, Af-
ghan Taliban leaders had until now
refrained from specifically target-
ing the world body.

Last month, the Afghan Taliban
leadership, which refers to itself as
the Islamic Emirate of Afghani-

stan, openly cooperated with the
U.N. Children’s Fund, allowing its
health staff to conduct a three-day
polio immunization drive in insur-
gent-held parts of southern Afghan-
istan.

But in mid-October, days after
the U.N. Security Council renewed
the mandate of the 100,000
U.S.-led international troops in Af-
ghanistan, the Taliban issued a fi-
ery statement condemning the
world body as “an extended instru-
ment of America and Europe for
the execution of their colonialist
policies.”

In addition to storming the
Bakhtar guesthouse, where all the
U.N. casualties occurred, insur-
gents Wednesday also tried to take
over another Kabul guesthouse
hosting U.N. staff, the Imperial, but
were repelled by security guards.
Both guesthouses are little-known
and unmarked, and their selection
as targets showed intelligence-
gathering efforts by the Taliban.

“We woke up at 5:45 a.m. to ex-
plosions and shooting, and then
heard women screaming and cry-
ing,” said Mohammad Jan, a
48-year-old tailor who lives next
door to the Bakhtar guesthouse, in
one of Kabul’s most heavily policed
areas.

At around 8:30 a.m., as ambu-
lances were taking out victims, in-
surgent rockets struck the Serena,
Kabul’s main luxury hotel, where
many foreign diplomats, senior
U.N. officials and journalists stay.
Seven loud explosions were heard
and all guests were evacuated from
their rooms. The only visible dam-
age, however, was from a rocket
that hit the ground in the garden
with a meter from the lobby, its
fragments shattering windows and
chipping away bits of the wall.

In Peshawar, at least three build-
ings collapsed and debris blocked
the streets, hampering rescue ef-
forts, officials said.

 —Jay Solomon, Zahid Hussain,
Rehmat Mehsud, Anand Gopal,

Habib Zahori and Joe Lauria
contributed to this article.
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By Ben Winkley

LONDON—U.K. Business Secre-
tary Peter Mandelson said the gov-
ernment was sticking with plans to
cut the Internet connections of per-
sistent illegal filesharers.

The government’s plans to limit
filesharers’ access to the Internet,
first revealed in August, have di-
vided opinion. The creative indus-
tries have broadly welcomed the
plans, but civil-liberties groups and
some broadband providers have
challenged them as unworkable.

The measures will be published
in full in the government’s Digital
Economy Bill, due to be published
this year. France this month passed
legislation that will fine or suspend
the of Internet access of people who
have been shown to illegally down-
load music and films three times.

Speaking in London on Wednes-
day, Lord Mandelson said innova-
tion, new business models and edu-
cating consumers in the value of in-
tellectual property rights would help
to bring about changes in behavior.
He said removal of Internet access
would be an option of “last resort.”

“Only persistent rule breakers
would be affected—and there would
be an independent, clear and easy
appeals process to ensure that the
correct infringer is penalized,” Lord
Mandelson said. “The best long-
term solution has to be a market in
which those who love music and
film, for example, can find a deal
that makes acting unlawfully an un-
necessary risk.”

Internet service provider BT
Group PLC is concerned about some
aspects of the government’s propos-
als, but said “it is good to hear him
confirm that technical measures, in-
cluding suspending broadband ac-
counts, will only be used as a last re-
sort,” BT said.

Carphone Warehouse Group
PLC’s broadband division, Talk Talk,
said it was “dismayed” that Lord Man-
delson will push ahead with his plans.
“The approach is based on the princi-
ple of ‘guilty until proven innocent’
and substitutes proper judicial pro-
cess for a kangaroo court. What is be-
ing proposed is wrong in principle
and it won’t work in practice. We
knowthis approach will lead to wrong-
ful accusations,” Talk Talk said.
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U.S. pay czar doesn’t want added authority

Deflation threatens Japan’s recovery
Little risk of a spiral,
but many consumers
will slow spending

By Michael R. Crittenden

WASHINGTON—The Obama ad-
ministration’s pay czar said Wednes-
day he doesn’t want his authority to
set pay standards, which currently
covers seven U.S. firms, to expand to
a broader range of companies that
have received government aid.

Kenneth Feinberg, who last week
slashed the total compensation for
the 25 highest-paid employees at
each of the seven firms by about 50%,
told a House committee that addi-
tional oversight of pay practices at
the hundreds of other firms that have
received government aid isn’t war-
ranted.

“I believe the final compensation
determinations I make and discuss in
my report are a useful model to guide
others in the private marketplace.
But that is where my authority
shouldend,”Mr.Feinbergsaidintesti-
mony before the House Committee
on Oversight and Government Re-
form.

Rep. Darrell Issa of California, the
panel’s ranking Republican, assailed
“corporate greed and corruption”
but said he was wary of Mr. Fein-
berg’s role of having say over any cor-
poration’s pay. “Just as government
bailouts of failed firms are mis-
guided, so too are efforts to place a
cap on the rewards of true innova-
tion and success,” Mr. Issa said.

Mr. Feinberg said he too was wary
of acting outside his mandate from
Congress, but said the seven firms
are exceptions to the government’s
broader reluctance to get involved in
compensation issues and were cov-
ered by legislation passed earlier

this year. In this case, the govern-
ment is acting as a major share-
holder in a firm. “These seven compa-
nies are owned by the taxpayer and
the taxpayers are acting as credi-
tors,” Mr. Feinberg said.

Mr. Feinberg serves as the Trea-
sury Department’s special master for
executive compensation, with over-
sight over the seven firms that re-
ceived the most aid through the $700
billion Troubled Asset Relief Pro-
gram.Hisstaffisintheprocessofeval-
uating the pay structure for the next
75 highest-paid employees at those
firms. They will then turn to the 2010
pay packages for the firms, a process
he predicted will result in entirely
new issues for Treasury officials.

Foremost will be what to do with
roughly $200 million in scheduled bo-
nuses to be paid out to American In-
ternational Group Inc. executives
next year. Similar payments made
earlier this year caused a public fire-
storm, and the status of the 2010 bo-
nuses remains an open question for
Mr. Feinberg. Pushed on the issue
Wednesday, he said he was “admon-
ished” by the congressional atten-
tion on the issue and plans to sit
down with company executives as
soon as January to settle the issue.

“We will see what we can work
out with AIG going forward in an ef-
fort to satisfy the statute, satisfy the
regulations, satisfy the American
people. I view that as a top priority,”
Mr. Feinberg said.

Rep. Edolphus Towns (D., N.Y.),
the panel’s chairman, said employ-
ees at firms that would have other-
wise failed shouldn’t be rewarded for
being rescued by taxpayers. “No

doubt there is howling in executive
suites, but I don’t think the taxpayers
are going to be shedding any tears
over this,” Mr. Towns said.

Mr. Feinberg said his goal is to re-
place guaranteed compensation for
high-end employees with perform-
ance-based rewards that tie individu-
als’ compensation with the long-
term success of their firms.

“Short-term profits must give
way to longer-term financial stabil-

ity and success,” Mr. Feinberg said.
He also said the initial submis-

sions from six of the seven firms he
oversees were generally unsatisfac-
tory and represented compensation
plans that weren’t in the public inter-
est. Firms weren’t tying compensa-
tion to performance benchmarks,
erred on the side of giving executives
excessive levels of guaranteed cash,
andwantedtogivestockawardstoex-
ecutives that vested immediately.

Note: Fiscal years end March 31 of the year shown
Sources: Japan’s Statistics Bureau; Bank of Japan 
(forecasts); Bloomberg News (photo)
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Obama administration pay czar Kenneth Feinberg, testifying Wednesday before a
House committee, called his compensation decisions a model to guide other firms.

By Yuka Hayashi

TOKYO—As the world resumes
economic growth after the steep glo-
bal downturn, a familiar problem
may keep Japan from following: de-
flation.

Economists expect the Bank of Ja-
pan in its semiannual outlook Friday
to forecast that the core consumer
price index will fall for the fiscal
year ending in March 2012, at a rate
of at least 0.5%. That represents
three years of expected deflation.
The central bank has projected a de-
cline of 1.5% for the current fiscal
year and 1% for the next.

Economists see little immediate
risk of Japan entering a deflationary
spiral, in which price declines accel-
erate as demand drops and eco-
nomic activity ebbs. Still, an ex-
tended period of deflation can keep
consumers from spending and com-
panies from investing as they wait
for prices to fall further.

“We are very concerned about de-
flation being a drag on [Japan’s] eco-
nomic growth,” says Randall Jones,
an economist heading research on
Japan and South Korea at the Organi-
zation for Economic Co-Operation
and Development. Mr. Jones urges
the BOJ to keep its policy rate close
to zero and “focus on trying to stop
deflation.”

Japan’s core CPI fell for six

straight months, on a year-to-year
basis, ending with a record 2.4% de-
cline in August. A similar decline is
projected for September, though the
size of the declines are projected to
narrow afterward, reflecting
changes in energy prices. Excluding
both food and energy, Japan’s CPI
fell 0.9% in August from a year ear-
lier.

Though Japan remains expen-
sive, signs of deflation can be found
in everything from paychecks to the
price of electronics. Workers’ total
cash earnings fell 2.7% in August
from a year ago. Year-end bonuses
paid by 218 large companies listed
on the Tokyo Stock Exchange will
fall by 13.1% this year, the largest

drop at least since 1970, according
to a survey by the Institute of Labor
Administration, a Japanese think
tank.

“The continued drops in income
are making households more
thrifty,” says Ryutaro Kono, an econ-
omist for BNP Paribas Securities in
Tokyo. “Companies are responding
by cutting prices, sensing they
wouldn’t survive otherwise.”

In the fashion industry, Uniqlo,
Fast Retailing Co.’s casual-clothing
brand, ignited a price war earlier
this year, introducing a new line of
jeans for 990 yen ($10.80) a pair.
Soon, Seiyu Ltd., a Wal-Mart Stores
Inc. unit, cut its price to 850 yen, fol-
lowed by Don Quijote Co., a dis-

count chain, with a 690-yen price
tag this month.

Food prices also are gradually de-
clining, a phenomenon attributed in
part to the idea that Japan’s popula-
tion eats less as it ages. Desperate to
spur sales, supermarket and conve-
nience chains are replacing national-
brand products with cheaper pri-
vate-brand options, offering
smaller packages and turning their
stores into shops that advertise
most items at 100 yen.

“Of course, I compare prices be-
cause I am a housewife,” says Shi-
zuko Shibata, a 74-year-old pen-
sioner who lives with her daughter
in Setagaya, a Tokyo residential
area. Ms. Shibata had just come out

of a new 100-yen supermarket,
where she bought a bag of frozen
edamame, among other things. “I
am not crazy about the quality at
these stores, but these small pack-
ages are just the right size for us. “

Still, overall retail sales fell for
the 13th straight month in Septem-
ber, with a 1.4% year-on-year drop,
the government said Wednesday.

When prices rose in 2006, Japa-
nese policy makers had signaled
that deflation appeared to be
tamed. Much of that growth is now
attributed to then-rising commodi-
ties prices.

The deflation can be blamed on
Japan’s long-term structural prob-
lems, including an aging population
and one of the lowest birth rates in
the developed world. Japan’s new
government has proposed an ambi-
tious program of $185 billion in
spending each year to spur consump-
tion at home, though many econo-
mists say longer-term growth initia-
tives and economic overhauls are
needed.

The BOJ is expected to forecast
near-flat growth in gross domestic
product for the fiscal year ending in
March 2012. Previously, it forecast a
growth rate of 1.2% for fiscal 2011 af-
ter a 3.2% decline this fiscal year.

“Expectations for long deflation
may be making companies more cau-
tious about their capital-invest-
ment plans,” says Junko Nishioka, a
RBS Securities economist in Tokyo.

Deflation can benefit consumers
and companies by making goods
and services more affordable. But it
also hurts people with debts—
whether an individual with a home
mortgage or a nation with a fiscal
deficit—by inflating the value of
their debts in real terms.

LEADING THE NEWS

By Nicholas Winning

LONDON—The union represent-
ing workers at Royal Mail, the U.K.’s
state postal service, said Wednes-
day that a second round of nation-
wide strikes would go ahead this
week after talks with management
broke down. Both sides blame the
other for the impasse.

The Communication Workers
Union and Royal Mail have been in
talks since Monday over pay and
work conditions in an effort to avoid
a repeat of last week’s two-day na-
tional strike, which has delayed sev-
eral million items of mail.

Dave Ward, CWU deputy general
secretary, said the union made a pro-
posal that would have enabled a “pe-
riod of calm” and opened the door to
further discussions at the Advisory,
Conciliation and Arbitration Ser-
vice, a group that helps mediate in la-
bor disputes.

Royal Mail accused the CWU of
walking away from talks. It blamed
divisions within the CWU for the
breakdown, and said early progress
was lost when the CWU made new
demands, but then continued with
the strikes as these were being con-
sidered.

Both the CWU and Royal Mail de-
clined further comment on details
of the talks but said they remained
open to further discussions and com-
mitted to reaching an agreement.
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Don’t let those airline miles go to waste
Unredeemed frequent-flier mileage gets canceled due to lack of activity; some tips to avoid expiration

Like gift cards and product re-
bates, consumers are letting billions
of dollars worth of frequent-flier
miles get canceled unused, in part
because of confusing airline policies
and scant notice of approaching ex-
pirations.

There’s an estimated 10 trillion
unused frequent flier miles in circu-
lation now, worth some $165 billion.
Most airlines won’t say how many
will expire without being used, but
a few clues suggest a big number:

20% or more of all
f r e q u e n t - f l i e r
miles may never
be redeemed.

Many miles will be yanked away
from consumers, who sometimes be-
lieve they have a stash of hundreds
of thousands of miles only to find
the account canceled by an airline
for lack of activity. Airlines have
tightened up expiration rules to get
rid of more liabilities on their
books, and some have made rein-
stating miles very expensive.

When programs began, miles had
no expiration dates. In the mid-
1990s, airlines put a three-year life
on them-each mile would expire if
not redeemed within three years.
Many Asian and European airlines,
plus U.S. discounters like Southwest
and AirTran, still have expiration
dates on miles or mileage credits,
But in the past two years, the rules
have changed again at most U.S.
carriers.

At American, United and US Air-
ways, any account that doesn’t have
any activity—earning miles or re-
deeming them—for 18 consecutive
months gets canceled. Miles don’t
expire; entire accounts do. Delta and
Alaska airlines give customers two

years before mileage accounts get
canceled. Continental says it may
cancel accounts after 18 months of
inactivity but doesn’t currently en-
force that. Under JetBlue’s re-
vamped program, which launches
Monday, all points will expire if an
account is inactive for only 12 con-
secutive months.

In Europe, policy variations can
be tricky. British Airways, for exam-
ple, cancels accounts inactive for 36
months, while Lufthansa cancels
mileage not redeemed within 36
months. Air France enacted new
rules in April requiring a flight ev-
ery 20 months on Air France or one
of its partners to keep an account
from being canceled.

As airlines shift partnerships and
travelers switch allegiances because
of job relocation or corporate travel
cuts, or even change email ad-
dresses without updating an airline,
more and more travelers may lose
touch with an airline program and
end up surprised to learn that all
their miles were wiped out because
of just 18 months of inactivity. Spam
blockers can quarantine airline

emails, leaving customers in the
dark.

“I was shocked they could disap-
pear so quickly,” said Chris Beddow
of Hawaii, whose wife Mary had
61,000 United miles wiped out in
June.

Mr. Beddow had booked a trip to
Argentina on United in April, using
220,000 miles from his account for
one business class seat and purchas-
ing a coach ticket for the second
seat, then upgrading it for another
60,000 miles from his account.
United said it sent emails with no-
tice of the pending account cancella-
tion, but the Beddows don’t recall
receiving them. Had he known his
wife’s account was about to expire,
Mr. Beddow says he would have
used her miles for the upgrade.

After a month of arguing with
United, the airline relented and used
Mary’s miles on the Argentina trip,
crediting back Chris’s 60,000 miles.
“I was shocked United did the right
thing,” he said. The moral of the
story is, Don’t give up. Don’t take
‘no’ for an answer and keep pushing.
Sometimes it works.”

The good news is that you don’t
have to fly an airline just to keep
your frequent-flier miles active. Any
miles earned—on credit cards, pur-
chases at grocery stores or other
merchants, or rewards from hotels,
car rental companies or partner air-
lines—reset the clock on accounts.
Earning points with a hotel program
or a credit card like American Ex-
press that allow you to transfer to
points to various airlines is an easy
way to “feed” accounts for airlines
you may no longer fly as frequently.

Another tip: Use a mileage-track-
ing service. There are several that
will monitor your account and alert
you to any pending expirations.
Some charge a fee; others don’t.
AwardWallet.com is a free service
that can track programs at airlines,
hotels, car rental companies and
other merchants, but you have to
register all your passwords so
AwardWallet can look at your ac-
counts.

The big gripe for travelers is that
airlines give very little notice when
accounts are in danger of cancella-
tion. Some stop sending statements
to customers whose accounts have
no activity, making it harder to
track. United, for example, suspends
statements, correspondence and no-
tification of changes after an ac-
count has gone three months with
no earning or burning.

When email, home or office ad-
dresses change, sometimes notices
never make it to account-holders.
And even when customers do get
statements, most don’t list a date
when accounts will be closed if
there isn’t new activity.

“It’s a little underhanded on the
part of airlines,” said Randy Pe-
tersen, publisher of Webflyer.com,
who has been tracking mileage pro-

grams since their inception. “This
information is not out and visible to
the typical frequent flier program
user.”

It’s not just infrequent travelers
who get burned, but sometimes
road warriors who happen to switch
programs and don’t pay attention to
the old program. Mr. Petersen says
he’s had airline program members
who have lost as many as 700,000
miles call him pleading for help.
“I’ve had hundreds of members con-
tact me who have lost in excess of
250,000 miles,” he said. “It’s a seri-
ous amount of miles that is lost.”

Many airlines do offer to rein-
state miles for a fee, but the fees at
some carriers are so high that pay-
ing to reopen an account doesn’t
make economic sense. The fees vary
widely, as do time limits for rein-
stating miles.

Some airlines charge a flat fee
and others have complicated formu-
las that push the cost higher as the
number of miles to be reactivated
goes up. Reinstating 25,000 miles,
for example, costs $337.50 at
United; $298.75 at American, $200
at US Airways, $75 at Alaska and
$50 at Delta. If the free ticket you
get for 25,000 miles costs
$250-$300 to buy, it doesn’t make
sense to pay United or American to
reinstate miles.

The Delta $50 flat fee, an offer
that began in June, stands out as a
good value. Delta says it put that
option in place because the mileage
cancellation policy was causing so
many problems with customers.
“This particular issue is very sensi-
tive to customers and we’ve done
some learning,” said Delta spokes-
man Paul Skrbec.

Email: middleseat@wsj.com.

BY SCOTT MCCARTNEY

Delta gives customers two years before mileage accounts are canceled.
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Critically Acclaimed
42 bedroom country inn/conference
center on 45 developable acres 2 hrs.
frommidtown NYC. Think adult
community; spa resort; private

estate. Visit Troutbeck.com, write
jim@skiberty.com

Financial Guarantees
For your project; deal and

structure flexibility.
We guarantee lowest costs.
$50MMminimum deal size.
Call (727) 916-7568 or e-mail

info@amerisure.com for details.
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Operating systems offer new choices
Tips on what to look for when shopping for models equipped with Windows 7 and Snow Leopard

Now that both Microsoft and Ap-
ple have finally shipped the new
versions of their operating systems,
Windows 7 and Snow Leopard, re-
spectively, it’s time for my annual
fall computer-buying guide.

This guide stresses laptops,
which have become the prevalent
choice, but most of its specs also
apply to desktops. As always, it is
aimed at average consumers doing
typical tasks, such as Web surfing,

email, social
n e t w o r k i n g ,
word process-
ing, photos,

video and music. It doesn’t apply to
businesses, hard-core gamers or se-
rious media producers—groups that
need specialized or heftier hard-
ware.

Consumers shopping for new
computers this fall have a wide vari-
ety of choices with the new operat-
ing systems pre-installed, making
the machines faster and better. Win-
dows PCs are no longer burdened
with the disliked Vista OS.

That’s the good news. The bad
news is that the Windows hardware
makers and retailers generally are
trying to nudge you to spend more.
They are anxious to guide consum-
ers away from the popular, but low-
profit, stripped-down netbooks to
somewhat larger Windows 7 laptops
from which they can make more
money. This larger-size category
goes by a variety of names, which
can be confusing.

Windows vs. Mac: The arrival of
Windows 7 makes PCs from Hewl-
ett-Packard, Dell, and others much
better choices than their Vista-
equipped predecessors were. Micro-
soft has closed most of the gap with
Apple’s Mac OS X operating system.
Also, Windows PCs are often priced
hundreds of dollars lower than

Macs, and offer many more choices.
But Apple’s hardware is stylish

and sturdy, and, in my tests, Macs
usually boot faster than Windows
machines. Plus, Apple’s chain of re-
tail stores offers a better buying ex-
perience and strong post-purchase
support.

Also, in my view, Apple’s built-in
software still has the edge. Snow
Leopard is fast and reliable. And it
comes with a full suite of excellent
built-in programs, including email,
photo and video software. Microsoft
has stripped Windows 7 of such
programs.

Some PC makers have restored
some or all of these in certain mod-
els, although I consider Apple’s
counterparts better. Another huge
plus: the Mac isn’t susceptible to
the vast majority of viruses and spy-
ware.

Cost: Prices on Windows PCs are
creeping upward. You can buy a
Windows PC for under $500, but
many stores are pushing costlier
models. And those $250 netbooks
are much scarcer. Now, they typi-

cally run between $300 and $450.
Apple has mostly stuck with its
same, higher, prices, though it has
boosted the specs on many models.
The cheapest Mac desktop, the mini-
malist Mac mini, is $599. The cheap-
est Mac laptop, the new MacBook, is
$999. The heart of Apple’s line
starts at $1,199.

New category: Windows PC
makers this season are pushing a
category of laptop that is meant to
fit between a netbook and a full-size
laptop. It goes by a variety of con-
fusing names, such as “ultrathin” or
“thin and light,” though these mod-
els are often no thinner or lighter
than some laptops of the past. They
typically cost between $500 and
$800, and often have 13-inch
screens.

Memory: All Macs come with at
least two gigabytes of memory,
which is plenty for running Snow
Leopard well. Mainstream Windows
PCs have at least three gigabytes.
But the cheapest Windows machines
sometimes come with less. I recom-
mend at least two gigabytes.

64-bit: PCs have long been based
on something called a 32-bit archi-
tecture, but many models now use a
64-bit architecture, allowing prop-
erly written software to use more
memory and run faster.

If possible, buy a 64-bit com-
puter, which is likely to dominate
eventually, even though some soft-
ware and add-on hardware may be
incompatible at first.

Graphics: The new operating
systems allow software makers to
speed up some tasks by offloading
them from the main processor onto
the graphics chip. So, if possible, get
a “discrete” graphics processor,
which has its own memory. Other-
wise, find a potent “integrated”
graphics chip, which shares your
main memory.

Processor: Mainstream Windows
PCs sport fast, dual-core processors
from Intel or its rival, AMD. These
pack the equivalent of two brains
onto one chip. But many lower-price
Windows PCs have slower proces-
sors, such as the Intel Atom, which
are best suited for light duty. Apple

models all use Intel’s dual-core pro-
cessors, except for the highest-
priced desktops, which come with
quad-core chips.

Hard disks: A 250-gigabyte hard
disk should be the minimum on
most PCs. On a netbook, look for at
least a 160-gigabyte disk. Solid-state
disks are faster and use less battery
power, but often add hundreds of
dollars to the price tag.

Touch: Windows 7 lets you con-
trol the computer by touching the
screen with your fingers, and some
PC makers add their own touch-
screen features. But this only works
fully with newer types of touch
screens, adding cost.

Make sure any touch-screen
model you buy has a full multitouch
screen that supports all Windows 7
gestures. Apple uses the laptop
touch pad, or its new mouse, as the
multitouch, finger-gesture mecha-
nism, instead of the screen.

As always, don’t buy more ma-
chine than you need.

Email to mossberg@wsj.com.

BY WALTER S. MOSSBERG
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Fujitsu 2nd period profit
soars; NEC loss widens

TOKYO—Fujitsu Ltd. reported
steep year-to-year growth in fiscal
second-quarter net profit thanks to
a massive capital gain from the sale
of stocks, but the company remains
cautious about the future despite
the recent pickup in the demand for
its chips.

Meanwhile, NEC Electronics
Corp. said its net loss for the same
quarter widened from a year earlier
and it now expects a much broader
loss for the full fiscal year ending in
March. The company is therefore
moving to close small-scale domes-
tic plants ahead of a merger with
unlisted Renesas Technology Corp.

Fujitsu, a maker of software and
telecommunications equipment, on
Wednesday posted a net profit of
72.4 billion yen ($787.9 million) for
the quarter ended in September,
soaring from 4.2 billion yen a yea
earlier.

But the gain was somewhat ex-
aggerated amid 89.5 billion yen in
proceeds from sales of shares, in-
cluding those of factory-automation-
systems maker Fanuc Ltd., which
was split off from Fujitsu in 1972.

Fujitsu’s operating profit fell 42%
to 18.9 billion yen from 32.7 billion
yen, as revenue fell 11% to 1.142 tril-
lion yen from 1.277 trillion yen. This
shows the damage inflicted by weak
corporate spending on information
technology, a Fujitsu mainstay.

“The biggest risk is that some
business negotiations are delayed in
Japan because customers tend to
cut spending on IT,” said Kazuhiko
Kato, Fujitsu’s chief financial officer.
He said he is cautious about the
outlook for Fujitsu’s business.

Domestic rival NEC Electronics
posted a fiscal second-quarter net
loss of 17.4 billion yen, much wider
than the company’s year-earlier loss
of 590 million yen.

NEC Electronics, the chip-making
unit of NEC Corp., also reported an
operating loss of 15.5 billion yen,
compared with a year-earlier loss of
495 million yen.

Sales declined 29% to 118.5 bil-
lion yen from 167.3 billion yen.

The company said that cost re-
ductions in production, research and
development and labor are proceed-
ing smoothly, but that it suffered a
drop in sales in all product catego-
ries, especially those related to PCs
and computer peripherals.

BY HIROYUKI KACHI
AND YUZO YAMAGUCHI

Windows PC makers this

season are pushing ‘thin and

light’ laptops such as the

Hewlett-Packard DM3, left, and

Toshiba T135.
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By Adam Cohen

BRUSSELS—European Union
leaders, meeting in Brussels this
week to prepare for global climate
talks and to discuss the bloc’s eco-
nomic recovery, are finding other un-
finished business keeps creeping to
the top of their agenda.

The EU’s Lisbon Treaty, first nego-
tiated more than two years ago, still
hasn’t been ratified by all 27 EU
states. Ireland had to hold two na-
tional votes before passing the pact
this month, and Czech President Vá-
clav Klaus refuses to ratify it. With
that issue unresolved, global warm-
ing talks, economic issues and the dis-
tribution of key EU policy jobs will be
secondary matters, according to dip-
lomats from several EU countries.

Sweden, which currently holds
the EU’s rotating presidency, in re-
cent weeks has been negotiating
with Mr. Klaus, who wants his coun-
try to be exempt from the so-called
Charter of Fundamental Rights in-
cluded in the Lisbon Treaty. Mr.
Klaus fears the charter—the EU par-
allel to the U.S. Bill of Rights—will di-
minish his country’s sovereignty.

Swedish Prime Minister Fredrik
Reinfeldt, in a letter inviting other
EU leaders to this week’s two-day
summit, said he wants leaders to “re-
view the situation and map out the
way forward.”

The Lisbon pact, which is de-
signed to streamline the way the EU
works, will create a new EU presi-
dent and a new foreign-policy chief.
The summit was supposed to fill
these positions and shape the new
leadership of the European Commis-
sion, the EU’s executive arm. Diplo-
mats say EU leaders are likely to dis-
cuss those positions but, with the
treaty’s status uncertain, in an infor-
mal, behind-the-scenes way.

The EU leaders are slated to de-
vote some time to discussing cli-
mate change, preparing for the De-
cember global summit in Copen-
hagen on this issue. The bloc is di-
vided about how to finance emis-
sions cuts and other measures, par-
ticularly in developing countries.

In a draft statement prepared for
their meeting, the EU leaders said
“the overall level of the international
public support required could lie in
the range of Œ22 billion ($32.5 bil-

lion) to Œ50 billion a year by 2020.”
“The EU is ready to take on its re-

sulting fair share of total interna-
tional public finance,” the draft said.
This document will be debated and

could be changed during the lead-
ers’ Brussels meeting. Eastern Euro-
pean countries think they shouldn’t
have to pay as much as their wealth-
ier neighbors to the West. Germany

and Italy don’t want the EU to set a
funding target, saying that could
limit the the bloc’s negotiating pow-
ers at the Copenhagen summit.

The United Kingdom is expected
to push former Prime Minister Tony
Blair for the EU presidency. Other po-
tential candidates include Luxem-
bourg’s Prime Minister Jean-Claude
Juncker, former Spanish Prime Minis-
ter Felipe González and Dutch Prime
Minister Jan Peter Balkenende.

On the economic front, the lead-
ers are expected to endorse a recent
statement from the Group of 20 na-
tions, calling for more international
economic coordination.

U.K. Prime Minister Gordon
Brown, in a letter sent Tuesday to
Mr. Reinfeldt, said the EU must en-
sure that “our banks follow new stan-
dards for responsible remunera-
tion, and taking further action to
clean up bank balance sheets to
maintain stability and ensure a re-
sumption of lending.”

EU leaders’ goals hampered by Lisbon pact’s murky status

Lagarde says France and China both want the dollar to be strong

Klaus’s campaign opens old wounds
Hungary-Slovakia
tensions increase
over opt-out clause

The U.K.’s Tony Blair, left, and
Luxembourg’s Jean-Claude Juncker
attend a 2005 EU Council meeting.

LEADING THE NEWS

By Leos Rousek

PRAGUE—Czech President Vá-
clav Klaus’s resistance to the Euro-
pean Union’s Lisbon Treaty for
closer political unity will be under a
spotlight when EU leaders gather
for a summit that begins Thursday.

The Czech leader is all that
stands between the 27-country bloc
and a new political order that in-
creases central executive powers.

But he has linked his ratification
to a sensitive slice of Czech history.
About three million Germans and
about 80,000 Hungarians were ex-
pelled from Czechoslovakia in 1945
to 1947. They accounted for almost
one-fifth of Czechoslovakia’s pre-
war population, and most of
them—or their surviving descen-
dants—say that their family assets
were expropriated after the war out
of revenge for the German and Hun-
garian invasion, and view what hap-
pened as ethnic cleansing.

As a condition for ratifying the
bloc’s treaty, Mr. Klaus has de-
manded an opt-out clause for the
Czech Republic from the EU’s Char-
ter of Fundamental Rights, which al-
lows the European Court of Justice
to review rulings by national courts.

Once that exemption is negotiated,
Mr. Klaus has said he will ratify the
agreement, Czech Prime Minister
Jan Fischer said Wednesday.

Slovakia has also asked for the
same opt-out clause, which would
mean the postwar expulsion orders
issued by then Czechoslovak Presi-
dent Edvard Benes, known as Benes
Decrees, can’t be overturned by EU
courts or legislation.

The Lisbon Treaty would allow
“ownership claims by individuals ex-
pelled after the Second World War
[to be lodged] directly to the court
of the European Union,” Mr. Klaus
said on Oct. 9. He added that such rul-
ings would violate ownership rights
of many Czechs.

An area known as the Sudeten-
land is at the heart of the dispute.
Once an ethnically mixed area inhab-
ited by Germans, Jews and Czechs,
Mr. Benes expelled the German pop-
ulation after World War II. He also
managed to get the four Allied pow-
ers—the U.S., the Soviet Union, Brit-
ain and France—to agree to his de-
cree on reclaiming the Sudetenland
for Czechoslovakia, making it part
of the postwar restructuring of Euro-
pean borders.

Mr. Klaus has been supported in
his objections by a group of 17 Czech
lawmakers, led by Senator Jiri Obel-
fazer, who filed a complaint against
the Lisbon Treaty to the Czech Con-

stitutional Court. The complaint
said that that the treaty violates the
Czech Constitution by abolishing
the veto power of the EU member
states in several policy areas.

But so far, Czech and Slovak
courts have dismissed all legal at-
tempts to seek property compensa-
tions from Czech and Slovak govern-
ments, filed mostly by descendants
of Sudeten Germans and Slovak Hun-
garians.

There also is legal precedent for
EU-level courts to dismiss restitu-
tion claims lodged by descendants
of Germans expelled from Poland in
1945.

The Czech parliament’s lower

house approved the Lisbon Treaty
in February and the Senate ap-
proved it in May. But the furor over
sovereignty and the Sudetenland
history have since split the popula-
tion.

In two surveys published this
month, Czechs gave mixed views of
Mr. Klaus’s campaign, their level of
support varying according to the
questions asked. When asked in a
poll by the Median polling agency,
65% of 500 adults said they agreed
with Mr. Klaus’s effort to get a
clause supporting the Benes De-
crees.

A poll taken by the Sanep polling
agency found that 58% of 2,800
adults questioned said that Mr.
Klaus’s delaying tactics damaged
the Czech Republic’s reputation in
the EU.

The debate also has opened old
wounds among the former Czecho-
slovakia’s neighbors.

Hungary, already feuding with
Slovakia over language rights of the
remaining ethnic Hungarian minor-
ity in Slovakia, has objected against
mentioning Benes Decrees in the Lis-
bon Treaty or any of its accompany-
ing documents.

“For Hungary this is a line that
mustn’t be crossed,” Hungarian For-
eign Affairs Minister Peter Balazs
said this week. “The EU Lisbon
Treaty is about the future rather
than the past.”
 —Adam Cohen in Brussels

and Veronika Gulyas in Budapest
contributed to this article.

POLAND

HUNGARYAUSTRIA

GERMANY

ROMANIA

CZECHOSLOVAKIA

Prague

Sept. 30, 1938
Czech territory ceded to 
Germany at Munich

Nov. 1, 1938
Czech territory 
annexed by Poland

Oct. 2, 1938
Czech territory given to Hungary
by Germany and Italy at Vienna

Area of detail

SLOVAKIA

Home ground
The ownership status of assets in Czech and Slovak regions. The issue isn’t just the status of regions themselves but 
the ownership status of assets left behind by expelled Germans and Hungarians.

By Terence Poon

BEIJING—France and China are
both extremely keen for the U.S. dol-
lar to be strong, French Finance Min-
ister Christine Lagarde said Wednes-
day.

Ms. Lagarde, speaking to report-
ers during a visit to the Chinese capi-
tal, also said France and China in-
tend to support the recoveries in

their economies until they become
sustainable.

She said French gross domestic
product is likely to have grown in
the third quarter, continuing the
trend of the second quarter. The
economy resumed growth in the
second quarter, with GDP gaining
0.3% in the three months to the
end of June from the previous pe-
riod.

Ms. Lagarde said China will
send a procurement delegation led
by Chinese Commerce Minister
Chen Deming to France next
month, and that French Prime Min-
ister François Fillon will visit
China in December.

She said the Chinese procure-
ment delegation is expected to in-
clude 100 or more companies in
many industries, while Mr. Fillon’s

visit to China will cover cooperation
in areas such as aerospace, energy
and transport.

She added that China Develop-
ment Bank and France’s Caisse des
Dépôts et Consignations signed a
memorandum of understanding to
create a fund to help financing of
small and midsize businesses. The
French Embassy’s press counselor
in Beijing, François Legue, said the

hope is that Caisse des Dépôts et
Consignations will contribute Œ300
million ($444 million) to the fund
and that China Development Bank
will match the amount, though de-
tails still need to be finalized.

Ms. Lagarde met with Chinese
Vice Premier Li Keqiang, People’s
Bank of China Gov. Zhou Xiaochuan,
and Finance Minister Xie Xuren dur-
ing her visit.
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By Dave Kansas

MANCHESTER, England—Kevin
and Tony Parker get along pretty
well—at least as far as being broth-
ers goes. But during football season,
sometimes the two won’t talk for
days on end.

Despite being blood relations,
they find themselves on opposite
sides of a football debate that has
increasingly gripped this indus-
trial town in Northwest England:
are you a Red (Manchester United)
or a Blue (Manchester City)? 

For Tony, a retired veteran of
the armed services, United is the
team. The Reds have more trophies
than display space and are consid-
ered the most valuable franchise in
professional sports, with a value re-
cently estimated at almost $2 bil-
lion.

“My dad hated United and said I
could root for anyone but them,”
Tony says. “But some kindly neigh-
bors took me to a game when I was
eight and I’ve been a United fan ever
since.”

Kevin, a utility executive, follows
the less-accomplished Manchester
City and, as the head of the local
booster club, bleeds light blue.
Thanks to new owners from Abu
Dhabi, who have poured tens of mil-
lions into the team, Kevin says he’s
convinced the tide is moving in
City’s direction. The team finished
10th last year in the 20-team English
Premier League and so far this sea-
son ranks sixth, just four points be-
hind second-place United.

When the two teams play each
other, as they do every season, Tony
says, “things can get very fraught be-
tween us.”

Grander cities like Madrid, Barce-
lona and Munich are football mad,
but they really have a single domi-
nant club. Milan has two great
teams, but Italian football is a bit on
the wane. Liverpool has Liverpool
and Everton, although Liverpool,
the more decorated team, hasn’t
won a league title since 1990. Lon-
don has an ocean of teams including
Arsenal, Chelsea, Tottenham
Hotspur and Fulham, but the game
arguably gets lost in the city’s mas-
siveness. 

Somewhat improbably, Manches-
ter, with its old brick buildings and
industrial heritage, has become
home to the planet’s most famous
football club, and to its richest one.

“Football is so important in
Manchester, whenever there’s a
match on, everyone’s talking about
it,” says Londoner Matt Carlton, a
Reds fan who grew up in Manches-
ter.

Until recently, there was no con-
test. Manchester United has had far
more success than its in-town rival,
with 18 league titles, including 11
since the Premier League was
formed in 1992. It holds a record 11
FA Cup titles and it has won the
UEFA Champions League twice in
the past 10 years and played in the fi-
nal each of the last two years.

For all it lacks in the way of a glo-
rious past, Manchester City does
have a promising future. The club re-

cently signed Argentine striker Car-
los Tevez, who played for United
last season. To trumpet the signing
and drive home the fact that City is
actually in Manchester (United is in
suburban Trafford), the Blues
hoisted a huge banner in town with
Mr. Tevez on it and the words: “Wel-
come to Manchester.”

Mr. Tevez is just one of the new
faces at City. Sheik Mansour Bin
Zayed al Nahyan bought the team
for £200 million (about $327 million
at current exchange rates) in 2008
from erstwhile Thai politician and
businessman Thaksin Shinawatra
(something about a 2006 coup

proved a distraction). Coming into
this season, Sheik Mansour backed a
£125 million spending spree on star-
player acquisitions. At the same
time, United sold Cristiano Ronaldo
to Real Madrid for £80 million and
acquired striker Michael Owen for
free.

United’s history has been fueled
by money as well. In the 1990s, the
club, led by Alex Ferguson, a dour
Scot with a taste for fine wines and
race horses, boasted high-profile
stars such as France’s Eric Can-

tona, Ireland’s Roy Keane and the
young, rising David Beckham of
England.

It capped a dominant decade by
winning the Premier League, the FA
Cup and the European Champions
League in 1999. Now, however,
United is considered one of the most
indebted clubs in the world, with an
estimated £700 million in the red af-
ter its leveraged takeover by Ameri-
can financier Malcolm Glazer.

In football, money matters
greatly, since the socialistic salary
caps favored by American leagues
don’t exist. Players can be pur-
chased outright during so-called
transfer windows, and the enor-
mous salaries have made football
glamorous.

The wealth is particularly strik-
ing in rough-and-tumble cities like
Manchester, where footballers love
their cars, especially very expensive
ones. A screaming Aston Martin or
Maserati is more often than not asso-
ciated with one of the lads with
boots, usually as they race from the
posh areas of Cheshire to their prac-
tice grounds.

Last winter, Portuguese star Cris-
tiano Ronaldo of United (now play-
ing with Real Madrid) crashed his
Ferrari into a barricade as he raced
toward practice. United goalkeeper
Edwin van der Sar was close by
when the wreck occurred, driving
his Bentley.

Football’s origins can be traced
to gritty cities like Manchester. As
the upper crusties hankered for
cricket, the working classes favored

local football teams, especially
since tickets to stand in the terraces
came cheap.

That’s why teams from towns in
the industrial Northwest of Eng-
land, such as Bolton, Blackburn,
Burnley, Wigan and Liverpool, still
have strong representation in the na-
tion’s top league.

This week, the Mancunians may
not feel so mighty. United lost 2-0
to its northern rival, Liverpool, and
City notched a weak 2-2 draw
against much smaller Fulham. For
any Blue, the specter of past fail-
ures haunts the heart. The team fell
down to England’s third division in
the 1980s and it has a history of
quirky defeats, including a 2-1 loss
to Sheffield United in 2008 that
was blamed on errant blue bal-
loons.

Despite a fat wallet and a roster
of international superstars, City
still feels they aren’t always in a fair
fight against United. Indeed, in the
Manchester Derby earlier this year,
United edged City 4-3 after scoring
a goal extremely deep into stoppage
time.

When asked about that game,
Blues fans simply look at their
watches. “That was very disappoint-
ing,” says Kevin Parker, the Blues
brother. “They kind of changed the
rules that day. It was more like last
goal wins instead of the usual time
running out.”

Still, Kevin says, “It’s a dream
come true. A lot of people feel that
even City can’t cock this one up with
so much money in the bank.”

Manchester laps field as football capital
United holds world’s attention as rival City squad spends to catch up; the British version of Red vs. Blue state

It has become home
to the most famous
football club, and to
its richest one.

Amy Long, age 12, outside the Manchester United stadium earlier this month before the beginning of a match. For all it lacks in the way of a glorious past, Manchester City does have a promising future.
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CORPORATE NEWS

Audi’s China sales outpace target
German car maker to add hatchback, SUV to offerings in fast-growing market

FRANKFURT—Audi AG will sig-
nificantly exceed its sales target in
China this year and expects the
country to outpace its German home
turf as its largest single market in
2012 or 2013 at the latest.

The projection underscores a
broader geographic shift among
auto makers toward Asian growth
markets.

“Today we’re at 118,000 car sales
already. We’re on track to signifi-
cantly surpass our initial target in
China this year” of selling 130,000
cars, said Peter Schwarzenbauer,
Audi’s executive board member re-
sponsible for sales and marketing,
in an interview.

He said the Ingolstadt-based
company will launch its A3 hatch-
back in China next year as part of a
wider move to attract a broader
customer base there, in addition to
the new Q5 small sport-utility vehi-
cle, which is being rolled out glo-
bally.

Audi ranks third in global luxury-
car sales behind BMW AG and Daim-
ler AG’s Mercedes-Benz. But it keeps
a firm grip on the top position in
China, which it gained thanks partly
to the early market entry of its par-
ent company, Volkswagen AG.

Mr. Schwarzenbauer said annual
sales in China might soar to 250,000
cars by 2012 or 2013 as Audi is pre-
paring to launch several new or re-
vamped models, ramping up local
production and expanding its deal-
ership network.

He said Audi also plans to estab-
lish a broader leasing and financing
business in China to tap rising cus-
tomer demand. Most Chinese buyers
tend to pay cash for their vehicles.

China has proved to be one of
the few bright spots for luxury-car

makers after sales collapsed in
other major geographies amid the
economic downturn. Demand has
been backed by a government
stimulus package and tax break.

A move to halve the purchase tax
on autos with 1.6-liter engines or
less to 5% has fostered demand, par-
ticularly for smaller cars.

In the January-August period,
passenger-vehicle sales in China
rose 37% to 6.23 million, according
to the China Association of Automo-
bile Manufacturers, while total vehi-
cle sales rose 29% on the year to
8.33 million.

Some analysts have voiced con-
cern that the tax break advanced fu-
ture demand and sales may collapse
when it expires. Mr. Schwarzen-
bauer said Audi “sees no signs” of
an imminent market slump.

He noted that the premium seg-
ment in China still accounts for only
5% of the overall market, but is ex-
pected to grow to around 8% by
2015, with the overall market rising

to between 12 million and 14 million
annual vehicle sales by then.

He said he regards BMW as the
company’s main competitor looking
forward, due to a similar positioning
of the brand, with Toyota Motor
Corp.’s Lexus brand competing more
directly with Mercedes-Benz.

Audi steered through the indus-
try gloom better than its peers and
narrowed the gap with its larger ri-
vals BMW and Mercedes-Benz,
mainly due to new products, its
large footprint in China and a rela-
tively small exposure to the trou-
bled U.S. market.

Mr. Schwarzenbauer confirmed
that Audi will slightly exceed its
global sales target of 900,000 cars
this year, possibly by around 20,000
vehicles. He said Audi’s global sales
are poised to rise again in 2010, in-
cluding growth in Europe and the
U.S., but said it might take “two to
three years” before reaching the one
million level of last year again.

Mr. Schwarzenbauer said Audi

has no plans to bring its new small
A1 model, due to be launched early
2010, to the U.S. and China. But the
company might launch the second
generation of the A1 in these two
markets, possibly including electric
or hybrid versions.

He said Audi’s U.S. sales are ex-
pected to come in at around 80,000
vehicles in 2009 after 86,000 last
year, slightly better than the ini-
tially anticipated decline of 10% on
the year.

Mr. Schwarzenbauer said he sees
significant sales growth in the U.S.
next year, driven, for example, by
the small Q5 SUV, as the country’s
economy is expected to rebound
faster than other major markets.
But he said he doesn’t believe the
U.S. market will return to levels of
between 16 million and 17 million
vehicles again.

These levels were fueled by “ex-
treme incentives” granted by De-
troit’s Big Three at the time, he
said.

BY CHRISTOPH RAUWALD
Racing ahead
Audi dominates the Chinese
luxury-car market.
September vehicle sales, change
from a year earlier

Source: the companies
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Reuters
Audi hopes that its small sports-utility vehicle Q5–shown here at the

Beijing auto show in April, 2008–will attract a wider customer base in China.

Ford taps Geely
as lead bidder
in Volvo talks

BEIJING—Ford Motor Co. has
selected a group led by China’s
Geely Holding Group Co. as the pre-
ferred bidder for the U.S. company’s
Volvo unit, marking an important
step forward for what would be the
most ambitious international expan-
sion so far by a Chinese car maker.

Wednesday’s announcement
means that Ford and Geely, one of
China’s biggest privately owned
auto makers, are in exclusive negoti-
ations over Volvo, but it doesn’t en-
sure that the companies will reach a
deal. A senior Geely executive said it
isn’t clear how much longer negotia-
tions might last.

Still, Ford’s decision is the stron-
gest sign of progress in Geely’s
years-long pursuit of Volvo. Ford ac-
quired Volvo in 1999 for $6.4 billion
and which it decided to sell last
year amid losses at the Swedish car
maker.

Amid concerns in Sweden about
the potential fate of Volvo under
Geely ownership, Geely on Wednes-
day stressed that it is committed to
maintaining Volvo’s existing produc-
tion and research facilities, as well
as union agreements and dealer net-
works. It said the company would
remain headquartered in Gothen-
burg, Sweden, and be led by inde-
pendent management. Geely, which
said its bid is supported by Chinese
banks, also promised to “enhance
Volvo’s access to sales networks and
sourcing opportunities” in China’s
fast-growing market.

Volvo welcomed Ford’s decision.
“It’s good for us to have a clear indi-
cation of where the process is going
so we can move forward,” said
Volvo Cars spokeswoman Maria
Bohlin.

BY NORIHIKO SHIROUZU

Daimler to extend cost-cut program

Daimler AG Chief Financial Of-
ficer Bodo Uebber wants to extend
the German auto maker’s €4 billion
($5.9 billion) cost-cutting program
beyond 2009 and make it an annual
target, as part of a wider initiative
to streamline the company.

“We can’t and we won’t abate,
because next year won’t be an easy
one,” Mr. Uebber said in an inter-
view at Daimler’s headquarters in
Stuttgart, Germany.

Mr. Uebber said he wanted the
annual cost reductions, which were
initially targeted just for this year in
the face of the auto industry’s steep
downturn, to be extended to coming
years as well.

“In the midterm, we want to save
this amount permanently,” Mr. Ueb-
ber said. “The crisis showed us
where we had cost positions in our
budgets, which we can take out
long-term as well,” he said, pointing
to consulting and travel expenses as
examples.

Daimler has been cutting costs
with measures such as reduced
hours for a large part of its work
force in Germany. It has 167,000
workers in Germany and it employs
273,000 in total world-wide. It has
said on numerous occasions that it
expects savings in 2009 to exceed

the €4 billion goal.
The company generated revenue

of €95.9 billion in 2008, but that is
expected to drop sharply this year
as a result of the downturn.

Mr. Uebber said Daimler’s core
Mercedes-Benz Cars unit is set to
become more efficient with every
new model thanks to the gradual
roll-out of a modular system to de-
velop and produce cars, which re-
duces costs between the different
model lines.

On Tuesday, Daimler confirmed
that after posting steep first-half
losses it returned to net profit of
€41 million in the third quarter as
sales at Mercedes-Benz, the com-
pany’s former cash cow, picked up.

Car sales in the fourth quarter
are expected to be higher than in
the third quarter, driven mainly by
the new generation of the Mercedes-
Benz E-Class, an important model
both in terms of earnings and reve-
nue per vehicle.

BY CHRISTOPH RAUWALD
AND KATHARINA BECKER

Daimler CFO Bodo Uebber (left) talks with CEO Dieter Zetsche, last February.
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 40.70 $26.08 0.48 1.87%
Alcoa AA 51.50 11.93 –0.88 –6.87%
AmExpress AXP 12.60 34.67 –1.28 –3.56%
BankAm BAC 201.40 15.01 –0.44 –2.85%
Boeing BA 6.70 47.22 –0.53 –1.11%
Caterpillar CAT 11.40 54.43 –2.26 –3.99%
Chevron CVX 11.20 75.89 –0.70 –0.91%
CiscoSys CSCO 43.20 23.02 –0.52 –2.21%
CocaCola KO 7.40 53.51 0.05 0.09%
Disney DIS 12.80 27.24 –0.93 –3.30%
DuPont DD 9.30 32.09 –0.59 –1.81%
ExxonMobil XOM 24.50 73.84 –1.07 –1.43%
GenElec GE 102.20 14.42 –0.51 –3.42%
HewlettPk HPQ 11.00 46.93 –0.37 –0.78%
HomeDpt HD 21.60 25.21 –0.79 –3.04%
Intel INTC 82.80 19.03 –0.71 –3.60%
IBM IBM 8.20 121.50 0.85 0.70%
JPMorgChas JPM 42.30 42.68 –1.22 –2.78%
JohnsJohns JNJ 12.90 59.57 –0.45 –0.75%
KftFoods KFT 12.20 26.95 0.22 0.82%
McDonalds MCD 8.10 58.64 –0.38 –0.64%
Merck MRK 14.10 32.05 –0.38 –1.17%
Microsoft MSFT 69.20 28.02 –0.57 –1.99%
Pfizer PFE 57.70 17.21 –0.05 –0.29%
ProctGamb PG 14.70 57.23 0.05 0.09%
3M MMM 4.20 74.46 –1.54 –2.03%
TravelersCos TRV 4.50 50.50 –0.57 –1.12%
UnitedTech UTX 4.70 62.61 –1.48 –2.31%
Verizon VZ 35.60 29.95 0.75 2.57%
WalMart WMT 16.10 49.90 0.03 0.06%

Dow Jones Industrial Average P/E: 16
LAST: 9762.69 t 119.48, or 1.21%

YEAR TO DATE: s 986.30, or 11.2%

OVER 52 WEEKS s 771.73, or 8.6%

 Note: Price-to-earnings ratios are for trailing 12 months
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Tracking
credit
markets &
dealmakers

Follow the markets throughout
the day, with updated stock
quotes, news and commentary
at WSJ.com.
Also, receive emails that
summarize the day’s trading in
Europe and Asia.
To sign up, go to
WSJ.com/Email

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

Stena Aktiebolag 519 –21 –11 –129 Kabel Deutschland  383 10 12 –73

EFG Eurobank Ergasias 157 –7 ... –13 EMI Group  726 11 –1 34

Skandinaviska Enskilda Banken 100 –3 –4 8 ITV  406 11 –11 –61

Bay Landbk Giroz 88 –2 –2 –5 Peugeot 260 11 20 –42

Cie Generale des Etablissments Michelin 133 –2 ... –17 HeidelbergCement 384 11 25 2

Legal & Gen Gp 140 –2 –12 –32 Societe Air France 296 11 16 –97

Aviva 85 –2 –8 –36 Brit Awys 501 12 39 11

ISS Glob  336 –1 –2 –51 Renault 277 13 17 –38

3i Gp  188 –1 –18 –32 M real 1127 20 –124 –212

Old Mut  270 –1 –5 –54 TUI 913 38 95 96

Source: Markit Group

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

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

L.M. Ericsson Tel B Sweden Telecomms Equipment $31.1 73.35 2.59% 38.4% –46.9%

Tesco U.K. Food Rtlrs & Whlslrs 51.9 4.03 1.91 21.4 1.5

Deutsche Telekom Germany Mobile Telecomms 61.8 9.60 1.11 –18.1 –29.1

Diageo U.K. Distillers & Vintners 43.8 9.70 1.09 4.9 –0.7

RWE Germany Multiutilities 47.4 61.34 0.59 –1.0 –20.5

SAP Germany Software $57.5 31.75 –7.73% 20.3 –18.5

Rio Tinto U.K. General Mining 67.0 26.73 –6.88 20.9 8.9

Barclays U.K. Banks 57.5 3.19 –6.12 67.6 –53.6

BHP Billiton U.K. General Mining 61.2 16.74 –6.06 74.4 61.6

Daimler Germany Automobiles 52.0 33.22 –5.28 41.3 –27.3

...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

France Telecom 69.4 17.76 0.51% –12.3% –12.9%
France (Fixed Line Telecomms)
Telefonica S.A. 132.0 19.01 0.42 34.8 25.1
Spain (Fixed Line Telecomms)
Vodafone Grp 131.8 1.38 0.33 15.4 2.0
U.K. (Mobile Telecomms)
Sanofi-Aventis S.A. 101.2 52.15 0.23 6.7 –21.9
France (Pharmaceuticals)
Novartis 137.8 53.35 0.19 –5.7 –29.5
Switzerland (Pharmaceuticals)
Nestle S.A. 168.5 47.24 0.08 4.8 10.5
Switzerland (Food Products)
GDF Suez 97.1 29.10 –0.17 –16.1 –6.1
France (Multiutilities)
Roche Hldg Part. Cert. 112.7 164.10 –0.18 –2.6 –25.0
Switzerland (Pharmaceuticals)
GlaxoSmithKline 117.1 12.51 –0.44 7.3 –10.1
U.K. (Pharmaceuticals)
Iberdrola S.A. 48.1 6.20 –0.48 18.1 –31.0
Spain (Conventional Electricity)
E.ON 79.5 26.90 –0.52 –6.7 –13.9
Germany (Multiutilities)
ENI 103.8 17.56 –0.68 –2.0 –25.8
Italy (Integrated Oil & Gas)
Nokia 48.5 8.78 –0.68 –29.1 –43.3
Finland (Telecomms Equipment)
Unilever 52.4 20.68 –0.82 9.5 7.6
Netherlands (Food Products)
Bayer 58.5 47.93 –0.93 10.3 19.3
Germany (Specialty Chemicals)
Royal Dutch Shell A 111.0 21.19 –0.94 –1.9 –21.3
U.K. (Integrated Oil & Gas)
Intesa Sanpaolo 50.4 2.88 –1.20 13.0 –46.3
Italy (Banks)
HSBC Hldgs 189.1 6.71 –1.34 2.7 –23.7
U.K. (Banks)
Astrazeneca 66.4 27.89 –1.45 15.1 –11.5
U.K. (Pharmaceuticals)
Allianz SE 52.6 78.80 –1.50 29.5 –46.2
Germany (Full Line Insurance)

Total S.A. 145.4 41.95 –1.54% –2.1% –21.3%
France (Integrated Oil & Gas)
BP 197.8 5.84 –1.68 15.6 –0.4
U.K. (Integrated Oil & Gas)
British Amer Tob 64.9 19.57 –1.68 7.6 36.9
U.K. (Tobacco)
BNP Paribas S.A. 91.1 52.12 –2.10 –0.7 –37.5
France (Banks)
Banco Bilbao Viz 67.4 12.18 –2.33 50.1 –35.2
Spain (Banks)
Credit Suisse Grp 62.9 54.40 –2.42 38.5 –27.0
Switzerland (Banks)
Assicurazioni Gen 40.5 17.64 –2.60 –5.3 –36.6
Italy (Full Line Insurance)
Siemens 85.2 63.09 –3.01 43.2 –10.6
Germany (Diversified Industrials)
Deutsche Bk 44.8 48.90 –3.09 97.2 –50.4
Germany (Banks)
ABB 46.4 20.44 –3.22 51.2 15.0
Switzerland (Industrial Machinery)
BASF 50.2 37.00 –3.24 50.4 7.9
Germany (Commodity Chemicals)
BG Grp 64.1 10.95 –3.31 36.4 62.7
U.K. (Integrated Oil & Gas)
Banco Santander 132.0 10.96 –3.44 53.5 –12.6
Spain (Banks)
UniCredit 56.3 2.28 –3.50 57.8 –58.9
Italy (Banks)
UBS 59.8 17.20 –3.80 –0.6 –74.2
Switzerland (Banks)
AXA S.A. 53.0 17.18 –3.89 21.4 –42.9
France (Full Line Insurance)
Soc. Generale 47.6 43.56 –3.89 27.4 –62.2
France (Banks)
Anglo Amer 47.9 21.78 –3.97 57.9 –12.3
U.K. (General Mining)
ArcelorMittal 53.7 23.30 –4.90 29.1 –31.1
Luxembourg (Iron & Steel)
ING Groep 26.2 8.54 –4.96 33.2 –75.4
Netherlands (Life Insurance)

Sources: Dow Jones Indexes; WSJ Market Data Group

WSJ.com

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

Merger Arbitrage -0.11% 0.47% 1.9% 6.7% 8.7%
Event Driven 0.05% 1.50% 5.8% 13.4% 1.1%
Equity Market Neutral -0.15% -0.02% -1.9% -5.3% -9.8%
Equity Long/Short -1.56% -0.58% 1.1% 3.0% -3.4%

*Estimates as of 10/27/09, 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 0.85 100.70% 0.01% 1.00 0.78 0.86

Eur. High Volatility: 12/1 1.40 98.11 0.01 1.76 1.34 1.48

Europe Crossover: 12/1 5.05 99.80 0.05 6.15 4.87 5.46

Asia ex-Japan IG: 12/1 1.08 99.61 0.01 1.26 0.96 1.08

Japan: 12/1 1.19 99.06 0.01 1.53 0.99 1.25

 Note: Data as of October 27

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

In percentage points
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Major players & benchmarks
Below, a look at the Dow Jones Stoxx 50, the
biggest and best known companies in Europe,
including the U.K.

BLUE CHIPS & BONDS

US: Bank revenues from equity capital markets

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

Source: Dealogic
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Even the German government was
taken aback by the runaway
success of its “cash for clunkers”
car scrappage plan — in which

consumers trade in their old cars for new
ones and receive a €2,500 bonus. German
car dealers reported a storm of interest in
the deals after they were initiated in
January, leading the government to raise
its budget for the program from €1.5 billion to
€5 billion to fund an expected two million
car sales through 2010, rather than the
600,000 cars originally targeted.

Critics — mainly from environmental
groups — of the so-called “Abwrackprämie,”
or wreckage premium, have said the plan
was of dubious environmental value and
simply drew revenues away from other
places consumers would have put their
money. But even the critics had to con-
cede that the measure stimulated the
economy, if only temporarily.

The car scrappage measure was part of
a huge €50 billion stimulus approved by
the German government in January. That
included around €17 billion in public
investment for renovating schools, insti-
tutes of higher education, roads and other
public buildings, €10 billion for municipal
investments and €4 billion in project
finance. It also established a credit and
guarantee fund to give loans to struggling
industries, with special write-downs
extended to small and medium enterprises
and €3 billion for building renovations
aimed at cutting CO2 emissions.

Stimulus spending
Economists believe the stimulus spend-

ing has helped move the country out of its
worst recession since the 1930s, and that
similar measures enacted by other govern-
ments have also aided the export-oriented
German economy. At least in the short term.

“Germany left recession territory in the
second quarter of this year and we expect
a continuation,” says Stefan Bielmeier,
head of economic research and asset
allocation at Deutsche Bank in Frankfurt.
“The country benefited from both foreign
and domestic stimulus, from car scrap-
page schemes, to subsidies for industrial
sectors and short-term labor measures
that kept unemployment down.”

Analysts agree that the German econ-
omy has shown a greater robustness than

previously expected. And the government
recently revised its predictions for the
economy. Earlier this month, Chancellor
Angela Merkel said she expected the
economy to shrink between 4% and 5%
this year, compared with an earlier projec-
tion of 6%.

The International Monetary Fund also
recently revised its outlook for Germany,
saying the economy would grow 0.3% in
2010, rather than shrink 0.4% as it had previ-
ously predicted. Officials said the export-based
economy stands to benefit from more
optimistic global growth forecasts.

German unemployment has also fallen
more sharply than expected. In September
it was 3,346,000, 125,000 fewer than the
previous month, pushing the jobless rate
to 8% from 8.3%. The Federal Labor Agency
attributed that partly to seasonal fluctuations.
But economists also say that government-
subsidized short-term labor programs
— in which workers reduce their hours by
a third, but still draw a higher proportion
of their wages — have had a clear impact.

“Half a million workers, or more than
1% of the work force, were saved from
unemployment,” says Peter Tergeist, labor

specialist with the Organization for
Economic Cooperation and Development
in Paris. He believes Germany’s fiscal
stimulus package will continue to have a
positive effect in stemming job losses.

In spite of these signs of life for the
economy, experts are more cautious over
the medium term. Deutsche Bundesbank
President Axel Weber recently expressed
concern that the economy could stall when
the impact of the short-term stimulus mea-
sures recedes, dampening consumer spending.

Expectations were also dashed some-
what recently when it emerged that exports
in August fell for the first time in four
months, dipping 1.8% from the previous
month, according to the Federal Statistics
Office in Wiesbaden.

Another obstacle is that company
inventories are low, as is investment in
machinery and equipment. “Over the medium
term it’s a problem for the economy,” says
Rolf Schneider, head of macro research at
Munich-based financial services company
Allianz SE. Although the firm is predicting
a “sizable recovery” of the German econ-
omy in the second half of this year, it
doesn’t expect industrial output to reach
precrisis levels through 2011.

And with global demand generally
expected to be muted, it is unlikely that
Germany will soon experience an export

boom as it did ahead of the crisis. “We still
have overcapacity world-wide, which could
put a long-term lid on investment spend-
ing. As long as we have that, don’t expect
to see huge GDP growth,” adds Mr. Bielmeier
of Deutsche Bank.

Still there are reasons for optimism that
over the long-term, Germany is well-positioned.
In spite of the financial crisis, private
consumption has remained relatively stable.

Robust consumption
“There was no debt or real estate bubble

in Germany among consumers. Robust private
consumption is what differentiates Germany
from many other countries,” says Mr. Bielmeier.
Consumers actually reduced debt over the
past five to seven years, he notes, and debt
relative to GDP has not increased.

Some pockets of the German economy
have also come through the crisis pretty
well, he adds. “We see rising employment
in health, education and even the construc-
tion business. Service sectors that are not
linked to exports are not in recession.”

Finally, the recent election of a new center-
right coalition government, consisting of
the Christian Democratic Union/Christian
Social Union under Chancellor Merkel
and the Free Democratic Party — should
lead to more market-oriented reforms than
were possible under the previous “grand
coalition” with the more left-leaning
Social Democrats.

That’s good news for economic reforms
such as the proposal to offer companies which
conduct research and development a tax
credit, says Dietmar Harhoff, director of the
Institute for Innovation Research, Tech-
nology Management and Entrepreneurship at
the Ludwig-Maximilians-University in Munich.

“There are good signs that the R&D tax
credit will be implemented,” under the new
government, says Dr. Harhoff, who is also
chairman of the Expert Forum on Research
and Innovation (EFRI), an independent
commission established in 2007 to advise
the German government on its innovation
policy. The tax credit has been a cornerstone
of the program advocated by EFRI to help
Germany become more competitive.

Of course, what the government decides is
up in the air until the new coalition hammers
out its common agenda over the next few
weeks. But, besides the R&D credit, the
new government is expected to push through
some tax cuts as well as rejecting a pro-
posal that was on the table for a financial
transaction tax, that critics say could drive
business away from Germany.

Special Advertising Section

InvestIng In germany

Analysts agree that the German economy has shown
a greater robustness than previously expected.

Outlook brightens for Europe’s largest economy
$50 billion stimulus brings country out of its recession;
more market-oriented reforms seen under new coalition

Germany’s car scrappage plan has provided a bigger stimulus to the economy than expected. These cars stored near the Volkswagen plant in Wolfsburg are ready for collection by their new owners.

Germany GDP
at constant prices (annual % change)

Source: IMF, World Economic Outlook Database, October 2009
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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.

2.28% 2 DJ Global Index -a % % 215.16 –1.79% 26.4% 4.21% 14 U.S. Select Dividend -b % % 607.10 –0.84% –1.9%

1.88% 20 Global Dow 1198.90 –0.81% 7.9% 1876.15 –1.38% 23.8% 4.01% 17 Infrastructure 1334.70 –0.38% 0.7% 1875.01 –0.95% 15.4%

2.75% 47 Stoxx 600 237.30 –2.03% 11.1% 261.69 –2.41% 27.6% 1.46% 9 Luxury 804.50 –2.62% 23.4% 1005.01 –3.18% 41.5%

2.89% 36 Stoxx Large 200 254.20 –1.81% 8.3% 278.76 –2.18% 24.4% 5.93% 6 BRIC 50 406.50 –2.63% 70.1% 571.06 –3.18% 95.0%

2.12% -63 Stoxx Mid 200 219.50 –2.93% 24.8% 240.64 –3.30% 43.4% 2.81% 15 Africa 50 724.50 –1.65% 10.2% 677.58 –2.21% 26.3%

2.15% 150 Stoxx Small 200 138.30 –3.54% 29.7% 151.64 –3.91% 49.0% 3.25% 10 GCC % % 1485.84 –1.35% –13.3%

2.77% 40 Euro Stoxx 258.70 –2.34% 13.0% 285.24 –2.72% 29.9% 2.79% 18 Sustainability 778.10 –1.25% 7.8% 968.00 –1.82% 23.7%

2.89% 34 Euro Stoxx Large 200 274.90 –2.17% 10.7% 301.19 –2.54% 27.2% 2.23% 14 Islamic Market -a % % 1854.36 –1.44% 28.0%

2.20% 76 Euro Stoxx Mid 200 243.70 –2.95% 22.8% 266.91 –3.33% 41.1% 2.58% 14 Islamic Market 100 1595.20 –0.25% 2.1% 2011.63 –0.82% 17.1%

2.26% -52 Euro Stoxx Small 200 153.30 –3.68% 30.3% 167.80 –4.05% 49.7% 2.58% 14 Islamic Turkey -c % % % %

4.79% 13 Stoxx Select Dividend 30 1352.50 –3.81% 4.5% 1708.87 –4.18% 20.1% 1.90% 22 DJ U.S. TSM % % 10793.77 –1.22% 15.9%

3.96% 15 Euro Stoxx Select Div 30 1596.40 –3.92% 15.9% 2024.78 –4.29% 33.1% % DJ-UBS Commodity 123.70 –1.26% –14.8% 132.72 –1.59% –2.0%

*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 1.1093 1.8166 1.0841 0.1574 0.0380 0.1950 0.0122 0.2954 1.6376 0.2202 1.0312 ...

 Canada 1.0758 1.7616 1.0513 0.1527 0.0368 0.1891 0.0118 0.2864 1.5880 0.2135 ... 0.9697

 Denmark 5.0387 8.2513 4.9239 0.7151 0.1725 0.8857 0.0553 1.3416 7.4381 ... 4.6838 4.5421

 Euro 0.6774 1.1093 0.6620 0.0961 0.0232 0.1191 0.0074 0.1804 ... 0.1344 0.6297 0.6107

 Israel 3.7558 6.1504 3.6702 0.5330 0.1286 0.6602 0.0412 ... 5.5442 0.7454 3.4913 3.3856

 Japan 91.0650 149.1280 88.9915 12.9239 3.1180 16.0068 ... 24.2468 134.4302 18.0733 84.6526 82.0905

 Norway 5.6892 9.3166 5.5596 0.8074 0.1948 ... 0.0625 1.5148 8.3983 1.1291 5.2885 5.1285

 Russia 29.2059 47.8276 28.5409 4.1449 ... 5.1336 0.3207 7.7763 43.1137 5.7964 27.1493 26.3277

 Sweden 7.0463 11.5389 6.8858 ... 0.2413 1.2385 0.0774 1.8761 10.4017 1.3984 6.5501 6.3518

 Switzerland 1.0233 1.6758 ... 0.1452 0.0350 0.1799 0.0112 0.2725 1.5106 0.2031 0.9512 0.9225

 U.K. 0.6106 ... 0.5967 0.0867 0.0209 0.1073 0.0067 0.1626 0.9014 0.1212 0.5677 0.5505

 U.S. ... 1.6376 0.9772 0.1419 0.0342 0.1758 0.0110 0.2663 1.4762 0.1985 0.9296 0.9014

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 369.00 –1.75 –0.47% 707.00 302.00
Soybeans (cents/bu.) CBOT 970.50 –6.00 –0.61 1,315.00 794.00
Wheat (cents/bu.) CBOT 494.75 –8.50 –1.69 1,155.75 439.25
Live cattle (cents/lb.) CME 86.925 –0.175 –0.20 116.900 83.400
Cocoa ($/ton) ICE-US 3,328 –19 –0.57 3,412 1,961
Coffee (cents/lb.) ICE-US 134.60 –1.75 –1.28 189.00 112.00
Sugar (cents/lb.) ICE-US 21.93 –0.72 –3.18 26.25 11.91
Cotton (cents/lb.) ICE-US 66.88 –0.17 –0.25 101.50 45.25
Crude palm oil (ringgit/ton) MDEX 2,152.00 –18 –0.83 4,200 1,487
Cocoa (pounds/ton) LIFFE 2,153 –19 –0.87 2,193 1,187
Robusta coffee ($/ton) LIFFE 1,438 unch. unch. 1,955 1,295

Copper (cents/lb.) COMEX 293.05 –6.85 –2.28 378.00 131.15
Gold ($/troy oz.) COMEX 1030.50 –4.90 –0.47 1,072.00 494.00
Silver (cents/troy oz.) COMEX 1624.00 –30.00 –1.81 2,200.00 740.00
Aluminum ($/ton) LME 1,961.50 –55.50 –2.75 2,160.00 1,288.00
Tin ($/ton) LME 14,940.00 –210.00 –1.39 15,700.00 9,750.00
Copper ($/ton) LME 6,504.50 –89.50 –1.36 6,695.00 2,815.00
Lead ($/ton) LME 2,270.00 –53.00 –2.28 2,459.50 870.00
Zinc ($/ton) LME 2,261.00 –81.00 –3.46 2,344.00 1,065.00
Nickel ($/ton) LME 18,500 –450 –2.37 21,150 9,175

Crude oil ($/bbl.) NYMEX 77.46 –2.09 –2.63 146.86 22.50
Heating oil ($/gal.) NYMEX 2.0212 –0.0580 –2.79 4.1862 1.3291
RBOB gasoline ($/gal.) NYMEX 1.9818 –0.0854 –4.13 3.4800 1.0890
Natural gas ($/mmBtu) NYMEX 5.190 –0.092 –1.74 12.750 4.340
Brent crude ($/bbl.) ICE-EU 75.86 –2.06 –2.64 149.27 45.99
Gas oil ($/ton) ICE-EU 631.75 –16.00 –2.47 1,338.00 434.50

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on Oct. 28
Per In

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

Argentina peso-a 5.6409 0.1773 3.8213 0.2617

Brazil real 2.5899 0.3861 1.7545 0.5700

Canada dollar 1.5880 0.6297 1.0758 0.9296
1-mo. forward 1.5880 0.6297 1.0757 0.9296

3-mos. forward 1.5880 0.6297 1.0757 0.9296
6-mos. forward 1.5885 0.6295 1.0761 0.9293

Chile peso 782.90 0.001277 530.35 0.001886
Colombia peso 2969.56 0.0003367 2011.63 0.0004971

Ecuador US dollar-f 1.4762 0.6774 1 1
Mexico peso-a 19.6017 0.0510 13.2785 0.0753

Peru sol 4.2876 0.2332 2.9045 0.3443
Uruguay peso-e 30.262 0.0330 20.500 0.0488

U.S. dollar 1.4762 0.6774 1 1
Venezuela bolivar 3.17 0.315473 2.15 0.465701

ASIA-PACIFIC
Australia dollar 1.6376 0.6107 1.1093 0.9015
China yuan 10.0798 0.0992 6.8282 0.1465

Hong Kong dollar 11.4406 0.0874 7.7501 0.1290
India rupee 69.6545 0.0144 47.1850 0.0212

Indonesia rupiah 14186 0.0000705 9610 0.0001041
Japan yen 134.43 0.007439 91.07 0.010981

1-mo. forward 134.41 0.007440 91.05 0.010983
3-mos. forward 134.36 0.007443 91.02 0.010987

6-mos. forward 134.26 0.007448 90.95 0.010995
Malaysia ringgit-c 5.0516 0.1980 3.4220 0.2922

New Zealand dollar 2.0168 0.4958 1.3662 0.7320
Pakistan rupee 123.004 0.0081 83.325 0.0120

Philippines peso 69.714 0.0143 47.225 0.0212
Singapore dollar 2.0690 0.4833 1.4016 0.7135

South Korea won 1750.26 0.0005713 1185.65 0.0008434
Taiwan dollar 47.903 0.02088 32.450 0.03082
Thailand baht 49.386 0.02025 33.455 0.02989

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

Euro zone euro 1 1 0.6774 1.4762

1-mo. forward 1.0001 0.9999 0.6775 1.4761

3-mos. forward 1.0003 0.9997 0.6776 1.4758

6-mos. forward 1.0008 0.9992 0.6780 1.4750

Czech Rep. koruna-b 26.526 0.0377 17.969 0.0557

Denmark krone 7.4381 0.1344 5.0387 0.1985

Hungary forint 274.31 0.003645 185.83 0.005381

Norway krone 8.3983 0.1191 5.6892 0.1758

Poland zloty 4.2680 0.2343 2.8912 0.3459

Russia ruble-d 43.114 0.02319 29.206 0.03424

Sweden krona 10.4017 0.0961 7.0463 0.1419

Switzerland franc 1.5106 0.6620 1.0233 0.9772

1-mo. forward 1.5103 0.6621 1.0231 0.9774

3-mos. forward 1.5097 0.6624 1.0227 0.9778

6-mos. forward 1.5085 0.6629 1.0219 0.9786

Turkey lira 2.2215 0.4501 1.5049 0.6645

U.K. pound 0.9014 1.1093 0.6106 1.6376

1-mo. forward 0.9016 1.1091 0.6108 1.6373

3-mos. forward 0.9019 1.1088 0.6109 1.6368

6-mos. forward 0.9021 1.1085 0.6111 1.6364

MIDDLE EAST/AFRICA
Bahrain dinar 0.5565 1.7968 0.3770 2.6524

Egypt pound-a 8.0763 0.1238 5.4710 0.1828

Israel shekel 5.5442 0.1804 3.7558 0.2663

Jordan dinar 1.0449 0.9571 0.7078 1.4128

Kuwait dinar 0.4224 2.3673 0.2862 3.4947

Lebanon pound 2216.51 0.0004512 1501.50 0.0006660

Saudi Arabia riyal 5.5360 0.1806 3.7502 0.2667

South Africa rand 11.4959 0.0870 7.7875 0.1284

United Arab dirham 5.4222 0.1844 3.6731 0.2723

SDR -f 0.9301 1.0751 0.6301 1.5871

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 600 237.34 –4.93 –2.03% 20.5% 11.1%

 21 DJ Stoxx 50 2426.38 –36.22 –1.47 17.5% 7.1%

 40 Euro Zone DJ Euro Stoxx 258.69 –6.20 –2.34 16.1% 13.0%

 18 DJ Euro Stoxx 50 2778.46 –56.71 –2.00 13.3% 10.5%

 16 Austria ATX 2444.27 –149.40 –5.76 39.6% 34.2%

 14 Belgium Bel-20 2371.96 –71.08 –2.91 24.3% 17.3%

 12 Czech Republic PX 1152.3 Closed 34.3% 45.5%

 18 Denmark OMX Copenhagen 306.20 –5.82 –1.87 35.4% 24.5%

 18 Finland OMX Helsinki 5949.16 –128.54 –2.11 10.1% –1.0%

 15 France CAC-40 3663.78 –80.17 –2.14 13.9% 7.7%

 20 Germany DAX 5496.27 –138.75 –2.46 14.3% 14.3%

 … Hungary BUX 20278.11 –739.45 –3.52 65.6% 51.3%

 18 Ireland ISEQ 2859.05 –199.51 –6.52 22.0% 6.7%

 12 Italy FTSE MIB 22315.61 –513.91 –2.25 14.7% 9.0%

 … Netherlands AEX 303.29 –7.84 –2.52 23.3% 16.8%

 16 Norway All-Shares 376.39 –12.39 –3.19 39.3% 40.9%

 17 Poland WIG 38330.01 –816.96 –2.09 40.8% 39.4%

 16 Portugal PSI 20 8238.02 –248.04 –2.92 29.9% 32.3%

 … Russia RTSI 1368.77 –52.52 –3.70% 116.6% 112.5%

 11 Spain IBEX 35 11429.8 –204.2 –1.76 24.3% 32.1%

 15 Sweden OMX Stockholm 286.34 –2.75 –0.95 40.2% 48.0%

 14 Switzerland SMI 6279.94 –88.03 –1.38 13.5% 6.8%

 9 Turkey ISE National 100 48906.95 –1493.62 –2.96 82.1% 96.5%

 14 U.K. FTSE 100 5080.42 –120.55 –2.32 14.6% 19.7%

 37 ASIA-PACIFIC DJ Asia-Pacific 118.92 –1.42 –1.18 27.1% 41.0%

 … Australia SPX/ASX 200 4685.1 –68.4 –1.44 25.9% 21.8%

 … China CBN 600 26707.50 133.35 0.50% 80.9% 103.3%

 21 Hong Kong Hang Seng 21761.58 –408.01 –1.84 51.3% 71.3%

 19 India Sensex 16283.49 –69.91 –0.43 68.8% 80.0%

 … Japan Nikkei Stock Average 10075.05 –137.41 –1.35 13.7% 22.7%

 … Singapore Straits Times 2648.98 –45.52 –1.69 50.4% 58.5%

 11 South Korea Kospi 1609.71 –39.82 –2.41 43.2% 66.1%

 1 AMERICAS DJ Americas 276.24 –4.47 –1.59 22.2% 18.1%

 … Brazil Bovespa 60767.39 –2393.65 –3.79 61.8% 71.7%

 19 Mexico IPC 28747.44 –565.40 –1.93 28.4% 49.6%

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

MSCI indexes
Developed and emerging-market regional and country indexes
from MSCI Barra as of Oct. 28, 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* 289.50 –0.90% 27.2% –1.8%

2.50% 25 World (Developed Markets) 1,131.44 –0.74% 23.0% –4.3%

2.30% 26 World ex-EMU 131.61 –0.66% 22.3% –4.8%

2.40% 28 World ex-UK 1,125.63 –0.83% 21.8% –4.5%

3.00% 26 EAFE 1,561.43 –0.98% 26.2% 0.5%

2.20% 19 Emerging Markets (EM) 946.95 –2.01% 67.0% 20.3%

3.50% 17 EUROPE 84.36 0.24% 21.5% –5.7%

3.70% 19 EMU 179.79 –1.14% 26.5% –1.7%

3.30% 21 Europe ex-UK 92.99 –0.07% 19.8% –4.8%

4.10% 15 Europe Value 96.25 –0.02% 24.2% –5.0%

2.80% 19 Europe Growth 71.82 0.52% 18.8% –6.6%

2.50% 18 Europe Small Cap 152.80 –0.97% 51.4% 5.5%

2.10% 10 EM Europe 270.33 –2.20% 70.2% –7.6%

3.80% 12 UK 1,546.84 0.19% 17.7% 6.3%

2.70% 21 Nordic Countries 130.70 0.07% 33.3% –1.5%

1.50% 9 Russia 733.75 –2.21% 78.0% –9.3%

2.90% 13 South Africa 686.47 –1.68% 18.6% 10.0%

2.60% 24 AC ASIA PACIFIC EX-JAPAN 405.25 –1.47% 63.8% 25.5%

1.30% -41 Japan 555.17 –1.68% 4.8% –18.7%

2.00% 19 China 64.67 –1.39% 58.5% 40.8%

0.90% 20 India 654.90 –2.34% 77.4% 28.7%

0.80% 26 Korea 467.09 –0.38% 52.2% 16.7%

2.70% 415 Taiwan 278.17 0.03% 60.4% 24.3%

1.90% 32 US BROAD MARKET 1,175.86 –0.48% 19.7% –8.2%

1.30% -17 US Small Cap 1,567.44 –1.22% 25.7% –8.4%

3.30% 15 EM LATIN AMERICA 3,851.65 –3.42% 85.4% 20.9%

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

GLOBAL MARKETS LINEUP
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international base last October.
Sovereign wealth funds have

also shown strong interest in
Germany. Aabar Investments of Abu
Dhabi this year took a 9% stake
valued at €1.95 billion in auto-
motive company Daimler, and the
Qatar Investment Authority in July
acquired 6.78% of Volkswagen
valued at €7 billion, as well as
10% of Porsche, which is being
acquired by VW.

Munich was named the most
attractive city for real estate inves-
tors among 98 cities in Europe,
according to the European Regional
Economic Growth Index released
last month by U.K.-based LaSalle
Investment Management. La Salle
said the Bavarian city’s diversified
mix of global companies and small
and medium size enterprises, healthy
research and development base

and high levels of personal wealth
have helped shield the city from
the worst of the economic crisis.

Renewed enthusiasm
Domestic and international

investors have shown renewed
enthusiasm in recent months for
the country’s equity markets.
Since the German blue-chip DAX
index hit a low of 3,588 in
March, it has climbed 63% to 5,869
in mid-October. Analysts say this
reflects the conviction that the global
recession is ending, and, more
recently, approval of the new center-
right government elected last
month. “Germany is historically
an outperformer when the world
economy rises,” says Andreas

Hürkamp, equity strategist at
Commerzbank in Frankfurt.

The German industrial sector
still offers investors long-term value,
particularly if the government
carries through on plans to help
companies invest more in R&D,
says Stefan Bielmeier, head of
economic research and asset
allocation at Deutsche Bank in
Frankfurt. In particular, he sees
good long-term chances in investing
in companies related to renewable
energies and tools. Investors are also
showing renewed interest in real
estate and property management
companies such as Gagfah, Colonia
Real Estate and Deutsche Wohnen,
which stand to benefit if the
economy picks up.

Special Advertising Section

Strong fundamentals continue to draw foreign investors

The financial woes of
once-storied companies
such as Porsche, Opel,
or retail chain Arcandor

(formerly Karstadt-Quelle) may
dominate the German headlines,
but international investors have
remained surprisingly bullish on
the country. In a survey conducted
by the Boston Consulting Group
and the American Chamber of
Commerce in Germany in
February, for example, 61 U.S.
companies based in Germany
said the country was their top
business location in Europe.

Just over a quarter of the
companies polled expected a
decline in revenues in Germany
this year, compared with 9% last
year. But in spite of that, about a
third polled said they felt the
effects of the financial crisis less
in Germany than in the rest of
Europe, pointing to the relatively
stable real estate market, strong
consumer purchasing power and
low levels of personal debt.

“U.S. companies appreciate
the highly qualified and innova-
tive work force in Germany and
are attracted to the emphasis on
product and process quality,” says
Dr. Robert Hermann, managing
director investor consulting of
Germany Trade and Invest (GTAI),
Germany’s Berlin-based foreign
trade and inward investment
agency. U.S. investors make up

Germany’s single largest inves-
tor group (accounting for roughly
one-third of foreign direct invest-
ment), he notes. And while skilled
workers may be cheaper in Romania
or Poland, Germany can boast
expertise in highly specialized
areas such as automobile engi-
neering, fuel cells, nanotechnology,
solar energy and wind power.

Subsidized solar
With 60% of demand world-wide

for solar energy, Germany is the
largest market for the photovol-
taic industry, Dr. Hermann says.
That is a result of the Renewable
Energy Act (put in place in 2000
but updated this year), which
subsidizes consumers’ purchases
of solar panels. The solar indus-
try also employs 60,000 people,
according to GTAI. In 2007,
Phoenix-based First Solar set up
its first international facility in
Frankfurt-Oder, near the border
with Poland, to make solar modules,
citing the qualified work force, good
infrastructure and support from
the state and federal government.

And while the biotech industry
in Germany has taken some hits
since the downturn, it is still
drawing companies such as U.S.
cancer drug maker ImClone
Systems, a subsidiary of
Indianapolis-based Eli Lilly &
Co., that chose Heidelberg as its

Germany is the largest market for
the photovoltaic industry.

“Germany is
historically an

outperformer when the
world economy rises.”

The text of this Special Advertising Section
was written by Mary Lisbeth D’Amico.
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EFG-Hermes Saudi Arabia Equity EA EQ SAU 10/20 SAR 6.33 33.5 2.7 NS
EFG-Hermes Telecom OT EQ BMU 09/30 USD 29.73 16.0 –0.1 –8.2

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 10/27 USD 345.80 40.8 67.1 5.3
Sel Emerg Mkt Equity GL EQ GGY 10/27 USD 206.14 57.4 83.2 –14.9
Sel Euro Equity EUR US EQ GGY 10/27 EUR 94.85 29.1 19.8 –21.3
Sel European Equity EU EQ GGY 10/27 USD 186.35 35.5 44.5 –21.1
Sel Glob Equity GL EQ GGY 10/27 USD 186.85 30.1 33.9 –19.9
Sel Glob Fxd Inc GL BD GGY 10/27 USD 141.71 9.9 12.6 –1.7
Sel Pacific Equity AS EQ GGY 10/27 USD 147.87 63.6 84.4 –11.2
Sel US Equity US EQ GGY 10/27 USD 119.83 18.9 23.1 –18.1
Sel US Sm Cap Eq US EQ GGY 10/27 USD 165.66 26.7 34.2 –18.9

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 10/27 EUR 28.61 9.1 –7.9 –42.1
MP-TURKEY.SI OT OT SVN 10/27 EUR 32.17 64.7 70.1 –21.9

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 10/27 EUR 3.54 68.6 19.2 –37.9
Parex Eastern Europ Bal OT OT LVA 10/27 EUR 13.26 54.5 33.8 –2.8
Parex Eastern Europ Bd EU BD LVA 10/27 USD 14.36 64.7 45.9 2.6
Parex Russian Eq EE EQ LVA 10/27 USD 19.81 128.8 113.0 –18.4

n PICTET & CIE, ROUTE DES ACACIAS 60, CH-1211 GENEVA 73
Tel: + 41 (58) 323 3000 Web: www.pictetfunds.com
PF (LUX)-Agriculture-Pca OT OT LUX 10/27 EUR 106.16 NS NS NS
PF (LUX)-Asian Eq-Ica AS EQ LUX 10/28 USD 164.19 51.2 86.1 –20.8
PF (LUX)-Asian Eq-Pca AS EQ LUX 10/28 USD 156.49 50.2 84.5 –21.6
PF (LUX)-Biotech-Pca OT EQ LUX 10/27 USD 272.61 –4.5 0.3 –12.4
PF (LUX)-CHF Liq-Pca CH MM LUX 10/27 CHF 124.22 0.2 0.4 1.1
PF (LUX)-CHF Liq-Pdi CH MM LUX 10/27 CHF 93.77 0.2 0.4 1.1
PF (LUX)-Digital Comm-Pca OT EQ LUX 10/27 USD 109.35 36.3 58.2 –10.6
PF (LUX)-East Eu-Pca EU EQ LUX 10/27 EUR 297.13 128.2 104.1 –21.7
PF (LUX)-Emg Mkts-Pca GL EQ LUX 10/28 USD 501.06 69.0 104.3 –17.9
PF (LUX)-Eu Indx-Pca EU EQ LUX 10/27 EUR 96.50 25.9 25.0 –18.1
PF (LUX)-EUR Bds-Pca EU BD LUX 10/27 EUR 384.16 2.5 3.4 2.2
PF (LUX)-EUR Bds-Pdi EU BD LUX 10/27 EUR 292.34 2.5 3.4 2.2
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 10/27 EUR 146.54 17.0 19.0 4.8
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 10/27 EUR 103.02 17.0 19.0 4.8
PF (LUX)-EUR HiYld-Pca EU BD LUX 10/27 EUR 143.61 59.0 50.2 –1.6
PF (LUX)-EUR HiYld-Pdi EU BD LUX 10/27 EUR 83.25 59.0 50.2 –1.6
PF (LUX)-EUR Liq-Pca EU MM LUX 10/27 EUR 135.91 1.0 1.5 2.6
PF (LUX)-EUR Liq-Pdi EU MM LUX 10/27 EUR 97.95 0.9 1.5 2.6
PF (LUX)-EUR Sov Liq-Pca OT OT LUX 10/27 EUR 102.39 0.5 1.1 NS
PF (LUX)-EUR Sov Liq-Pdi OT OT LUX 10/27 EUR 101.02 0.5 1.1 NS
PF (LUX)-Europ Eq-Pca EU EQ LUX 10/27 EUR 387.59 26.8 28.3 –22.8
PF (LUX)-EuSust Eq-Pca EU EQ LUX 10/27 EUR 126.85 24.8 23.3 –20.2
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 10/27 USD 241.08 28.2 60.4 10.3
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 10/27 USD 164.00 28.2 60.4 10.3
PF (LUX)-Gr China-Pca AS EQ LUX 10/28 USD 327.85 56.9 94.2 –16.7
PF (LUX)-Indian Eq-Pca EA EQ LUX 10/28 USD 335.23 76.8 101.3 –17.1
PF (LUX)-Jap Index-Pca JP EQ LUX 10/28 JPY 8601.94 6.5 21.9 –24.3
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 10/28 JPY 7542.43 3.8 15.0 –28.8
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 10/28 JPY 7323.64 3.3 14.2 –29.2
PF (LUX)-JpEq130/30-Pca JP EQ LUX 10/28 JPY 4302.65 9.9 26.5 –24.5
PF (LUX)-MidEast&NorAfr-Pca OT OT LUX 10/27 USD 51.11 NS NS NS
PF (LUX)-Pacif Idx-Pca AS EQ LUX 10/28 USD 262.65 70.2 89.2 –11.3
PF (LUX)-Piclife-Pca CH BA LUX 10/27 CHF 775.90 12.5 14.1 –6.4
PF (LUX)-PremBrnds-Pca OT EQ LUX 10/26 EUR 59.83 35.5 28.9 –15.1
PF (LUX)-Rus Eq-Pca OT OT LUX 10/26 USD 63.99 180.2 153.7 NS
PF (LUX)-Security-Pca GL EQ LUX 10/27 USD 92.41 31.3 42.1 –11.9
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 10/27 EUR 436.93 35.0 34.5 –19.7
PF (LUX)-Timber-Pca OT OT LUX 10/27 USD 95.68 44.5 45.2 NS
PF (LUX)-US Eq-Ica US EQ LUX 10/27 USD 98.16 21.0 27.2 –13.6
PF (LUX)-USA Index-Pca US EQ LUX 10/27 USD 86.25 19.4 23.5 –15.4
PF (LUX)-USD Gov Bds-Pca US BD LUX 10/27 USD 512.25 –3.9 3.9 4.9

PF (LUX)-USD Gov Bds-Pdi US BD LUX 10/27 USD 375.88 –3.9 3.9 4.9
PF (LUX)-USD Liq-Pca US MM LUX 10/27 USD 131.02 0.6 0.9 1.9
PF (LUX)-USD Liq-Pdi US MM LUX 10/27 USD 85.55 0.6 0.9 1.9
PF (LUX)-USD Sov Liq-Pca OT OT LUX 10/27 USD 101.56 0.3 0.7 NS
PF (LUX)-USD Sov Liq-Pdi OT OT LUX 10/27 USD 100.84 0.3 0.7 NS
PF (LUX)-Water-Pca GL EQ LUX 10/27 EUR 113.68 10.3 8.4 –15.7
PF (LUX)-WldGovBds-Pca GL BD LUX 10/28 USD 167.53 1.7 12.3 7.6
PF (LUX)-WldGovBds-Pdi GL BD LUX 10/28 USD 138.67 1.7 12.3 7.6

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 10/27 USD 12.22 55.9 60.6 –10.1
Japan Fund USD JP EQ IRL 10/28 USD 16.21 10.3 47.6 –5.2
Polar Healthcare Class I USD OT OT IRL 10/27 USD 12.21 NS NS NS
Polar Healthcare Class R USD OT OT IRL 10/27 USD 12.20 NS NS NS

n Hemisphere Management (Ireland) Limited
Discovery USD A OT OT CYM 09/30 USD 118.48 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 09/30 USD 132.78 5.1 16.9 11.1
Europn Forager USD B OT OT CYM 09/30 USD 219.18 22.5 16.6 1.8
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 09/30 USD 189.35 14.2 12.2 6.9

n PT CIPTADANA ASSET MANAGEMENT
Tel: +6221 25574 883 Fax: +6221 25574 893 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 10/21 USD 121.71 111.0 71.7 –4.5

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 10/27 EUR 674.20 19.7 19.1 –19.2
Core Eurozone Eq B EU EQ IRL 10/27 EUR 796.18 21.1 26.4 NS
Euro Fixed Income A EU BD IRL 10/27 EUR 1228.16 8.5 7.5 –1.7
Euro Fixed Income B EU BD IRL 10/27 EUR 1309.76 9.0 8.1 –1.1
Euro Small Cap A EU EQ IRL 10/27 EUR 1153.71 36.1 28.9 –23.5
Euro Small Cap B EU EQ IRL 10/27 EUR 1234.50 36.8 29.7 –23.0
Eurozone Agg Eq A EU EQ IRL 10/27 EUR 629.83 26.7 27.1 –21.0
Eurozone Agg Eq B EU EQ IRL 10/27 EUR 904.17 27.4 27.8 –20.6
Glbl Bd (EuroHdg) A GL BD IRL 10/27 EUR 1361.03 13.7 14.5 2.4
Glbl Bd (EuroHdg) B GL BD IRL 10/27 EUR 1443.06 14.2 15.2 3.1
Glbl Bd A EU BD IRL 10/27 EUR 1071.92 9.3 4.3 2.3
Glbl Bd B EU BD IRL 10/27 EUR 1140.39 9.9 5.0 2.9
Glbl Real Estate A OT EQ IRL 10/27 USD 855.86 28.4 29.8 –22.5
Glbl Real Estate B OT EQ IRL 10/27 USD 881.41 29.0 30.6 –22.1
Glbl Real Estate EH-A OT EQ IRL 10/27 EUR 763.18 21.7 20.3 –23.7
Glbl Real Estate SH-B OT EQ IRL 10/27 GBP 71.80 21.1 20.1 –23.3
Glbl Strategic Yield A EU BD IRL 10/27 EUR 1553.70 37.4 37.1 1.2
Glbl Strategic Yield B EU BD IRL 10/27 EUR 1660.91 38.1 38.0 1.8
Japan Equity A JP EQ IRL 10/27 JPY 11548.26 11.7 19.8 –24.6
Japan Equity B JP EQ IRL 10/27 JPY 12295.50 12.3 20.6 –24.1
PacBasn (Ex-Jap) Eq A AS EQ IRL 10/27 USD 2221.09 72.7 93.7 –11.6
PacBasn (Ex-Jap) Eq B AS EQ IRL 10/27 USD 2367.83 73.5 94.9 –11.1
Pan European Eq A EU EQ IRL 10/27 EUR 923.95 28.6 28.0 –20.0
Pan European Eq B EU EQ IRL 10/27 EUR 983.90 29.2 28.7 –19.5
US Equity A US EQ IRL 10/27 USD 835.10 24.8 27.7 –16.8
US Equity B US EQ IRL 10/27 USD 893.16 25.4 28.5 –16.3
US Small Cap A US EQ IRL 10/27 USD 1212.46 20.6 27.1 –18.9
US Small Cap B US EQ IRL 10/27 USD 1297.60 21.2 27.9 –18.4

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

n SEB Fund 1
Asset Sele C EUR OT OT LUX 10/28 EUR 13.91 –1.5 3.0 10.0
Asset Sele C H-CHF OT OT LUX 10/28 CHF 96.57 NS NS NS
Asset Sele C H-GBP OT OT LUX 10/28 GBP 97.63 NS NS NS
Asset Sele C H-JPY OT OT LUX 10/28 JPY 9696.61 NS NS NS
Asset Sele C H-NOK OT OT LUX 10/28 NOK 111.53 –0.9 4.9 NS
Asset Sele C H-SEK OT OT LUX 10/28 SEK 139.66 –2.0 3.0 10.5
Asset Sele C H-USD OT OT LUX 10/28 USD 97.54 NS NS NS
Asset Sele D H-SEK OT OT LUX 10/28 SEK 131.07 –2.0 3.0 NS
Choice Global Value -C- GL EQ LUX 10/28 SEK 71.53 18.9 22.2 –24.4
Choice Global Value -D- OT OT LUX 10/28 SEK 68.54 18.9 22.2 –24.4
Choice Global Value -I- OT OT LUX 10/28 EUR 6.14 26.1 18.7 –28.2
Choice Japan Fd -C- OT OT LUX 10/28 JPY 46.53 3.5 14.6 –26.0
Choice Japan Fd -D- OT OT LUX 10/28 JPY 41.84 3.5 14.7 –26.0
Choice Jpn Chance/Risk JP EQ LUX 10/28 JPY 49.49 10.5 21.5 –28.4
Choice NthAmChance/Risk US EQ LUX 10/28 USD 3.68 31.4 37.0 –16.4
Ethical Europe Fd OT OT LUX 10/28 EUR 1.84 23.1 21.0 –24.4
Europe 1 Fd OT OT LUX 10/28 EUR 2.65 26.9 24.5 –24.2
Europe 3 Fd EU EQ LUX 10/28 EUR 3.87 26.8 24.0 –24.2
Global Chance/Risk Fd GL EQ LUX 10/28 EUR 0.55 17.4 12.3 –19.3
Global Fd -C- OT OT LUX 10/28 USD 2.03 21.8 32.0 –19.0
Global Fd -D- OT OT LUX 10/28 USD 1.27 21.7 NS NS
Nordic Fd OT OT LUX 10/28 EUR 5.18 30.4 40.3 –14.7

n SEB Fund 2
Choice Asia ex. Japan -C- OT OT LUX 10/28 USD 7.10 56.7 92.9 –15.4

Choice Asia ex. Japan -D- OT OT LUX 10/28 USD 1.25 56.7 NS NS
Currency Alpha EUR -IC- OT OT LUX 10/28 EUR 10.40 –4.7 –5.0 0.4
Currency Alpha EUR -RC- OT OT LUX 10/28 EUR 10.31 –5.1 –5.4 0.0
Currency Alpha SEK -ID- OT OT LUX 10/28 SEK 96.66 –8.5 –8.9 NS
Currency Alpha SEK -RC- OT OT LUX 10/28 SEK 107.14 –5.1 –5.4 0.0
Generation Fd 80 OT OT LUX 10/28 SEK 7.48 17.2 24.1 –12.9
Nordic Focus EUR NO EQ LUX 10/28 EUR 74.92 50.2 45.6 NS
Nordic Focus NOK NO EQ LUX 10/28 NOK 77.98 50.2 45.6 NS
Nordic Focus SEK NO EQ LUX 10/28 SEK 82.28 50.2 45.6 NS
Russia Fd OT OT LUX 10/28 EUR 8.02 140.4 128.5 –17.2

n SEB Fund 3
Choice North America Eq. Fd US EQ LUX 10/28 USD 1.72 24.1 30.4 –16.2
Ethical Glbl Fd -C- OT OT LUX 10/28 USD 0.82 19.7 23.3 NS
Ethical Glbl Fd -D- OT OT LUX 10/28 USD 0.79 32.7 42.1 –16.0
Ethical Sweden Fd NO EQ LUX 10/28 SEK 39.49 43.2 64.4 –7.1
Index Linked Bd Fd SEK OT BD LUX 10/28 SEK 13.15 3.3 5.6 4.9
Medical Fd OT EQ LUX 10/28 USD 3.06 6.7 13.0 –10.4
Short Medium Bd Fd SEK NO MM LUX 10/28 SEK 8.81 1.1 1.9 2.4
Technology Fd -C- OT OT LUX 10/28 USD 0.19 NS NS NS
Technology Fd -D- OT OT LUX 10/28 USD 2.31 48.3 49.3 –11.4
World Fd -C- OT OT LUX 10/28 USD 27.75 NS NS NS
World Fd -D- OT OT LUX 10/28 USD 2.10 31.3 46.1 –11.8

n SEB Fund 4
Short Bond Fd EUR -C- OT OT LUX 10/28 EUR 1.27 0.0 0.6 1.0
Short Bond Fd EUR -D- OT OT LUX 10/28 NA 0.50 NS NS NS
Short Bond Fd SEK NO MM LUX 10/28 SEK 21.95 1.8 2.7 2.6
Short Bond Fd USD US MM LUX 10/28 USD 2.49 –0.3 0.2 1.2

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 10/22 SEK 10.34 2.8 3.9 0.8
Alpha Bond Fd SEK -B- NO BD LUX 10/22 SEK 8.95 2.8 3.9 0.8
Alpha Bond Fd SEK -C- NO BD LUX 10/23 SEK 25.85 2.5 3.4 0.6
Alpha Bond Fd SEK -D- NO BD LUX 10/23 SEK 8.05 2.5 3.4 0.6
Alpha Short Bd SEK -A- NO MM LUX 10/22 SEK 11.09 2.6 3.7 3.1
Alpha Short Bd SEK -B- NO MM LUX 10/22 SEK 10.14 2.6 3.7 3.1
Alpha Short Bd SEK -C- NO MM LUX 10/23 SEK 21.68 2.5 3.6 2.9
Alpha Short Bd SEK -D- NO MM LUX 10/23 SEK 8.21 2.5 3.6 2.9
Bond Fd SEK -C- NO BD LUX 10/28 SEK 42.73 2.8 7.2 6.5
Bond Fd SEK -D- NO BD LUX 10/28 SEK 12.41 2.9 7.3 6.0
Corp. Bond Fd EUR -C- EU BD LUX 10/28 EUR 1.26 15.3 17.4 2.4
Corp. Bond Fd EUR -D- EU BD LUX 10/28 EUR 0.96 15.4 17.3 2.3
Corp. Bond Fd SEK -C- NO BD LUX 10/28 SEK 12.49 16.2 18.8 1.1
Corp. Bond Fd SEK -D- NO BD LUX 10/28 SEK 9.44 16.2 18.8 1.2
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 10/28 EUR 103.59 –0.3 8.1 NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 10/28 EUR 107.93 4.2 12.8 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 10/28 SEK 1121.80 4.2 12.8 NS
Flexible Bond Fd -C- NO BD LUX 10/28 SEK 21.36 2.4 4.6 4.3
Flexible Bond Fd -D- NO BD LUX 10/28 SEK 11.68 2.4 4.6 4.3

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 10/28 USD 2.52 63.7 96.6 –14.4
Eastern Europe Fd OT OT LUX 10/28 EUR 2.37 40.8 48.4 –21.7

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 10/28 SEK 28.27 68.4 89.0 –13.4
Eastern Europe SmCap Fd OT OT LUX 10/28 EUR 2.42 87.4 55.5 –21.6
Europe Chance/Risk Fd EU EQ LUX 10/28 EUR 975.29 27.9 25.2 –26.2
Listed Private Equity -C- OT OT LUX 10/28 EUR 120.09 45.8 –2.4 NS
Listed Private Equity -IC- OT OT LUX 10/28 EUR 70.84 71.5 15.0 NS
Listed Private Equity -ID- OT OT LUX 10/28 EUR 68.71 66.6 11.6 NS
Nordic Small Cap -C- OT OT LUX 10/28 EUR 125.64 NS NS NS
Nordic Small Cap -IC- OT OT LUX 10/28 EUR 125.95 NS NS NS

n SEB Sicav 3
Asset Sele Defensive Acc -A- OT OT LUX 10/28 SEK 78.49 –2.0 –7.6 –15.2
Asset Sele Defensive Acc EUR -C- OT OT LUX 10/28 EUR 99.99 NS NS NS
Asset Sele Defensive Acc SEK -C- OT OT LUX 10/28 SEK 100.03 NS NS NS
Asset Sele Defensive Acc USD -C- OT OT LUX 10/28 USD 101.12 NS NS NS
Asset Sele Defensive Inc -D- OT OT LUX 10/28 SEK 71.71 –2.0 –7.6 –16.5
Asset Sele Opp C H NOK OT OT LUX 10/28 NOK 102.63 NS NS NS
Asset Sele Opp C H SEK OT OT LUX 10/28 SEK 101.46 NS NS NS
Asset Sele Opp IC EUR OT OT LUX 10/28 EUR 102.38 NS NS NS
Asset Sele Opp ID H GBP OT OT LUX 10/28 GBP 102.34 NS NS NS
Asset Sele Opp ID H SEK OT OT LUX 10/28 SEK 102.23 NS NS NS
Asset Sele Original C EUR OT OT LUX 10/28 EUR 101.73 NS NS NS
Asset Sele Original D GBP OT OT LUX 10/28 GBP 102.09 NS NS NS
Asset Sele Original ID GBP OT OT LUX 10/28 GBP 101.78 NS NS NS

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
MENA Real Estate Fund OT OT BMU 10/22 USD 1110.35 18.1 –9.1 –16.6

MENA Special Sits Fund OT OT BMU 09/30 USD 1139.93 17.4 14.2 NS
UAE Blue Chip Fund OT OT ARE 10/22 AED 6.67 45.3 –8.5 –17.3

n WWW.SGAM.COM
SGAM FUND
Bonds ConvEurope A OT OT LUX 10/27 EUR 29.22 3.0 7.9 –0.1
Bonds Eur Corp A OT OT LUX 10/26 EUR 22.99 10.9 16.0 1.7
Bonds Eur Hi Yld A OT OT LUX 10/26 EUR 20.47 54.0 46.9 –3.2
Bonds EURO A OT OT LUX 10/26 EUR 40.96 3.7 7.7 5.1
Bonds Europe A OT OT LUX 10/27 EUR 39.16 3.4 7.0 4.2
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 10/26 USD 36.68 16.3 19.0 8.6
Bonds World A OT OT LUX 10/27 USD 42.96 7.9 16.9 8.3
Eq. China A OT OT LUX 10/27 USD 23.46 57.0 123.5 –22.5
Eq. ConcentratedEuropeA OT OT LUX 10/27 EUR 25.82 25.4 36.8 –21.3
Eq. Eastern Europe A OT OT LUX 10/27 EUR 22.38 69.4 79.8 –28.5
Eq. Equities Global Energy OT OT LUX 10/27 USD 18.07 26.8 48.2 –14.1
Eq. Euroland A OT OT LUX 10/27 EUR 10.40 13.4 22.2 –23.7
Eq. Euroland MidCapA OT OT LUX 04/30 EUR 14.61 1.4 –45.7 –33.8
Eq. EurolandCyclclsA OT OT LUX 10/27 EUR 17.01 23.8 41.4 –18.6
Eq. EurolandFinancialA OT OT LUX 10/26 EUR 11.84 40.6 29.4 –21.6
Eq. Glbl Emg Cty A OT OT LUX 10/27 USD 9.46 58.2 96.4 –17.7
Eq. Global A OT OT LUX 10/27 USD 26.90 27.9 43.8 –17.4
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 10/26 USD 29.00 38.7 147.4 –2.9
Eq. Japan Sm Cap A OT OT LUX 10/27 JPY 1107.73 22.3 47.3 –24.4
Eq. Japan Target A OT OT LUX 10/28 JPY 1687.89 7.7 29.6 –11.9
Eq. Pacific A OT OT LUX 10/27 USD 10.15 59.0 88.5 –17.8
Eq. US ConcenCore A OT OT LUX 10/27 USD 21.27 31.0 39.8 –11.1
Eq. US Lg Cap Gr A OT OT LUX 10/27 USD 14.44 34.0 40.8 –16.9
Eq. US Mid Cap A OT OT LUX 10/27 USD 27.74 38.4 56.6 –18.0
Eq. US Multi Strg A OT OT LUX 10/27 USD 20.25 26.8 33.6 –17.6
Eq. US Rel Val A OT OT LUX 10/27 USD 19.66 26.6 31.6 –19.1
Eq. US Sm Cap Val A OT OT LUX 10/27 USD 15.23 17.7 18.4 –25.6
Eq. US Value Opp A OT OT LUX 10/27 USD 15.55 20.0 21.2 –24.1
Money Market EURO A OT OT LUX 10/26 EUR 27.38 0.9 1.7 3.0
Money Market USD A OT OT LUX 10/26 USD 15.83 0.5 0.9 2.1

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

n YMR-N Series
YMR-N Growth Fund OT OT IRL 10/28 JPY 9074.00 5.5 16.2 –31.8
YMR-N Small Cap Fund OT OT IRL 10/28 JPY 7180.00 11.9 32.2 –29.6

n Yuki 77 Series
Yuki 77 General JP EQ IRL 10/28 JPY 6094.00 3.2 11.5 –31.5
Yuki 77 Growth JP EQ IRL 10/28 JPY 5720.00 –3.3 –4.0 –36.7

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 10/28 JPY 6614.00 6.0 12.5 –30.6
Yuki Chugoku JpnLowP JP EQ IRL 10/28 JPY 7859.00 –4.0 11.8 –28.4

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 10/28 JPY 4491.00 –1.3 4.0 –33.0
Yuki Hokuyo Jpn Inc JP EQ IRL 10/28 JPY 5101.00 –3.4 2.3 –26.8
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 10/28 JPY 5255.00 11.7 31.4 –26.8

n Yuki Mizuho Series
Yuki Mizuho Gen Jpn III OT OT IRL 10/28 JPY 4286.00 0.9 2.1 –35.6
Yuki Mizuho Jpn Dyn Gro OT OT IRL 10/28 JPY 4653.00 3.6 4.0 –35.7
Yuki Mizuho Jpn Exc 100 OT OT IRL 10/28 JPY 6580.00 7.9 10.7 –31.3
Yuki Mizuho Jpn Gen OT OT IRL 10/28 JPY 8390.00 4.6 9.4 –31.9
Yuki Mizuho Jpn Gro OT OT IRL 10/28 JPY 6264.00 0.2 11.8 –34.0
Yuki Mizuho Jpn Inc OT OT IRL 10/28 JPY 7373.00 –7.3 –0.2 –29.7
Yuki Mizuho Jpn Lg Cap OT OT IRL 10/28 JPY 5008.00 0.5 4.3 –30.9
Yuki Mizuho Jpn LowP OT OT IRL 10/28 JPY 11794.00 4.1 21.7 –24.5
Yuki Mizuho Jpn PGth OT OT IRL 10/28 JPY 7936.00 3.9 11.4 –34.6
Yuki Mizuho Jpn SmCp OT OT IRL 10/28 JPY 7352.00 19.9 39.7 –29.1
Yuki Mizuho Jpn Val Sel OT OT IRL 10/28 JPY 5666.00 9.1 22.2 –26.5
Yuki Mizuho Jpn YoungCo OT OT IRL 10/28 JPY 3062.00 28.3 37.6 –33.7

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 10/28 JPY 5280.00 3.5 8.0 –34.1
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n ALEXANDRA INVESTMENT MANAGEMENT
Alexandra Convertible Bond Fund I, Ltd. (Class A) OT OT VGB 09/30 USD 1588.41 64.0 59.5 NS

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 10/16 GBP 1.07 13.8 NS NS
Global Absolute EUR OT OT NA 10/16 EUR 1.55 12.0 NS NS
Global Absolute USD OT OT GGY 10/16 USD 1.98 12.4 NS NS

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 10/16 EUR 88.51 16.0 NS NS
Special Opp Inst EUR OT OT CYM 10/16 EUR 83.62 16.5 NS NS
Special Opp Inst USD OT OT CYM 10/16 USD 95.06 17.8 NS NS
Special Opp USD OT OT CYM 10/16 USD 93.24 17.2 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 10/16 CHF 110.52 10.7 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 10/16 GBP 131.64 11.7 NS NS
GH Fund Inst USD OT OT JEY 10/16 USD 111.34 12.8 NS NS

GH FUND S EUR OT OT CYM 10/16 EUR 127.21 12.5 NS NS
GH FUND S GBP OT OT JEY 10/16 GBP 131.91 12.1 NS NS
GH Fund S USD OT OT CYM 10/16 USD 149.45 13.2 NS NS
GH Fund USD OT OT GGY 10/16 USD 273.08 12.0 NS NS
Hedge Investments OT OT JEY 08/21 USD 134.41 8.5 NS NS
Leverage GH USD OT OT GGY 10/16 USD 119.98 23.0 NS NS
MultiAdv Arb CHF Hdg OT OT JEY 10/16 CHF 93.19 10.9 NS NS
MultiAdv Arb EUR Hdg OT OT JEY 10/16 EUR 101.23 12.0 NS NS
MultiAdv Arb GBP Hdg OT OT JEY 10/16 GBP 109.21 12.7 NS NS
MultiAdv Arb S EUR OT OT CYM 10/16 EUR 107.98 12.8 NS NS
MultiAdv Arb S GBP OT OT CYM 10/16 GBP 113.09 13.4 NS NS
MultiAdv Arb S USD OT OT CYM 10/16 USD 123.60 14.1 NS NS
MultiAdv Arb USD OT OT GGY 10/16 USD 191.03 13.2 NS NS

n HSBC Uni-folio
Asian AdbantEdge EUR OT OT JEY 09/30 EUR 98.37 10.9 1.7 –6.7
Asian AdvantEdge OT OT JEY 09/30 USD 180.70 11.5 4.2 –5.5
Emerg AdvantEdge OT OT JEY 09/30 USD 165.47 17.9 2.2 –8.1
Emerg AdvantEdge EUR OT OT JEY 09/30 EUR 92.06 17.2 –1.7 –10.1
Europ AdvantEdge EUR OT OT JEY 09/30 EUR 133.73 16.0 9.1 –3.2
Europ AdvantEdge USD OT OT JEY 09/30 USD 142.05 16.4 11.2 –2.4
Real AdvantEdge EUR OT OT NA 09/30 EUR 106.86 8.1 NS NS
Real AdvantEdge USD OT OT NA 09/30 USD 106.94 8.4 NS NS
Trading Adv JPY OT OT NA 09/30 JPY 9650.33 NS NS NS
Trading AdvantEdge OT OT GGY 09/30 USD 146.60 –3.3 2.4 9.2
Trading AdvantEdge EUR OT OT GGY 09/30 EUR 133.26 –3.2 2.5 8.9
Trading AdvantEdge GBP OT OT GGY 09/30 GBP 140.60 –3.4 3.3 10.4

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 10/23 USD 362.59 88.7 64.0 –32.8

Antanta MidCap Fund EE EQ AND 10/23 USD 656.78 126.6 33.6 –37.7

Meriden Opps Fund GL OT AND 10/21 EUR 68.50 –21.3 –26.9 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 09/30 EUR 91.83 8.2 1.8 NS

Key Europe Long/Short EUR -RC- OT OT LUX 09/30 EUR 91.15 7.7 1.2 NS

n SEB KEY Hedge
Key Hedge EUR -IC- OT OT LUX 09/30 EUR 101.20 11.6 7.9 NS

Key Hedge EUR-RC- OT OT LUX 09/30 EUR 100.55 11.2 7.4 NS

n SEB KEY Market Independent II
Key Market Independent II EUR -RC- OT OT LUX 09/30 EUR 95.70 12.9 5.1 NS
Key Market Independent II SEK -I- OT OT LUX 09/30 SEK 92.92 13.1 4.9 NS

n SEB KEY Recovery
Key Recovery -IC- OT OT LUX 09/30 EUR 87.81 10.3 –4.1 NS
Key Recovery -RC- OT OT LUX 09/30 EUR 87.17 9.9 –4.7 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 10/20 USD 45.70 –45.1 –32.5 3.4
Superfund GCT USD* OT OT LUX 10/20 USD 2357.00 –35.5 –26.9 2.4
Superfund Green Gold A (SPC) OT OT CYM 10/20 USD 990.09 –14.8 –3.2 13.9
Superfund Green Gold B (SPC) OT OT CYM 10/20 USD 989.88 –26.6 –12.6 12.0
Superfund Q-AG* OT OT AUT 10/20 EUR 6744.00 –23.0 –13.8 4.8

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
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Pedestrians walk past the Versace store on Fifth Avenue in New York.
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For high-end designers,
deep pockets become key

ROME—Newly announced job
cuts at Gianni Versace SpA show
how the economic downturn is forc-
ing independent fashion labels to cut
costs and stem losses in order to
survive in an industry dominated by
conglomerates that can better ab-
sorb downturns in demand.

Versace, the Milan-based fashion
house, said it was cutting a quarter
of its work force, or 350 jobs, as part
of a two-year restructuring plan that
will also include a review of the
company’s store network around the
world. Versace has gone through
struggles since the fashion house’s
celebrated founder Gianni Versace
was shot to death in 1997, and every
few years the company has changed
management and announced plans
to try to improve performance.

Still, the latest cost-cutting plan
is a clear sign that the global cut-
back in spending on luxury goods is
hitting small family-owned compa-
nies the hardest. Last week, Prada
SpA began calling employees back to
full-time work after cutting some
work days for 210 of its 3,000 Italian
workers, according to a spokesman.

Chanel, the French luxury firm
owned by the Wertheimer family,
slashed 200 jobs, or 10% of its fac-
tory work force, last December.

Bigger multi-brand players in the
industry, such as LVMH Moet Hen-
nessy Louis Vuitton SA and PPR SA’s
Gucci Group, are weathering the
slump better—partly because their
different brands can lower fixed
costs by pooling resources such as
materials purchasing or ad buying.

For example, Yves Saint Laurent,
Stella McCartney and Alexander Mc-
Queen—which are all part of PPR’s
Gucci Group—have closed boutiques
within the past year in crucial lux-
ury markets such as Japan and Rus-
sia. But operating profit at Gucci
Group inched up in the first half.

At LVMH, small brands such as

Celine are living off the riches of the
group’s profitable labels such as
Louis Vuitton. Celine has avoided
the deep restructuring of indepen-
dent brands such as Versace.

In an interview, Chief Executive
Gian Giacomo Ferraris —who joined
Versace this past spring —said the
company doesn’t plan to rein in
spending on designs. Rather, the
cuts will focus on production, distri-
bution and logistics, which he said
could be outsourced to third parties.

“We are attacking our infrastruc-
ture, our rent situation and our du-
plications of functions world-wide,”
he said.

Mr. Ferraris said the company ex-
pects to post a pre-tax loss of €30
million ($44.4 million) on revenue of
€273 million. In 2008, Versace had a
net loss of €7.5 million on sales of
€336 million. In March, Versace re-
ported a €9 million net profit for
2008. A spokesman, however, said
the company had changed the way it
reports results; the previously re-
ported profit figure included income
booked with the fashion house’s
holding company.

“A responsible manager, a re-
sponsible board, a responsible
shareholder cannot permit this situ-
ation to go on, because then we
would face other kinds of problems
like insolvency,” Mr. Ferraris said.
Mr Ferraris added that the company
isn’t at risk of insolvency.

Mr. Ferraris said the decline in
revenue this year stemmed from a
30% downturn in sales in the com-
pany’s wholesale business. The fi-
nancial collapse of IT Holding SpA,
which produced clothing for Versace
under brand licensing agreements,
also deprived the company of roy-
alty payments, he said.

The Versace family tapped Mr.
Ferraris earlier this year after Ms.
Versace clashed with the label’s for-
mer CEO over spending on new de-
signs. The label recently closed its
last stores in Japan, one of the
world’s biggest luxury markets.

BY STACY MEICHTRY
AND CHRISTINA PASSARIELLO

*Europe, Middle East and Africa
Source: the company

Not out of the woods yet
SAP lowered its 2009 software-revenue forecast, citing falling demand in
emerging markets and Japan in the third quarter
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Total revenue, in millions of euros
(percentage change from a
year earlier)

Leo Apotheker, CEO of SAP AG

SAP cuts sales outlook
Software giant
says environment
remains difficult

FRANKFURT—SAP AG posted a
12% rise in third-quarter profit, but
warned that software revenue will
drop more sharply than expected
this year because of weakness in Ja-
pan and emerging markets.

The business-software giant,
whose customers include Kraft
Foods Inc. and Bank of America
Corp., saw its American depositary
shares tumble 10% in afternoon
trading on the New York Stock Ex-
change.

Chief Financial Officer Werner
Brandt said SAP is “seeing signs of

stabilization in the general environ-
ment” but “the market remains dif-
ficult.”

SAP, like rivals Microsoft Corp.
and Oracle Corp., has faced falling
demand for its business-software
products as companies have cut in-
vestment and technology spending.

Oracle last month reported low-
er-than-expected sales of new soft-
ware during its latest quarter, blam-
ing SAP’s weakness as a reseller of
its products.

Stephan Wittwer, an analyst at
Landesbank Baden-Württemberg,
said “many companies are looking
for new software projects,” but
“there is a difference between what
IT departments want and what the
operating situation of many custom-
ers allows.”

Despite the tough environment,
SAP Chief Executive Leo Apotheker
said the company is making prog-

ress in shifting its business away
from a reliance on big-ticket deals
to smaller and multi-year agree-
ments, where customers buy and
use software over many quarters.

The Walldorf, Germany-based
company said profit in the three
months ended Sept. 30 rose to €435
million ($643.5 million) from €388
million a year earlier.

SAP said profit rose as its tax
rate fell to 21% in the third quarter
from 31.9% a year earlier due to ac-
quisitions. It also said cost-cutting
helped protect margins.

Revenue fell 9.2% to €2.51 billion.
The company now expects soft-

ware and software-related services
revenue to drop between 6% and 8%
this year from the €8.62 billion
posted for 2008. In July, SAP had
forecast a 4% to 6% decline.

—Philipp Grontzki
contributed to this article.

BY HILDE ARENDS

BAA aims to repay its debt
LONDON—U.K. airports operator

BAA Ltd. said it will use the bulk of
its proceeds from the sale of Lon-
don’s Gatwick Airport to repay £1
billion ($1.64 billion) in debt, but
signaled it plans to raise more cash.

The unit of Spanish infrastruc-
ture giant Grupo Ferrovial SA said
in a statement detailing its third-
quarter results that, subject to mar-
ket conditions, it plans to tap debt
capital markets in coming months to
take advantage of strong demand
for highly rated regulated utilities.

BAA said its external net debt as
of Sept. 30 edged up 3.7% to £9.77
billion from a year earlier and that
it was operating comfortably within
financial ratios. The cost of debt af-
ter all hedging including the real

cost of index-linked hedges was
5.67%.

The company said it generated
more than £375 million of surplus
cash after payment of interest in the
nine months ended Sept. 30.

Applying the net proceeds from

the sale of Gatwick toward debt re-
payments was expected to have a
neutral impact on its overall debt-
to-equity ratio.

BAA last week announced the
sale of Gatwick Airport to Global
Infrastructure Partners for £1.51
billion. It expects net proceeds from
the sale of Gatwick of about £1.2 bil-
lion.

After it repays debt that will ma-
ture in March 2010, BAA said it will
have no significant debt maturities
until 2011.

BAA posted total pretax excep-
tional items and impairment
charges of £537.1 million, largely due
to Gatwick, and £267.1 million in in-
creased pension liabilities. The air-
port operator disclosed a £225 mil-
lion impairment charge reflecting
Gatwick’s sale price relative to its

carrying value.
Regulators earlier this year de-

manded the sale of three of BAA’s
seven U.K. airports, including Gat-
wick and Stansted, because of com-
petition concerns. BAA, which also
owns London’s Heathrow Airport, is
appealing the decision.

Including Gatwick, BAA reported
that its pretax loss for the nine
months ended Sept. 30 widened to
£784.7 million from a loss of £519.5
million a year earlier, even though
revenue climbed 7.6% to £1.85 bil-
lion.

Adjusted earnings before inter-
est, tax, depreciation and amortiza-
tion and exceptional items jumped
17% to £804.6 million. The company
didn’t report net-profit figures.

Traffic fell 5.5% to 90.7 million
passengers, but net retail income
per passenger rose 6.1%.

Heathrow continued to be a
bright spot for BAA. Passenger traf-
fic at the airport was relatively sta-
ble, slipping 2.3% to 49.9 million,
benefiting from its position as a ma-
jor global hub airport for long-dis-
tance flights.

“We have delivered a good per-
formance in line with expectations
for the first nine months of the year,
helped by Heathrow’s continued re-
silience, higher retail spending by
passengers and tight cost control,”
Chief Executive Colin Matthews said
in a prepared statement.

“Our London airports are
strongly cash generative and our
debt and underlying interest costs
are stable,” he said.

BY JONATHAN BUCK

Heathrow continued to be a

bright spot for BAA.

Passenger traffic at the

airport was relatively stable,

slipping 2.3% to 49.9 million.

Lufthansa casts doubt on target

FRANKFURT—Deutsche Luf-
thansa AG swung to a net loss in the
first nine months of the year and
cast doubt on its full-year profit tar-
get amid falling passenger numbers
and rising oil prices.

Germany’s flagship airline also
said results will be hit by losses
from newly acquired airlines British
Midland Airways, or bmi, and Aus-
trian Airlines AG. Austrian Airlines
was included in its results from the
beginning of September, while bmi

was consolidated from July.
For the nine months ended Sept.

30, the company posted a net loss of
€32 million ($47.3 million), com-
pared with a year-earlier net profit
of €529 million. Sales fell 13% to
€16.2 billion. The company’s closely
watched operating profit plunged
76% to €226 million.

The airline said its target of an
operating profit in 2009 will depend
on developments in the fourth quar-
ter. Analysts said the wording of
Lufthansa’s outlook was more cau-
tious than previous guidance.

BY JAN HROMADKO
Executive Travel Program

Guests and clients of 320
leading hotels receive
The Wall Street Journal
Europe daily, courtesy of

www.thinkmediaoutdoor.be
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Gl High Yield I US BD LUX 10/27 USD 4.28 56.4 63.1 2.9
Gl Value A GL EQ LUX 10/27 USD 10.81 27.3 41.7 –24.7
Gl Value B GL EQ LUX 10/27 USD 9.95 26.3 40.3 –25.4
Gl Value I GL EQ LUX 10/27 USD 11.48 28.1 42.8 –24.1
India Growth A - OT OT LUX 10/27 USD 116.26 NS NS NS
India Growth AX OT OT LUX 10/27 USD 101.58 75.8 99.1 –10.6
India Growth B - OT OT NA 10/27 USD 122.01 NS NS NS
India Growth BX OT OT LUX 10/27 USD 86.98 74.4 97.2 –11.5
India Growth I EA EQ LUX 10/27 USD 105.17 76.4 99.9 –10.3
Int'l Health Care A OT EQ LUX 10/27 USD 125.46 6.8 15.3 –13.1
Int'l Health Care B OT EQ LUX 10/27 USD 106.01 6.0 14.2 –14.0
Int'l Health Care I OT EQ LUX 10/27 USD 136.88 7.6 16.2 –12.4
Int'l Technology A OT EQ LUX 10/27 USD 101.56 38.8 43.6 –17.4
Int'l Technology B OT EQ LUX 10/27 USD 88.16 37.7 42.2 –18.2
Int'l Technology I OT EQ LUX 10/27 USD 113.72 39.8 44.8 –16.7
Japan Blend A JP EQ LUX 10/27 JPY 5792.00 7.9 23.6 –27.7
Japan Growth A JP EQ LUX 10/27 JPY 5698.00 2.4 15.0 –28.1
Japan Growth I JP EQ LUX 10/27 JPY 5855.00 3.1 15.9 –27.5
Japan Strat Value A JP EQ LUX 10/27 JPY 5844.00 13.3 32.2 –27.6
Japan Strat Value I JP EQ LUX 10/27 JPY 5991.00 14.1 33.3 –27.0
Real Estate Sec. A OT EQ LUX 10/27 USD 13.74 28.8 41.2 –21.6

Real Estate Sec. B OT EQ LUX 10/27 USD 12.58 27.7 39.8 –22.4
Real Estate Sec. I OT EQ LUX 10/27 USD 14.74 29.5 42.3 –21.0
Short Mat Dollar A US BD LUX 10/27 USD 7.22 10.0 3.7 –7.3
Short Mat Dollar A2 US BD LUX 10/27 USD 9.67 10.4 3.6 –7.3
Short Mat Dollar B US BD LUX 10/27 USD 7.22 9.6 3.2 –7.7
Short Mat Dollar B2 US BD LUX 10/27 USD 9.63 9.9 3.1 –7.8
Short Mat Dollar I US BD LUX 10/27 USD 7.22 10.4 4.3 –6.7

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 10/27 GBP 7.93 19.0 35.2 –9.8
Andfs. Borsa Global GL EQ AND 10/27 EUR 6.22 7.2 10.2 –20.8
Andfs. Emergents GL EQ AND 10/27 USD 16.75 67.6 107.7 –12.8
Andfs. Espanya EU EQ AND 10/27 EUR 13.38 23.6 44.6 –13.9
Andfs. Estats Units US EQ AND 10/27 USD 14.38 17.9 20.6 –15.6
Andfs. Europa EU EQ AND 10/27 EUR 7.55 16.3 24.5 –18.4

Andfs. Franca EU EQ AND 10/27 EUR 9.26 11.8 18.1 –20.1

Andfs. Japo JP EQ AND 10/27 JPY 495.49 13.0 35.2 –22.4

Andfs. Plus Dollars US BA AND 10/27 USD 9.34 10.7 11.1 –7.4

Andfs. RF Dolars US BD AND 10/27 USD 11.43 11.9 12.4 0.2

Andfs. RF Euros EU BD AND 10/27 EUR 10.84 21.0 19.0 –1.9

Andorfons EU BD AND 10/27 EUR 14.50 21.5 17.1 –3.9

Andorfons Alternative Premium OT OT AND 08/31 EUR 96.82 4.8 –13.4 –7.6

Andorfons Mix 30 EU BA AND 10/27 EUR 9.49 17.3 13.6 –10.6

Andorfons Mix 60 EU BA AND 10/27 EUR 9.06 11.4 10.9 –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 10/23 USD 252062.78 86.9 60.7 –3.0

n DJE INVESTMENT S.A.
internet: www.dje.lu email: info@dje.lu phone:+00 352 269 2522 0 fax:+00 352 269 25252
DJE Real Estate P OT OT LUX 10/28 EUR 9.14 –5.5 –6.3 –3.4

DJE-Absolut P GL EQ LUX 10/28 EUR 194.69 11.1 10.3 –11.8

DJE-Alpha Glbl P EU BA LUX 10/28 EUR 171.20 11.3 13.1 –7.9
DJE-Div& Substanz P GL EQ LUX 10/28 EUR 206.02 17.8 26.5 –8.5
DJE-Gold&Resourc P OT EQ LUX 10/28 EUR 160.71 22.9 60.1 –8.3
DJE-Renten Glbl P EU BD LUX 10/28 EUR 129.33 8.1 10.1 2.4
LuxPro-Dragon I AS EQ LUX 10/28 EUR 151.81 63.5 83.7 –13.6
LuxPro-Dragon P AS EQ LUX 10/28 EUR 147.89 63.0 82.7 –14.7
LuxTopic-Aktien Europa EU EQ LUX 10/28 EUR 16.89 17.9 33.9 –6.1
LuxTopic-Pacific AS EQ LUX 10/28 EUR 15.26 68.6 76.0 –17.4

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 10/21 USD 44.59 28.9 NS NS
EFG-Hermes MEDA* GL EQ BMU 09/30 USD 24.16 15.3 –17.3 –10.4
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BG Group profit sinks 44%;
output is below expectations
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Hilton debt load weighs
Blackstone seeks cut
of $5 million to help
its largest investment

CIC adds to investments
in Mongolian resources

Conoco to slim down as earnings fall

By Lingling Wei

And Peter Lattman

Blackstone Group LP has begun
talks with lenders to cut up to $5 bil-
lion from the $20 billion debt load
carried by Hilton Worldwide, as the
private-equity firm seeks to protect
its single biggest investment, ac-
cording to people familiar with the
matter.

The talks are part of a restructur-
ing of corporate debt under way
across the economy. Companies
hold roughly $1 trillion of senior
loans and high-yield bonds that ma-
ture before 2015, much of it issued in
leveraged buyouts from the middle
of the decade. Many of those deals
were struck at sky-high valuations,
and now owners are trying to fix bal-
ance sheets to stave off default.

The talks also are another sign of
the turmoil in the commercial real-
estate industry. Delinquencies on
commercial mortgages held by
banks more than doubled to 4.7% in
the third quarter, according to Fore-
sight Analytics.

In the Hilton negotiations,
Blackstone is considering contrib-
uting $800 million of new equity to
buy back debt at a discount. It also
is seeking to extend debt maturing
in 2013 to 2016, while converting
some junior slices of debt into eq-
uity. The $800 million in addi-
tional equity would come from
funds managed by Blackstone that
already have invested in the deal,
the biggest equity investment ever
made by the 24-year-old firm
founded by Stephen Schwarzman

and Peter G. Peterson.
Blackstone funds and co-inves-

tors originally put up $5.6 billion in
equity in the deal, while assuming
$20 billion in debt. Because the
talks are in the preliminary stage,
the people cautioned, it is unclear
what the outcome will be. But Black-
stone hopes the debt load will be cut
by one-fourth, or $5 billion.

A number of issues are complicat-
ing the discussions. Roughly $4 bil-
lion of Hilton debt is held by the Fed-
eral Reserve, which assumed the po-
sition from Bear Stearns Cos. as part
of a sale of the investment bank to
J.P. Morgan Chase & Co. Also, the
terms of the debt limit Blackstone’s
ability to repurchase Hilton debt.

Many debt workouts require bor-
rowers to seek consent from scores
of lenders, who bought the debt af-

ter it was securitized into bonds.
The Hilton situation is different be-
cause banks hold nearly all of the
debt, an unintended result of the clo-
sure of securitization markets soon
after the Hilton deal was an-
nounced.

A Blackstone spokeswoman de-
clined to comment.

It isn’t clear how active the Fed,
which is being advised by Black-
Rock Inc., will be in the talks. A Fed
spokeswoman declined to com-
ment.

Some analysts believe that if ho-
tel markets continue to slump, Hil-
ton might not be able to generate
enough cash to stay current on its
debt.

—Kris Hudson
contributed to this article.
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China Investment Corp. has
reached another Mongolia-focused
deal, this time investing up to $700
million in Iron Mining Interna-
tional Ltd., as the sovereign-wealth
fund plows cash into commodities.

CIC is rapidly deploying its capi-
tal this year to try to catch the up-
side of a global economic recovery
by buying into natural resources
and property assets. On Wednesday,
CIC Chairman Lou Jiwei told a fo-
rum that CIC had allocated $110 bil-
lion for overseas investments and
deployed around half of that. Com-
modities have been a major focus of
the fund’s strategy, he said.

The terms of the deal with Iron
Mining International involve a $500
million convertible loan, with an op-
tion for the company to increase the
loan to $700 million, according to
people familiar with the situation.

The company, formerly known as
Hong Kong Lung Ming Investment
Holdings Ltd., is planning to raise $1
billion through an initial public offer-
ing in Hong Kong during the second
quarter of next year, one person said.
CIC’s investment is structured so that
the loan will become ordinary shares
at the time of the IPO, at a discount to
the IPO price, the person said.

CIC also has asked Iron Mining In-
ternational to add Chinese invest-
ment bank China International Capi-

tal Corp., which is part-owned by
CIC, as a member of the underwrit-
ing team for the IPO, the person said.

Credit Suisse Group, an early in-
vestor in the mine, advised Iron Min-
ing International on the deal, accord-
ing to people familiar with the situa-
tion. Iron Mining is using part of the
proceeds from the deal to repay Credit
Suisse’s investment of $110 million.

Two high-profile backers for the
Mongolian mining venture are stay-
ing in the deal: Singapore’s Te-
masek Holdings Pte. Ltd. and pri-
vate-equity firm Hopu Investment
Management Co., which have in-
vested a combined $300 million.
Hopu is a $2.5 billion fund raised by
Chinese deal maker Fang Fenglei
and former Goldman Sachs Group
Inc. banker Richard Ong.

Iron Mining International is plan-
ning to use some of the funds to im-
prove infrastructure related to its
Mongolia mining assets and hopes to
produce 10 million tons of iron ore
from its mines next year, according to
a person familiar with the situation.

China’s economic growth is
highly correlated to commodity
prices, and CIC needs to have a cer-
tain proportion of its investments in
commodities, Mr. Lou said at the
Beijing forum.

On Tuesday, CIC announced an-
other a $500 million investment in
in Canada’s SouthGobi Energy Re-
sources Ltd., a unit of Ivanhoe
Mines Ltd. focused on mining Mon-
golian coal deposits.

The Blackstone Group may contribute $800 million of equity to buy back Hilton
Worldwide debt. Above, Manchester’s Beetham Tower, home to a Hilton hotel.
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By James Herron

LONDON—BG Group PLC on
Wednesday posted a 44% fall in
net profit for the third quarter,
mainly because of weaker natural-
gas prices and lower-than-ex-
pected output following a gas-
project delay.

The U.K. energy company said
net profit for the three months
ended Sept. 30 totaled £484 mil-
lion ($792.5 million), down from
£857 million a year earlier.

Revenue declined 32% to £2.25
billion from £3.3 billion, while
profit adjusted for exceptional
items fell 39% to £474 million.

Total oil-and-gas production
was 615,000 barrels a day, a rise of
4.8% from a year earlier, but below
analysts’ expectations of an out-
put increase of 8.2%. BG said this

was predominantly due to a delay
in the start-up of the Hasdrubal fa-
cility in Tunisia.

Chief Executive Frank Chap-
man gave a confident outlook for
the company, saying output in the
fourth quarter so far is up 12%
from a year earlier to the equiva-
lent of about 700,000 barrels of oil
per day. “We are now entering a pe-
riod where we can look forward to
these projects driving exceptional
growth to the end of the next de-
cade,” he said.

Upstream earnings and oil-and-
gas output came in below expecta-
tions, said ING analyst Jason Ken-
ney. However, he added that this
was offset by a better-than-ex-
pected performance at the lique-
fied-natural-gas division and the
favorable impact of moves in the
dollar.

By Rick Carew in Hong Kong
and J.R. Wu in Beijing

By Isabel Ordonez

HOUSTON—ConocoPhillips
posted a 71% decline in third-quar-
ter earnings and said it plans to sell
its stake in a Canadian oil project.

Chief Executive James Mulva
said Wednesday the company ex-
pects to sell its 9% stake in the Syn-
crude oil-sands project in Canada
early next year. ConocoPhillips
plans to sell 10% of its natural-gas as-
sets in Canada and the continental
U.S., plus natural-gas assets in the
North Sea and facilities in the U.S.,
he said in a conference call.

ConocoPhillips earlier this
month said it would sell about $10

billion in assets over the next two
years in an effort to shore up its fi-
nances. The company’s 20% stake in
Russia’s OAO Lukoil Holdings isn’t
for sale, Mr. Mulva said.

ConocoPhillips also is paring cap-
ital spending 12% next year to $11 bil-
lion.

The Houston-based company re-
ported profit of $1.5 billion, or $1 a
share, down from $5.19 billion, or
$3.39 a share, a year earlier. Conoco
cited weak refining margins and
lower oil and natural-gas prices.
The latest period included $700 mil-
lion from asset sales.

Revenue fell 42% to $41.31 bil-
lion. Production, excluding the com-

pany’s share in Lukoil, rose 2.5% to
the equivalent of 1.8 million barrels
of oil a day.

Major oil companies are facing a
tough quarter as oil and gas prices
remain far below last year’s peaks
and refining margins remain tight.
Exxon Mobil Corp. and Chevron
Corp. are expected to report signifi-
cantly lower earnings Thursday and
Friday, respectively.

But ConocoPhillips is expected
to be the hardest hit among big oil
companies as it is more exposed to
the drop in natural-gas prices and
has amassed more debt. Gas prices
only recently recovered from seven-
year lows.
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