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By Bob Davis

DAVOS, Switzerland—The
chill at last week’s global eco-
nomic conference wasn’t
from the Alpine air but from
the threat of financial protec-
tionism.

Public officials and busi-
ness leaders warned that the

global reces-
sion could
sharply re-
duce lending
across bor-

ders and lead to more subsi-
dies tucked away in economic-
stimulus plans. The most
striking example: Investment
of private capital to emerging
markets this year is expected
to be 82% lower than it was in
2007.

“What you’ve got then is a
form of financial mercantil-
ism,” British Prime Minister
Gordon Brown said.

A repeat of 1930s-style tar-
iff wars is remote, but the new
form of protectionism could
play out in Depression-era
style. If a few major nations fa-
vor their own industries at
the expense of foreigners, in-
variably so will others, pro-
ducing rounds of retaliation.
That could choke off trade fur-
ther—the International Mone-
tary Fund already predicts a
2.8% decline in trade in
2009—and clog a global en-
gine of growth.

Dealing with financial pro-
tectionism is far more diffi-
cult than heading off tariff
wars. Nations have slashed
their tariffs during 50 years
of global trade negotiations,
and the World Trade Organi-
zation effectively polices
trade disputes. There is no

equivalent of the WTO for fi-
nancial disputes. Instead,
“there are a whole load” of dif-
ferent forums, said Lord
Adair Turner, Britain’s top fi-
nancial regulator.

Political leaders are look-
ing at three approaches for
handling financial protection-
ism, all with a deadline of
April 2, when leaders of the
Group of 20 industrial and de-
veloping countries meet in
London. One track is to
strengthen the IMF so it can
better police financial issues.
Another is to revamp finan-
cial regulation, which could
help restore market confi-
dence. A third is to limit “buy
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Money & Investing: Signs of optimism in financial markets
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By Peter Lattman

It’s bankrupt. Its reputa-
tion is in tatters. And it has
been forced from its plush
headquarters building. Yet
working at Lehman Brothers
Holdings Inc.—what remains
of it—has become one of the
hottest jobs on Wall Street.

That’s because Lehman is
seen as a relatively secure
home for the throngs of fi-
nance professionals thrown
out of work in recent months.
The wages aren’t great by
past standards. But it could
take two years or more to
wind down the firm, which
promises the kind of job secu-
rity that’s a rarity on Wall
Street today.

“We’re getting swamped
with résumés,” said Bryan

Marsal, a turnaround expert
who is now Lehman’s chief re-
structuring officer. The in-
quiries are from current and
former employees of Bank of
America Corp., Citigroup Inc.
and Bear Stearns Cos. Inc.,
among others. “It’s just a
tough, tough time, and there
are a lot of good people out
there looking for work.”

There’s no shortage of
that at Lehman. The firm is
still a shadow of its former
self, especially after selling
many of its businesses to Bar-
clays Capital, a unit of Bar-
clays PLC, and Nomura Hold-
ings Inc. Yet a potent patch-
work of assets remains. It has
some $6 billion in cash and
more than 1,400 private in-
vestments valued at $12.3 bil-
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Finance’s hot ticket:

working for Lehman

Financial Fallout
n U.K. workers walk out to
protest foreign labor ........... 3
n FinancialStability Forum
head sees newglobalsystem...8
n Brown saysemerging mar-
kets are getting fewer loans... 19

Fears of a rise in economic
nationalism are being fanned
by a “Buy American” drive in
the U.S., spreading protests
against foreign workers in Brit-
ain and various countries’ ef-
forts to prop up their own be-
leaguered industries. Page 3

n Election officials turned
to counting millions of bal-
lots after Iraqis voted in pro-
vincial elections that saw lit-
tle violence but less-than-ex-
pected turnout. Page 12

n Olmert threatened harsh
retaliation after Gaza mili-
tants fired rockets into south-
ern Israel, injuring three.

n Russian officials dropped
their upbeat rhetoric on the
economy and said the nation
is in for tough times. Page 2

n Russia risks reversing the
process of privatization in its
response to the downturn,
even if it doesn’t intend it,
Anatoly Chubais said. Page 8

n Emerging markets such as
Eastern Europe are seeing an
exit of foreign-bank lending,
European bankers and the
U.K.’s Brown said. Page 19

n Inflation in the euro zone
fell to 1.1% in January, while
unemployment rose in Decem-
ber, putting pressure on the
ECB to cut rates again. Page 3

n The ECB is drawing up
guidelines for European gov-
ernments that are consider-
ing “bad banks” to house
lenders’ toxic assets. Page 19

n The U.S. economy con-
tracted at a 3.8% annual rate
in the fourth quarter. Page 9

n Rio Tinto is in talks with
Chinese aluminum producer
Chinalco about a large invest-
ment that would help the
miner lower its debt. Page 24

n Russian oil production will
keep falling unless the Krem-
lin cuts taxes on oil companies,
the head of Lukoil said. Page 6

n Roche made a lower, hos-
tile bid for Genentech, risking
a messy battle to acquire full
control of the company. Page 4

n General Motors is reaching
out to the U.S. government
in hopes of avoiding a large
tax burden with a restructur-
ing plan it is creating. Page 5

n A U.S. congressman tried
to meet a top aide to Iran’s
Khamenei in mid-December
but was rebuffed. Page 10

n Rafael Nadal defeated
Roger Federer and Serena Wil-
liams beat Dinara Safina in the
Australian Open tennis finals.

Oil, gas, coal, biofuels,
nuclear, wind, solar...
to fuel the future
we need them all.
Meeting future demand will take more than
just oil. We’ll need to tap every practical
source of energy: from natural gas and coal
to nuclear and renewables. But whatever the
source, we’ll need technology to help
us use it as efficiently and cleanly
as possible. The story continues at
exxonmobil.com
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For some lenders, the
“bad bank” could really live
up to its name.

The fear: If the Obama ad-
ministration opts for such a
structure to buy troubled
loans and securities, some
banks may have to recognize
big losses, offloading assets
at prices below the valua-
tions on their balance sheets.

For others who have val-
ued their assets more con-
servatively, however, there
could be windfall gains if
U.S. government prices ex-
ceed their own valuations.

Wall Street firms like
Morgan Stanley and Gold-
man Sachs Group, which
use mark-to-market for
their financial assets, may
have big holdings that
could benefit. At the end of
November, Morgan Stanley
held its Alt-A mortgage posi-
tions at more than 70% be-
low par value, a far steeper
discount than other banks.
Expectations that Morgan
Stanley will be able to write
up such assets could partly

explain the 30% share-price
jump since President Barack
Obama took office, com-
pared with a 9% drop in the
KBW Bank Index.

The vast majority of reg-
ular bank loans aren’t
marked to market but have
reserves booked against
them for expected losses. In
many cases, these reserves
appear inadequate, which in
effect means their loans are

overvalued. Offloading
them to taxpayers might
therefore crystallize losses.
What’s more, a discounted
sale could force the banks
to take a further accounting
hit on loans they hang onto.

For all the potential
gains, losses and contro-
versy that a bad bank
would generate, the govern-
ment is likely to focus its
efforts on residential mort-

gage-related assets—not
least so it can restructure
them and help borrowers
avoid foreclosure.

This approach might ex-
clude many other troubled
asset classes that are weigh-
ing on financial institutions’
balance sheets. General
Electric’s finance arm, GE
Capital, has exited from vir-
tually all of its U.S. residen-
tial-mortgage business. But
it retains hefty exposure to
commercial real-estate,
overseas mortgages and con-
sumer credit. Some analysts
are now questioning the ad-
equacy of GE’s loss reserves
on those assets.

If things get really bad,
financial institutions may
clamor for a bigger, badder
bank, taking all manner of
troubled assets. But ulti-
mately, it is the mass of
U.S. homeowners that de-
cides who sits in the White
House. Shopping-mall own-
ers and foreigners do not.
 —Peter Eavis and

Liam Denning

Imagine you find a great
deal on fire insurance for a
10-story building. The catch
is the underwriter’s offices,
and all of its assets, are on
the top floor of the same
building. Chances are, if the
building goes down, so does
the underwriter.

The same catch could ap-
ply in a market where
prices have soared 759% in
a year: credit-default-swap
protection on U.S. govern-
ment debt. The annual cost
of insuring $10 million of
five-year Treasurys is about
$66,000, up from $7,680 a
year ago, according to Mar-
kit.

That implies rising anxi-
ety about Uncle Sam’s fi-
nances as he underwrites
ever more of the financial
system. But say you bought
CDS protection on Trea-
surys, and the government
actually ends up in default.
That would impair the
world’s ultimate “risk-free”
asset, likely causing even
more extreme financial
chaos globally.

Given that, would the fi-
nancial institution that sold
you protection, even a for-
eign bank, actually be able
to pay out? Put another
way, Uncle Sam’s profligacy
has created demand for in-
surance on its debt. But
what is the reason for all of
that spending? A need for
huge bailouts to save the
very institutions that write
CDS contracts.

So why is there a mar-
ket? A recent study found
high correlations between
CDS prices for different sov-
ereigns, as well as with U.S.
high-yield bonds and stocks.
That suggests CDS on Trea-
surys are being used not
just for U.S.-specific risk,
but as a leveraged bet on fi-
nancial turmoil.

Given the disconcerting
circularity at the heart of
the CDS market, true apoca-
lypse aficionados would do
better sticking with a more
traditional fallback, like
gold.
 —Liam Denning

Placing a bet on turmoil

Money & Investing

‘Bad bank’ will see some losers

AIG is in talks for U.S.
to backstop some assets

New era in pay
Wall Street reworks
policies as U.S. aims to
limit bonuses > Page 21

Insurers face hybrid threat
Rising fear of losses
slams big holders
like Aflac, Swiss Re

Falling stocks 
Year-to-date share performance
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By Neil Shah

LONDON—Global investors, al-
ready stung by a litany of financial
innovations gone wrong, are fac-
ing a fresh round of losses on yet
another product of the credit
boom: so-called hybrid securities.

Hybrids grew into a $700 bil-
lion market by offering investors
higher yields for what were often
believed to be the same level of
risk as other securities.

Now, those risks are coming
back to haunt investors. As the U.S.
and European banks that issued
most hybrids run into increasing fi-
nancial troubles and in some cases
teeter on the brink of nationaliza-
tion, the likelihood of delayed pay-
ments and flat-out losses is rising.

As a result, the prices of some hy-
brid securities, such as those is-
sued by part-nationalized U.K.
banks Lloyds Banking Group PLC
and Royal Bank of Scotland Group
PLC, have fallen by 25% to as much
as 75% over the past two months.

The potential losses have rico-
cheted to the big holders of these
securities, the most prominent of
which are major insurance compa-
nies such as the U.S.’s Aflac Inc.,
Britain’s Prudential PLC and Swit-
zerland’s Swiss Reinsurance Co.,

which have seen their shares
slammed on worries about losses.

“Investors are getting beaten
up,” says Scott MacDonald, direc-
tor of research at hedge fund Alad-
din Capital in Stamford, Conn.

A glimpse of the potential dam-
age could come Monday evening,
when Aflac reports fourth-quarter
results. Morgan Stanley estimates
Aflac holds some $8 billion of hy-
brids among its investments. “If
even a small portion of these
losses are realized, the hit to
Aflac’s capital could be substan-
tial,” analyst Nigel Dally wrote in a
report.

Aflac on Jan. 23 said it was con-
fident with its capital position. Pru-
dential declined to comment,
while Swiss Re says its exposure is
minimal. Losses on hybrids may
not show up immediately in the
profit statements of insurance com-
panies, which can in many cases
choose not to write the securities
down, said Richard Hewitt, an ana-
lyst at Dresdner Kleinwort in Lon-
don.

Hybrids, which combine charac-
teristics of both debt and equity,
took off in 2005, a time when mar-
kets were awash in cash and inves-
tors were scrambling to get a little
extra return. The securities often
offered a yield 0.6 to 0.7 percent-
age point higher than comparable
corporate bonds, but still tended
to carry investment-grade credit
ratings.

As with many securities issued
during that boom time, investors
tended to ignore the risks. One was
that while the principal on the secu-
rities was typically repaid on a spe-
cific date, issuers had the option to
extend the repayment, often for an-
other five years or more.

Issuance around the globe
jumped from some $32 billion in
2000 to $175 billion in 2007, ac-
cording to Dealogic. At the height
of the boom, insurance companies

were buying some 30% to 40% of
the securities.

In recent months, though, the
perils of hybrids have become evi-
dent. Investors received a shock in
December when Germany’s Deut-
sche Bank AG became the first ma-
jor bank not to repay a popular
kind of hybrid when expected. The
reason: Borrowing money had be-
come so expensive that it was
cheaper simply to leave the debt
outstanding. Suddenly, investors
realized that hybrids could mature
much later than they had antici-
pated—in some cases, never. They
dumped the securities, causing
prices to fall sharply.

Hybrids took another big hit
last month when the U.K. govern-
ment announced a second bailout
package for its banks, underscor-
ing the depth of the crisis facing
Britain’s financial industry. Since
then, fears of bank nationaliza-
tions in the U.K. have dissipated
somewhat, pulling some hybrid
prices higher. But investors aren’t
optimistic. “If I were owning hy-
brids right now, I’d be looking for
an exit strategy,” said Aladdin’s
Mr. MacDonald.

*Year to date

Source: Dealogic

Slow start
Global hybrid capital deal value, 
in billions

2000 ’02 ’04 ’06 ’08 ’09*

$4.25

   $180

150

120

90

60

30

0

By Liam Pleven

American International Group
Inc. is in discussions with the gov-
ernment about Washington back-
stopping some of its troubled as-
sets and is considering selling
units through initial public offer-
ings.

“We’re looking at a broader ar-
ray of recapitalization options,”
said Paula Reynolds, an AIG vice
chairman who is overseeing the re-
structuring of AIG, which was res-
cued by the government in Septem-
ber with a bailout package that now
totals $150 billion.

“We both realize that the envi-
ronment’s changing and we have to
adjust to that environment,” Ms.
Reynolds said in an interview, refer-
ring to the federal government.

Backstopping of assets would
be similar to government guaran-
tees on troubled assets owned by
Citigroup Inc. and Bank of America
Corp.

Were the federal government to
extend to AIG the approach used
with those banks, that could lessen
some of the pressure on AIG from
distressed assets still on its books.
It could also mean the government
wouldn’t need to lay out as much
money upfront. In AIG’s case so far,
the government has bought assets
rather than backstopped them.

The discussions reflect a poten-
tially major shift in how AIG and the
government, which got an 80%
stake in the firm from the bailout,
approach the situation facing the
company, which is trying to repay a
government loan of as much as $60
billion that is part of the bailout. As
of Wednesday, it had borrowed
$38.3 billion. A spokesman for the
U.S. Federal Reserve, which made
the loan, declined to comment.

The discussions also reflect the

reality that the financial crisis has
made AIG’s initial strategy for repay-
ing the loan—selling off assets—in-
creasingly difficult. Finding buyers
willing to pony up tens of billions of
dollars—or able to borrow such
sums—has been an uphill battle.

So far, AIG has announced sales
of only a few smaller businesses
that, at least based on deals where a
sale price was announced, will earn
it a little over $1 billion. That is
about what AIG is paying employees
in retention payments to keep them
from leaving for rivals, which could
further erode the value of its units.

Ms. Reynolds also suggested that
AIG could adjust its roster of units
for sale. “We might sell some things
that aren’t for sale, and we might
not sell some things that are for
sale.”

Separately, the U.S. Government
Accountability Office said it has be-
gun a study to “assess any impact
of the assistance to AIG on insur-
ance markets and to determine, to
the extent possible, whether the
rescue package has achieved its de-
sired goals.” AIG said it will cooper-
ate with the study.

Prices of some
hybrids have fallen
by as much as 75% in
the past two months.
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Drop in oil prices,
high inflation mean
outlook is gloomy
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By Gregory L. White

MOSCOW—With the ruble hit-
ting new lows and unemployment
rising as the once-red-hot economy
stalls, top Russian officials dropped
their upbeat public rhetoric and
warned in stark terms that Russia is
in for tough times.

Recently, thousands of Russians
demonstrated in cities across the
country, protesting the govern-
ment’s handling of the crisis. The
demonstrations, though far smaller
than those seen in East European
countries in recent weeks, were
among the largest to date in Russia,
where polls show popular unhappi-
ness is just beginning to rise. The
United Russia party also organized

demonstrations in support of the
Kremlin.

Key members of Prime Minister
Vladimir Putin’s economic team told
parliament that the plunge in oil and
commodity prices will slash budget
revenues by 40%, forcing the govern-
ment to spend a large part of the
rainy-day fund it built up over the
past few years. Inflation will remain
high even as growth drops to zero
and capital continues to flood out of
the country. The officials warned
that rising bad loans could worsen
the crisis in the banking sector, while
further declines in oil prices will
force more devaluation of the ruble.

“The situation in 2009 will be
rather harsh,” said Igor Shuvalov,
first deputy prime minister and the
government’s anticrisis point man.

In the early months of the global
crisis, the Kremlin said Russia
would be an island of stability. As re-
cently as late fall, officials contin-
ued to forecast economic growth
for this year. But as the economic

picture has darkened in recent
months despite a massive Kremlin
bailout package, the official line has
become more realistic.

“You can’t turn this situation
around by force,” Mr. Shuvalov told
legislators Friday. “No one can.” He
warned against spending all of Rus-
sia’s reserves this year, saying the
crisis could last for three years, of
which 2009 will be the worst.

The comments came as the ruble
hit new lows against the dollar, re-
suming its declines after a few days
of relative stability. Battered by the
steep fall in prices for oil, Russia’s
main export, and a record $130 bil-
lion capital outflow last year, the ru-
ble traded as low as 35.54 per dollar
Friday, far from its summer peak of
23.40 per dollar.

Mr. Shuvalov vowed the central
bank will defend a floor of about 36

rubles per dollar. After weeks of
vowing not to devalue and spending
tens of billions of dollars in its re-
serves to defend the ruble, the cen-
tral bank began letting the currency
slide. The slow-motion devaluation
cost the central bank more than a
third of its nearly $600 billion in re-
serves.In their comments Friday, of-
ficials openly referred to the “deval-
uation,” dropping the euphemisms
that had been common for official
discussion of the sensitive issue in
recent months. Finance Minister Al-
exei Kudrin warned that the ruble
would be allowed to fall further if oil
prices drop substantially below the
$41 level the government is now
planning on. He forecast a capital
outflow around $100 billion this
year.

Mr. Kudrin said “a substantial
part” of the 7.3 trillion rubles

($207.6 billion) the government
saved from oil revenues in past
years will have to be spent to make
up for the 4.4-trillion-ruble short-
fall in budget revenues and yawning
deficit expected this year.
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Downfall

David Lereah, former chief econ-
omist for the National Association
of Realtors, says that because the
NAR represented the interests of Re-
altors, he was pressured to say posi-
tive things about the association’s
data releases, but that he pushed
back in some instances. “My fore-
casts were always credible and
came out of our housing forecasting
model,” he says, adding that he
sometimes asked the public-rela-
tions department to tone down the
quotes about the housing data re-
leases they had written for him. Mr.
Lereah says he left his NAR position
in April 2007 when Move Inc., which
has an operating agreement with
NAR, offered him more money and a
great opportunity to manage a new
venture for the company. Mr.

Lereah left the company in 2008
when Move canceled the venture.
Mr. Lereah says that with the excep-
tion of one of the five real-estate in-
vestments he has made, if he sold
his real-estate portfolio today, in-
cluding his home, he would earn a
sizable gain on his investments. A
Jan. 13 On Other Fronts article on
Mr. Lereah incorrectly paraphrased
him as saying that he was pressured
by NAR to issue optimistic forecasts
and incorrectly characterized the
performance of his real-estate port-
folio. The article also said that he
left NAR voluntarily but failed to ex-
plain that he was hired by Move Inc.
In addition, Mr. Lereah first worked
at the University of Virginia and
then Rutgers; the article incorrectly
said that he first worked at Rutgers.
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Wall Street’s newest hot ticket: jobs winding down Lehman

Defaults climb on option ARMs
Falling home values,
economy spur trouble
in $750 billion market

Financial protectionism looms as an economic threat

FROM PAGE ONE

By Ruth Simon

Defaultsonapopularformofmort-
gage that gave home buyers a choice
ofhowmuchtopayeachmonthareris-
ing and could rival those on subprime
loans, potentially causing more trou-
ble for investors and banks.

Nearly $750 billion of option ad-
justable-rate mortgages, or option
ARMs, were issued from 2004 to
2007,accordingtoInsideMortgageFi-
nance,an industrypublication.Rising
delinquencies are creating fresh chal-
lenges for companies such as Bank of

America Corp., J.P. Morgan Chase &
Co. and Wells Fargo & Co. that ac-
quired troubled option-ARM lenders.

Option ARMs typically were made
to borrowers with higher credit
scores than those getting subprime
mortgages. But many of these borrow-
ers were stretched thin even when
they were making payments, and are
particularly vulnerable to a weaken-
ing economy and falling home prices.
Borrowers can face payment shock
when they must begin making pay-
ments of full interest and principal.

Often, these loans were taken out
without full documentation of bor-
rowers’ incomes and assets, and the
reported incomes were often over-
stated, analysts say.

Option ARMs, which have been
largely abandoned, give borrowers
multiplepayment options, including a

minimumpayment thatoftenwasless
thanthemonthlyinterestdue.Borrow-
ers who made the minimum payment
on a regular basis often saw their loan
balances grow, also known as “nega-
tive amortization.” And with home
prices falling, more than 55% of bor-
rowers with option ARMs owe more
thantheirhomesarevaluedat,accord-
ing to J.P. Morgan Securities Inc.

As of December, 28% of option
ARMs were delinquent or in foreclo-
sure,accordingtoLPSAppliedAnalyt-
ics,adatafirmthatanalyzesmortgage
performance. That compares with
23%inSeptember.Anadditional7%in-
volve properties that have already
been taken back by the lenders. By
comparison, 6% of prime loans have
problems. Problems with subprime
are still the worst. Just over half of
subprime loans were delinquent, in

foreclosure, or related to bank-owned
properties as of December. The nearly
$750 billion of option ARMs issued
from 2004 to 2007 compares with
roughly $1.9 trillion each of subprime
and jumbo mortgages in that period.

Nearly 61% of option ARMs origi-
nated in 2007 will eventually de-
fault, according to a recent analysis
by Goldman Sachs, which assumed
a further 10% decline in home
prices. Goldman estimates more
thanhalfofalloptionARMsoutstand-
ing will default.

In a recent conference call, Bank
ofAmericasaidithadadded$750mil-
lion to its impaired-portfolio re-
serves to offset higher-than-ex-
pected losses related to its acquisi-
tion of Countrywide Financial Corp.
The company said the increase “was
focused principally in the pay option

ARM product.” Wells Fargo said
$59.8 billion of its “Pick A Payment”
option ARM mortgage portfolio was
“creditimpaired,”including$24.3bil-
lion in loans on which the company
has taken a credit write-down.

Source: LPS Applied Analytics

Note: Based on the dollar amount of loans 
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lion. Then there is a thicket of about
500,000 derivative contracts with
4,000 counterparties, worth some
$24 billion.

Charged with untangling the
mess is Alvarez & Marsal, the New
York-based restructuring firm, with
150 full-time employees working on
the case. Its chief task: wind down
the firm, sell off its remaining as-
sets and maximize recovery for cred-
itors, who are owed more than
$150 billion.

To help do that, Alvarez &
Marsal kept 130 Lehman employees
on the firm’s payroll. But it has also
recruited back 229 former Lehman
employees and is still hiring staff
for targeted areas.

The job of running Lehman costs
about $25 million a month, exclud-
ing fees being paid to lawyers and
advisers on the case. Employees are
paid in cash, with retention bonuses
in place to keep them at a firm with
a limited life.

Mr. Marsal said compensation is
in line with similar jobs on Wall
Street but far below what it was at
Lehman. He and his team are “very,
very careful” about the expenses of
the firm, which he said were gener-
ally lean. “The excess of Lehman
was the size of the salaries and the

expectations of people with the bo-
nus plan,” he said.

Mr. Marsal said the goal is to
wind down the firm in 18 to 24
months from now, though several re-
structuring experts say that is an ag-
gressive timetable.

Henry Klein, a 15-year Lehman
veteran, oversaw the firm’s private
investments in India from the firm’s
New York office. When Lehman
failed, Mr. Klein was transferred to
Barclays, but he had nothing to do
there. “We came to work every day
but we really didn’t have jobs,” he
said. “I was at Barclays, but my as-
sets were at Lehman.”

After Barclays dismissed Mr.
Klein in mid-November, he ap-
proached Alvarez & Marsal. Today,
he is back overseeing the very as-
sets he managed at Lehman. “There
are not a lot of things I’m sure of in
this world,” said Mr. Klein, a South
African native who lives in the New
York suburbs. “But I’m sure I’m well
equipped to manage these posi-
tions.”

Despite the certainty that Leh-
man will be dissolved, executive re-
cruiters say it isn’t surprising the
collapsed investment bank has be-
come a desirable place to work.

“This is a well-paying job in one

of the worst employment markets
in history,” said Skiddy von Stade,
founder of New York-based execu-
tive placement firm F.S. von Stade &
Associates. “Through the disposi-
tion of Lehman’s assets, the employ-
ees will have a chance to demon-
strate their strengths and skills for
opportunities down the road—possi-
bly with the very buyers of these se-
curities and investments.”

Luc Faucheux heads a desk at the
bankrupt entity that trades interest-
rate swaps and other fixed-income
derivatives. “I always wanted this
job at Lehman,” he laughs. “Be care-
ful what you wish for, because you
might just get it.”

At pre-bankruptcy Lehman, Mr.
Faucheux led a group called exotics
and hybrids, overseeing the trading
of esoteric derivative structures
with such names as “callable range
accruals,” “curve steepeners” and
“snowball ratchets.” He spent about
a month at Barclays before a former
colleague recruited him back. Now,
he’s charged with selling off a book
of fixed-income derivatives.

“Let’s face it,” said Mr. Faucheux.
“Given the state of the world we’re
in, the things I’m learning working
on the largest bankruptcy in history
are a set of skills that could be mar-
ketable for the foreseeable future.”

The process of disposing of the
Lehman assets is a tricky one.
Rather than aggressively sell assets
into a depressed market, Alvarez &
Marsal has decided to retain and
manage a chunk of Lehman’s hold-
ings.

It has kept assets across various
businesses. Last month, the estate
decided to retain a 49% interest in
Lehman’s money-management busi-
ness, Neuberger Investment Man-
agement, selling the balance to the
firm’s management. It made a simi-
lar move with Lehman Brothers Mer-
chant Banking, the firm’s flagship
private-equity business.

The estate also has held on to
more than 100 direct stakes in pri-
vate companies. These include di-
rect investments made alongside
Lehman’s private-equity clients in
large boom-era buyouts such as
First Data Corp. and Texas utility
TXU.

Behind the scenes at Alvarez &
Marsal is Dick Fuld, Lehman’s
former chairman and chief execu-
tive, who was vilified when the bank
collapsed in mid-September.
Though Mr. Fuld was removed from
the payroll on Jan. 1 and forced to
give back his company car, Lehman
has agreed to let him keep an office
at the firm. He’s just around the cor-

ner from Mr. Marsal, who picks Mr.
Fuld’s brain about Lehman’s busi-
ness several times a week

“We asked him to stay if he has
nowhere better to go,” said Mr.
Marsal. “He’s been very good about
making himself available for ques-
tions about Lehman assets.”

So far, Lehman has nearly dou-
bled its cash reserves to $6 billion
from $3.3 billion, in part through
the sale of the firm’s headquarters
to Barclays.

Lehman is also raising money by
selling the firm’s sizable art collec-
tion, some 600 works including
pieces by South African painter Mar-
lene Dumas and German photogra-
pher Andreas Gursky. Some of the
collection, valued at some $30 mil-
lion, still graces the halls of Barclays
and Lehman’s Neuberger unit.

Finally, there is a fleet of corpo-
rate jets valued at $164 million. Leh-
man has already sold six jets, as well
as interests in fractional-shares ser-
vice NetJets Inc., for $53 million.
Still on the block: Seven more
planes, including a Boeing 767, and a
Sikorsky helicopter.

“The fleet’s been grounded,” Mr.
Marsal reassured a bankruptcy-
court judge last month. “Nobody is
flying around these planes and no
one is using the helicopter.”

Continued from first page

local” provisions in nations’ stimu-
lus plans, which have gotten the
most attention as an economic
threat.

It is an ambitious agenda, with
much of the attention focused on the
IMF. At Davos, there was no end of
proposals to remake—or even abol-
ish—the IMF. German Chancellor An-
gela Merkel rejected “unfettered cap-
italism” and suggested a “U.N. eco-
nomic council” that might turn out
to be a replacement for the IMF.

But nations that once criticized
the IMF—South Africa, India—and
that are now due to get more power
at the institution rose to its defense.
The IMF should have more “teeth,”
said South African Finance Minister
Trevor Manuel. The U.K.’s Mr.
Brown suggested the IMF should op-
erate like a central bank, meaning it
should have much more indepen-
dence from political pressure.

But radical changes aren’t likely.
The IMF is a political institution

dominated by the U.S., which has a
large enough share of the votes to
veto major changes. After the Asian
financial crisis more than a decade
ago, the U.S. batted down the “cen-
tral bank” idea and is likely to do so
again. Some of the same people who
ran U.S. international economic pol-
icy then, Lawrence Summers and
Timothy Geithner, now have the top
economic jobs with the Obama ad-
ministration.

What is more likely is that the
IMF will toughen and broaden its re-
views of its 185 member nations,
highlighting potential financial pit-
falls. It may also conduct the investi-
gations with another group, the Fi-
nancial Stability Forum, a collection
of central bankers and regulators
from financial centers who have
more stature than IMF economists.
Even that, though, presents politi-
cal problems.

Powerful countries routinely ig-
nore IMF advice. When the IMF lob-
bied the U.S. to attack its banking

problems in the spring of 2008, its
recommendations were dismissed.
The IMF’s annual review of China
has been held up for at least eight
months because of dispute over Chi-
na’s exchange-rate policy. The fight
has dragged on for so long that the
IMF will have to start a new review
to take into account changed eco-
nomic circumstances, said John
Lipsky, the IMF’s No. 2 official.

“If the IMF tries to tell people
what to do before there is a crisis,
the response is, ‘Who elected
you?’ ” says Harvard economist Rob-
ert Lawrence.

The second track, financial regu-
latory overhaul, was initially seen
as a longer-term effort to restruc-
ture global regulation and head off
future crises. But the effort has
gained immediacy partly because of
the fear of financial protectionism.
The new rules are likely to limit the
activities of banks whose failure
could endanger the global financial
system. If the G-20 agrees to en-

dorse and implement the rules con-
sistently, said Financial Stability Fo-
rum Chairman Mario Draghi, it
could produce a burst of confidence
in the financial system that might
spur lending across borders.

“The only thing we can do to help
restart the market is to tell the
world that there are certain kinds of
real products that are simple to un-
derstand, easy to price and satisfy
certain legal conditions,” Mr.
Draghi, who is also governor of the
Bank of Italy, said in an interview.

The third track, discouraging lo-
cal-content provisions, also faces
political hurdles. In the U.S., the
Obama administration won House
approval of its huge economic-stim-
ulus package solely with the sup-
port of Democrats, many of whom
sought a provision that required
U.S.-made steel be used in stimulus
projects. The bill now goes to the
Senate, where senior Democratic
aides say the administration hasn’t
signaled whether it wants the re-

strictive language stripped from the
bill. The White House says the mat-
ter remains under review.

While some in the administra-
tion worry about sending protec-
tionist signals abroad, the U.S. is
hardly the only country using the fi-
nancial crisis to favor its own busi-
nesses. A number of European coun-
tries have put together rescue plans
for their local car companies. Brit-
ain has insisted that Royal Bank of
Scotland Group PLC, which Britain
bailed out, boost lending to local
small businesses.

Mr. Brown said British firms are
being hurt by a reduction in lending
by foreign banks. “Once you have
identified that the problem is a form
of financial protectionism that
could potentially lead to worse
forms of protectionism, then you
have got to ask yourself how you can
actually solve that problem,” the
prime minister said.
 —Neil King Jr.

contributed to this article.
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Euro-zone inflation fell to 1.1% in January

Crisis fuels nationalist trade backlash
As leaders seek to ease the pain, rising support for protectionism is seen in U.K. strike, ‘Buy American’ drive

Rising unemployment
Euro zone’s jobless rate climbed to 
8.0% in December 

Source: Eurostat

Note: seasonally adjusted data
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A “Buy American” drive in the
U.S., spreading protests against for-
eign workers in Britain and various
countries’ efforts to prop up their
own beleaguered industries are fan-
ning fears of a rise in economic na-
tionalism that could deepen the glo-
bal recession.

In Washington, President Barack
Obama faces an early test as interna-

tional concern mounts over moves in
Congress to bar foreign suppliers
from winning business on most
projects funded by a new economic-
stimulus package.

In the U.K., Prime Minister Gor-
don Brown confronted a different
test, as hundreds of workers at oil re-
fineries and power plants walked off
the job as part of spreading protests
in the industry against the use of for-
eign labor. That is a new phenome-
non for the formerly booming coun-
try, known for being open to foreign
businesses and workers. Meanwhile
in Spain, the government is offering
immigrants money to return home,
while France has introduced stimu-
lus measures that would route many
government-sponsored projects to
French companies.

The developments underscore
the difficult balance world leaders
must strike as they seek ways to ease
the pain of a deepening global down-
turn. On one hand, they see maintain-
ing free trade and international coop-
eration as essential to helping the
world economy recover.

On the other, as they move to bail
out banks and support struggling
companies, many turn to subsidies or
even protection for local firms. And
as unemployment rises, govern-
ments are under increasing pressure
at home to raise barriers.

“Hardship triggers anxiety for
protection,” said Pascal Lamy, head
of the World Trade Organization, in
an interview at the World Economic
Forum in Davos. “Scapegoating the
foreigner is an old trick in politics.”

The Obama administration ap-

pears divided over how to respond to
the “Buy America” push within Con-
gress. Some aides want to resist en-
couraging what they describe as a
protectionist tilt in the very first
days of the administration, while oth-
ers argue that mandating that tax-
payer money go to benefit U.S prod-
ucts is appropriate at a time of eco-
nomic hardship.

Mr. Obama already has issued sev-
eral pro-labor measures in his first
days in office, but has yet to say pub-
licly whether he supports this union-
backed initiative. Vice President Joe
Biden spoke in favor of it on Thurs-
day, telling CNBC that “it’s legitimate
to have some portions of ‘Buy Ameri-
can’ ” in the stimulus legislation.

White House spokesman Robert
Gibbs told reporters Friday that the
administration is reviewing the issue
“and understands all of the con-
cerns.”

Charges and countercharges of
economic nationalism increasingly
are flying across national borders, as

countries come under domestic pres-
sure to match moves by other capi-
tals to rescue key industries, in a race
to provide greater state support that
could clash with free market and
trade policies.

“There is a certain schizophre-
nia,” said French finance minister
Christine Lagarde, in an interview on
Friday. “On the one hand, we’re say-
ing we have to fight protectionism.
On the other, we have to explain to
taxpayers what this gives them. We
have to manage that struggle.”

German Chancellor Angela Mer-
kel Friday criticized U.S. efforts to
prop up its beleaguered auto indus-
try. In a speech to economic and busi-
ness leaders gathered in Davos, Swit-
zerland, to discuss the global econ-
omy, she said the U.S. measures
“quite frankly, constitute protection-
ism” and should be temporary.

The U.S. has committed more
than $15 billion to rescuing General
Motors Corp. and Chrysler LLC. But it
is no longer alone: The U.K. is provid-

ing debt guarantees for its auto indus-
try. The French government said last
month that it is prepared to inject as
much as Œ6 billion to jump-start
French auto makers. Ms. Merkel’s
government, after initial resistance,
has promised GM’s German-based
Opel unit conditional bailouts of Œ1.8
billion (about $2.5 billion).

In Britain, hundreds of workers at
U.K. oil refineries and power plants
walked off the job Friday as part of
protests against the use of foreign la-
bor, a sign of how deepening hard-
ship is prompting a backlash against
economic openness. Local contract
workers at more than eight sites in
Scotland, Wales and parts of England
joined a wildcat strike that began ear-
lier last week at the Lindsey oil refin-
ery on the U.K.’s eastern coast.

The workers were protesting
against a decision by the refinery’s
owner, French oil company Total SA,
to award a £200 million (about $280
million) construction contract to an
Italian firm that planned to use for-

eign workers.
“They’re saying, we come first,

we live in the community,” said Ber-
nard McAulay, national officer for
trade union Unite, as he stood out-
side the Lindsey refinery Friday.

On Sunday, Mr. Brown called the
strikes “not the right thing to do” in
an interview with the British Broad-
casting Corporation, but said he un-
derstood the workers’ concerns. Ear-
lier, a spokesman for the prime minis-
ter said Mr. Brown’s government
would hold talks with representa-
tives of the construction industry “to
make sure that they are doing all they
can to support the U.K. economy.”

So far, most major nations have
generally avoided turning to trade
tariffs and other extreme forms of
protectionism that are widely seen as
having exacerbated the Great Depres-
sion of the 1930s. Overtly protection-
ist steps can deliver big blows to in-
ternational commerce, raising unem-
ployment and reducing demand for
exports, key to the economy of many
countries.

A WTO assessment, completed
last month, found that most coun-
tries so far are keeping domestic pro-
tectionist pressures at bay. But the re-
port warned that a slide toward pro-
tectionism “would only worsen the
economic situation for all and dimin-
ish prospects for an early recovery in
activity.”

With unemployment in many
countries forecast to keep rising
sharply, policy makers are becoming
increasingly concerned about a po-
tential backlash against globaliza-
tion and free trade. A number of coun-
tries already have moved to curb im-
ports or protect embattled industries
and economies.

India has raised tariffs on some
steel imports; Argentina has im-
posed new obstacles to imported
shoes and auto parts; and Russia has
raised duties on imported cars. In
Spain, the government is paying im-
migrants to go home. Across Europe,
many countries have sought to shore
up their own lenders.

 —Greg Hitt, Guy Chazan and
Alessandra Galloni

contributed to this article.

Protesters at Total’s Lindsey oil refinery in England on Friday demonstrate against a contract that will use foreign workers.

LEADING THE NEWS

By Paul Hannon

The annual rate of inflation in the
euro zone fell to its lowest level in al-
most a decade in January, while un-
employment rose in December, put-
ting pressure on the European Cen-
tral Bank to furthercut interestrates.

Inflation fell to 1.1% in January
from 1.6% in December, the Euro-
pean Union’s official statistics
agency, Eurostat, said.

The euro zone’s unemployment
rate rose to 8% in December from
7.9% in November as more compa-
nies shed staff in an effort to survive
the recession—the highest level
since November 2006.

The ECB cut its key interest rate
for the fourth time in as many
months in January to 2%, but has in-
dicated it won’t cut again in Febru-
ary. However, the rapid decline in
the inflation rate strengthens the ar-
gument for a rate cut in March.

“There are just too many factors
pointing to the need for further mon-
etary stimulus in the coming
months: The ongoing recession, the

huge widening of the output gap, a
rising unemployment rate, slowing
credit growth, and the current and
projected pace of disinflation,” said
Marco Valli, an economist at Uni-
Credit in Milan.

Data last week showed that lend-
ingtobusinessesisnowfalling forthe
first time since records began in 1991.
Business and consumer sentiment
is at its lowest since records began
in 1985 and capacity utilization in
manufacturing is at its lowest level
since records began in 1990.

The last time annual price infla-
tion was as low as it is now was in
July 1999, during the euro’s first
year as a currency. It also is now
well below the level of just under 2%
that the ECB defines as consistent
with its goal of ensuring that prices
remain stable over the medium
term.

As recently as July of last year,
the inflation rate stood at 4%. Given
the speed at which the inflation rate
has fallen, there appears to be an in-
creased risk that the euro zone will
experience a period of deflation—or

falling prices—in 2009. That’s be-
cause the size of the decline in the
inflation rate during January sug-
gests prices of goods other than en-
ergy and food declined, reflecting
falling demand.

“We now think there is a good
chance of a bout of deflation in the
euro zone later this year,” said
Jonathan Loynes, an economist at
Capital Economics. “We don’t have
the breakdown yet but it is likely
that, alongside negative food and en-
ergy effects, core inflation eased in
response to the downturn in de-
mand in the economy,” he said.

The ECB insists that the euro
zone is unlikely to experience a pe-
riod of deflation, arguing that
prices for goods and services out-
side the energy sector are less likely
to fall than in other parts of the
world economy.

For the central bank, past experi-
ence suggests that wages in the
euro zone tend not to fall by as much
as in the U.S. in response to rising un-
employment, and businesses there-
fore keep their prices higher to

cover their still high wage bills.
Speaking Friday, ECB governing-

council member Erkki Liikanen said
that a period of deflation is unlikely,
and that the low probability of defla-
tion was guiding interest rate pol-
icy.

Economists believe that there
will be some months of falling
prices this year. But the term “defla-
tion” can also signify a much more
serious development, one that can
trap a modern, developed economy
like Japan in near-stagnation for a
decade or more.

If prices start falling, consumers
may come to expect the drops to con-
tinue. But by holding back on spend-
ing, consumers weaken economic
growth, and that in turn can lead to
lower prices. Most policy makers ac-
knowledge that once in a period of
self-reinforcing deflation, it is very
difficult to get back out again.

Economists don’t expect the
euro zone to experience a period of
deflation in this sense. Once the ef-
fect of falling energy prices is past,
most see the inflation rate picking

up again in the second half of the
year.

As long as a sustained period of
deflation is avoided, the rapid de-
cline in the inflation rate over re-
cent months is good news for the
economy, since it should make con-
sumers feel that their salaries are
stretching further, and give some
support to confidence in the face of
rising unemployment.
 Paul Hannon

By Neil King Jr.,
Alistair MacDonald and
Marcus Walker
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By Justin Scheck

And Yukari Iwatani Kane

Dell Inc., aiming to rev up sales
as its mainstay personal-computer
business struggles in the recession,
is preparing a move into cellphones
as early as this month, said people
familiar with the matter.

The Round Rock, Texas, com-
pany has had a group of engineers
working on the phones for more
than a year from an office in the Chi-
cago area, these people said. They
produced prototypes built on Goo-
gle Inc.’s Android operating system
and Microsoft Corp.’s Windows Mo-
bile software, these people said.

Dell is focusing on so-called
smartphones, higher-end devices
that include features like Web
browsing and email. One model in-
cludes a touchscreen but no physi-
cal keyboard, like Apple Inc.’s
iPhone. Another is a slider-style
phone with a keypad which slides
from beneath the screen, one per-
son familiar with the devices said.

Dell hasn’t finalized its plans and

may still abandon the effort, which
would pit it against such power-
houses as Apple and Research In
Motion Ltd. A Dell spokesman said
the company hasn’t disclosed plans
to offer phones, adding: “We
haven’t committed to anything.”

Dell has probed new markets since
founderMichaelDellreturnedaschief
executive in 2007, but it has moved
cautiously in earlier situations.

Dell took months negotiating
sales arrangements with retailers
before striking a deal with Best Buy
Co. to sell its computers, for in-
stance. Last summer, it scrapped
plans to sell a digital music player
with a wireless Internet connection.
Dell tested the music player for
months and had even lined up pro-
duction before canceling it, people
briefed on the matter said.

A smartphone push would come
as the company tries to remake itself
following its plunge from its perch as
the world’s biggest PC maker two
years ago. While Mr. Dell has sought
new growth through consumer PC
products and tech services, the turn-

aroundhas been uneven. Dellhas suf-
fered layoffs and hiring freezes, and
in December announced a manage-
ment reorganization in which two
top executives left the company.

Dell has also continued to lose PC
market share, with a 13.7% share last
quarter, down from 14.6% a year ear-
lier, according to research firm IDC.
For the quarter ended Oct. 31, Dell re-
ported a 3% revenue decline and a 5%
profit drop. Its stock, which Friday

fell 45 cents, to $9.50 in 4 p.m. trad-
ing on the Nasdaq Stock Market, is
off about 60% since August.

Mr. Dell has seen smartphones
as an opportunity since early 2007,
when he returned to the struggling
computer giant. At the time, he an-
nounced a plan to move deeper into
the consumer market by developing
sleek new notebook PCs and selling
them in retail stores. He hired Ron
Garriques, the former phone chief
at Motorola Inc., to head Dell’s con-
sumer-products efforts.

When Mr. Garriques left Motor-
ola, however, he signed a noncom-
pete clause that prevents him from
working on a phone until this month
, said people briefed on the matter. A
Dell spokesman said Mr. Garriques
wasn't available for comment.

Dell hired another former Motor-
ola employee, John Thode, at about
the same time. Mr. Thode, who has
headed up the phone effort since last
year, oversees Dell’s development of
netbooks, mini PCs that sell for $500
orless.Last year,Dellstartedmarket-
ing netbooks, which can connect to

the Internet via cellular networks,
through phone carriers in Europe. In
January, it struck a similar deal with
AT&T Inc. in the U.S.

Mr.Thode hasoperatedthe phone
development group in isolation from
others at Dell, and details of the
project were kept secret from some
executives at the company, accord-
ing to people briefed on the matter.

The smartphone development
team spent much of last year meet-
ing with suppliers of phone compo-
nents, several phone software com-
panies, and Asian manufacturers of
phones, these people said.

Mr. Thode didn’t respond to re-
quests for comment.

If Dell moves forward with a
phone, it would become the latest
computer company to follow Apple
into the handset market in the
hopes of finding new growth. In re-
cent years, smartphones have
spurred consumers to use phones
for functions they had performed
on PCs. In 2008, 157 million smart-
phones were sold world-wide, up
26.9% from 2007, according to IDC.

Dell readies smartphones to help navigate PC weakness

Jerusalem

I
T TOOK perhaps nearly a mil-
lennium, but Arabs and Jews
who each claim this sacred
city as their own have found a
cause that unites them: hostil-

ity to a streetcar none desire.
At a time when conflict over Gaza

is pouring yet more poison into the
gulf separating Israelis from Pales-
tinians, a repeatedly stalled and still
unfinished Jerusalem tram project
is galvanizing the city’s feuding
camps against a common foe.

The whole project, says Mayor
Nir Barkat, voicing a view widely
shared across religious and ethnic
lines, hasbeen “a very negative expe-
rience.” The elected mayor, who
took office late last year, proposes
converting more than six kilometers
of track already laid into a bus lane.

But that would create another
headache: what to do with the 42
tram cars—each one costing more
than $3 million and fitted with spe-
cial glass to resist stones and fire-
bombs—already delivered to Jerusa-
lem from France?

 “I don’t know if I should laugh
or what,” says Alex Kroskin, chief en-
gineer of CityPass, a private consor-
tium of Israeli and French compa-
nies overseeing the project and de-
termined to press on.

When planning for the light-rail
system began in the 1990s, the idea
of trams running across a city frag-
mented by faith and rival loyalties
seemed to offer an environmentally
friendly way to bind communities,
relieve traffic congestion and lift
downtown areas out of the dol-
drums. Peace was in the air follow-
ing the 1993 signing of the Oslo Ac-
cords between Israel and the Pales-
tine Liberation Organization.

Today, the mood has soured—
and just about everyone is jumping
on the anti-streetcar bandwagon. In
addition to Mr. Barkat, Jerusalem’s
secular Jewish mayor, ultra-Ortho-
dox rabbis and the PLO are also fired
up against the tram. The rabbis have
urged city hall “to cancel this evil.” A

leading Israeli business magazine
last week called it “the cursed train.”

   Jerusalem’s rare unity of pur-
pose in denouncing the tram is
hardly a harbinger of future har-
mony: anti-tram feelings spring
from many—and mostly incompati-
ble—sources.

The PLO fumes against an “illegal
Zionist project” it says is designed to
consolidate Israeli control over Arab
districts seized after the Six-Day
War in 1967. It has gone to court in
France trying to get Alstom SA and
Veolia Environnement SA, French
companies providing know-how and
equipment, to pull the plug. A hear-
ing on the case is due this week. Nei-
ther company would comment prior
to the hearing.

Mayor Barkat dismisses the
Frenchcase as “noise”and “totallyir-
relevant.” His gripe with the tram
program—launched by a predeces-
sor—is that it is simply too expen-
sive, too inflexible and too disrup-
tive. He thinks technically advanced
modern buses and possibly even a
subway would make more sense.

Thetramlinenowunderconstruc-
tion will cost around a $1 billion in
public and private money. The origi-
nalplancalledforasmanyaseightad-
ditional lines. The mayor doesn’t
want more and has doubts about the
wisdom of finishing even the first.

Ultraorthodox opponents have
their own set of complaints. They
worry about easy mingling of the
sexes at tram stops and on the
tram and say the light rail system
will disturb a network of so-called
kosher buses, a privately run ser-
vice that keeps male and female
passengers separate. In a letter to
city hall last year, seven rabbis
complained that their followers
will have to pass through secular
areas “where a God-fearing person
would not set foot.”

Behind all these different strands
of anti-tram sentiment lurks a big-
ger, more fundamental issue: What is
the status of the city the tram is
meant to serve?

The PLO wants at least the east-
ern parts of Jerusalem as the capi-
tal of a future Palestinian state. The
mayor, like most Israelis, wants the
city to remain forever undivided as
the capital of Israel. The ultra-or-
thodox debate whether Jerusalem
should be anyone’s capital until the
Messiah comes and creates a Jew-
ish homeland, though very few re-
ject the current state of Israel.

Until the war of 1967, Jerusalem
was divided between Israeli-ruled
West Jerusalem and Arab-con-
trolled East Jerusalem. The tram
line straddles the old East-West
boundary, known as the “Green
Line,” and stretches from Mount
Herzl deep in the western part of
the city near the Yad Vashem Holo-
caust Memorial to the Israeli settle-
ment of Pisgat Ze’ev in East Jerusa-
lem. On the way, it passes through
the Arab district of Shuafat, the site
of a Palestinian refugee camp.

“It is a waste of money, a waste
of time, a waste of everything,”
says Ishak Abu Khadeir, a Palestin-
ian who works in Shuafat near the
site of a planned station. He pre-
dicts that if trams ever run they
will likely be attacked with stones
or worse. The tram windows are de-
signed to resist rocks but not gun-
fire or bomb shrapnel. Its roof is
curved in the hope that projectiles
tossed on top will slide off.

To try to rally at least Jewish
public opinion, tram backers pro-
moted the project as the fulfill-
ment of a dream dating back to a
1902 book by Theodor Herzl,
founder of the modern Zionist
movement. He envisioned a future
Jerusalem made up of “modern
neighborhoods with electric
lines,” which tram boosters view
as an endorsement of streetcars.
But Herzl’s vision quickly got
swamped by the din of construc-
tion, complaints about traffic jams
and concerns about safety.

Last July, an angry Palestinian hi-
jacked a bulldozer working near the
tramline on Jaffa Road. He killed

three and wounded 45 before being
shot dead by police. His motives are
still unclear.

After seven years of work, which
started with the rerouting of sewers
and has included the construction of a
spectacular harp-shaped bridge,
barelyhalfofafirstlinestretching13ki-
lometers has been completed. Trams
were supposed to be running by now
but are now due to start next year.

Mr. Kroskin, the CityPass chief
engineer, acknowledges “many
problems” but says there is no turn-
ing back: “We have to press for-
ward.” Other cities, he says, faced
“huge opposition” to trams during
construction but, when work is

done, “people ask: ‘why didn’t you
do this before?’ ” People do need to
be able to get from place to place.

Alstom, which is providing cars
and laying track, and Veolia, which
is due to operate the Jerusalem sys-
tem for 30 years, first won the tram
contract in 2002 along with Israeli
partners in the CityPass consor-
tium. It took another three years to
arrange financing.

When construction finally
started, the companies faced a host
of unexpected obstacles. The discov-
ery of buried archaeological sites
slowed work. Concrete poured by a
state-of-the-art French track-laying
machine cracked. Bureaucratic de-
lays over permits put a further
brake on progress.

In 2007, Veolia and Alstom
started having legal hassles in
France as a result of a complaint
from lawyers acting for the PLO. The
PLO argued that the tram violates in-
ternational law and France’s own po-
sition that East Jerusalem is not sov-
ereign Israeli territory.

When a French tribunal began ex-
amining the matter, Veolia and Als-
tom said the court had no jurisdic-
tion. Pressed by a judge over the na-
ture of their involvement in the
Jerusalem tram, the companies
later submitted six thick volumes of
contract documentation. After two
years of procedural wrangling, a tri-
bunal in Nanterre, a suburb of Paris,
is due to review the case and decide
whether it can rule on the affair.
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Dispatch / By Andrew Higgins and David Gauthier-Villars

Michael Dell at Davos last week

Jerusalem’s first streetcar line is
delayed by bureaucratic tape and the
discovery of archaeological ruins. In
July, a Palestinian hijacked a bulldozer,
left, working near the tram line.

In Jerusalem, Arabs and Jews
finally agree: tram is a dumb idea
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Total talks to Venezuela, seeking expansion

Swiss pharmaceutical company
Roche Holding AG made a lower,
hostile bid for Genentech Inc. after
failing to reach an agreement with
its directors, risking a messy battle
to acquire full control of biotechnol-
ogy’s crown jewel and its valuable
drugs and scientists.

The surprise move was the latest
in Roche’s campaign to buy the 44%

of Genentech it doesn’t already
own. Roche made an $89-a-share
bid last July for the South San Fran-
cisco, Calif., company. But in Au-
gust, a committee of Genentech di-
rectors rejected the offer as too low.
Talks since then have failed to reach
an agreement on price.

Now, Roche said it will cut its of-
fer to $86.50 a share, reducing the
deal’s value to about $40 billion
from $44 billion. It also said it will
take its bid directly to shareholders
in a tender offer within “approxi-
mately two weeks.”

A committee of Genentech’s
board urged shareholders Friday
not to tender stock to the new offer.
It called Roche’s lower bid a “unilat-
eral and opportunistic step” in-
tended to “take advantage of cur-
rent market conditions.”

Genentech shares fell about 3%
Friday to $81.24 in 4 p.m. New York
Stock Exchange trading. Roche
shares rose 1.9% to CHF163.40.

In making its bid hostile and
lower, Roche made a risky calcula-
tion. It could end up buying the com-
pany cheaply at a time when the fi-
nancial crisis has made some Genen-
tech shareholders such as hedge
funds eager to get their hands on
cash. But Roche’s victory could
prove Pyrrhic if going around Genen-
tech’s board alienates scientists and
prompts them to leave the company.

Some Genentech shareholders in-
dicated they were disappointed by
Roche’s lower offer, and predicted it
wouldn’t succeed. Larry Feinberg,
president of Oracle Investment
Management Inc., said he wouldn’t
tender his more than one million
shares in Genentech at $86.50.

“It seems there is an impasse in
their negotiations and that Roche is
trying to instill fear into the hearts
of Genentech shareholders,” Mr.
Feinberg said. Biotechnology com-
panies like Genentech are increas-
ingly attractive targets to old-line
pharmaceutical companies that

have been unable to replenish aging
product pipelines. Biotechs have a
better track record of late in devel-
oping drugs while their current med-
icines have proven resistant to ge-
neric competition, both because
they are complex to try to repro-
duce and because the U.S. still lacks
a regulatory pathway to approve ge-
neric biologic drugs. Moreover,
drugs like Genentech’s cancer drug
Avastin command high prices and
are marketed to specialists, requir-
ing much smaller sales forces than
drugs pitched to primary care doc-
tors.

Pfizer Inc.’s $68-billion agree-
ment last week to acquire Wyeth
was driven in large part by Wyeth’s
biotech properties and expertise.
Eli Lilly & Co’s recent purchase of Im-
Clone Systems Inc. and Takeda of Ja-
pan’s takeover of Millennium Phar-
maceuticals reflect similar motives.

Roche Chairman Franz Humer
said Roche’s decision to address
shareholders directly wasn’t influ-
enced by outside events, such as
Pfizer’s deal for Wyeth—for which
the U.S. drug giant secured $22.5 bil-
lion in bank loans—or the expected
publication in April of clinical-trial
data that will help investors predict
the future sales potential of Avastin,
one of Genentech’s biggest prod-
ucts.

Asked why Roche lowered its
price, Mr. Humer said: “Our first of-
fer was put in July of last year, and I
think we all agree that the world has
changed since then.” The earlier,
$89 a share bid showed “that we
would have been prepared to pay a
slightly higher price for a mutually
acceptable agreement,” he added.

It’s still possible the companies
could strike a friendly merger deal.
Morgan Stanley analysts said in a
note Friday that an agreed deal at
$95 to $100 a share is “the most
likely outcome.”

Mr. Humer said he’s confident
key employees won’t leave Genen-
tech as a result of the hostile bid.
One thing supporting his position is
the financing crunch facing the bio-
tech industry, which limits job op-
portunities.

Roche said the offer depends on
its ability to raise sufficient financ-
ing but that it is confident it will
have the funds in place. Roche needs
an estimated $30 billion to $35 bil-
lion—a large sum given the current
market turmoil.
 —Anita Greil

contributed to this article.

Roche cuts price for Genentech
Swiss firm makes a lower hostile bid after failing to reach agreement with directors

By Spencer Swartz

DAVOS, Switzerland—Total SA
Chairman Thierry Desmarest said
the French oil company is in talks
with the Venezuela government
about expanding its operations in
the South American nation.

“We are just at the beginning” of
discussions, Mr. Desmarest said on
the sidelines of the World Economic
Forum. “If Venezuela wants to offer
opportunities on reasonable terms,
of course we will look to those possi-
bilities,” he said.

Like several other Western oil
companies, Total was burned two
years ago in Venezuela after Presi-
dent Hugo Chávez nationalized
much of the petroleum sector.

In February 2008, Venezuela
said it would give Total $834 million
in compensation for agreeing to
take a minority stake in a new state-
controlled company, PetroCedeno.
That company took control of the op-
erations of Sincor, in which Total
had held a 47% interest.

Sincor was one of four foreign-
operated heavy oil ventures the Ven-
ezuelan government nationalized in
2007. The government’s move
largely backfired as foreign invest-
ment has since dried up and the

country struggled to halt falling pro-
duction.

Mr. Desmarest, who has been To-
tal chairman since 1995, said he be-
lieved current low oil prices could
help expand cooperation between
international oil compa-
nies and state-run firms,
which have been at logger-
heads in recent years over
contract terms.

“I think that in the new
context [of lower oil
prices], efficiency in man-
aging huge projects is a
critical issue and a good
combination between na-
tional oil companies and in-
ternational oil companies
can lead to real efficien-
cies,” he said.

Mr. Desmarest said he also be-
lieved Total, which is to report earn-
ings this week, would maintain capi-
tal expenditure this year at levels on
par with 2008, when the company
pumped roughly $20 billion into its
drilling and refining operations.
“Our intention is to continue to have
very substantial capital expendi-
ture.”

“Ten years ago we had the same
problem of oil prices going down
and many companies cut invest-

ment. [Total] didn’t. We felt [the
sharp price drop] was just transi-
tory and it was a good decision Total
made. We developed capacity in the
low price environment and prices
eventually recovered,” he said.

Total is experiencing de-
lays with some of its opera-
tions in Canada, where it is
in the process of boosting
participation in heavy-oil
projects.

The company is also be-
hind schedule in a
400,000-barrel-a-day joint-
refining project with Saudi
Aramco, the state-run na-
tional oil company. He said
Total and its partners are
trying to capitalize on fall-
ing raw-material costs for

steel and other basics.
Mr. Desmarest said he doesn’t be-

lieve a megamajor deal between big
U.S. and European oil companies is
in the cards for a number of reasons,
including regulatory obstacles. He
said Total would be focused on
small to midsize companies as part
of its acquisition strategy.

Meanwhile, signs of trouble are
mounting in Venezuela’s oil indus-
try. State-oil company Petroleos de
Venezuela SA has begun to fall be-

hind on payments to some key inter-
national contractors, underscoring
the impact of plunging oil prices.

Offshore drilling contractor Ens-
co International Inc. said Wednes-
day that Venezuela had seized the
company’s rig after Ensco sus-
pended operations demanding a
$35.5 million payment that is over-
due. Ensco spokesman Richard LeB-
lanc said the company hadn’t can-
celed the contract and was “in discus-
sions” with Venezuelan oil officials.

Helmerich & Payne Inc., an on-
shore driller, has idled two of its rigs
and expects to stop operations on
five more by the end of February as
those contracts expire. The com-
pany says it is owed $100 million.
Nonetheless, Helmerich & Payne
Chief Executive Officer Hans Helm-
erich told investors on Thursday
that the company plans to remain in
Venezuela.

Oil-price declines have forced
Mr. Chávez to choose between pay-
ing contractors, and funding social-
welfare programs that boost his pop-
ularity, according to former Venezu-
elan Oil Minister Humberto Cal-
deron Berti, a Chávez foe.
 —Ben Casselman and

José de Cordoba
contributed to this article.
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CORPORATE NEWS

By Jeanne Whalen, Dana
Cimilluca and Ron Winslow

By Aaron O. Patrick

And Ainsley Thomson

LONDON —EMI Group Ltd. re-
ported a first-half loss of £155 mil-
lion ($221.9 million) Friday as deep
cost cuts failed to offset declining
CD sales and a large interest bill.

The British music group’s net
loss for the six months ended Sept.
30 narrowed from a £324 million
loss in the same half a year earlier,
when the company took a £192 mil-
lion write-down on advances paid to
its artists.

While the results are four months
old, they suggest that Terra Firma
CapitalPartnersLtd.,theprivate-eq-
uity firm run by Guy Hands that
bought EMI in 2007, is struggling to
turn the company around. As a pri-
vate company, EMI isn’t required to
publish regular earnings reports.

Under Terra Firma’s ownership,
EMI has reduced marketing spend-
ing and has paid musicians smaller
advances. Like the entire music in-
dustry, it has been hit by piracy, un-
dermining CD sales.

The cost cuts are helping to re-
duce the company’s losses, but they
also appear to be costing EMI mar-
ket share, which could make it
harder to become profitable over
time. EMI’s share of global CD sales
fell to 9.8% from 10.6% in the half, ac-
cording to the EMI accounts.

The market share decline “reflects
historical problems,” the company
said in a statement. “It will take some
time to see the impact of a rebuilt ros-
terandthefullrecoveryofEMImusic.”
A spokesman said EMI executives
weren’tavailable to comment.

The price of EMI credit-default
swapssurgedFriday,anindicationin-
vestors are becoming more con-
cerned about EMI’s ability to service
a loan of about £2.7 billion from Citi-
group Inc. EMI’s bill the first half for
interest and other finance costs was
£150 million, £20 million larger than
its earnings before interest, tax, de-
preciation and amortization.

Credit-default swaps function
like insurance, protecting the owner
from the risk of a company failing to
pay interest on a loan. The price of
EMI credit-default swaps rose three
percentage points Friday, a big in-
crease for one day.

It now costs Œ2.4 million ($3.2
million), plus a Œ500,000 annual
fee, to protect against threat of EMI
defaulting on Œ10 million of debt
over the next five years.

EMI credit-default swaps traded
“upfront” for the first time Thurs-
day and were quoted at 22/24% Fri-
day, according to traders.

Trading upfront means that sell-
ers of default insurance are asking
for lump-sum payments at the start
of the contract as well as regular
payments over its life, indicating
they are very concerned about the
company’s ability to repay debt.

Bond traders said EMI’s first-
half loss coupled with the market’s
bearish sentiment about media com-
panies were behind the increasing
cost of insuring EMI’s debt. Terra
Firma injected an extra £16 million
into EMI’s music division to avoid
defaulting on its debt last Septem-
ber, according to EMI accounts.

Mr. Hands earlier this month ap-
pointed Pat O’Driscoll to oversee the
EMI investment, a few months after
Mr. Hands relinquished day-to-day
oversight of EMI’s music division.
TerraFirmaacquiredEMIfor£2.4bil-
lion.

EMI’s loss raises
market concerns
on turnaround
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Wal-Mart gets new chief
Retail veteran likely
to continue big push
into global markets

Pirate attack kicked
off 56 days of high
drama. Pages 16-17

The Pope embraces
YouTube, Facebook
WSJ.com/Tech

By Max Colchester

PARIS—At couture week here,
the designers were divided in de-
bate: Do clothes provide an escape
from the downturn, or should they
reflect it?

In a nod to the global recession,
the fashion houses that stage the
event to showcase $40,000 dresses
made what they viewed as cutbacks.
They shortened the event to three
days from four and featured 20
shows compared with 23 the season
before. While the parties still served
foie gras, the portions were tiny.

Designers, though, are paid to be
creative, so they all had thoughts on
dealing with the hard times.

Giorgio Armani said the role of
haute couture was to “make people
dream.” Mr. Armani laid on an ex-
otic show inspired by Shanghai and
the roaring 1920s, featuring silk
shawls and models with cropped
black hair. “This is not about the cri-
sis,” he said at the cocktail party af-
ter his show. “This is about an inspi-
ration from a forgotten world.”

Karl Lagerfeld, by contrast, de-
cided to embrace the downturn. Mr.
Lagerfeld chose the more intimate
setting of Cambon-Capucines Pavil-
ion for his event instead of Paris’s
Grand Palais. Guests sat at round ta-
bles surrounded by columns fes-
tooned with paper flowers. Mr. La-
gerfeld said he cut the VIP section to
create “equality in an unfair world.”

His minimalist clothes for
Chanel were inspired by white pa-
per, and embodied what he terms
“New Modesty.” After the show, he

implored everybody to “stop cry-
ing” over the slowdown.

Haute couture is a way for luxury
houses to showcase design talent.
Unlike the ready-to-wear shows
which are aimed at buyers from re-
tailers, haute couture events are pri-
marily for wealthy clients and the
press. By painting a brand’s image,
the shows can help sales of lipstick,
perfumes and prêt-à-porter clothes.
As haute couture is handmade the
shows are expensive to produce.

Still, even as some fashion
houses have cut jobs, some design-
ers are hoping they can ignore the
economic environment. French de-
signer Jean Paul Gaultier “doesn’t
want to talk about the recession at
all,” warned his chief executive,
Veronique Gautier.

One hope for couture is that the
super-rich will never be that short
of money. Mr. Lagerfeld pointed out
that his collection “is not for the
nouveau riche. It is for the very
rich.” Lola Karimova-Tillyaeva, the
daughter of Uzbekistan’s president,
was backstage at a Valentino cou-
ture show, where she was wonder-
ing whether to buy one of the design-
er’s beige dresses—she already had
her eye on pieces by Jean Paul Gault-
ier and Chanel.

“These dresses are just amaz-
ing,” she said.
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By Miguel Bustillo

N
EW Wal-Mart Stores
Inc. Chief Executive
Mike Duke took the
helm of the world’s larg-
est retailer Sunday,

tasked with keeping his company
growing in the midst of a contract-
ing global economy.

Mr. Duke, who is only the fourth
chief executive officer in Wal-
Mart’s nearly 47-year history, suc-
ceeds retiring CEO H. Lee Scott Jr.
just as the giant discounter has be-

gun to feel the weight of a deepen-
ing recession.

Sales rose just 1.7% in December
at Wal-Mart’s U.S. stores that have
been open at least a year. That was
still better than the vast majority of
other retailers, but worse than Wall
Street had expected. At the same
time, Wal-Mart’s foreign profits
were diminished by unfavorable cur-
rency-exchange rates. Wal-Mart
said it expects January sales to be
flat to 2% compared with the year
earlier.

Mr. Duke, a retail veteran who re-
cently led Wal-Mart through a pe-
riod of rapid international expan-
sion, isn’t expected by industry ob-
servers to take Wal-Mart far from
the path established by his predeces-
sor.

He is expected to continue ex-
panding Wal-Mart into new foreign
markets, especially in developing
nations, while remodeling domestic
stores to better position the com-
pany against rivals such as Target
Corp.

“He’s a good communicator, a
hard worker, and his track record at

international was very impressive,”
said Allen Questrom, the former
chief executive of J.C. Penney Corp.
and Federated Department Stores
Inc., who serves on Wal-Mart’s
board of directors. “He is highly re-
garded by those who have worked
for him, not just recently, but years
ago. It was not difficult for the
board to choose Mike Duke as Lee’s
successor.”

Wal-Mart declined to make Mr.
Duke or other executives available
for this article.

The company Mr. Duke inherits
is vastly different from the one Mr.
Scott took over nine years ago. Mr.
Scott’s predecessor, David Glass, led
Wal-Mart through a dizzying expan-
sion. But that growth proved hard
to sustain, and Mr. Scott was faced
with mounting bad publicity about

the company’s employment and
business practices.

Mr. Scott, 59 years old, helped
soften Wal-Mart’s image with a fo-
cus on environmentally sound prod-
ucts and sophisticated public rela-
tions. Still, the pressure took its
toll—a monthlong vacation in 2006,
extremely rare for a Wal-Mart execu-
tive, is viewed by many in hindsight
as a red flag that Mr. Scott was tir-
ing. Board members began succes-
sion planning that year.

Mr. Duke, who, like Mr. Scott, is
59 years old, is expected to serve a
shorter term as CEO than his prede-
cessors. The company has two in-
house candidates likely to follow
him: Eduardo Castro-Wright, the
head of U.S. operations; and new in-
ternational division leader Doug Mc-
Millon, who formerly oversaw the
Sam’s Club warehouse stores.

Wal-Mart is now banking on
rapid global expansion, not domes-
tic store openings, to fuel growth
over the next five years. That makes
Mr. Duke the natural choice to suc-
ceed Mr. Scott, according to retail
analysts, former colleagues and rep-

resentatives of Fortune 500 compa-
nies who do business with the Ben-
tonville, Ark., company.

Mr. Duke acted decisively after
taking over the international divi-
sion in 2005, pulling out of two un-
profitable markets, Germany and
South Korea. He forged partner-
ships with national companies to ex-
pand in Japan and enter India,
where laws limit foreign direct in-
vestment. He hired more native-
born managers who understood
countries’ local customs.

Wal-Mart international now in-
cludes more than 3,400 stores and
accounts for roughly one-fourth of
the company’s revenue. Wal-Mart
just purchased a controlling inter-
est in Distribucion y Servicio D&S
SA, a Chile-based retailer, for $2.6
billion. It opened an office in Mos-

cow last year and joined a retail
trade group there, laying the
groundwork for entry into the Rus-
sian market.

Wal-Mart’s foreign record has
been mixed. Still, like Coca-Cola and
other brands critics once dismissed
as exclusively American, some ex-
perts say Wal-Mart has a chance to
grow explosively around the globe
as it brings its discount formula to
countries where retailing is less so-
phisticated.

“The return on investment in
countries in South America and else-
where in the world is far better than
putting a third store in any U.S.
city,” said Love Goel, chairman of
Growth Ventures Group, a private-
equity firm.

Mr. Duke joined Wal-Mart in
1995 after 23 years with Federated
Department Stores and May Depart-
ment Stores and quickly rose
through the ranks, adapting easily
to small-town Bentonville. He
headed Wal-Mart’s U.S. stores and
oversaw its wire-tight logistics op-
erations prior to becoming interna-
tional chief.

In Jerusalem, Arabs and Jews finally agree
on one thing: People in both camps say
the city’s tram is a dumb idea. Page 30

Tailoring high fashion
in Paris to the recession

Online today
See some of the runway looks

from Paris couture week,
at WSJ.com/Fashion

Models at Chanel, above left, and at Armani, right.

Landov

WSJ.com

Mike Duke is
expected to continue
expanding Wal-Mart
into new international
markets, especially in
developing nations.
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The deep slump in global auto-
mobile sales has caught up with
Honda Motor Co. and Porsche Auto-
mobil Holding SE, two of the indus-
try’s most reliable profit-makers.

Honda reported Friday a 90%
drop in net profit for the December
quarter, dragged down by the credit

crisis, cautious consumer senti-
ment and the yen’s strength, and fur-
ther slashed its forecast for the full
fiscal year.

Porsche, meanwhile, said reve-
nue in the first six months of its cur-
rent fiscal year fell 14% to Œ3 billion
($3.84 billion) as a result of a 27%
decline in vehicle sales in the period
from August to January.

Porsche didn’t release precise
profit figures. Chief Executive Wen-
delin Wiedeking said operating
earnings fell in line with the sales de-
cline, but pretax earnings at the
group level rose thanks to substan-
tial gains on Porsche’s controlling
stake in Volkswagen AG.

The industry’s crisis “has obvi-
ously reached a new, unprece-
dented magnitude,” said Mr. Wiede-
king at Porsche’s shareholder meet-
ing Friday in Stuttgart, Germany.

The difficulties Honda and Por-
sche are encountering underscore
the trouble in the auto industry.
Both companies typically outpace
most of their rivals in profit and for
years have posted consistent gains.

The downbeat results come a
day after Ford Motor Co. reported a
$5.9 billion loss in the fourth quar-
ter, and a $14.57 billion loss for
2008, the worst in the company’s
106-year history.

The sharp profit drop for Tokyo-
based Honda, the first of Japan’s
top three car makers to report re-
sults for the December quarter,
bodes ill for its local rivals. Analysts
expect Toyota Motor Corp. and Nis-
san Motor Co. to post losses in the
period.

This fiscal year’s operating loss

for Toyota, which is to release earn-
ings Friday, is likely to balloon from
the 150 billion yen ($1.67 billion)
the company projected just a month
ago, the Nikkei reported Friday. Nis-
san is to release earnings on Feb. 9.

Honda, Japan’s second-largest
car maker by volume after Toyota,
posted a net profit of 20.24 billion
yen in the three months to Dec. 31,
down from a profit of 200 billion
yen a year earlier.

The maker of the Civic and Ac-
cord brands, as well as the Acura up-
scale line of vehicles, logged an op-
erating profit of 102.45 billion yen,
tumbling from 276.24 billion yen a
year earlier. Sales fell 17% to

2.53 trillion yen.
Honda, like its competitors, re-

cently stepped up efforts to cut
back production for the current fis-
cal year to bring down inventory lev-
els as demand collapses in the U.S.,
Europe and Japan.

For the current fiscal year
through March, the company low-
ered its net-profit outlook to 80 bil-
lion yen from 185 billion yen. Sales
are now pegged at 10.1 trillion yen,
lower than the 10.4 trillion yen pre-
viously forecast.

Shares in Honda fell 9.2% to
2070 yen in Tokyo, while Porsche’s
shares rose 2.4% to Œ46 in Frank-
furt, both on Friday.
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Tax burden threatens GM revamp
Auto maker lobbies
Washington to avoid
$7 billion liability

Slump ensnares Honda, Porsche

Honda, which cited weak consumer confidence for a 90% decline in profit, builds
the Civic sedan in Greensburg, Ind.

ASSOCIATED PRESS

A strike by 24,000 refinery work-
ers in the U.S. was averted, at least
temporarily, as both sides agreed to
extend negotiations for at least 24
hours.

Workers at refineries near New
Orleans, Houston and Billings,
Mont., will show up for scheduled
shifts Monday, though negotiators
will be back at the table on Sunday.

“We have made progress in that
there was no strike at midnight,”
said Lynne Baker, a spokeswoman
for the United Steelworkers, which
represents more than 30,000 oil
workers in the U.S. “But there are
still issues that need to be worked
out and notice of a strike could be
given at any time if that progress
stalls.”

The union agreed to a rolling
24-hour extension, which allows the
union to give the required one-day
notice to strike.

The biggest refiner in the U.S.,
Valero Energy Corp., said it would
shut down some facilities if workers
walk out. So did European oil com-
pany BP PLC.

Shell Oil Co., the lead negotiator
for the industry, along with Exxon
Mobil Corp., said its refineries
would continue to make gasoline,
diesel and other fuels using non-
union or replacement workers.

Chemical refiners would also be
affected. LyondellBassell Indus-
tries said it was bringing in man-
agers from locations not involved in
contract negotiations to keep refin-
eries going.

A strike would affect 60 produc-
ers, Ms. Baker said.

Thursday, union negotiators
turned down the most recent offer
of a 2.5% wage increase for each of
the next three years, in addition to
changes in medical coverage.

The impasse comes with refiners
already cutting production amid the
economic slowdown.

CORPORATE NEWS

By John D. Stoll

General Motors Corp. is reach-
ing out to the U.S. Treasury Depart-
ment and Congress in hopes of
avoiding a multibillion-dollar tax
burden that could be attached to a
new restructuring plan the auto
maker is working to create by mid-
February, according to people famil-
iar with the effort.

GM, racing to submit a viability
plan to the White House by Feb. 17,
could face an income-tax bill of as
much as $7 billion that would be asso-
ciated with a plan to give much of the
company’s outstanding stock to debt-
holders, the United Auto Workers
union and the federal government.

The issue is related to rules the
government has used in the past to
limit the ability of companies to use
distressed-asset transactions as a
way to avoid paying taxes, but in
this case the provision may ham-
string the government’s effort to

keep GM afloat.
The taxes, coming as the auto

maker relies on $13.4 billion in emer-
gency loans from the White House
to keep operating, threaten to sink
GM’s effort to steer clear of a bank-
ruptcy filing. GM already has cut
considerable costs and shut down a
significant part of its operations in
order to reduce cash outflows and
preserve liquidity, but it continues
to bleed billions because of a global
slowdown in the auto industry and
other factors.

The tax issue was reported by
the Detroit News. A GM spokesman
declined to comment, and officials
at the Treasury Department, which
oversees the loan to GM and a
smaller one made to Chrysler LLC,
couldn’t be reached.

Congressional leaders said they
are open to cooperating with GM on
the issue. The Michigan congres-
sional delegation, including
Sen. Debbie Stabenow and
Rep. John Dingell, is expected to be
a key advocate for the Detroit auto
maker on the issue.

Chrysler is private, and likely
won’t face the tax issues associated
with publicly traded stock.

GM has made an effort to reach

out to officials at the Treasury De-
partment and Congress, according
to people familiar with the effort.
One way the auto maker could get re-
lief from the taxes is to have a provi-
sion on the issue included in the eco-
nomic-stimulus package being con-
sidered by Congress.

The $819 billion plan was passed
by the U.S. House of Representa-
tives last week, and is expected to
go before the U.S. Senate in the com-
ing days.

It is unclear whether the ex-
pected appointment of a so-called
car czar by the Obama administra-
tion will aide GM’s effort to avoid
the taxes. The provision for a car
czar was installed as part of the bail-
outs of GM and Chrysler in order to
have oversight of the companies’ re-
structuring activities and poten-
tially serve as a sounding board for
the auto industry.

GM received a lifeline from the
Bush administration Dec. 19, after
failing to win a bailout from Con-
gress. Without the $13.4 billion com-
mitment, GM likely would have
needed to file for bankruptcy protec-
tion by the end of last year or early
this year.

GM needs every bit of the cash it

received from the government in or-
der to keep current on its payments
to vendors and employees, and
likely is preparing to ask for addi-
tional funds in coming months, peo-
ple familiar with the company’s fi-
nancial plans said. By paying out as
much as $7 billion in tax obliga-
tions, the company would see its
available liquidity fall well below
the necessary $11 billion to $14 bil-
lion it needs on hand to continue op-
erating.

Still, the auto maker won’t likely
be able to avoid taking the sort of ac-
tions that will lead to the enormous
tax liability. Under terms of the
$13.4 billion loan package, $9.4 bil-
lion of which has been received, GM
needs to persuade bondholders to
participate in a debt-for-equity
swap and lure the United Auto Work-
ers into re-engineering how a mas-
sive health-care trust for retirees
will be funded. Those two activities
are designed to cut the company’s
current debt from $62 billion to
about $33.5 billion.

In addition, GM has issued war-
rants to the government for the pur-
chase of as many as 122 million
shares, or 20%, of its stock in return
for the loan.

By Yoshio Takahashi in Tokyo
and Christoph Rauwald
in Stuttgart

By Sara Silver

Motorola Inc. is expected to re-
port grim fourth-quarter results on
Tuesday, as sales at its troubled cell-
phone unit plummet. But deep cuts
in areas the company has identified
as priorities are casting doubts on
whether it is veering from its an-
nounced strategy of focusing on
high-end cellphones, or if it will have
enough manpower to complete its
hoped-for turnaround.

The Schaumburg, Ill., company
warned in mid-January that it would
post a loss for the quarter, and said it
would eliminate 4,000 jobs after holi-
day cellphone sales dropped more
than 50% from a year earlier.

Since then, its cuts haven’t
spared parts of the cellphone divi-
sion previously flagged as crucial to
its turnaround plans, both in terms
of devices and regional markets.

Last fall, Co-Chief Executive San-
jay Jha, who was brought in to turn
around the cellphone unit, known as
Mobile Devices, unveiled a restructur-
ing that involved reducing the num-
ber of software platforms Motorola
uses for its phones, and instead focus-
ing on Web-capable phones operating
on Google Inc.’s Android and Mi-
crosoft Corp.’s Windows Mobile.

Now there are signs Motorola is
shifting away from Windows as well.
Its recent job cuts included a team of
more than 70 employees working on
the Windows Mobile platform at its
facility in Plantation, Fla.

Telecom analyst Ittai Kidron of Op-
penheimer & Co. says delays in releas-
ing a new version of the Windows
platform may have caused Motorola
to alter its plans in the short term.

Motorola confirmed the Win-
dows Mobile-related layoffs, but it
denied there had been a shift in
strategy. “We continue to support
Windows Mobile and will have de-
vices out this year,” said a company
spokeswoman. “Today, our plans re-
main the same: rebuilding and repo-
sitioning the Mobile Devices busi-
ness remain a top priority.”

Mr. Jha’s turnaround plan also
called for a focus on the Americas
and China, the company’s areas of
greatest strength, as it pulled back
from Europe, the Middle East and
much of Asia. Yet Motorola has cut
deep into sales and marketing staff
in Latin America, according to peo-
ple familiar with the situation.

Within Latin America, Motorola,
which has long vied with Nokia for
the No. 1 position in the market, has
been relying more heavily on distrib-
utors such as BrightStar Corp. to
handle its relations with carriers.
While Motorola’s market share
ebbs, BlackBerry maker Research in
Motion Ltd., which also works
through BrightStar, saw its Latin
American sales triple last year.

A Motorola spokeswoman said
Latin America remains a priority for
the company.

The latest layoffs come on top of
3,000 job cuts announced in October
and thousands more in the preceding
months. The company had about
66,000 employees at the end of 2007.

The latest round of cuts include
longtime Mobile Devices vice presi-
dents Yvonne Verse, who handled stra-
tegic partnerships, business develop-
ment and intellectual property, and
Tracey Koziol, in charge of product de-
velopment, said people familiar with
the situation. The two executives
couldn’t be reached for comment.

Motorola declined to comment
on specific job cuts.

Motorola results
for 4th quarter
likely to be grim

Refiners, unions
continue talks,
averting strike
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Dow Jones and Dow Jones Stoxx Indexes
Price-to- Price-to-

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

3.78% 9 World -a % % 157.31 –2.11% –44.1% 5.99% 9 U.S. Select Dividend -b % % 491.81 –3.39% –43.2%

% Global Dow 1017.30 0.29% –37.1% 1384.57 –1.74% –45.7% 4.71% 12 Infrastructure 1251.50 1.31% –27.6% 1536.20 –0.27% –37.1%

4.79% 9 Stoxx 600 191.20 0.23% –41.8% 183.02 –1.80% –49.7% 2.79% 5 Luxury 547.30 0.46% –44.3% 594.65 –1.57% –51.8%

4.82% 9 Stoxx Large 200 207.90 0.14% –41.4% 197.89 –1.89% –49.4% 2.77% 6 BRIC 50 245.90 2.41% –49.0% 301.84 0.81% –55.7%

4.66% 10 Stoxx Mid 200 166.50 0.70% –42.4% 158.48 –1.34% –50.2% 4.10% 3 Africa 50 524.70 0.97% –51.1% 428.76 –0.61% –57.5%

4.52% 10 Stoxx Small 200 100.00 0.74% –45.8% 95.17 –1.30% –53.1% 7.98% 4 GCC % % 1099.10 –0.09% –61.0%

4.91% 8 Euro Stoxx 207.10 –0.93% –43.7% 198.20 –2.94% –51.4% 4.61% 8 Sustainability 639.20 –0.34% –37.6% 691.61 –2.36% –46.1%

4.91% 8 Euro Stoxx Large 200 221.80 –1.15% –44.1% 210.97 –3.15% –51.7% 2.97% 10 Islamic Market -a % % 1387.94 –1.88% –38.3%

4.87% 9 Euro Stoxx Mid 200 191.60 0.11% –40.6% 182.15 –1.91% –48.7% 3.28% 9 Islamic Market 100 1475.30 0.07% –22.8% 1617.97 –1.95% –33.3%

5.03% 11 Euro Stoxx Small 200 112.30 0.06% –44.7% 106.68 –1.96% –52.1% 3.28% 9 Islamic Turkey -c % % % %

8.68% 6 Stoxx Select Dividend 30 1104.60 –0.48% –59.2% 1211.43 –2.49% –64.8% 2.94% 10 Wilshire 5000 % % 8335.64 –2.15% –40.8%

7.23% 7 Euro Stoxx Select Div 30 1248.40 –1.84% –57.1% 1374.44 –3.82% –62.9% % DJ-AIG Commodity 119.20 2.14% –32.4% 110.93 0.07% –41.6%

*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 5 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 1.5683 2.2617 1.3516 0.1896 0.0438 0.2271 0.0175 0.3859 2.0104 0.2697 1.2670 ...

 Canada 1.2378 1.7851 1.0667 0.1496 0.0346 0.1793 0.0138 0.3046 1.5867 0.2128 ... 0.7893

 Denmark 5.8152 8.3867 5.0118 0.7030 0.1625 0.8423 0.0647 1.4309 7.4545 ... 4.6982 3.7081

 Euro 0.7801 1.1250 0.6723 0.0943 0.0218 0.1130 0.0087 0.1920 ... 0.1341 0.6303 0.4974

 Israel 4.0640 5.8611 3.5025 0.4913 0.1135 0.5886 0.0452 ... 5.2096 0.6989 3.2834 2.5914

 Japan 89.8150 129.5312 77.4067 10.8578 2.5093 13.0086 ... 22.1001 115.1338 15.4449 72.5631 57.2705

 Norway 6.9043 9.9574 5.9504 0.8347 0.1929 ... 0.0769 1.6989 8.8506 1.1873 5.5781 4.4025

 Russia 35.7928 51.6203 30.8478 4.3270 ... 5.1841 0.3985 8.8073 45.8827 6.1550 28.9176 22.8232

 Sweden 8.2719 11.9297 7.1291 ... 0.2311 1.1981 0.0921 2.0354 10.6037 1.4225 6.6830 5.2746

 Switzerland 1.1603 1.6734 ... 0.1403 0.0324 0.1681 0.0129 0.2855 1.4874 0.1995 0.9374 0.7399

 U.K. 0.6934 ... 0.5976 0.0838 0.0194 0.1004 0.0077 0.1706 0.8889 0.1192 0.5602 0.4421

 U.S. ... 1.4422 0.8618 0.1209 0.0279 0.1448 0.0111 0.2461 1.2819 0.1720 0.8079 0.6376

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.
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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 379.00 –2.75 –0.72% 816.00 305.50
Soybeans (cents/bu.) CBOT 980.00 9.50 0.98% 1,653.50 779.25
Wheat (cents/bu.) CBOT 568.00 –10.00 –1.73 1,275.00 471.00
Live cattle (cents/lb.) CME 85.100 0.775 0.92 119.200 82.400
Cocoa ($/ton) ICE-US 2,771 –30 –1.07 3,228 1,884
Coffee (cents/lb.) ICE-US 118.90 –2.60 –2.14 181.60 102.15
Sugar (cents/lb.) ICE-US 12.67 0.08 0.64 15.85 9.89
Cotton (cents/lb.) ICE-US 49.41 –0.66 –1.32 100.41 39.23
Crude palm oil (ringgit/ton) MDEX 1,779.00 34 1.95 2,052 1,350
Cocoa (pounds/ton) LIFFE 1,979 –23 –1.15 2,023 1,005
Robusta coffee ($/ton) LIFFE 2,050 unch. unch. 2,747 1,580

Copper (cents/lb.) COMEX 146.85 1.10 0.75 398.40 125.50
Gold ($/troy oz.) COMEX 928.40 21.90 2.42 1,050.00 689.70
Silver (cents/troy oz.) COMEX 1256.50 42.00 3.46 2,122.50 8.50
Aluminum ($/ton) LME 1,346.00 5.00 0.37 3,340.00 1,326.00
Tin ($/ton) LME 10,795.00 20.00 0.19 25,450 9,750
Copper ($/ton) LME 3,145.00 –22.00 –0.69 8,811.00 2,815.00
Lead ($/ton) LME 1,150.00 8.50 0.74 3,460.00 870.00
Zinc ($/ton) LME 1,097.00 1.00 0.09 2,840.00 1,065.00
Nickel ($/ton) LME 10,950 –55 –0.50 33,600 9,000

Crude oil ($/bbl.) NYMEX 41.68 0.24 0.58 148.35 38.00
Heating oil ($/gal.) NYMEX 1.4340 0.0162 1.14 4.2895 1.2396
RBOB gasoline ($/gal.) NYMEX 1.2687 0.0253 2.03 3.6130 0.8708
Natural gas ($/mmBtu) NYMEX 4.417 –0.159 –3.47 14.169 4.355
Brent crude ($/bbl.) ICE-EU 47.70 0.34 0.72 150.45 41.01
Gas oil ($/ton) ICE-EU 454.25 6.75 1.51 1,345.25 408.25

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on Jan. 30
Per In

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

Argentina peso-a 4.4693 0.2237 3.4865 0.2868

Brazil real 2.9734 0.3363 2.3195 0.4311
Canada dollar 1.5867 0.6303 1.2378 0.8079

1-mo. forward 1.5873 0.6300 1.2382 0.8076
3-mos. forward 1.5871 0.6301 1.2381 0.8077
6-mos. forward 1.5859 0.6306 1.2371 0.8083

Chile peso 790.36 0.001265 616.55 0.001622
Colombia peso 3120.27 0.0003205 2434.10 0.0004108
Ecuador US dollar-f 1.2819 0.7801 1 1
Mexico peso-a 18.4078 0.0543 14.3598 0.0696
Peru sol 4.0700 0.2457 3.1750 0.3150
Uruguay peso-e 29.035 0.0344 22.650 0.0442
U.S. dollar 1.2819 0.7801 1 1
Venezuela bolivar 2.75 0.363290 2.15 0.465701

ASIA-PACIFIC
Australia dollar 2.0104 0.4974 1.5683 0.6377
China yuan 8.7810 0.1139 6.8500 0.1460
Hong Kong dollar 9.9410 0.1006 7.7549 0.1290
India rupee 62.3901 0.0160 48.6700 0.0205
Indonesia rupiah 14588 0.0000685 11380 0.0000879
Japan yen 115.13 0.008686 89.82 0.011134

1-mo. forward 115.08 0.008690 89.77 0.011139
3-mos. forward 114.91 0.008703 89.64 0.011156
6-mos. forward 114.62 0.008725 89.41 0.011184

Malaysia ringgit-c 4.6245 0.2162 3.6075 0.2772
New Zealand dollar 2.5262 0.3959 1.9706 0.5075
Pakistan rupee 101.334 0.0099 79.050 0.0127
Philippines peso 59.583 0.0168 46.480 0.0215
Singapore dollar 1.9366 0.5164 1.5108 0.6619
South Korea won 1768.51 0.0005654 1379.60 0.0007249
Taiwan dollar 43.168 0.02317 33.675 0.02970
Thailand baht 44.834 0.02230 34.975 0.02859

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

Euro zone euro 1 1 0.7801 1.2819
1-mo. forward 1.0005 0.9995 0.7805 1.2813
3-mos. forward 1.0010 0.9990 0.7809 1.2806
6-mos. forward 1.0013 0.9987 0.7811 1.2802

Czech Rep. koruna-b 27.985 0.0357 21.831 0.0458
Denmark krone 7.4545 0.1341 5.8152 0.1720
Hungary forint 298.64 0.003349 232.97 0.004292
Norway krone 8.8506 0.1130 6.9043 0.1448
Poland zloty 4.4622 0.2241 3.4809 0.2873
Russia ruble-d 45.883 0.02179 35.793 0.02794
Sweden krona 10.6037 0.0943 8.2719 0.1209
Switzerland franc 1.4874 0.6723 1.1603 0.8618

1-mo. forward 1.4869 0.6725 1.1599 0.8621
3-mos. forward 1.4854 0.6732 1.1587 0.8630
6-mos. forward 1.4821 0.6747 1.1562 0.8649

Turkey lira 2.1057 0.4749 1.6427 0.6088
U.K. pound 0.8889 1.1250 0.6934 1.4422

1-mo. forward 0.8892 1.1246 0.6937 1.4416
3-mos. forward 0.8895 1.1242 0.6939 1.4411
6-mos. forward 0.8895 1.1243 0.6939 1.4412

MIDDLE EAST/AFRICA
Bahrain dinar 0.4832 2.0693 0.3770 2.6527
Egypt pound-a 7.1357 0.1401 5.5665 0.1796
Israel shekel 5.2096 0.1920 4.0640 0.2461
Jordan dinar 0.9073 1.1022 0.7078 1.4129
Kuwait dinar 0.3714 2.6923 0.2898 3.4513
Lebanon pound 1932.46 0.0005175 1507.50 0.0006634
Saudi Arabia riyal 4.8103 0.2079 3.7525 0.2665
South Africa rand 13.0594 0.0766 10.1875 0.0982
United Arab dirham 4.7084 0.2124 3.6730 0.2723

SDR -f 0.8592 1.1638 0.6703 1.4919

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.

 9 EUROPE DJ Stoxx 600 191.23 0.44 0.23% –2.9% –41.8%

 9 DJ Stoxx 50 1983.48 –0.99 –0.05% –4.0% –39.9%

 8 Euro Zone DJ Euro Stoxx 207.09 –1.95 –0.93 –7.1% –43.7%

 8 DJ Euro Stoxx 50 2236.98 –32.42 –1.43 –8.7% –42.2%

 5 Austria ATX 1736.23 33.04 1.94 –0.8% –55.3%

 7 Belgium Bel-20 1900.09 6.15 0.32 –0.4% –50.1%

 6 Czech Republic PX 774.2 –6.7 –0.86 –9.8% –49.8%

 9 Denmark OMX Copenhagen 240.07 4.63 1.97 6.1% –39.7%

 9 Finland OMX Helsinki 5105.65 0.10 0.01 –5.5% –52.7%

 7 France CAC-40 2973.92 –35.83 –1.19 –7.6% –40.3%

 9 Germany DAX 4338.35 –89.76 –2.03 –9.8% –37.7%

 … Hungary BUX 11516.11 –228.10 –1.94 –5.9% –51.7%

 2 Ireland ISEQ 2311.39 –16.26 –0.70 –1.4% –66.2%

 6 Italy S&P/MIB 17934 –158 –0.87 –7.8% –48.2%

 4 Netherlands AEX 248.60 –3.75 –1.49 1.1% –45.0%

 6 Norway All-Shares 274.22 –0.91 –0.33 1.5% –41.7%

 17 Poland WIG 24685.36 –179.75 –0.72 –9.3% –49.7%

 10 Portugal PSI 20 6438.19 35.23 0.55 1.5% –43.3%

 … Russia RTSI 535.04 4.34 0.8% –15.3% –72.8%

 7 Spain IBEX 35 8450.4 –27.0 –0.32% –8.1% –37.4%

 15 Sweden OMX Stockholm 192.27 0.11 0.06 –5.9% –39.6%

 11 Switzerland SMI 5290.05 17.15 0.33 –4.4% –32.3%

 … Turkey ISE National 100 25934.37 –228.62 –0.87 –3.5% –41.7%

 8 U.K. FTSE 100 4149.64 –40.47 –0.97 –6.4% –31.2%

 9 ASIA-PACIFIC DJ Asia-Pacific 86.85 –1.84 –2.07 –7.2% –40.8%

 … Australia SPX/ASX 200 3540.7 14.5 0.41 –4.9% –39.4%

 … China CBN 600 16643.43 Closed 12.7% –53.5%

 8 Hong Kong Hang Seng 13278.21 123.78 0.94 –7.7% –45.0%

 11 India Sensex 9424.24 187.96 2.04 –2.3% –48.3%

 … Japan Nikkei Stock Average 7994.05 –257.19 –3.12 –9.8% –40.8%

 … Singapore Straits Times 1746.47 –20.25 –1.15 –0.9% –41.9%

 11 South Korea Kospi 1162.11 –4.45 –0.38 3.3% –28.9%

 9 AMERICAS DJ Americas 208.92 –4.87 –2.28 –7.6% –41.8%

 … Brazil Bovespa 39300.79 –337.63 –0.85 4.7% –35.7%

 11 Mexico IPC 19565.14 28.09 0.14 –12.6% –33.5%

*P/E ratios use trailing 12-months, as-reported earnings
Note: Americas index data are as of 5:00 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 Jan. 29, 2009

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE

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

3.90% 10 ALL COUNTRY (AC) WORLD* 212.40 –2.17%–47.3% –47.3%

3.80% 11 World (Developed Markets) 857.93 –2.38%–46.0% –46.0%

3.40% 11 World ex-EMU 101.31 –2.25%–44.0% –44.0%

3.70% 11 World ex-UK 860.54 –2.38%–45.1% –45.1%

4.80% 9 EAFE 1,139.80 –1.38%–49.4% –49.4%

4.10% 8 Emerging Markets (EM) 532.18 –0.17%–57.3% –57.3%

5.40% 8 EUROPE 66.78 –1.77%–47.6% –47.6%

6.20% 7 EMU 125.53 –3.12%–55.1% –55.1%

5.60% 9 Europe ex-UK 73.37 –1.98%–47.4% –47.4%

7.40% 6 Europe Value 72.77 –2.28%–52.0% –52.0%

3.60% 11 Europe Growth 59.46 –1.32%–43.1% –43.1%

5.40% 7 Europe Small Cap 101.19 –1.17%–53.0% –53.0%

4.50% 4 EM Europe 146.06 –1.96%–69.6% –69.6%

5.10% 6 UK 1,240.74 –2.50%–35.4% –35.4%

5.60% 8 Nordic Countries 96.63 –2.51%–53.1% –53.1%

3.50% 3 Russia 375.56 –2.59%–75.0% –75.0%

4.50% 10 South Africa 554.90 –1.58%–22.2% –22.2%

5.10% 9 AC ASIA PACIFIC EX-JAPAN 229.08 1.00%–56.8% –56.8%

2.80% 12 Japan 505.92 1.97%–46.2% –46.2%

3.10% 10 China 36.92 4.32%–56.8% –56.8%

1.80% 10 India 355.79 –0.19%–58.4% –58.4%

2.70% 9 Korea 321.68 1.04%–37.8% –37.8%

8.50% 8 Taiwan 159.62 0.00%–52.2% –52.2%

2.80% 15 US BROAD MARKET 920.44 –3.37%–42.3% –42.3%

2.20% 53 US Small Cap 1,144.00 –4.16%–42.4% –42.4%

4.00% 9 EM LATIN AMERICA 2,113.56 –1.80%–52.0% –52.0%

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

GLOBAL MARKETS LINEUP

Follow the markets throughout the day, with updated stock quotes, news and commentary at
WSJ.com/Europe. Also, receive email alerts that summarize the day’s trading in Europe and Asia.
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Lukoil warns on taxes
Russia’s high levies
damp production,
quash new fields

Sources: 
BP Statistical 
Review of World 
Energy; Russian 
government

Slight fall
Russian oil 
production, 
in millions of 
barrels a day
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CORPORATE NEWS

By Guy Chazan

MOSCOW—Russian oil produc-
tion, which declined last year for
the first time in a decade, will keep
falling unless the Kremlin cuts puni-
tively high taxes on oil companies,
a senior Russian oil-industry execu-
tive said.

Vagit Alekperov, head of OAO
Lukoil, Russia’s second-largest oil
producer, said in an interview that
more tax relief would release billions
of dollars for investment in new oil
fields to compensate for fast-deplet-
ing areas such as Western Siberia.

“The natural decline is happen-
ing much more intensively than the
new capacity” that’s being brought
on, Mr. Alekperov said. “If deci-
sions are not taken on additional
large-scale investments, then pro-
duction volumes will continue to
gradually decline.”

Oil companies in Russia, the
world’s second-largest oil exporter
after Saudi Arabia, have been hit
hard by the financial crisis and
plummeting oil prices. Short of
cash, many have announced big
cuts in capital spending. Lukoil said
it has reduced investments for this
year by 20% compared to 2008.

Yet the cutbacks are coming at a
critical time for the industry. Rus-
sian oil’s traditional heartland,
Western Siberia, is producing
fewer and fewer barrels, while new

fields further east and in the Arctic
are remote and costly to develop.

The slowdown in investment
could have a major impact on the
world’s energy balance. Russia was
a vital source of new crude for
world markets early this century af-
ter privatized oil companies began
to apply Western production tech-
niques to aging Soviet-era fields
and sent output soaring.

Now there are fears Russia
won’t be able to supply the extra
barrels the world needs when the
global economy recovers and de-
mand for oil picks up again. That
could contribute to a future supply
crunch and even higher prices than
last year, when oil reached $147 a
barrel.

Companies say they simply
don’t have the resources to expand

into the virgin territories of East-
ern Siberia, and blame a tax regime
they claim discourages investment.
Robert Dudley, the former head of
BP PLC’s Russian venture TNK-BP,
described it last year as “the tough-
est in the world for oil producers,”
with companies paying as much as
65% of their revenues in taxes and
royalties.

The stagnation has coincided

with the rise of state-run compa-
nies such as OAO Gazprom and OAO
Rosneft, Russia’s No. 1 oil pro-
ducer, which the Kremlin favors
and which tend to be less efficient
than smaller, privately owned
firms. Lukoil and its peers must
partner up with the state compa-
nies to bid for oil fields considered
“strategic.” Last year Lukoil
formed a consortium with Gaz-
prom’s oil arm to develop two
fields in the Arctic, but the govern-
ment has so far failed to approve
the venture.

Russian authorities confirmed
last month that in 2008, average
daily output of crude in Russia
dropped for the first time in 10
years to 9.78 million barrels a day
from 9.87 million barrels a day in
2007. The Russian Economics Minis-
try forecasts production will fall a
further 2% this year and that over-
all investment in the oil industry
will plunge by more than 20%.

Production could fall even fur-
ther if Russia answers a call by the
Organization of Petroleum Export-
ing Countries to non-OPEC produc-
ers to cut output. But many ana-
lysts say Russia’s recent public
backing of OPEC was simply an at-
tempt to dress up an unplanned de-
cline as a deliberate effort to help
the oil cartel drive up prices.

Lukoil itself expects its oil pro-
duction to be flat this year, after
years of steady growth. The com-
pany failed to replace its oil re-
serves in 2008—a troubling sign,
because investors view an oil firm’s
reserve replacement rate as a key
indicator of its growth prospects.

Worried by the bleak outlook for
the industry, the Russian govern-
ment has already provided $5 bil-
lion in tax breaks, lowering the min-
eral-extraction tax and oil-export
duties. But Mr. Alekperov said
roughly $10 billion of additional tax
relief was needed this year. He said
the government was currently re-
viewing proposals put forward by a
group of Russian oil companies
that includes Lukoil, and that he
was hoping for a “positive deci-
sion.”

The Kremlin, however, is caught
in a dilemma. It knows high taxes
are stunting the industry, but it’s
also heavily reliant on oil taxes to
balance the budget. Falling oil
prices have already punctured a
hole in state finances, and the gov-
ernment expects to run a deficit
this year after years of surpluses.

Mr. Alekperov said Lukoil had
been forced to postpone planned
upgrades to two of its Russian refin-
eries, one in Perm, the other in Vol-
gograd, and was delaying the
launch of a natural-gas field in the
Russian section of the Caspian Sea.

The plunging oil price and the
credit crunch have also forced Rus-
sian companies such as Lukoil to
shelve ambitious plans to expand
abroad. Last year, Lukoil consid-
ered buying a stake in Spanish oil
company Repsol-YPF SA. “But now
the situation on the market, the cri-
sis and the volatility of the oil price
mean we can’t make large-scale ac-
quisitions,” Mr. Alekperov said.

Subscribe &
save 72%!

The Wall Street Journal Europe has never been one to
climb onto bandwagons, economic or otherwise. But
neither do we make a habit of climbing off of them the
moment the ride gets a bit rough.

We take a much more considered view of business
and financial developments than that. Reporting on
the day’s events as they happen across the globe, we
step back and analyse prospects over the longer term.
So our readers are primed and prepared.

So why are we offering such a low rate on a
subscription to The Journal?

The answer is simple. We’re confident that once
you’ve experienced the benefit of having Europe’s
most influential business paper waiting on your desk
Monday to Friday, you’ll want to maintain the habit.

But that’s for you to decide later. Right now, climb on
board and benefit from our economically air-tight offer
while it lasts.

Is this economic liberalism gone mad?

FREE £30 AMAZON VOUCHER. FREE ACCESS TO WSJ.COM

PAYMENT METHOD:
I am paying by credit card.

Visa Amex Eurocard MasterCard

Card No.

Expiry Date__________

Signature ___________________________________ Date ________________
Please invoice me/my company (I will pass up the free Amazon voucher.)

Please start my six month subscription for just E113 (CHF 176.40;
UK £54.60). This represents a saving of over 65% off the cover price.

I prefer to subscribe for one year for just E178 (CHF 298; UK £99) and
save 72%. I also qualify to receive a free Amazon voucher worth
£30 when I pay by credit card.

Mr/Mrs/Ms Full Name ___________________________________________________
(Circle One)

Job Title* _____________________________________________________________

Company* ____________________________________________________________

Delivery Address________________________________________________________

______________________________________________________________________

City __________________________________________________________________

Postcode ______________________________________________________________

Email _________________________________________________________________

TO SUBSCRIBE:
Complete this coupon and post to: Subscriber Relations,
The Wall Street Journal Europe, Stapleton House,
29-33 Scrutton Street, London EC2A 4HU
Fax to: +44 (0) 20 7426 3329
Visit: www.services.wsje.com/DMDJM
Phone: +44 (0) 20 7309 7799
Please quote your tracking code when asked: HSHSEBM000L

We may provide your information to third parties, including companies outside of the EU, in order to
fulfill your subscription request, process data and provide you with promotional information from WSJE,
its affiliates and other carefully selected companies.

I do not wish to receive promotional materials from other carefully selected companies.
I do not wish to receive promotional materials from WSJE or its affiliates.

Hand delivery subject to confirmation by local distributor. Offer only open to new subscribers.
Please allow 2 weeks for delivery to commence.
©2009 Dow Jones & Company Inc. All rights reserved.

BEST
OFFER

*Optional. All other information is required. Failure to provide obligatory information will result
in subscription delays.

6 MONDAY, FEBRUARY 2, 2009 T H E WA L L ST R E ET JOU R NA L .

DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 29.50 $24.62 –0.09 –0.36%
Alcoa AA 25.30 7.79 –0.65 –7.70%
AmExpress AXP 14.90 16.73 0.02 0.12%
BankAm BAC 208.90 6.58 –0.20 –2.95%
Boeing BA 8.40 42.31 1.60 3.93%
Caterpillar CAT 20.10 30.85 –1.00 –3.14%
Chevron CVX 16.00 70.52 –0.10 –0.14%
Citigroup C 186.60 3.55 –0.35 –8.97%
CocaCola KO 8.20 42.72 –0.83 –1.91%
Disney DIS 13.10 20.68 –0.57 –2.68%
DuPont DD 6.30 22.96 –0.82 –3.45%
ExxonMobil XOM 45.30 76.48 –0.52 –0.68%
GenElec GE 98.90 12.13 –0.59 –4.64%
GenMotor GM 7.10 3.01 –0.17 –5.35%
HewlettPk HPQ 15.30 34.75 –1.18 –3.28%
HomeDpt HD 23.40 21.53 –0.47 –2.14%
Intel INTC 43.60 12.90 –0.47 –3.52%
IBM IBM 8.00 91.65 –0.86 –0.93%
JPMorgChas JPM 69.50 25.51 0.08 0.31%
JohnsJohns JNJ 11.10 57.69 –0.59 –1.01%
KftFoods KFT 14.90 28.05 –1.23 –4.20%
McDonalds MCD 8.60 58.02 –0.12 –0.21%
Merck MRK 12.40 28.55 –0.39 –1.35%
Microsoft MSFT 52.40 17.10 –0.49 –2.79%
Pfizer PFE 62.50 14.58 –0.54 –3.57%
ProctGamb PG 31.80 54.50 –3.72 –6.39%
3M MMM 6.70 53.79 –2.76 –4.88%
UnitedTech UTX 5.70 47.99 –0.69 –1.42%
Verizon VZ 12.80 29.87 –0.36 –1.19%
WalMart WMT 18.60 47.12 –0.74 –1.55%

Dow Jones Industrial Average P/E: 19
LAST: 8000.86 t 148.15, or 1.82%

YEAR TO DATE: t 775.53, or 8.8%

OVER 52 WEEKS t 4,742.33, or 37.2%

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

10200

9600

9000

8400

7800

7200
31 7 14 21 28

Nov.
5 12 19 26 2

Dec.
9 16 23 30

Jan.

High

Close
Low

50–day
moving average

t

Source: WSJ Market Data Group

Tracking
credit
markets &
dealmakers

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

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

Xstrata  "1,017" –99 –133 –527 Klepierre 938 17 26 –64

TUI AG "1,594" –77 337 567 Bay Motoren Werke AG 271 18 –43 –101

Glencore Intl AG "1,219" –74 –136 "-1,054" Peugeot SA 348 20 –22 –33

Rhodia "1,740" –26 311 505 Credit Suisse  158 21 17 –22

KBC Bk 222 –25 –18 –16 Renault 350 22 –18 –40

ArcelorMittal Fin "1,166" –22 11 –322 UBS AG 250 24 15 38

Fresenius SE 286 –19 –32 –73 Daimler AG 278 26 –38 –100

Intl Pwr  828 –17 –53 –120 Contl AG 919 28 –52 –370

Corus Group  "1,440" –16 112 302 Fiat 1544 29 297 596

Imperial Tob Gp  340 –14 –74 –114 Alcatel Lucent 1413 34 109 62

Source: Markit Group

Dow Jones Stoxx 50: Friday’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

Barclays U.K. Banks $12.8 1.06 5.78% –76.9% –82.3%

Royal Bk of Scot U.K. Banks 12.5 0.22 4.76 –93.2 –95.5

Roche Hldg Pt. Ct. Switzerland Pharmaceuticals 98.9 163.40 1.93 –18.1 –16.6

UBS Switzerland Banks 37.0 14.64 1.88 –62.9 –76.1

L.M. Ericsson Tel B Sweden Telecom Equipment 24.0 66.80 1.83 –3.2 –51.2

AXA France Full Line Insurance $32.7 12.22 –7.46% –48.7 –54.8

BHP Billiton U.K. General Mining 38.0 11.81 –7.45 –27.2 16.0

ArcelorMittal Luxembourg Iron & Steel 32.9 17.71 –5.47 –62.5 ...

Anglo Amer U.K. General Mining 24.5 12.66 –5.45 –56.5 –42.1

Credit Suisse Grp Switzerland Banks 30.4 29.84 –4.42 –52.1 –60.6

...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

BNP Paribas 35.1 30.01 1.73% –54.0% –58.7%
France (Banks)
Novartis 109.5 48.08 1.65 –12.3 –33.5
Switzerland (Pharmaceuticals)
Sanofi-Aventis 74.3 44.09 1.09 –18.5 –41.8
France (Pharmaceuticals)
ABB 30.3 15.14 1.00 –44.8 9.3
Switzerland (Industrial Machinery)
UniCredit 23.6 1.38 0.88 –72.9 –76.3
Italy (Banks)
Diageo 37.6 9.44 0.85 –8.5 10.7
U.K. (Distillers & Vintners)
Iberdrola 38.9 6.08 0.50 –41.3 –0.7
Spain (Conventional Electricity)
GlaxoSmithKline 100.5 12.20 0.37 3.0 –15.8
U.K. (Pharmaceuticals)
British Amer Tob 55.5 19.00 0.32 4.7 48.0
U.K. (Tobacco)
SAP 43.7 27.85 0.23 –13.6 –33.7
Germany (Software)
Banco Bilbao Vizcaya 35.2 7.33 0.14 –49.5 –55.3
Spain (Banks)
Nestle 132.6 40.18 –0.05 –19.0 6.4
Switzerland (Food Products)
Deutsche Bk 15.1 20.70 –0.19 –73.3 –76.1
Germany (Banks)
Nokia 46.7 9.59 –0.21 –61.8 –36.4
Finland (Telecom Equipment)
ING Groep 17.0 6.38 –0.28 –71.6 –78.6
Netherlands (Life Insurance)
Intesa Sanpaolo 37.5 2.47 –0.30 –48.1 –47.8
Italy (Banks)
Astrazeneca 56.0 26.71 –0.34 28.1 0.6
U.K. (Pharmaceuticals)
Banco Santander 64.7 6.32 –0.63 –43.8 –41.9
Spain (Banks)
Total 119.1 39.18 –0.72 –20.8 –28.8
France (Integrated Oil & Gas)
Telefonica 84.0 13.93 –0.78 –29.6 11.6
Spain (Fixed Line Telecom)

Soc. Generale 24.5 32.95 –0.87% –59.9% –67.5%
France (Banks)
Tesco 40.6 3.58 –0.89 –14.1 10.2
U.K. (Food Retailers & Wholesalers)
BP 147.3 4.95 –0.90 –8.8 –24.9
U.K. (Integrated Oil & Gas)
E.ON 64.7 25.24 –0.94 –40.0 –16.2
Germany (Multiutilities)
Vodafone Grp 108.9 1.30 –1.63 –28.5 11.0
U.K. (Mobile Telecom)
Royal Dutch Shell 88.2 19.40 –1.65 –19.1 –28.5
U.K. (Integrated Oil & Gas)
HSBC Hldgs 94.1 5.43 –1.76 –29.8 –42.0
U.K. (Banks)
Unilever 37.9 17.27 –2.04 –22.6 –11.5
Netherlands (Food Products)
Assicurazioni Genli 29.5 16.30 –2.10 –42.6 –35.9
Italy (Full Line Insurance)
Koninklijke Philips 18.4 14.20 –2.24 –46.9 –48.5
Netherlands (Consumer Electronics)
Daimler 27.2 22.00 –2.44 –58.9 –53.7
Germany (Automobiles)
Deutsche Telekom 52.9 9.47 –2.47 –30.2 –27.4
Germany (Mobile Telecom)
GDF Suez 84.5 30.07 –2.48 –18.6 13.2
France (Multiutilities)
Bayer 40.8 41.61 –2.51 –24.3 23.6
Germany (Specialty Chemicals)
Rio Tinto 21.8 15.06 –2.84 –73.1 –47.5
U.K. (General Mining)
France Telecom 58.8 17.56 –2.98 –25.8 –3.2
France (Fixed Line Telecom)
Siemens 51.5 43.98 –3.11 –50.8 –40.6
Germany (Diversified Industrials)
ENI 85.4 16.64 –3.26 –23.5 –31.8
Italy (Integrated Oil & Gas)
Allianz SE 38.3 66.10 –3.76 –45.5 –48.8
Germany (Full Line Insurance)
BASF 26.8 22.72 –3.85 –48.3 –29.6
Germany (Commodity Chemicals)

Sources: Dow Jones Indexes; WSJ Market Data Group

WSJ.com

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

Merger Arbitrage -0.04% 2.05% 3.5% 1.7% -4.8%
Event Driven -0.29% 1.24% -9.5% 1.4% -25.4%
Distressed Securities 0.12% -2.74% -16.0% -2.9% -36.5%

*Estimates as of 01/29/09, 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: 10/1 1.57 98.38% 0.01% 2.17 1.18 1.63

Eur. High Volatility: 10/1 3.70 93.89 0.02 5.57 2.16 3.73

Europe Crossover: 10/1 10.41 84.66 0.06 11.20 5.74 8.90

Asia ex-Japan IG: 10/1 3.26 94.77 0.02 6.63 1.99 3.57

Japan: 10/1 3.24 92.53 0.02 3.75 1.58 2.69

 Note: Data as of January 29

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

Behind Asia’s deals: 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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Exxon, Chevron thrive
U.S. oil giants post
healthy earnings,
pursue new output

Shell halts chopper’s use
in Gulf of Mexico region

By Russell Gold

And Ben Casselman

Sharply lower prices and the glo-
bal economic downturn have slowed,
but not derailed, the profit machin-
ery at Exxon Mobil Corp. and Chev-
ron Corp., the two largest U.S. oil
companies.

Exxon and Chevron reported
strong fourth-quarter earnings Fri-
day, despite plummeting prices for
their oil and natural gas. Exxon’s
33% fourth-quarter decline topped
a year in which it reported record in-
come of $45.2 billion.

While crude-oil prices fell to $45
a barrel from $100 in the quarter,
Exxon generated net income of $7.82
billion and Chevron posted $4.9 bil-
lion, robust earnings by any mea-
sure. Chevron, the second-largest
U.S. oil company by output, eked out
a 0.4% increase in profit, boosted by
strong performance in its global re-
fineries and a $600 million gain.

Emboldened by its financial
strength in a faltering economy,
Exxon is taking a more prominent
role in the suddenly revived politi-
cal fight over opening federal land
to drilling.

Kenneth Cohen, Exxon’s vice
president in charge of public affairs
and lobbying, urged the U.S. govern-
ment Friday to open all offshore ar-
eas, as well as federal lands in
Alaska and the Rocky Mountains. He
argued the move would create
160,000 jobs and generate $1.7 tril-
lion in government revenue over

two decades, citing a study commis-
sioned by the American Petroleum
Institute, an oil-industry trade
group. “We can do this in an environ-
mentally safe way,” Mr. Cohen said.

The request drew immediate criti-
cism from Capitol Hill. “At a time
when we are seeking to reinvigorate
our economy by moving America to-
wards a renewable energy future,
Exxon asking for more land to drill is
just an embarrassment,” said Rep.
Edward Markey (D., Mass.), chair-
man of the energy independence and
global warming select committee.

While many other blue-chip
names are struggling to survive and
seeking a financial lifeline from the
government, the challenge for “super-
major” oil companies such as Exxon
and Chevron is figuring out how best
to capitalize on their strength.

Wall Street is expecting the com-
panies to buy smaller, weaker com-
petitors. “We’re not blind to what’s
going on in the world around us and
we make assessments of the oppor-

tunities,” said Chevron Chairman
and Chief Executive David O’Reilly.

Mr. O’Reilly told investors Fri-
day that his company had hoarded
cash and reduced debt to prepare it-
self for the downturn in pricing.
Now, he said, with costs falling and
competitors struggling, Chevron
plans to use its financial flexibility
to pursue new initiatives.

“We’ve seen costs come down
quite a bit faster than we have in the
past, which tells you that we could be
hitting the sweet spots here for some
of these projects,” said Mr. O’Reilly.

Of course, the current economic
climate presents challenges. Global
oil consumption is expected to fall
this year for the first time since the
early 1980s.

Exxon’s results included a $20
million loss in the fourth quarter in
U.S. refining. Its cash balance at the
end of the quarter dropped $5.3 bil-
lion, to $31.4 billion, although a com-
pany official called it an issue of
“timing of expenditures.”

CORPORATE NEWS GLOBAL BUSINESS BRIEFS

P&G reports
weaker sales,
reduces forecast

Google Inc.

A glitch in Google Inc.’s Internet
search service caused the search gi-
ant to falsely warn users for about
an hour on Saturday that every site
they searched for could harm their
computers. In a blog post, Marissa
Mayer, Google’s vice president of
search products and user experi-
ence, attributed the error to a hu-
man mistake made while Google
was updating a list of sites known to
install malicious software. Similar
to other search engines, Google,
Mountain View, Calif., uses such a
list to flag search results that could
harm a user’s computer. Because of
the error, the warning, “This site
may harm your computer,” ap-
peared across all results. In the blog
post, Ms. Mayer said Google will
“carefully investigate this incident.”
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Source: the companies

—Compiled from staff
and wire service reports.

Chartered Semiconductor

Chartered Semiconductor Man-
ufacturing Ltd. said it will cut 600
jobs after reporting a net loss for a
second straight quarter, and
warned that market conditions are
deteriorating with no clarity on
when demand will rebound. The
company, which makes chips for set-
top boxes, videogame devices and
MP3 and DVD players, recorded a
net loss of $114 million for the
fourth quarter, compared with net
income of $5.9 million a year earlier.
The company also booked a $33 mil-
lion tax expense. Revenue slid to
$351.7 million from $352.6 million.
Chartered had forecast a net loss of
between $76 million and $84 mil-
lion on revenue of $343 million to
$353 million in the fourth quarter.

Dubai Airports

Dubaiwill delaythe openingofits
new Al Maktoum International Air-
portforayearastheneedforextraca-
pacity isn’t imminent, a senior offi-
cial at Dubai Airports, which will
manage the new hub, said Sunday.
The first passenger terminal at the
new airport was due to open in the
third quarter of 2009. However, the
opening islikely to be pushedback to
mid-2010, Paul Griffiths, Dubai Air-
ports’ chief executive told Zawya
Dow Jones on Sunday. He said
changes to infrastructure planshave
also delayed the process. Once com-
pleted, Al Maktoum International
Airportwillhavethecapacitytohan-
dle 120 million passengers annually.
The airport will include six parallel
runways, three passenger terminals
and16cargoterminals.Lastyear,Mr.
Griffiths said completion of the en-
tire airport will take 12 to 13 years.

By Ellen Byron

Demonstrating that shoppers
are skimping even on household sta-
ples, consumer-products giant
Procter & Gamble Co. reported
lower sales in nearly every business
unit, resulting in a 3.2% revenue de-
cline for its fiscal second quarter.

Cincinnati-based P&G, a bell-
wether for consumer spending, said
it doesn’t expect conditions to im-
prove soon, prompting it to cut its
forecast for the fiscal year ending
June 30. “We expect the environ-
ment will remain difficult and
highly volatile,” Chief Executive
A.G. Lafley said in a new release.

Evidence of consumers switch-
ing to lower-priced goods surfaced
in several of P&G’s product catego-
ries in the quarter ended Dec. 31.

Net income rose 53% from a year
earlier to $5 billion, or $1.58 a share,
in the latest quarter, boosted by
P&G’s sale of its Folgers coffee busi-
ness. But earnings from continuing
operations fell 7.3% to $2.96 billion.

Total sales declined 3.2% to
$20.37 billion.

P&G cut its full-year forecasts. It
now expects organic sales to in-
crease 2% to 5%, down from its fore-
cast issued in December of 4% to 6%.
Earnings per share were projected
at $4.20 to $4.35, down from a previ-
ous forecast of $4.28 to $4.38.

By Andy Pasztor

In a move prompted by concerns
about the safety of a widely used
model of Sikorsky helicopter, Royal
Dutch Shell PLC’s U.S. unit has tem-
porarily grounded a fleet of the chop-
pers, and instead is relying on boats
to take most workers to and from its
oil platforms in the Gulf of Mexico.

The company’s decision to sus-
pend use of a fleet of at least 12 Sikor-
sky S-76C helicopters operated for it
by subcontractor PHI Inc., Metairie,
La., follows the unexplained crash of
an S-76C in the same region last
month, which killed eight of the nine
people aboard.

Shell hasn’t used the helicopters
since the crash, according to a com-
pany spokesman.

The accident continues to stump
federal and industry investigators,
according to people familiar with
the matter. Both engines shut down
suddenly in good weather, they
said, with no Mayday call from the
pilots and no obvious clues since
then about the cause. Investigators
suspect that electrical and steering
systems also may have stopped
working at the same time.

Manufactured by a unit of United
Technologies Corp., the S-76 has a
good safety record and is a work-
horse for many offshore-oil opera-
tions, emergency-medical transport
firms and other commercial services

in the U.S. and elsewhere. About 700
are used world-wide. Sikorsky said
there have been three fatal crashes
of the model since 2004.

A spokesman for Sikorsky de-
clined to comment on the investiga-
tion, but described Shell’s actions
as a local “precautionary safety
stand-down.”

The latest crash occurred in a
swamp a few minutes after takeoff
from Amelia, La. Investigators from
the National Transportation Safety
Board recovered the flight-date re-
corder and digital engine-control
units. But nearly a month after the
accident, investigators are still mull-
ing a number of theories, ranging
from potential fuel problems to a
possible bird strike that might have
pushed a section of the windshield
into the cockpit, slamming the throt-
tles back to idle, according to people
familiar with the matter.

In light of the uncertainty, Shell’s
U.S. unit decided to “stand down”
the fleet and arrange for “interim
personnel transportation” via boats
for most of its 1,500 contractors and
employees in the Gulf, according to
spokesman. They won’t resume fly-
ing until the company feels “com-
fortable” about the results of the in-
vestigation, the spokesman said. It
isn’t clear how long that will take.

A spokesman for PHI declined to
take questions. The safety board
also declined to comment.

GlaxoSmithKline PLC

GlaxoSmithKline PLC said Fri-
day that it appointed former Eli
Lilly & Co. executive Deirdre Con-
nelly to lead its pharmaceuticals
business in North America. She suc-
ceeds Chris Viehbacher, who left
Glaxo to become chief executive of
French drug maker Sanofi-Aventis
SA. Ms. Connelly, who resigned
from her post as president of Eli Lil-
ly’s U.S. operations Jan. 30, will join
Glaxo on Feb. 9 and will become a
member of its corporate executive
team, reporting to Chief Executive
Andrew Witty. She joined Eli Lilly in
1983 as a sales representative and
rose through the company’s ranks
to become president of its U.S. busi-
ness in 2005. U.K.-based Glaxo is the
world’s second-largest drug maker
by sales after U.S.-based Pfizer Inc.
The company’s share price has risen
about 4.5% in the past 12 months.

Henderson Group PLC

Henderson Group PLC moved to
strengthen its position in the U.K.
fund-management industry by ac-
quiring embattled rival New Star As-
set Management PLC. Henderson
said it is a “strategically compelling
acquisition” that would significantly
increase its scale in the U.K. The re-
tail fund-management market has
been hit by the global economic tur-
moil, leading to consolidation. The en-
larged group, with £59.5 billion
($86.23 billion) in assets under man-
agement, would be the fifth-largest
U.K. retail fund manager. Henderson
will pay £22 million for New Star’s or-
dinary shares, or two pence a share,
as well as £73 million for New Star’s
preferred shares following its restruc-
turing. Henderson will also assume
New Star’s £20 million in debt.

Kingfisher PLC

European home improvement re-
tailer Kingfisher PLC Friday com-
pleted the sale of its Italian busi-
ness, Castorama, for a higher-than-
expected Œ615 million ($797.2 mil-
lion), to Leroy Merlin Italy. The pro-
ceeds will be used to paying down
Kingfisher’s £1.45 billion ($2.07 bil-
lion) net debt. In August, Kingfisher
said it would sell Castorama for
Œ560 million, but the final sale pro-
ceeds include an adjustment for
profit generated between July 1 and
completion of the deal. Kingfisher is
Europe’s biggest home-improve-
ment retailer by sales, and the third-
largest in the world, with more than
800 stores in eight countries in Eu-
rope and Asia. Leroy Merlin Italy is
a unit of Groupe Adeo, a closely held
French home-improvement retailer.

Deutsche Lufthansa AG

Cargo division reduces
hours for 2,600 employees

Deutsche Lufthansa AG’s cargo
division said Friday it would intro-
duce shorter working hours for
about 2,600 employees as demand
for air-cargo services drops sharply
world-wide. The company said it
would hammer out details of the
plan as soon as possible. Meanwhile,
Austrian Airlines AG, which
Lufthansa is taking over, unveiled a
Œ425 million, or about $544 million,
cost-cutting program to be imple-
mented by 2012 to withstand a pro-
jected fall in passenger volume. The
head of Austrian Airlines resigned
Thursday, saying he wanted to give
the carrier “a new beginning” as it
waits for European Union regulators
to sign off on Lufthansa’s acquisi-
tion. The airline said Chief Operat-
ing Officer Peter Malanik and an-
other executive, Andreas Bierwirth,
would take over from Chief Execu-
tive Alfred Ötsch on an interim basis.

Tata Motors Ltd.

Tata Motors Ltd. swung to a loss
in its fiscal third quarter amid de-
clining auto sales and foreign-ex-
change losses. India’s biggest auto
maker by sales reported an uncon-
solidated net loss of 2.63 billion ru-
pees ($53.8 million) for the quarter
ended Dec. 31, compared with a net
profit of 4.99 billion rupees a year
earlier. The results don’t include
U.K.-based Jaguar and Land Rover,
which Tata Motors acquired last
year. Chirag Shah, an analyst at
Mumbai-based Emkay Global Finan-
cial Services Ltd. said in a recent
note, that demand isn’t expected to
pick up soon. Tata incurred a for-
eign-exchange loss of 2.27 billion ru-
pees in the quarter compared with a
gain of 275.1 million a year earlier.
Tata sold 98,760 vehicles in the lat-
est quarter, down 32%.
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n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 01/29 EUR 24.99 –4.7 –62.3 –40.8

MP-TURKEY.SI OT OT SVN 01/29 EUR 19.20 –1.7 –51.9 –32.5

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810

Eastern European Bond Fund OT OT LVA NA NA NA.00 0.8 –36.2 –17.8

Parex Caspian Sea Eq EU EQ LVA 01/29 EUR 2.29 9.0 –72.8 NS

Parex Eastern Europ Bd EU BD LVA 01/29 USD 8.79 0.8 –36.2 –17.8

Parex Russian Eq EE EQ LVA 01/29 USD 7.93 –8.4 –72.5 –41.7

n PICTET & CIE, ROUTE DES ACACIAS 60, CH-1211 GENEVA 73
Tel: + 41 (58) 323 3000 Web: www.pictetfunds.com
PF (LUX)-Asian Eq-Ica AS EQ LUX 01/30 USD 102.20 –7.8 –50.3 –23.0

PF (LUX)-Asian Eq-Pca AS EQ LUX 01/30 USD 98.03 –7.9 –50.8 –23.7

PF (LUX)-Biotech-Pca OT EQ LUX 01/29 USD 290.97 2.1 –9.7 0.1

PF (LUX)-CHF Liq-Pca CH MM LUX 01/29 CHF 124.02 0.0 1.5 1.7

PF (LUX)-CHF Liq-Pdi CH MM LUX 01/29 CHF 93.61 0.0 1.5 1.7

PF (LUX)-Cnt Eu Eq-I EU EQ LUX 01/29 EUR 112.87 –4.3 –41.1 –28.8

PF (LUX)-Digital Comm-Pca OT EQ LUX 01/29 USD 76.97 –5.3 –37.6 –17.6

PF (LUX)-East Eu-Pca EU EQ LUX 01/29 EUR 127.59 –4.4 –70.9 –45.3

PF (LUX)-Emg Mkts LC-Pca GL EQ LUX 01/30 USD 86.63 –7.0 –56.7 –27.8

PF (LUX)-Emg Mkts-Pca GL EQ LUX 01/30 USD 287.44 –5.5 –55.9 –27.0

PF (LUX)-Eu Indx-Pca EU EQ LUX 01/29 EUR 74.20 –2.9 –39.0 –26.2

PF (LUX)-EUR Bds-Pca EU BD LUX 01/29 EUR 367.52 –1.6 0.1 0.4

PF (LUX)-EUR Bds-Pdi EU BD LUX 01/29 EUR 279.68 –1.6 0.1 0.4

PF (LUX)-EUR Cp Bd-Pca EU BD LUX 01/29 EUR 125.41 0.4 –5.4 –2.7

PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 01/29 EUR 88.17 0.4 –5.4 –2.7

PF (LUX)-EUR HiYld-Pca EU BD LUX 01/29 EUR 96.15 6.6 –28.2 –20.0

PF (LUX)-EUR HiYld-Pdi EU BD LUX 01/29 EUR 55.74 6.6 –28.2 –20.0

PF (LUX)-EUR Liq-Pca EU MM LUX 01/29 EUR 134.93 0.2 3.5 3.5

PF (LUX)-EUR Liq-Pdi EU MM LUX 01/29 EUR 97.24 0.2 3.5 3.5

PF (LUX)-Europ Eq-Pca EU EQ LUX 01/29 EUR 299.65 –2.1 –43.2 –30.8

PF (LUX)-EuSust Eq-Pca EU EQ LUX 01/29 EUR 97.49 –3.6 –40.8 –29.8

PF (LUX)-Gl Em Dbt-Pca GL BD LUX 01/29 USD 189.67 0.1 –6.1 0.3

PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 01/29 USD 129.03 0.1 –6.1 0.3

PF (LUX)-Gl Eq Sel-Pca GL EQ LUX 01/29 USD 12.06 –6.0 –45.6 –28.1

PF (LUX)-Gr China-Pca AS EQ LUX 01/21 USD 189.86 –10.7 –48.9 –20.1

PF (LUX)-Indian Eq-Pca EA EQ LUX 01/30 USD 182.45 –4.8 –60.2 –24.8

PF (LUX)-Jap Index-Pca JP EQ LUX 01/30 JPY 7519.49 –7.7 –41.7 –32.0

PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 01/30 JPY 6797.34 –6.9 –44.3 –36.4

PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 01/30 JPY 6631.51 –6.9 –44.7 –36.8

PF (LUX)-JpEq130/30-Pca JP EQ LUX 01/30 JPY 3663.53 –6.7 –41.2 –34.5

PF (LUX)-Pacif Idx-Pca AS EQ LUX 01/30 USD 145.41 –8.2 –49.3 –23.0

PF (LUX)-Piclife-Pca CH BA LUX 01/29 CHF 690.76 0.2 –14.8 –10.9

PF (LUX)-PremBrnds-Pca OT EQ LUX 01/29 EUR 41.46 –6.1 –37.9 –28.4

PF (LUX)-Rus Eq-Pca EE EQ LUX 01/29 USD 19.76 –13.5 –77.3 NS

PF (LUX)-Security-Pca GL EQ LUX 01/29 USD 70.94 –0.7 –27.0 –17.2

PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 01/29 EUR 326.73 0.1 –39.6 –29.1

PF (LUX)-US Eq-Ica US EQ LUX 01/29 USD 77.07 –5.6 –35.5 –19.6

PF (LUX)-USA Index-Pca US EQ LUX 01/29 USD 67.90 –6.3 –36.9 –21.8

PF (LUX)-USD Gov Bds-Pca US BD LUX 01/29 USD 514.13 –3.1 6.5 8.1

PF (LUX)-USD Gov Bds-Pdi US BD LUX 01/29 USD 377.26 –3.1 6.5 8.1

PF (LUX)-USD Liq-Pca US MM LUX 01/29 USD 130.30 0.1 2.1 3.3

PF (LUX)-USD Liq-Pdi US MM LUX 01/29 USD 85.08 0.1 2.1 3.3

PF (LUX)-Water-Pca GL EQ LUX 01/29 EUR 107.04 3.9 –23.4 –16.6

PF (LUX)-WldGovBds-Pca GL BD LUX 01/29 USD 157.76 –4.3 3.8 9.0

PF (LUX)-WldGovBds-Pdi GL BD LUX 01/29 USD 130.59 –4.3 3.8 9.0
PTF (LUX)-MidEast&NorAfr-Pca GL EQ LUX 01/29 USD 33.01 –20.5 NS NS

n POLAR CAPITAL PARTNERS LIMITED
International Fund Managers (Ireland) Limited PH - 353 1 670 660 Fax - 353 1 670 1185
Asia Ex-Japan Fund USD AS EQ IRL 05/20 USD 1.12 –93.7 –93.8 –72.2
Global Technology OT EQ IRL 01/29 USD 7.61 –2.9 –38.4 –26.6
Japan Fund USD JP EQ IRL 01/30 USD 13.90 –5.4 –14.1 –12.4

n Hemisphere Management (Ireland) Limited
Columbus USD A OT OT CYM 10/31 USD 89.67 –11.1 –13.2 NS
Discovery USD A OT OT CYM 12/31 USD 126.59 10.8 12.5 12.2
Elbrus USD A GL EQ CYM 12/31 USD 6.75 –58.8 –58.8 –25.1
Europn Conviction USD B EU EQ CYM 12/31 USD 126.28 10.6 10.6 8.6
Europn Forager USD B OT OT CYM 12/31 USD 178.94 –12.8 –12.8 –0.8
Gl Utilities Abs Rtn USD A OT OT CYM 08/29 USD 100.13 –16.6 –10.7 –1.9
Japan Abs Ret USD A AS EQ CYM 07/31 USD 141.61 –9.5 –17.9 –7.4
Latin America USD A GL EQ CYM 12/31 USD 13.99 2.2 –4.7 14.7
Paragon Limited USD A EU EQ CYM 12/31 USD 309.60 12.7 12.7 14.2
UK Fund USD A OT OT CYM 12/31 USD 165.85 4.3 4.3 3.8

n PT CIPTADANA ASSET MANAGEMENT
Tel: 521-3479 Fax: 521-3478 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 01/29 USD 57.64 –0.1 –52.6 –23.1

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 01/29 EUR 529.75 –6.0 –38.2 NS
Core Eurozone Eq B EU EQ IRL 01/29 EUR 614.97 –6.5 NS NS
Euro Fixed Income A EU BD IRL 01/29 EUR 1107.52 –2.2 –12.3 –6.6
Euro Fixed Income B EU BD IRL 01/29 EUR 1175.86 –2.1 –11.7 –6.1
Euro Small Cap A EU EQ IRL 01/29 EUR 843.28 –0.5 –44.9 –36.0
Euro Small Cap B EU EQ IRL 01/29 EUR 898.35 –0.5 –44.5 –35.6
Eurozone Agg Eq A EU EQ IRL 01/29 EUR 477.82 –3.8 –42.6 NS
Eurozone Agg Eq B EU EQ IRL 01/29 EUR 682.93 –3.8 –42.3 –28.9
Glbl Bd (EuroHdg) A GL BD IRL 01/29 EUR 1205.22 0.7 –7.8 –2.9
Glbl Bd (EuroHdg) B GL BD IRL 01/29 EUR 1272.24 0.7 –7.2 –2.3
Glbl Bd A EU BD IRL 01/29 EUR 1030.58 5.1 1.0 –1.4
Glbl Bd B EU BD IRL 01/29 EUR 1091.15 5.2 1.6 –0.8
Glbl Real Estate A OT EQ IRL 01/29 USD 595.88 –10.6 –51.6 –35.8
Glbl Real Estate B OT EQ IRL 01/29 USD 610.93 –10.6 –51.3 –35.4
Glbl Real Estate EH-A OT EQ IRL 01/29 EUR 565.14 –9.9 –49.8 –36.7
Glbl Real Estate SH-B OT EQ IRL 01/29 GBP 53.09 –10.5 –49.7 –35.9
Glbl Strategic Yield A EU BD IRL 01/29 EUR 1171.07 3.6 –20.7 –11.2
Glbl Strategic Yield B EU BD IRL 01/29 EUR 1246.23 3.6 –20.3 –10.6
Japan Equity A JP EQ IRL 01/29 JPY 9834.00 –4.8 –40.4 –32.7
Japan Equity B JP EQ IRL 01/29 JPY 10424.00 –4.8 –40.1 –32.3
PacBasn (Ex-Jap) Eq A AS EQ IRL 01/29 USD 1187.81 –7.6 –49.6 –24.0
PacBasn (Ex-Jap) Eq B AS EQ IRL 01/29 USD 1260.66 –7.6 –49.3 –23.6
Pan European Eq A EU EQ IRL 01/29 EUR 701.69 –2.4 –42.0 –29.0
Pan European Eq B EU EQ IRL 01/29 EUR 743.91 –2.3 –41.7 –28.6
US Equity A US EQ IRL 01/29 USD 627.57 –6.2 –40.5 –23.3
US Equity B US EQ IRL 01/29 USD 668.27 –6.1 –40.1 –22.9
US Small Cap A US EQ IRL 01/29 USD 929.95 –7.5 –40.1 –25.0
US Small Cap B US EQ IRL 01/29 USD 990.83 –7.5 –39.8 –24.6

n SEB ASSET MANAGEMENT S.A.
www.seb.se
SEB Fund 1
Choice Global Value -C- GL EQ LUX 01/30 SEK 57.95 –3.7 –43.2 –30.4
Choice Japan Fd JP EQ LUX 01/30 JPY 41.74 –7.2 –41.5 –33.8
Choice Jpn Chance/Risk JP EQ LUX 01/30 JPY 41.18 –8.1 –47.5 –35.0
Choice NthAmChance/Risk US EQ LUX 01/30 USD 2.83 1.0 –38.9 –23.7
Europe 2 Fd EU EQ LUX 01/30 EUR 0.68 –1.4 –44.7 –32.1
Europe 3 Fd EU EQ LUX 01/30 GBP 2.72 –9.0 –33.1 –20.8
Global Chance/Risk Fd GL EQ LUX 01/30 EUR 0.50 5.9 –29.1 –23.1
Global Fd GL EQ LUX 01/30 USD 1.58 –5.3 –40.5 –24.2
Intl Mixed Fd -C- NO BA LUX 01/30 USD 21.39 –6.9 –31.5 –16.1
Intl Mixed Fd -D- NO BA LUX 01/30 USD 15.09 –6.9 –31.5 –15.0
Wireless Fd OT EQ LUX 01/30 EUR 0.10 4.0 –40.3 –24.0

n SEB Fund 2
Choice Asia ex. Japan Fd AS EQ LUX 01/30 USD 4.24 –6.4 –46.2 –22.9
Currency Alpha EUR -IC- OT OT LUX 01/30 EUR 10.88 –0.3 7.7 NS
Currency Alpha EUR -RC- OT OT LUX 01/30 EUR 10.82 –0.4 7.3 NS

Currency Alpha SEK -ID- OT OT LUX 01/30 SEK 105.08 –0.5 7.5 NS
Currency Alpha SEK -RC- OT OT LUX 01/30 SEK 114.63 –0.4 7.3 NS
Generation Fd 80 OT OT LUX 01/30 SEK 6.29 –1.4 –26.3 NS
Nordic Focus EUR NO EQ LUX 01/30 EUR 52.42 5.1 –36.3 NS
Nordic Focus NOK NO EQ LUX 01/30 NOK 57.85 5.1 –36.3 NS
Nordic Focus SEK NO EQ LUX 01/30 SEK 59.13 5.1 –36.3 NS

n SEB Fund 3
Choice North America Eq. Fd US EQ LUX 01/30 USD 1.36 –2.4 –37.6 –23.6
Ethical Global Fd GL EQ LUX 01/30 USD 0.57 –7.8 –42.2 –26.1
Ethical Sweden Fd NO EQ LUX 01/30 SEK 26.77 –6.9 –31.2 –24.1
Europe Fd EU EQ LUX 01/30 USD 1.47 –4.4 –38.0 –26.2
Index Linked Bd Fd SEK OT BD LUX 01/30 SEK 12.86 –1.6 0.4 3.8
Medical Fd OT EQ LUX 01/30 USD 2.81 –2.0 –21.1 –12.3
Short Medium Bd Fd SEK NO MM LUX 01/30 SEK 9.18 0.3 3.0 3.1
Technology Fd OT EQ LUX 01/30 USD 1.55 –0.2 –36.1 –19.7
World Fd NO BA LUX 01/30 USD 1.52 –8.4 –38.4 –18.5

n SEB Fund 4
Short Bond Fd EUR EU MM LUX 01/30 EUR 1.27 0.2 1.9 2.2
Short Bond Fd SEK NO MM LUX 01/30 SEK 21.66 0.5 2.8 3.0
Short Bond Fd USD US MM LUX 01/30 USD 2.50 0.0 1.4 2.9

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 01/30 SEK 9.86 –2.0 –4.8 –0.8
Alpha Bond Fd SEK -B- NO BD LUX 01/30 SEK 8.85 –2.0 –4.8 –0.8
Alpha Bond Fd SEK -C- NO BD LUX 01/30 SEK 24.71 –2.0 –4.9 –0.9
Alpha Bond Fd SEK -D- NO BD LUX 01/30 SEK 8.23 –2.0 –4.9 –0.9
Alpha Short Bd SEK -A- NO MM LUX 01/30 SEK 10.90 0.8 3.3 3.3
Alpha Short Bd SEK -B- NO MM LUX 01/30 SEK 10.22 0.8 3.3 3.3
Alpha Short Bd SEK -C- NO MM LUX 01/30 SEK 21.32 0.8 3.2 3.2
Alpha Short Bd SEK -D- NO MM LUX 01/30 SEK 8.86 0.8 3.2 3.2
Bond Fd SEK -C- NO BD LUX 01/30 SEK 41.27 –0.7 7.3 5.5
Bond Fd SEK -D- NO BD LUX 01/30 SEK 12.38 –0.7 6.0 4.9
Corp. Bond Fd EUR -C- EU BD LUX 01/30 EUR 1.08 –1.2 –9.2 –4.6
Corp. Bond Fd EUR -D- EU BD LUX 01/30 EUR 0.84 –1.2 –9.5 –4.8
Corp. Bond Fd SEK -C- NO BD LUX 01/30 SEK 10.71 –0.3 –12.3 –5.7
Corp. Bond Fd SEK -D- NO BD LUX 01/30 SEK 8.41 –0.3 –12.2 –5.6
Danish Mortgage Bond Fd EUR -ID- NO BD LUX 01/30 EUR 102.27 –1.5 NS NS
Danish Mortgage Bond Fd EUR -RC- NO BD LUX 01/30 EUR 101.94 –1.6 NS NS
Danish Mortgage Bond Fd SEK -ID- NO BD LUX 12/17 SEK 121.91 NS NS NS
Danish Mortgage Bond Fd SEK -RC- NO BD LUX 01/30 SEK 1079.73 –1.6 NS NS
Flexible Bond Fd -C- NO BD LUX 01/30 SEK 20.96 0.5 5.5 4.3
Flexible Bond Fd -D- NO BD LUX 01/30 SEK 11.87 0.5 5.5 4.3

n SEB Global Hedge
Global Hedge I SEK -C- OT OT LUX 01/30 SEK 80.08 0.0 –21.6 –13.5
Global Hedge I SEK -D- OT OT LUX 01/30 SEK 73.19 0.0 –23.9 –14.8

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 01/30 USD 1.45 –5.9 –48.7 –20.6

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 01/30 SEK 17.24 2.7 –37.6 –25.3
Europe Chance/Risk Fd EU EQ LUX 01/30 EUR 746.77 –2.1 –48.2 –34.5

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
Email: am@tni.ae Tel:+971 2 619 2300
MENA Real Estate Acc Fund OT OT ARE 01/22 USD 8.76 –6.9 –43.5 –4.2
UAE Blue Chip Fund Acc OT OT ARE 01/22 AED 3.92 –14.4 –67.6 –28.1

n WWW.SGAM.COM
SGAM FUND
Bonds CHF A OT OT LUX 01/19 CHF 27.92 –1.0 5.3 2.5
Bonds ConvEurope A OT OT LUX 01/28 EUR 27.92 –1.5 –4.5 1.8
Bonds Eur Corp A OT OT LUX 01/28 EUR 20.86 0.6 –5.5 –3.1
Bonds Eur Hi Yld A OT OT LUX 01/28 EUR 13.73 3.3 –31.4 –21.1

Bonds EURO A OT OT LUX 01/29 EUR 39.10 –1.0 3.9 3.3
Bonds Europe A OT OT LUX 01/28 EUR 37.37 –1.3 2.7 2.2
Bonds US MtgBkSec A OT OT LUX 01/29 USD 24.90 –2.8 –3.5 2.1
Bonds US OppsCoreplus A OT OT LUX 01/28 USD 32.24 2.3 0.6 4.4
Bonds World A OT OT LUX 01/29 USD 38.41 –3.6 0.1 7.7
Eq. China A OT OT LUX 01/29 USD 13.56 –9.2 –50.0 –17.4
Eq. ConcentratedEuropeA OT OT LUX 01/29 EUR 19.64 –4.7 –45.0 –31.3
Eq. Eastern Europe A OT OT LUX 01/29 EUR 12.11 –8.4 –67.7 –43.1
Eq. Equities Global Energy OT OT LUX 01/29 USD 14.02 –1.6 –37.8 –12.1
Eq. Euroland A OT OT LUX 01/29 EUR 8.66 –5.5 –42.3 –29.2
Eq. Euroland MidCapA OT OT LUX 01/29 EUR 14.29 –0.8 –44.4 –32.8
Eq. EurolandCyclclsA OT OT LUX 01/29 EUR 13.23 –3.7 –40.1 –22.9
Eq. EurolandFinancialA OT OT LUX 01/29 EUR 7.73 –8.2 –52.5 –39.6
Eq. Glbl Emg Cty A OT OT LUX 01/29 USD 5.51 –7.9 –54.3 –24.8
Eq. Global A OT OT LUX 01/29 USD 20.05 –4.7 –41.7 –25.6
Eq. Global Technol A OT OT LUX 01/29 USD 3.66 0.1 –40.0 –28.0
Eq. Gold Mines A OT OT LUX 01/29 USD 21.07 0.8 –35.0 –9.1
Eq. Japan Sm Cap A OT OT LUX 01/29 JPY 887.75 –2.0 –37.4 –41.1
Eq. Japan Target A OT OT LUX 11/26 JPY 1485.42 –3.7 –18.8 –20.4
Eq. Pacific A OT OT LUX 01/29 USD 5.80 –9.1 –51.3 –22.2
Eq. US ConcenCore A OT OT LUX 01/29 USD 15.76 –3.0 –33.6 –19.2
Eq. US Lg Cap Gr A OT OT LUX 01/29 USD 10.91 1.2 –39.1 –23.1
Eq. US Mid Cap A OT OT LUX 01/29 USD 19.63 –2.0 –42.4 –21.7
Eq. US Multi Strg A OT OT LUX 01/28 USD 16.05 0.4 –38.2 –24.6
Eq. US Rel Val A OT OT LUX 01/28 USD 15.39 –0.9 –42.4 –29.0
Eq. US Sm Cap Val A OT OT LUX 01/29 USD 11.93 –7.8 –47.9 –33.6
Eq. US Value Opp A OT OT LUX 01/29 USD 12.35 –4.7 –46.0 –32.5
Money Market EURO A OT OT LUX 01/28 EUR 27.18 0.2 4.2 4.0
Money Market USD A OT OT LUX 01/28 USD 15.76 0.1 2.6 3.8

n YUKI MANAGEMENT & RESEARCH CO., LTD.
Tel: +81-3-5299-3277 www.yukijapan.co.jp
YMR-N Growth Fund JP EQ IRL 01/30 JPY 7722.00 –10.3 –46.1 –38.4
YMR-N Japan Fund JP EQ IRL 01/30 JPY 8335.00 –11.7 –44.9 –35.6
YMR-N Low Price Fund JP EQ IRL 01/30 JPY 11972.00 –7.8 –39.2 –34.5
YMR-N Small Cap Fund JP EQ IRL 01/30 JPY 5872.00 –8.5 –44.0 –39.2
Yuki Mizuho Gen Jpn III JP EQ IRL 01/30 JPY 3774.00 –11.2 –53.0 –40.8
Yuki Mizuho Jpn Dyn Gro AS EQ IRL 01/30 JPY 3982.00 –11.4 –53.1 –42.6
Yuki Mizuho Jpn Exc 100 JP EQ IRL 01/30 JPY 5463.00 –10.5 –49.8 –39.9
Yuki Mizuho Jpn Gen JP EQ IRL 01/30 JPY 7106.00 –11.4 –46.8 –37.3
Yuki Mizuho Jpn Gro JP EQ IRL 01/30 JPY 5589.00 –10.6 –46.5 –39.3
Yuki Mizuho Jpn Inc JP EQ IRL 01/30 JPY 7307.00 –8.1 –38.3 –32.3
Yuki Mizuho Jpn Lg Cap AS EQ IRL 01/30 JPY 4395.00 –11.8 –46.3 –35.6
Yuki Mizuho Jpn LowP JP EQ IRL 01/30 JPY 10128.00 –10.6 –37.1 –31.3
Yuki Mizuho Jpn PGth JP EQ IRL 01/30 JPY 6842.00 –10.4 –50.9 –39.1
Yuki Mizuho Jpn SmCp JP EQ IRL 01/30 JPY 5670.00 –7.5 –47.2 –39.2
Yuki Mizuho Jpn Val Sel AS EQ IRL 01/30 JPY 4803.00 –7.5 –42.5 –34.4
Yuki Mizuho Jpn YoungCo AS EQ IRL 01/30 JPY 2292.00 –4.0 –52.8 –50.4

n Yuki 77 Series
Yuki 77 Excellent JP EQ IRL 01/30 JPY 3770.00 –10.3 –50.9 –39.3
Yuki 77 General JP EQ IRL 01/30 JPY 5397.00 –8.6 –46.9 –36.4
Yuki 77 Growth JP EQ IRL 01/30 JPY 5164.00 –12.7 –50.0 –41.4
Yuki 77 Income AS EQ IRL 01/30 JPY 4712.00 –7.9 –38.0 NS

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 01/30 JPY 5708.00 –8.5 –44.1 –35.8
Yuki Chugoku Jpn Gro JP EQ IRL 01/30 JPY 4516.00 –11.7 –47.4 –36.2
Yuki Chugoku JpnLowP JP EQ IRL 01/30 JPY 7385.00 –9.8 –35.7 –29.3
Yuki Chugoku JpnPurGth JP EQ IRL 01/30 JPY 3974.00 –15.0 –48.3 –38.4

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 01/30 JPY 6166.00 –8.9 –46.3 –36.8

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 01/30 JPY 4128.00 –9.3 –46.4 –36.0
Yuki Hokuyo Jpn Inc JP EQ IRL 01/30 JPY 4763.00 –9.8 –38.0 –31.4
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 01/30 JPY 4333.00 –7.9 –42.8 NS

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 01/30 JPY 4109.00 –8.7 –50.8 –39.8
Yuki Nishi-Nippon Cty PurGthJp JP EQ IRL 01/30 JPY 3831.00 –12.2 –50.5 –39.2

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 01/30 JPY 4514.00 –11.5 –45.6 –37.3
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n 788 ASSET MANAGEMENT LTD.
info@788am.com www.788am.com
788 China Smaller Cap OT OT CYM 11/28 USD 15.43 NS NS NS
788 Gl Asset Alloc. Fd OT OT CYM 11/28 USD 68.65 –52.2 –51.4 –23.5

n ALEXANDRA INVESTMENT MANAGEMENT
Alexandra Global Inv I OT OT VGB 11/28 USD 36.36 –10.3 –1.0 5.6

n CAPITAL MANAGEMENT ADVISORS
Phone Number: +1 441 295 59 29
CMA Dynamic OT OT BHS 12/31 USD 1359.96 0.5 4.1 5.9
CMA MultHdge Arbtrge OT OT CYM 12/31 USD 1741.83 –9.8 –9.8 –2.2
CMA MultHdge Balncd OT OT CYM 12/31 USD 1247.13 0.4 4.8 5.8
CMA MultHdge Growth OT OT CYM 12/31 USD 1708.52 2.7 7.0 6.4
CMA MultiHdge Lvrgd OT OT CYM 12/31 USD 929.17 –0.3 1.6 6.7

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

n D'AURIOL FUNDS WWW.DAURIOL.BIZ
2 FUNDS OF FUNDS OF HEDGE FUNDS
D'Auriol Alt Non-Lev A EU OT CYM 11/28 EUR 101.40 –21.7 –21.4 –6.3
D'Auriol Opp F3 EUR EU MM CYM 11/28 EUR 1011.81 –26.2 –26.0 –10.2

n HARMONY CAPITAL
email: info@harmonycapitalfund.com
Harmony Cap Ltd A USD OT OT BMU 12/31 USD 2067.95 –11.5 –11.5 –4.4

Harmony Cap Ltd B EUR OT OT BMU 12/31 EUR 2006.83 –10.6 –10.6 –4.5
Harmony Cap Ltd D USD OT OT BMU 12/31 USD 1184.67 –11.9 –11.9 –4.8
Harmony Cap Ltd E EUR OT OT BMU 12/31 USD 1154.79 –10.8 –10.8 –4.9
Harmony Cap Ltd F GBP OT OT BMU 12/31 GBP 1008.01 –10.3 –10.3 –3.7

n HERMITAGE CAPITAL MANAGEMENT LTD.
Tel: +7501 258 3160 www.hermitagefund.com
The Hermitage Fund GL EQ JEY 01/23 USD 381.02 NS –77.7 –50.1

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 12/31 EUR 214.76 15.9 15.9 35.2
Horseman EmMkt Opp USD GL EQ USA 12/31 USD 219.48 14.6 14.6 36.0
Horseman EurSelLtd EUR EU EQ GBR 12/31 EUR 209.19 16.5 16.5 19.0
Horseman EurSelLtd USD EU EQ GBR 12/31 USD 217.51 15.7 15.7 19.4
Horseman Glbl Ltd EUR GL EQ CYM 12/31 USD 492.53 31.3 31.3 32.1
Horseman Glbl Ltd USD GL EQ CYM 12/31 USD 492.53 31.3 31.3 32.1

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Absolute Companies
HSBC Absolute Companies
Euro Absolute OT OT GGY 09/30 GBP 1.43 –12.1 –12.2 –0.7
Euro Absolute EUR OT OT GGY 09/30 EUR 2.01 –12.3 –12.6 –2.2
Global Absolute OT OT GGY 01/16 GBP 0.95 0.7 NS NS
Global Absolute USD OT OT GGY 01/16 USD 1.77 0.7 NS NS

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 12/31 EUR 76.32 –31.8 –31.8 NS
Special Opp Inst EUR OT OT CYM 12/31 EUR 71.80 –31.4 –31.4 NS
Special Opp Inst USD OT OT CYM 12/31 USD 80.72 –29.4 –29.4 NS
Special Opp USD OT OT CYM 12/31 USD 79.59 –29.9 –29.9 NS

n HSBC Portfolio Selection Fund
GH Fund AP OT OT JEY 12/31 EUR 119.30 –15.8 –15.8 –1.7
GH Fund CHF Hdg OT OT JEY 12/31 CHF 99.82 –18.6 –18.6 –5.6
GH Fund EUR Hdg OT OT JEY 12/31 EUR 108.50 –17.8 –17.8 –4.2
GH Fund EUR Hdg (Non-V II) OT OT JEY 12/31 EUR 96.32 –17.7 –17.7 –4.2
GH Fund EUR Hdg (Non-V) OT OT JEY 12/31 EUR 108.50 –17.8 –17.8 –4.2
GH Fund GBP Hdg OT OT JEY 12/31 GBP 117.84 –17.7 –17.7 –3.3
GH Fund Inst EUR OT OT JEY 12/31 EUR 83.48 NS NS NS
GH Fund Inst JPY OT OT JEY 12/31 JPY 8406.59 –17.2 –17.2 NS
GH Fund Inst USD OT OT JEY 12/31 USD 98.67 –16.0 –16.0 –2.1
GH FUND S EUR OT OT CYM 12/31 EUR 113.05 –17.3 –17.3 –3.4
GH FUND S GBP OT OT JEY 12/31 GBP 117.63 –16.5 –16.5 –2.2
GH Fund S USD OT OT CYM 12/31 USD 132.00 –15.5 –15.5 –1.6
GH Fund USD OT OT GGY 12/31 USD 243.74 –16.6 –16.6 –2.8
Hedge Investments OT OT JEY 12/31 USD 123.89 –15.6 –15.6 –2.3
Leverage GH USD OT OT GGY 12/31 USD 97.53 –36.1 –36.1 –12.7
MultiAdv Arb CHF Hdg OT OT JEY 12/31 CHF 84.01 –26.4 –26.4 –12.7
MultiAdv Arb EUR Hdg OT OT JEY 12/31 EUR 90.37 –25.7 –25.7 –11.5
MultiAdv Arb GBP Hdg OT OT JEY 12/31 GBP 96.92 –26.3 –26.3 –11.4
MultiAdv Arb Inst USD OT OT CYM 06/30 USD 98.01 –0.8 NS NS
MultiAdv Arb S EUR OT OT CYM 12/31 EUR 95.72 –24.8 –24.8 –10.4
MultiAdv Arb S GBP OT OT CYM 12/31 GBP 99.72 –25.0 –25.0 –9.8
MultiAdv Arb S USD OT OT CYM 12/31 USD 108.31 –23.4 –23.4 –8.9
MultiAdv Arb USD OT OT GGY 12/31 USD 168.78 –24.4 –24.4 –10.1

n HSBC Uni-folio
Alpha AdvantEdge OT OT JEY 12/31 USD 107.06 –19.7 –19.7 –6.2
Asian AdbantEdge EUR OT OT JEY 12/31 EUR 88.69 –25.3 –25.3 NS
Asian AdvantEdge OT OT JEY 12/31 USD 162.03 –24.2 –24.2 –3.8
Emerg AdvantEdge OT OT JEY 12/31 USD 140.36 –32.2 –32.2 –8.9
Emerg AdvantEdge EUR OT OT JEY 12/31 EUR 78.55 –34.1 –34.1 NS
Europ AdvantEdge EUR OT OT JEY 12/31 EUR 115.25 –19.2 –19.2 –7.9
Europ AdvantEdge USD OT OT JEY 12/31 USD 122.02 –18.3 –18.3 –6.8
Japan AdvantEdge JPY OT OT JEY 12/31 JPY 8080.25 –13.9 –13.9 –9.7
Japan AdvantEdge USD OT OT JEY 12/31 USD 94.08 –12.4 –12.4 –6.7
Lvgd Alpha AdvantEdge OT OT JEY 12/31 USD 85.85 –40.9 –40.9 –18.5
Trading AdvantEdge OT OT GGY 12/31 USD 151.67 12.8 12.8 16.1
Trading AdvantEdge EUR OT OT GGY 12/31 EUR 137.63 12.7 12.7 15.0
Trading AdvantEdge GBP OT OT GGY 12/31 GBP 145.50 15.6 15.6 17.4
US AdvantEdge OT OT JEY 12/31 USD 102.32 –19.1 –19.1 –6.0

n INTEGRATED ALTERNATIVE INVESTMENTS, TEL: +44 (0)20 75149200
Email: contact@integratedai.com - Website: www.integratedai.com
Altipro OT OT FRA 12/31 EUR 245.96 –3.3 –3.3 1.0
Integrated Dir Trading EUR OT OT CYM 10/31 EUR 101.42 –1.0 1.4 6.1
Integrated Emg Markets EUR OT OT CYM 10/31 EUR 75.74 –27.9 –29.3 –9.0
Integrated European EUR OT OT CYM 10/31 EUR 148.65 0.0 –1.5 2.5
Integrated Event Driven EUR OT OT CYM 10/31 EUR 87.20 –18.7 –20.2 –3.6
Integrated Lg/Sh Sel F EUR OT OT CYM 09/30 EUR 89.88 –10.1 –9.3 2.9
Integrated MultSt B EUR OT OT VGB 10/31 EUR 117.21 –16.0 –16.4 –3.5
Integrated Relative Value EUR OT OT CYM 09/30 EUR 96.76 –3.7 –3.4 2.4

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
KBL SPOP Investing OT OT LUX 09/30 EUR 1902.24 –13.7 –12.4 0.9
KBL SPOP Investing OT OT LUX 09/30 USD 1829.54 –14.3 –12.7 1.6
KBL SPOP Long/Short Eq OT OT LUX 10/31 USD 391.27 –40.9 –41.9 –12.3
KBL SPOP Long/Short Eq OT OT LUX 10/31 EUR 371.55 –42.9 –43.8 –14.4

n MERIDEN GROUP
Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 01/23 USD 167.96 –12.6 NS –52.7
Antanta MidCap Fund EE EQ AND 01/23 USD 216.84 –25.2 NS –58.1

Meriden Opps Fund GL OT AND 01/28 EUR 86.27 –0.9 –19.0 NS
Meriden Protective Div GL EQ 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 11/28 USD 1221.07 –17.7 –17.5 –3.2

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 01/20 USD 85.79 3.0 79.6 29.7
Superfund GCT USD* GL EQ LUX 01/20 USD 3725.00 2.0 53.9 15.6
Superfund Gold A (SPC) GL OT CYM 01/20 USD 1147.52 –1.3 21.8 22.5
Superfund Gold B (SPC) GL OT CYM 01/20 USD 1344.85 –0.2 35.5 25.8
Superfund Q-AG* OT OT AUT 01/20 EUR 8886.00 1.4 37.5 14.8

n WEAVERING CAPITAL
www.weaveringcapital.com chas.dabhia@weaveringcapital.com T:+44(0)2073554720
Weavering Macro F.I. Fd GL OT CYM 01/05 USD 183.77 0.0 11.5 12.2

n WINTON CAPITAL MANAGEMENT LTD
Tel: +44 (0)20 7610 5350 Fax: +44 (0)20 7610 5301
Winton Evolution EUR GL OT VGB 12/31 EUR 1294.11 3.4 3.4 8.5
Winton Evolution GBP GL OT VGB 12/31 GBP 1275.44 4.6 4.6 9.7
Winton Evolution JPY GL OT VGB 12/31 JPY 114484.74 –0.4 –0.4 5.0
Winton Evolution USD GL OT CYM 12/31 USD 1264.06 3.1 3.1 8.7
Winton Futures EUR GL OT VGB 12/31 EUR 205.87 21.3 21.3 18.9
Winton Futures GBP GL OT VGB 12/31 GBP 221.96 23.1 23.1 20.6
Winton Futures JPY Lead Series 2 GL OT VGB 12/31 JPY 14758.61 17.3 17.3 15.5
Winton Futures USD GL OT VGB 12/31 USD 733.31 21.0 21.0 19.5

n ZULAUF EUROPE FUNDS
Phone: +353 1436 7200 Fax: +353 1672 5361 www.zulaufeurope.ky
Zulauf Europe Fd EUR OT OT CYM 01/23 EUR 111.59 –6.1 –18.5 –8.2
Zulauf Europe Fd LP OT OT CYM 03/31 USD 173.04 1.2 12.5 6.3
Zulauf Europe Fd USD OT OT CYM 01/23 USD 240.05 –7.2 –17.2 –6.1
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For information about listing your funds, please contact: Peter Jennings, tel: +44-20-7842-9674; email: peter.jennings@dowjones.com or Carson Wong tel: +852 2831-6481; email: carson.wong@dowjones.com
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n ARIX ABSOLUTE RETURN INVESTABLE INDEX
Feri Institutional Advisors, www.feri.de
ARIX Composite Gross USD OT 12/31 USD 1269.10 NS –2.7 –11.0 –19.4 –6.7
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INDICES
12-month and 2-year returns may be calculated over 11- and 23-month
periods pending receipt and publication of the last month end price.
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Threat seen to Russian privatization gains
Architect of sell-offs
says Kremlin moves
could undo process

By Joellen Perry

And Alessandra Galloni

DAVOS, Switzerland—The over-
arching theme of last week’s meeting
oftheglobaleconomiceliteinthistony
Alpine village was how to re-engineer
theworld’sfinancialsysteminorderto
prevent a repeat of the current crisis.
Mario Draghi heads the Financial Sta-
bility Forum, a quorum of policy mak-
ers from across the world that’s been
charged with isolating the key causes
ofthecrisisandretoolingthefinancial
system to avoid a recurrence.

In an interview with The Wall
Street Journal here, he sketched out a
future financialsystemthatwouldop-
eratewithfarlessdebtandfarmoresu-
pervision. Mr. Draghi, Italy’s central-
bankgovernorandaEuropeanCentral
Bankgoverning-councilmember,sug-
gested global leaders gathering at the
nextmeetingoftheGroup of20topin-
dustrialized countries in April could

coalesce around a set of principles for
repairing the battered financial sys-
tem and getting banks lending again.
Here are excerpts from the interview:

WSJ: Are there any signs markets are
stabilizingor improvingandif so,how
muchshould we read into it?
Mr. Draghi: There are markets that
have started to functionagain, though
atareducedlevel.Spreadsontheinter-
bank market have narrowed
considerably, and the corpo-
rate-bond market has shown
signs of being alive. There
has been a flurry of new issu-
ancesinthefirstfewweeksof
January.Wewillgetlittlebits
of good news and we can en-
joy them. But we shouldn’t
maketoomuch out ofit.

WSJ:What is the priority for
regulators at the moment?
Mr. Draghi: Credit circuits
havebeencloggednowformorethana
year...The very first thing to do is re-
storeconfidenceinthebankingsector,
becauseit’sclearthatuntilthatisdone
there will be no significant flow of pri-
vate capital to the banking sector.

WSJ: How do you restore that confi-
dence when the market has become
so skeptical and skittish?
Mr. Draghi: The only thing we can
do to help restart the market is to
tell the world that there are certain
kinds of real products that are sim-
ple to understand, easy to price and
satisfy certain legal conditions.

WSJ: How do you do that beyond
emergency measures and into the

medium and long term?
Mr. Draghi: There needs to be signif-
icant progress in developing
greater transparency so we can un-
derstand what’s on banks’ balance
sheets and what valuations are.

WSJ: More specifically?
Mr. Draghi: In the future, there is go-
ing to be an unavoidable move to-
ward standardization....With stan-

dardization, regardless of
whether you have regula-
tion, you will have a power-
ful push toward transpar-
ency, because people
would understand and
price products with full
knowledge of them. It is
also of primary importance
that we create a centralized
clearingandsettlementpro-
cess.

WSJ: Aren’t you afraid that
the push for more regulation will
put a brake on financial innovation?
Mr. Draghi: We want to create a sys-
tem which doesn’t destroy the pro-
spectives of the banking industry.
Standardization may well hamper
growth of financial innovation, but
this growth will be more sustain-
able through time.

WSJ: All things considered, what do
you think the banking landscape
will look like in the future?
Mr.Draghi:Whatwewantisafinancial
industry, and banking sector espe-
cially, where you have more capital,
less debt, more rules and much stron-
gersupervision.Youcanhavethatonly
if there is a level playing field and
broad endorsement by political lead-

ers. It has to be done in a way that you
keepthe market alive.That’s the art of
doingit.

WSJ: You talk about engaging politi-
cal leaders. The G-20 is looking at a
variety of changes to the global fi-
nancial regulatory system. What do
you hope will come out of it?
Mr. Draghi: I am confident that this
group will not only endorse a global
response but also contribute to
shaping it.

WSJ: Is there a sense that we could
see political leaders make a coordi-
nated statement about their goals—
for instance, increasing transpar-
ency—and then leave it to each na-
tion’s discretion on how to imple-
ment the shared goal?
Mr. Draghi: Yes. I think that is ex-
actly the process. There is a great
need for political endorsement at
the global level. Then implementa-
tion is going to be, unavoidably, na-
tional. There is a shared sense that
oneofthegreatbenefitsforthefinan-
cial-services industry was that over
the last, say, 20 years, it has became
global. Nobody denies this benefit
now.Wewillloseallthisifwebecome
protectionistagainbytakingupiniti-
atives purely at a national level.

WSJ: If you achieve all these goals,
is the end result a world in which cri-
ses become less likely?
Mr. Draghi: No. I think crises are
part and parcel of the market func-
tioning. Our aim is to make sure you
don’t amplify normal market oscilla-
tions, either by regulation or by indi-
vidual behavior. That’s the ideal reg-
ulatory action plan.

Restoring confidence with more transparency

Note: Inflation-adjusted GDP in local currency 

Source: World Bank; International Monetary Fund (estimates)

Running out of fuel
Russia’s GDP, annual percentage change, since the final years of the Sovet Union.
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Russia may buy
stake in Rusal,
firm’s CEO says

By Marc Champion

DAVOS, Switzerland—Russia
risks reversing the process of priva-
tization in its response to the cur-
rent downturn, even if the govern-
ment doesn’t intend it, according to
Anatoly Chubais, the man who sold
off state industries to so-called oli-
garchs in the 1990s.

When Russian Prime Minister
Vladimir Putin said in a speech
Wednesday that his government
had no interest in running more of
the economy, many in the audience
were skeptical.

“Good luck with that,” quipped
former U.S. President Bill Clinton,
speaking at a later session of the
World Economic Forum here.

The Kremlin’s control over the
economy, particularly the energy
sector, has grown dramatically in re-
cent years, despite officials’ insis-
tence there is no policy behind it.

Still, according to Mr. Chubais,
Mr. Putin probably meant what he
said. The latest bout of state inter-
vention in Russia was no more
planned in Moscow than in Wash-
ington or Europe, he says. The
problem, he says, is that the result
may be the same, even if it wasn’t
intended.

“We have a very bad tradition in
Russia, where strategy comes from
tactics. So what I am afraid of is that
this tactic [of taking government

stakes in companies] will become a
strategy, which is a real risk,” said
Mr. Chubais, who was in Davos
when Mr. Putin made his speech.

Mr. Chubais is an unusual figure
in Russia who still flies the privatiza-
tion flag. Last year, as the state was
swallowing up once-private oil com-
panies, he made himself redundant
by breaking up RAO UES, the state
electricity monopoly he ran, selling
the pieces to private buyers. He is
now chief executive of Rusnano, a $5
billion government fund to develop
a Russian nanotechnology industry.

The severity of the downturn in
Russia has shown just how depen-
dent the country remains on com-
modities, which account for more
than 80% of exports, Mr. Chubais
said. Russian towns still depend on
single industries for their survival,
making them hugely vulnerable
should they shut down. Small and

medium-size businesses account
for less than 20% of the economy,
compared with well over 50% in
most industrialized nations.

By the time the downturn is over,
says Mr. Chubais, some of the com-
panies the government is now bail-
ing out may not exist. He gives the
country a 50/50 chance of escaping
without political turmoil.

Other Russian businessmen in
Davos this week were equally con-
cerned about the outlook. “In emerg-
ing markets, people are finding out
that the new system isn’t perfect.
The risk of going back, not to com-
munism but to something very wor-
rying, is quite dangerous,” says
Ruben Vardanian, chief executive of
Moscow-based investment bank
Troika Dialog.

Mr. Chubais said Russia has ig-
nored a resource that could help
broaden the economy and provide

high-value jobs outside the commod-
ities sector—its scientists. His fund,
Rusnano, was started in 2007 and
now has around 800 applications
for projects. It plans to invest on av-
erage $1 billion a year.

A lot of projects will be for the
aerospace, nuclear and resource in-
dustries, where Russia has ready
buyers, as well as medicine, electron-
ics and other areas, Rusnano says.

Among projects approved so far
are one to make catalysts for oil re-
fineries; one to coat oil drilling bits,
so they become harder and need
less sharpening; and another to coat
the blades of gas turbines, making
them stronger and more efficient.
Once the projects are up and run-
ning, Rusnano plans to pull out of
the companies involved, according
to the company.

Russian officials up to Mr. Putin
and President Dmitry Medvedev

have long said they recognize the
need to broaden Russia’s economy
and to encourage the growth of
small companies that would cre-
ate jobs fast and make the econ-
omy more resilient. But so far it
hasn’t happened.

“Russians did not use all the eco-
nomic benefits of the growth era.
It’s still very much a petro-state,”
says Angela Stent, head of the Rus-
sia and Eurasia department at
Georgetown University in Washing-
ton. Smaller companies of the kind
Mr. Chubais wants to see experience
legal hurdles and costs such as
bribes that can make it hard for
them to survive, she says.

Mr. Chubais said it isn’t the ideal
environment for high-tech startups,
but he’s undaunted. In 1995, he im-
plemented the controversial “loans
for shares” scheme, in which the
state borrowed money from private
oligarchs with oil fields, metals pro-
ducers and other state assets as col-
lateral. When the state didn’t repay
the loans, the oligarchs became own-
ers of huge resource assets at dis-
count prices.

The move was hugely unpopular,
but Mr. Chubais defended it at the
time as necessary to break state con-
trol over the economy.

So long as state ownership
doesn’t now develop into a long-
term government strategy, says Mr.
Chubais, in three or four years
“we’ll have a second wave of privati-
zation that will be aimed to getting
revenues, unlike the privatization
of ’90s which was aimed at fighting
Communism.”

By Spencer Swartz

DAVOS, Switzerland—Russian
mining billionaire Oleg Deripaska
said the Russian government is con-
sidering taking some kind of minority
stake in aluminum company UC
Rusal, the world’s biggest, as the firm
tries to pare down its bloated debt.

“It will be much more clear in
February” whether the government
takes a stake in the company, Mr. De-
ripaska said in an interview with a
small group of reporters here. He
said the government was looking at
a minority holding in Rusal.

Mr. Deripaska, Rusal’s majority
shareholder and chief executive, has
been in talks for months with the com-
pany’s creditors, which include the
Kremlin, over refinancing Rusal debt
that stands at around $14 billion.

The Russian government may
use a convertible bond that eventu-
ally would be turned into stock as
“one instrument” to help the closely
held aluminum firm repair its bal-
ance sheet, said Mr. Deripaska, who
holds about a 57% stake in Rusal.

As the world economy and Rus-
sia’s economy tumbled last year,
Rusal was forced to turn to the Krem-
lin for a $4.5 billion loan to refi-
nance debt Rusal took on to buy a
25% stake in OAO Norilsk Nickel.

But with companies’ revenue
tanking, the Kremlin has been ac-
tive devising bailout plans for Rus-
sian industry, raising fears among
business leaders of a longer-term na-
tionalization of Russian companies.
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n BANC INTERNACIONAL D'ANDORRA. BANCA MORA.
Avgd. Meritxell 96, Andorra la Vella. Andorra. Ph. +376.884884 www.bibm.ad
Andfs. Anglaterra UK EQ AND 01/29 GBP 6.51 –2.3 –23.9 –15.2

Andfs. Borsa Global GL EQ AND 01/29 EUR 5.55 –4.3 –34.8 –22.9

Andfs. Emergents GL EQ AND 01/29 USD 9.71 –2.9 –49.1 –21.8

Andfs. Espanya EU EQ AND 01/29 EUR 9.99 –7.7 –35.0 –23.2

Andfs. Estats Units US EQ AND 01/29 USD 11.87 –2.6 –35.7 –20.5

Andfs. Europa EU EQ AND 01/29 EUR 6.08 –6.2 –36.9 –24.9

Andfs. Franca EU EQ AND 01/29 EUR 7.73 –6.6 –37.1 –26.1

Andfs. Japo JP EQ AND 01/29 JPY 418.22 –4.6 –38.2 –30.9

Andfs. Plus Dollars US BA AND 01/29 USD 8.25 –2.2 –20.6 –11.2

Andfs. RF Dolars US BD AND 01/29 USD 10.06 –1.6 –12.0 –5.0

Andfs. RF Euros EU BD AND 01/29 EUR 8.93 –0.2 –18.9 –11.0

Andorfons EU BD AND 01/29 EUR 11.61 –2.6 –22.9 –14.5

Andorfons Alternative Premium OT OT AND 11/30 EUR 94.24 –18.8 –18.7 –6.8

Andorfons Mix 30 EU BA AND 01/29 EUR 7.82 –3.4 –29.4 –18.1

Andorfons Mix 60 EU BA AND 01/29 EUR 7.72 –5.0 –35.6 –22.8

n CHARTERED ASSET MANAGEMENT PTE LTD - TEL NO: 65-6835-8866
Fax No: 65-6835 8865, Website: www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited AS EQ MUS 01/23 USD 131176.18 –2.8 –45.6 –22.1

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 01/30 EUR 10.05 –0.2 –0.9 –0.3
DJE-Absolut P GL EQ LUX 01/30 EUR 169.21 –3.5 –26.4 –15.0
DJE-Alpha Glbl P EU BA LUX 01/30 EUR 149.02 –3.1 –21.2 –11.4
DJE-Div& Substanz P GL EQ LUX 01/30 EUR 173.88 –0.6 –21.2 –12.4
DJE-Gold&Resourc P OT EQ LUX 01/30 EUR 132.54 1.4 –31.8 –9.1
DJE-Renten Glbl P EU BD LUX 01/30 EUR 121.02 1.1 –0.5 0.6
LuxPro-Dragon I AS EQ LUX 01/30 EUR 95.41 2.8 –35.7 –12.9
LuxPro-Dragon P AS EQ LUX 01/30 EUR 93.20 2.7 –36.1 –13.9
LuxTopic-Aktien Europa EU EQ LUX 01/30 EUR 13.25 –7.5 –22.2 –11.1
LuxTopic-Pacific AS EQ LUX 01/30 EUR 9.36 3.4 –50.1 –27.3

n HERITAGE FUND MANAGEMENT
info@heritagefunds.ch www.heritagefunds.ch
HF-China Abs Ret OT OT CHE 01/15 CHF 70.79 –0.8 –52.0 –21.6
HF-World Bds Abs Ret OT OT CHE 01/15 USD 71.48 0.0 –22.1 –7.8

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 12/31 USD 34.58 –46.2 –46.2 –6.7
EFG-Hermes MEDA* GL EQ BMU 12/31 USD 20.95 –42.1 –42.1 –6.7
EFG-Hermes Saudi Arabia Equity EA EQ SAU 12/31 SAR 4.74 NS NS NS
EFG-Hermes Telecom OT EQ BMU 12/31 USD 25.64 –33.1 –33.1 –5.7

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 01/29 USD 251.01 2.2 –19.6 –7.5
Sel Emerg Mkt Equity GL EQ GGY 01/29 USD 123.16 –6.0 –48.8 –22.3
Sel Euro Equity EUR US EQ GGY 01/28 EUR 73.70 –1.1 –42.1 –29.8
Sel European Equity EU EQ GGY 01/29 USD 125.53 –8.7 –50.7 –30.2
Sel Glob Equity GL EQ GGY 01/29 USD 133.65 –6.9 –46.3 –28.7
Sel Glob Fxd Inc GL BD GGY 01/29 USD 125.66 –2.6 –15.8 –4.6
Sel Pacific Equity AS EQ GGY 01/29 USD 83.31 –7.9 –47.7 –22.7
Sel US Equity US EQ GGY 01/29 USD 94.63 –6.1 –39.7 –24.2
Sel US Sm Cap Eq US EQ GGY 01/29 USD 122.11 –6.6 –42.0 –29.1

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
DSF 25/75 EU BA LUX 01/29 EUR 286.60 –1.8 –18.6 –10.2
DSF 50/50 EU BA LUX 01/29 EUR 212.37 –1.7 –25.0 –15.0
DSF 75/25 EU BA LUX 01/29 EUR 159.94 –1.5 –31.4 –20.3
KBC Eq (L) Europe EU EQ LUX 01/29 EUR 379.68 –2.3 –43.1 –30.7
KBC Eq (L) Japan JP EQ LUX 01/29 JPY 15797.00 –5.6 –39.7 –33.3
KBC Eq (L) NthAmer EUR US EQ LUX 01/29 EUR 429.03 –6.1 –38.8 –23.1
KBC Eq (L) NthAmer USD US EQ LUX 01/29 USD 623.59 –6.0 –37.3 –21.1
KBL Key America EUR US EQ LUX 01/28 EUR 313.14 –1.8 –39.8 –23.7
KBL Key America USD US EQ LUX 01/28 USD 328.15 –1.4 –39.1 –22.2
KBL Key East Europe EU EQ LUX 01/28 EUR 1002.70 –5.2 –65.7 –42.0
KBL Key Eur Sm Cie EU EQ LUX 01/28 EUR 628.15 –0.1 –44.8 –34.4
KBL Key Europe EU EQ LUX 01/28 EUR 510.43 –1.6 –32.9 –25.3
KBL Key Far East AS EQ LUX 01/28 USD 836.11 –7.3 –49.3 –25.0
KBL Key Major Em Mkts GL EQ LUX 01/28 USD 321.31 –6.2 –60.2 –28.9
KBL Key NaturalRes EUR OT EQ LUX 01/28 EUR 349.70 2.7 –36.7 –17.0
KBL Key NaturalRes USD OT EQ LUX 01/28 USD 352.30 –2.3 –43.4 –16.0

n LLOYD GEORGE MANAGEMENT (HK) LTD
Suite 3808, One Exchange Square, HK: Tel. 852 2845 4433 Fax. 852 2845 3911
LG Antenna GL EQ BMU 01/23 USD 32.04 –6.2 –54.2 NS
LG Asian Plus AS EQ CYM 01/16 USD 36.11 –4.4 –56.9 –20.4
LG Asian SmallerCo's AS EQ BMU 01/29 USD 51.56 –6.5 –61.0 –39.3
LG India EA EQ MUS 01/22 USD 28.63 –10.3 –68.5 –30.2
Siberian Investment Co EE EQ IRL 01/19 USD 15.50 –4.5 –82.6 –53.1
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As its portfolio
slides, Mizuho
reports losses
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Hitachi, NEC forecast losses, steep job cuts

Instead of eviction, monthly rent
Move to help tenants
in U.S. has critics;
drag on home sales?
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By Kenneth Maxwell

And Daisuke Wakabayashi

TOKYO—Japan’s electronics gi-
ants forecast steep losses and un-
veiled sweeping job cuts, the latest
signs of how the country’s recession
is deepening.

In what would be a record loss by
a Japanese manufacturer, Hitachi
Ltd. said it expects to post a full-year
net loss of 700 billion yen ($7.8 bil-
lion), compared with a previous fore-
cast of a 15 billion yen net profit. Hita-
chi, which makes everything from
flat-screen televisions to power sys-
tems, said it will eliminate 7,000 jobs
and freeze capital spending.

NEC Corp., a computer-system
and chip maker, forecast a net loss
of 290 billion yen for the fiscal year
ending March, and said it would
cut more than 20,000 jobs—half of
them full-time, and 40% of them in
Japan—in the 12 months through

March 2010.
Other Japanese technology com-

panies face similar problems. Japa-
nese technology companies report-
ing earnings in the last week alone
said they expect to lose more than 1.5
trillion yen ($16.7 billion) in the fiscal
year ending in March. These compa-
nies plan to cut a total of nearly
50,000 full-time and temporary jobs
in operations around the world, in-
cluding Japan, where companies
have long been considered to have a
social responsibility to take care of
their workers.

Industrial electronics giants in Ja-
pan are grappling with a recession in
key markets, sapping demand for con-
sumer electronics as well as large in-
frastructure projects. What’s more, a
strong yen has cut into what little
overseas revenue there is because it
crimps overseas earnings when repa-
triated into yen.

Manufacturers are slamming on

the brakes at alarming speed. Earlier,
the government announced that pre-
liminary industrial production fell
9.6% in December from a month ear-
lier, marking a second straight month
of sharp decline, and said it expects
steep declines to continue into 2009.
This follows data showing that ex-
ports fell a record 35% on year in De-
cember to 4.8 trillion yen.

Analysts now said they expect Ja-
pan’s October-December gross do-
mestic product to shrink by more
than 10%, after contracting in the two
previous quarters.

Hitachi’s announcement, made af-
ter the markets closed on Friday, is
likely to further unsettle investors, an-
alysts said. Toshiba Corp.’s shares
skidded 17% on the company’s warn-
ing earlier last week, while even rela-
tive safe havens like Nintendo Co.
closed limit-down, off 12%, after the
videogame giant sliced a third off its
profit forecast for the fiscal year. On

Friday, the Nikkei 225 Stock Average
closed down 3.1% at 7994.05.

Hitachi said demand sank from No-
vember for products like semiconduc-
tor manufacturing equipment and au-
tomobile equipment. It now expects
an operating profit of 40 billion yen
for the year, down from a previous
forecast of a 410 billion yen profit,
and sales of 10.02 trillion yen rather
than 10.90 trillion yen. In an attempt
to tackle the slump, Hitachi said it
aims to cut 200 billion yen in fixed
costs by March 2010.

Announcing the 20,000 job cuts at
NEC, President Kaoru Yano said the
company will “consider any possible
measures” to restore its ailing semi-
conductor operations to health.

A person familiar with the situa-
tion said Toshiba and NEC are in talks
over a potential tie-up in operations
that make semiconductors used in
products such as cars and air condi-
tioners.

By Nick Timiraos

Fannie Mae and Freddie Mac,
currently the largest holders of U.S.
home mortgages, are fast becoming
big landlords. But some real-estate
agents say the firms’ unwillingness
to evict tenants from properties
they inherit could slow the housing
market’s recovery.

Freddie Mac, bowing to pressure
from affordable-housing advocates,
said Friday it would let renters re-
main in homes lost to foreclosure.
The mortgage-finance company
will begin next month offering
monthly leases to tenants, follow-
ing the lead of Fannie Mae, which
rolled out a similar policy earlier
this month. Both companies said Fri-
day they would halt tenant evic-
tions in February.

The policies are an about-face
from the two companies’ previous
practice when, like most lenders
and mortgage companies, they rou-
tinely evicted tenants in homes that
fell into foreclosure, even when resi-
dents were current on their rent.

Tenant advocates have called
on private lenders to follow Fannie
and Freddies’ lead, noting that ten-

ants have been swept up in the fore-
closure crisis. Lenders should “not
be kicking a tenant out in the mid-
dle of a recession who has upheld
all the terms of their rental agree-
ment,” said Jim Carr, operating
chief of the National Community
Reinvestment Coalition. “It repre-
sents a really important and good-
faith effort not to compound the
misery of these families.”

Fannie and Freddie’s responsi-
bity for running businesses some-
times is at odds with its mission of

fostering home ownership and com-
munity stability. So while tenant
groups have hailed the companies’
moves, some critics contend that
the plans, while perhaps providing a
social good, don’t make sound busi-
ness sense.

Among the critics are real-es-
tate agents, whom Fannie Mae will
rely on to handle maintenance and
rent collection for some of the
properties. They say renting the
homes could slow sales because
homes don’t sell as well with ten-

ants living in them.
“Fannie Mae is in the business of

financing homes and selling them,
but now this change is going to re-
sult in properties probably remain-
ing on the market,” said Brett Barry,
an agent with Realty Executives in
Phoenix who sells properties that
now include tenants eligible for a
Fannie Mae lease. “Now, if someone
calls me at 3 a.m. with a toilet mal-
function or a roof leak, I’m responsi-
ble for handling that.”

Fannie and Freddie will market

the homes for sale while they are
rented and leases will transfer to a
the buyers. Real-estate agents also
say they are worried the policy will
limit the pool of buyers to investors,
and that it could lead rental prices
to dictate sale prices and further
erode values.

“If you’ve got a house worth
$350,000 and rent it for $1,200, no
investor is going to buy that,” said
David Peeples, a Tallahassee, Fla.,
real-estate agent. Because that
monthly rent wouldn’t cover the

mortgage payments, he said, “the
end result is that, with a tenant, it’s
going to be unsellable.”

Fannie and Freddie officials
said they believe the program will
attract investors who want to keep
the properties rented. “If we get a
good renter and set the rental rate
at a good market rate, then it re-
ally should be attractive to an in-
vestor,” said Jason Allnutt, Fan-
nie’s vice president for credit-loss
management.

And some property managers ar-
gue that it is better to have tenants
in the homes than to leave them va-
cant. “Homes will not sit there and
quietly be destroyed, even if the ten-
ant’s a little sloppy in their upkeep,”
said Betsy Morgan, who oversees
residential-property management
for Prudential Tropical Realty in
Tampa, Fla.

The change should help renters
such as Luis Cartagena, a 38-year-
old electrician who received an evic-
tion letter this month after his land-
lord was foreclosed on by Freddie
Mac. Mr. Cartegena said he always
paid his rent on time for the two-
family home in New Haven, Conn. “I
don’t have any idea what I will do,”
said Mr. Cartagena, who said he
hasn’t been notified about Freddie’s
impending policy change.

Fannie and Freddie held 20% of
all loans that were 90 days or more
past due as of the third quarter of
2008.

By Yuka Hayashi

TOKYO—An impairment loss of
204.9 billion yen ($2.28 billion) on
its stock holdings pushed Mizuho Fi-
nancial Group Inc. deeply into the
red in the October-December quar-
ter as Japanese shares slid amid the
global financial crisis.

For the nine months ended Dec.
31, Japan’s third-largest bank by
market capitalization posted a con-
solidated net loss of 50.55 billion
yen, a sharp deterioration from
profit of 393 billion yen a year ear-
lier. Mizuho didn’t report its quar-
terly net earnings, but a spokes-
woman said the quarterly net loss
was 145 billion yen.

For the fiscal year ending March
31, Mizuho cut its net profit esti-
mate to 100 billion yen, a fraction of
a 560-billion-yen target put forth at
the beginning of the fiscal year.
Also hurting the bank was a sharp
rise in its credit costs as corporate
bankruptcies continued to soar in
Japan.

The results underscore just how
much Japanese banks are exposed
to declines in stock markets even as
they have largely avoided the credit
losses that are afflicting many U.S.
and European financial firms. Like
Mizuho, Mitsubishi UFJ Financial
Group Inc., Japan’s largest bank, is
likely to report red ink when it re-
leases results in February, analysts
say. Also citing a loss on its stock
holdings, Sumitomo Mitsui Finan-
cial Group Inc. on Wednesday
posted a 74% decline in its nine-
month earnings.

To replenish their capital bases
eroded by such stock losses, the top
three banks have announced plans
to raise capital, including Mizuho’s
plan to raise 355 billion yen through
issuance of preferred shares.

Japanese banks have tradition-
ally held chunky stakes in their affil-
iates and clients to cement ties, an
arrangement known as cross-share-
holding that generates profits or
losses depending on the stock-mar-
ket performance. Top Japanese
banks have cut back on such invest-
ments in recent years but still sit on
shares worth 50% to 60% of their
core, or Tier 1 capital, according to
Mizuho Research Institute. During
the October-December quarter, the
Nikkei Stock Average of 225 compa-
nies fell 21%.

—Atsuko Fukase
contributed to this article.

Jim Carr of the National Community
Reinvestment Coalition called the move a
“good-faith effort not to compound the
misery of these families.”
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By Kelly Evans

The U.S. economy turned in its
worst performance in a quarter-cen-
tury in the closing months of 2008,
and risks are growing that the cur-
rent months could be even worse.

Gross domestic product, a gauge
of the nation’s output, fell at a 3.8%
annual rate in the fourth quarter, ad-
justed for inflation, from the previ-
ous quarter. The decline was the
largest since 1982, though still well
below the postwar record 10.4%
quarterly drop seen in 1958.

While the fall wasn’t as steep as
expected—most forecasts had GDP
falling by 5% to 6%—output was
boosted somewhat by a rise in inven-
tories of goods that were produced
but not sold in the fourth quarter. Ex-
cluding the inventory adjustment,
GDP fell at a 5.1% rate, which econo-
mists say more accurately reflects
the nation’s weakness.

President Barack Obama said Fri-
day that the economic data under-
score the urgency of passing the
stimulus package. “This isn’t just an
economic concept, this is a continu-
ing disaster for America’s working
families,” he said. The House passed
an $819 billion stimulus bill Wednes-
day, a version of which is now being
debated in the Senate.

Last week saw announcements
of more than 70,000 layoffs in the
U.S. Many companies are likely to or-
der less merchandise going ahead,
particularly given the bleak outlook
for 2009. That is one reason fore-

casters say the early months of this
year could now bear the brunt of the
recession. In turn, manufacturers
might find they need to further cut
production—and payrolls.

Coming off early gains last week,
the Dow Jones Industrial Average
fell 148.15 points Friday, or 1.8%, to
close at 8000.86. The Dow ended
down 8.8% for January, the worst
performance in the first month of
the year ever for the benchmark.

“I don’t think anybody now with
a straight face says we’ll see a re-
bound over the next several
months,” says Robert Barbera,
chief economist at Investment Tech-
nology Group, a New York broker-
age firm.

Companies big and small are
strategizing how they will get
through the year. “With the econ-
omy the way it is, I’m lucky to still
be in business,” says Nancy Irwin,
owner of Shoe Fetish, which sells
midrange boots and heels in down-
town Boise, Idaho. “I have days with
just three or four people coming in
the store.”

Shoe Fetish’s sales in 2008 were
down 35% from the previous year. As
a result, Ms. Irwin is ordering less
footwear and lower-priced models
for this year’s spring and summer
season. She recently introduced a
layaway option and says she has
sold 10 or 12 pairs of shoes that way
to people who otherwise wouldn’t
have been able to afford them.

The weak year-end performance
was driven by a 3.5% drop in con-
sumer spending, the largest compo-
nent of GDP, and also included large
declines in business and residential
investment, exports and imports.
Those declines were offset by an in-
crease in government spending,
which rose at a 1.9% rate in the
fourth quarter, in addition to the
boost from inventory levels.

The hard-hit auto sector illus-
trates the chain of events that
helped fuel Friday’s GDP number.
Chrysler LLC was struggling for
most of 2008, for example, but its
troubles worsened in August when
it stopped offering auto leases as a
result of tightening credit markets.
In October, as U.S. sales plunged, the
company announced it had to cut
5,000 jobs, a quarter of its total,
within a matter of weeks.

With vehicle sales slumping, in-

ventory piled up on dealer lots, and
by mid-December Chrysler shut
down all of its plants for a month.
The company’s cash reserves
dropped to just $2.5 billion before
the federal government stepped in
to provide $4 billion in emergency
loans to keep the auto maker going.

Though the market failed to
pick up last month, Chrysler none-
theless restarted production the
week of Jan. 19, and expected to
produce about 25,000 vehicles in
January, which is roughly one-half
to one-third of a typical month’s
output, people familiar with the
matter said.

A company spokesman de-
clined to comment on how much
revenue Chrysler generated in Jan-
uary. He said the production halt
was intended to help dealers
lower inventories.

Spending and investment held
up reasonably well for most of last
year at U.S. companies, but the
credit crunch and decline in spend-
ing at the end of 2008 resulted in
the worst earnings season in years.
Exports fell at nearly a 20% annual
rate in the fourth quarter as de-
mand from foreign countries
slowed, while total sales to U.S. pur-

chasers fell at a 9.4% rate. Business
spending and investment dropped
at a 12.3% rate in the fourth quarter,
with particular weakness in spend-
ing on equipment and software,
which fell at an almost 30% rate, the
most in 50 years.

The unemployment rate, cur-
rently 7.2%, is expected to hit nearly
double digits by next year as compa-
nies respond to the recession by lay-
ing off more workers.

In turn, consumers are changing
their behavior. The U.S. saving rate,
which has fallen steadily since the
early 1980s, dipping below zero in
2005, is now expected to rebound in
2009. Already, saving rose to nearly
3% of disposable income in the
fourth quarter, from 1.2% in the pre-
vious quarter.

Weakness in consumer spending
is expected to persist, following a
3.5% drop in the fourth quarter and
a 3.8% decline in the previous quar-
ter—the worst back-to-back drops
in more than 50 years.

The recession and retreat from
last summer’s oil-price surge is
quickly reversing fears of inflation
and creating new worries over
prices falling too low for comfort, or
deflation.

Many retailers are now slashing
prices and trimming orders for new
merchandise. “If trends improve, we
will be able to add back some of
these capital projects and order
more merchandise. But at this point,
we don’t see any upside in being opti-
mistic,” Macy’s Chief Financial Of-
ficer Karen Hoguet said in a Novem-
ber conference call. Macy’s declined
to comment further on Friday.

Fearing that consumers won’t go
back to paying full price anytime
soon, apparel chains such as J. Crew
Group Inc. and Bebe Stores Inc. have
also cut opening prices on some
spring merchandise.

With consumers and businesses
in pullback mode, imports from
other countries fell at about a 15%
pace in the fourth quarter, the fifth-
straight decline and a poor sign for
nations like Japan whose growth
has been fueled by manufacturing
goods for the U.S.

If U.S. consumers’ and compa-
nies’ appetite for imports stay low
in 2009, that could buoy GDP
growth, but it won’t bode well for
economic growth world-wide.

—Ann Zimmerman, Ray A. Smith
and Neal Boudette

contributed to this article.

U.S. economy dives as goods pile up
GDP declines at a 3.8% annual rate as risks grow that current quarter could bear brunt of recession

Several dozen U.S. lenders say ‘no thanks’ to federal aid
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ECONOMY & POLITICS

By Deborah Solomon

WASHINGTON—A growing num-
ber of healthy banks are rejecting
funds from the Treasury Depart-
ment’s $700 billion bailout, partly
over concerns that the U.S. may im-
pose tougher restrictions on institu-
tions that take government cash.

At least 50 banks that qualified
for aid have rejected the Treasury’s
funds, say government officials,
bank executives and the Govern-
ment Accountability Office, who cite
the prospect of new rules as a factor.

Those that withdrew include
many of the small, healthy banks
that were supposed to be at the
heart of the government’s plan to re-
start lending. Many stepped back in
the past several weeks amid sugges-
tions by lawmakers and the Obama

administration that they’ll toughen
terms of the aid.

The new reticence to take the
Treasury’s money shows how some
banks are starting to push back
against increasing federal control of
the banking system, raising concerns
about the bailout’s effectiveness.
The Treasury began a program last
fall to pump $250 billion into healthy
financial institutions, viewing that
as a key way to revive bank lending.

To win the funds, banks had to
agree to certain conditions, includ-
ing limiting dividend payments and
executive compensation.

Democratic lawmakers and Presi-
dent Obama have criticized the cur-
rent conditions as weak and have
pledged to introduce tougher re-
quirements. These moves, which are
designed improve the bailout’s poor

reputation among the public, are
muddling the Treasury’s program.

“There is a provision that allows
the government to unilaterally
change the rules and that is of great
concern to us,” said Rick Adams, ex-
ecutive vice president at United
Bankshares Inc. of Charleston, W.Va.
“There’s a big fear of the unknown.”

On Tuesday, United Bankshares
said it was declining $197.3 million
from the government because of re-
strictions on dividend payments, di-
lution to earnings and “uncertainty
surrounding future requirements of
the program.”

There are other reasons for
banks’ withdrawals. In some cases,
banks are applying for funds and
then rejecting them—a public-rela-
tions move intended to show inves-
tors that they don’t need the money.

The GAO also said some were con-
cerned with closing costs.

The Treasury has spent $194.2 bil-
lion on 317 institutions. A Treasury
spokeswoman declined to comment.

The Capital Purchase Program,
as it is known, has been criticized by
lawmakers and others for failing to
do enough to restart lending. Critics
say banks have been sitting on the
money or using it to fund acquisi-
tions. The House recently passed a
bill that would prevent banks from
using the money to fund acquisi-
tions and would allow the govern-
ment to sit in on board meetings.

Defenders say the program pre-
vented lending falling to even lower
levels and averted a collapse in fi-
nancial markets.

The potential restrictions
helped persuade American River

Bankshares of Sacramento, Calif.,
to forgo the $6 million it was eligi-
ble to receive. David Taber, Ameri-
can River’s chief executive, said the
bank didn’t need the money but ap-
plied for a modest amount since the
Treasury was looking to infuse
healthy banks with funds. Mr. Taber
said rumblings from Washington
about more conditions, coupled
with the ability of the Treasury to
change the terms, caused bank offi-
cials to reject the money.

One small bank, Rurban Finan-
cial Corp. in Defiance, Ohio, chose
not to apply for funds in part over
concerns that the government
could prevent it from acquiring
other banks. CEO Ken Joyce said the
bank was interested in obtaining
“cheap capital” but worried about
government intrusion.
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Fall in output, Toshiba’s loss
send Japan shares down 3.1%
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IMF liquidity plan urged
To forestall crises,
early aid to nations
is considered critical

Rio Tinto weighs China alliance
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Japanese shares fell 3.1% Friday
on news of an unprecedented de-
cline in monthly industrial output
and an expected loss from Toshiba,
pacing a lackluster end-of-week ses-
sion in Asian markets.

The Nikkei Stock Average of 225
companies ended at 7994.05, with

Toshiba tumbling
17% after it warned
Thursday of its
first annual loss in
seven years .

Toyota Motor closed 4.1% lower
on reports that its group operating
loss for the year ending March 31
was likely to balloon to 400 billion
yen ($4.45 billion) from the 150 bil-
lion yen it projected a month ago.

Honda Motor fell 9.2%. After the
close of trading, it said fiscal third-
quarter profit plummeted to about
one-tenth of the year-earlier level
and forecast an 87% drop in profit
for the fiscal year ending March 31.

Canon led exporters down, fall-
ing 6.3%, while Nikon was off 5.7%.

“Investors have been expecting
bad news, but things are probably

worse than expected,” said Yoji
Takeda, a fund manager with the
RBC Investment Management.
“Most results are below estimates
or below expectations, with big
downward revisions for the fiscal
year forecasts.”

Singapore’s Straits Times Index
also fell, closing down 1.2% at
1746.47. Bank and property shares
were prime drags. DBS Group Hold-
ings closed 3.1% lower and United
Overseas Bank fell 1.7%, while Kep-
pel Land slid 2.8% and CapitaLand
slipped 2.4%.

On the upside, India’s Sensex
rose 2% to 9424.24.

Engineering and construction
firm Larsen & Toubro gained 4.4%
after its third-quarter earnings beat
market expectations and it main-
tained its sales and order growth
outlook for this fiscal year.

Hong Kong’s Hang Seng Index re-
bounded from the red to end 0.9%
higher at 13278.21. Bank of Commu-
nications rose 4.7%, while Ping An
Insurance added 6%.

Markets in China, Taiwan and
Vietnam remained closed for the Lu-
nar New Year.

Data as shown is for information purposes only. No offer is being made by
Morningstar, Ltd. or this publication. Funds shown aren’t registered with the U.S.
Securities and Exchange Commission and aren’t available for sale to United
States citizens and/or residents except as noted. Prices are in local currencies.
All performance figures are calculated using the most recent prices available.

ASIAN-PACIFIC
STOCKS

By Natasha Brereton

DAVOS, Switzerland—Global
leaders meeting at the World Eco-
nomic Forum this weekend have put
forward plans to establish an inter-
national liquidity facility to prevent—
rather than mop up after—eco-
nomic collapse.

The International Monetary
Fund has stepped in to rescue a
string of emerging nations as banks
have repatriated funds to their
home markets, leaving the nations
starved of cash.

In recognition of that dilemma,
IMF First Deputy Managing Direc-
tor John Lipsky said Saturday that
the world needed to develop a new
mechanism to protect against sud-
den halts in capital flows, and to pre-
vent the need for countries to unilat-
erally stockpile excessive reserves.

“There needs to be a liquidity fa-
cility, better cooperative interna-
tional facilities, presumably
through the IMF, that will give confi-
dence to those countries that are
performing well that they will not
be subject to the vagaries of sudden-
stop capital flows,” Mr. Lipsky said
in a panel discussion on the global

economy.
“We have adequate resources to

respond to the demands that we see
before us immediately; however, we
think it’s prudent at this time to
have contingent facilities that
would double the resources avail-
able to us,” he said.

The IMF currently has a total
$250 billion through quotas and ex-
isting agreements, and wants to
raise that to $500 billion. Japanese
authorities have already offered
$100 billion, Mr. Lipsky said, adding
that he hoped to reach an agree-
ment to secure the remaining $150
billion.

The backing of the U.S. adminis-
tration, whose key members were
notable in their absence at this
year’s forum, is likely to be crucial
in enabling the move.

French Finance Minister Chris-
tine Lagarde and Montek Singh Ahl-
uwalia, deputy chairman of the In-
dian government’s top economic
policy think tank, were also on the
panel and backed strengthening the
IMF’s capital.

The need for such a facility has
been dramatically illustrated by the
case of Turkey, which has had a re-
sponsible fiscal policy and whose
banking system is generally re-
garded as being in fairly good
shape.

Turkey has been in talks with the
IMF over financial support since
last year, but has clashed with it

over IMF demands for fiscal adjust-
ment, amid other issues.

In an interview with Dow Jones,
Turkish Economy Minister Mehmet
Simsek said he was very confident
that these differences would be
ironed out. But speaking generally,
he said that the IMF should adopt a
more flexible approach in providing
aid to countries that are in need due
to global forces rather than their
own policy decisions. “Having a
lender of the last resort for provi-
sion of hard-currency liquidity is ac-
tually for the benefit of the rest of
the world,” he said.

The harsh conditions demanded
by the IMF for its support were also
highlighted by U.K. Prime Minister
Gordon Brown, who noted that exist-
ing global institutions were created
for a far more sheltered world.

While the IMF is now acting to
prop up economies that have suf-
fered a flight of capital they can’t
withstand, it would be far better to
take early action, Mr. Brown said.

“We should have a system where
you can act earlier to prevent the col-
lapse and be able to, in this case, re-
capitalize the banks and at least get
lending moving again,” he said,
when asked about the single most
important thing to change the finan-
cial structure.

“What you’ve got to do is have a
preventative facility which deals
with crisis prevention, rather than
crisis resolution,” he said.

By Dana Cimilluca

And Robert Guy Matthews

Rio Tinto is in talks with Chinalco,
the Chinese aluminum producer, over
a large investment that would help
the Anglo-Australian miner alleviate
its perilous debt burden amid falling
metals prices, people familiar with
the matter said.

The talks are at a preliminary
stage, the people said. The possible in-
vestment from the state-owned Chi-
nalco, formally known as Aluminum
Corp. of China, is one of a range of op-
tions Rio is considering, they added.
Other options include a large place-
ment of shares with its existing inves-
tors, known as a rights issue, which
Rio said last week that it is consider-
ing.

In addition, Rio on Friday an-
nounced the sale of a group of mining
assets in South America for $1.6 bil-
lion to its Brazilian rival, Cia. Vale do

Rio Doce.
An investment from Chinalco,

which teamed up with Alcoa Inc. of
the U.S. last year to buy 9% of Rio for
$14 billion, may help Rio avoid a
deeply discounted rights issue. Rio
has been forced to consider a range of
unpalatable options amid the severe
downturn in the mining and metals in-
dustry and the collapse of BHP Billi-
ton’s $70 billion purchase of the com-
pany in November. The investment
also would help China firm up its influ-
ence over a key supplier of iron ore to
the country’s steelmakers.

Rio’s troubles stem from its pur-
chase of Alcan Inc. in 2007 for about
$38 billion, a bet on growing de-
mand for aluminum that has back-
fired after a roughly 50% drop in alu-
minum prices since early last year.
As a result of the Alcan deal, Rio is
now saddled with $39 billion in
debt, including an $8.9 billion install-
ment due in October.

Since early last summer, when
BHP’s hostile offer was still alive
and the boom in commodities was in
full swing, Rio’s shares have lost
about three-quarters of their value.
That, in turn, has cost Chinalco bil-
lions on paper.

If Rio is forced to do a huge share
sale, there may be some backlash
against the company’s chief executive
officer, Tom Albanese. He had said as
recently as December that there was
no current need to sell shares. Stocks
of companies announcing rights is-
sues generally fall, in part because the
new shares are offered at a discount
and in part because they are seen as a
sign of weakness.

Rio has been trying to sell assets
for more than a year. But it has had lit-
tle success in the depressed mergers-
and-acquisitions environment, forc-
ing it to cast a wider net, leading to the
sale of the mines and associated as-
sets in Argentina, Brazil and Paraguay.
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U.S. reached out to Iran
Ayatollah’s adviser
canceled meeting
with Rep. Berman

By Monica Langley

WASHINGTON—U.S. Vice Presi-
dent Joe Biden, in a bid to become
an influential second-in-command,
is striving to carve out meaty roles
for himself quickly.

In a ceremony Friday with Presi-
dent Barack Obama, Mr. Biden
launched a task force to
work on social and eco-
nomic policies aimed at
helping the struggling mid-
dle class. He is selling the gi-
ant stimulus package in the
Congress and schmoozing
his former colleagues dur-
ing workouts in the con-
gressional gym. This week,
Mr. Biden heads to Munich
for an international secu-
rity conference, in a bid to
repair relations with Euro-
pean countries.

The flurry of activity followed a
first week marked by gaffes. At a
swearing-in ceremony of White
House staff, Mr. Biden joked about
Chief Justice John Roberts’s faulty
memory, provoking Mr. Obama to
give him a stern nudge to stop. Dur-
ing the taping of “The Oprah Win-
frey Show” the day before the inau-
guration, his wife, Jill Biden, said
her husband was given the choice of

being vice president or secretary of
state, which was quickly refuted by
the White House.

Before taking office, Mr. Biden
pointedly disavowed the enlarged
role of Dick Cheney, whom he called
“one of the most dangerous vice pres-
idents” in American history. Some
Democratic operatives speculated

that his remarks dimin-
ished the vice presidency.

Obama officials play
down Mr. Biden’s missteps.
Obama senior adviser David
Axelrod says Mr. Biden’s in-
put in recent weeks shows
his value “peer to peer”
with Mr. Obama. “All of the
vice president’s insight and
experience dwarf any mi-
nor gaffe or misstep,” Mr.
Axelrod says.

Moreover, some of Mr.
Biden’s former colleagues and aides
say he is simply making the inevita-
ble adjustment to a very different
role. Mr. Biden is having to learn “the
difference between being a senator
and vice president,” says Sen. Lind-
sey Graham (R., S.C.), “even though
he says he’s never had a boss before.”

Still, Mr. Biden’s determination
to be involved in a range of issues,
instead of a couple of specific
projects, is a gamble, some adminis-

tration officials say. “In his desire to
be part of everything, Biden risks
looking like he wants to be co-presi-
dent, and then could end up with
nothing on which to make his own
mark,” says one Democratic adviser.

Mr. Biden’s spokesman says, “The
vice president sees his job as counse-
lor-in-chief. He doesn’t want to be
limited to a portfolio, but will take
specific tasks with specific goals, like
the middle-class task force.”

Mr. Biden’s ambition to play an
influential role could be con-
strained by a White House and cabi-
net filled with high-octane personal-
ities, including Chief of Staff Rahm
Emanuel, chief economic adviser
Lawrence Summers and Secretary
of State Hillary Clinton, as well as
other advisers with longstanding
close personal ties to the president.

Mr. Biden’s team is positioning
the vice president to play up his dif-
ferences with Mr. Cheney. For exam-
ple, Mr. Biden’s new task force on
middle-class families will have a
Web site complete with details of all
meetings, attendees and policies, in
contrast to Mr. Cheney’s energy
task force, which he fought to keep
secret in court. Mr. Biden’s office is
releasing daily the vice president’s
schedule, unlike Mr. Cheney, who of-
ten didn’t disclose his schedule.

Biden pursues an activist role

By Greg Hitt

And Brody Mullins

WASHINGTON—A push in the
U.S. Senate to expand business-tax
cuts and infrastructure spending in
the economic-stimulus plan making
its way through Congress poses a
challenge for Democratic leaders,
who want to keep the package’s cost
below $1 trillion.

Big fights loom this week as the
Senate opens debate on its version
of the stimulus, a package of tax
cuts and spending with a price tag
approaching $900 billion. Republi-
cans are preparing alternative pro-
posals that would shift the empha-
sis away from spending. One pro-
posal calls for cuts in the two low-
est income-tax rates and strength-
ened aid to distressed homeown-
ers, among other measures.

A Democrat-backed amendment
being readied would increase infra-
structure spending in the bill by be-
tween $20 billion and $30 billion,
boosting support for mass transit,
highways and bridges, and waste-
water-treatment plants, among
other things. “We’re going to see an
increase,” Sen. Charles Schumer
(D., N.Y.) predicted on CBS News’s
“Face the Nation.”

And Sen. Kent Conrad (D., N.D.)
is pushing a proposal to widen the
existing $7,500 tax credit for first-
time home buyers to cover all pur-
chases of primary residences.

Republicans said they want to
force a public debate on details of
the plan, which they said was cob-
bled together in closed-door meet-
ings of top Democrats and aides to
President Barack Obama.

“I think the more people around
the country see of it, the angrier
they get, because it’s very waste-
ful,” Sen. Jon Kyl (R., Ariz.) said on
“Fox News Sunday.” “It spends way
too much money.”

Jim Manley, a spokesman for Sen-
ate Majority Leader Harry Reid (D.,
Nev.), said Republicans have been in-
volved in drafting the legislation
and will be able to offer amend-
ments on the Senate floor this week.

Democratic leaders say the
scope of the package must be large
enough to address the needs of the
U.S. economy, which has slid into re-
cession, with slowing consumer de-
mand, growing layoffs and declin-
ing home values. “We have to put
enough water on this fire to put it
out,” said Illinois Sen. Dick Durbin,
the Democratic whip, who also ap-
peared on “Fox News Sunday.”

Roughly two-thirds of the stimu-
lus package involves spending mea-
sures, covering everything from
jobless benefits and food assis-
tance for the poor to investments in
roads and bridges, intended to cre-
ate jobs.

The House passed its version of
the package, costing $819 billion,
last week.

Democratic leaders in the House
and Senate hope to hold the cost of
the package below the $1 trillion
level, not wanting to give Republicans
any additional fodder to criticize the
initiative, congressional aides said.

But beyond new spending on in-
frastructure and the home-buyer
tax credit, a bipartisan push is un-
der way to give multinational corpo-
rations a tax break on overseas
earnings. Supporters contend the
provision, which would allow corpo-
rations to bring overseas cash into
the U.S. at reduced tax rates, would
give firms an injection of capital at

a time when cash-flow problems
are widespread.

The Senate bill is silent on the is-
sue. But Sens. Barbara Boxer (D., Ca-
lif.) and John Ensign (R., Nev.) have
gotten behind the idea, which is sup-
ported by a coalition of technology
and pharmaceutical companies led
by the American Council for Capital
Formation, a business-backed group.

“I hope and believe there is some
momentum,” said Mark Bloomfield,
the group’s president. “This is not a
magic bullet, but it is a nice help, a
nice kick, for stimulus.”

A bipartisan group of senators,
meanwhile, is pushing for a mea-
sure to allow farmers to write off
more quickly the costs of investing
in new farmland. The Solar Energy
Industries Association is lobbying
for more tax incentives to invest in
solar energy.

And a coalition of auto-parts
manufacturers, repair shops and
specialty-parts makers has
launched a lobbying effort to derail
a proposal from the Big Three U.S.
auto makers that would give con-
sumers tax credits for scrapping
old cars that consume more gas and
replacing them with newer, more
fuel-efficient vehicles. The Spe-
cialty Equipment Market Associa-
tion said encouraging consumers
to get rid of their old cars would
hurt the $285 billion market for
manufacturing, restoring, custom-
izing and installing vehicle parts.

Efforts to sweeten the legisla-
tion could drive away some poten-
tial supporters, such as Sen. Susan
Collins (R., Maine). Speaking on
CNN’s “State of the Union With
John King,” she complained that the
legislation is becoming “a Christ-
mas tree where members are hang-
ing their favorite program on it.”

In an interview with The Wall
Street Journal, Rep. James Cly-
burn, a South Carolina Democrat,
suggested that the cost of the pack-
age is likely to grow significantly in
the Senate. “This thing might get
north of a trillion dollars, coming
out of the Senate,” he said.

Democratic leaders intend to
meld the Senate bill and the House-
approved package into compromise
legislation that they hope to push
through Congress by mid-February.

Mr. Clyburn said he is open to do-
ing more for business in the com-
promise package. He suggested
that final decisions on the cost will
come down to “what we continue to
hear on the employment front,”
and whether lawmakers are willing
to set aside concerns over the coun-
try’s growing budget deficit.

“The first order of business has
got to be putting people back to
work,” he said.

U.S. lawmakers to tussle
over stimulus plan’s size

By Jay Solomon

WASHINGTON—The chairman
of the U.S. House Committee on For-
eign Affairs tried to meet a top aide
to Iran’s supreme leader in mid-De-
cember but was rebuffed at the last
minute, a snub that illustrates the
challenges to dialogue with Tehran
pushed by President Barack Obama.

Rep. Howard Berman, a Califor-
nia Democrat, notified Mr. Obama’s
transition team and George
W. Bush’s White House of
the planned meeting, ac-
cording to senior Obama ad-
ministration officials.

The engagement with
Ali Larijani, speaker of the
Iranian parliament, would
have marked one of the
highest-level meetings be-
tween American and Ira-
nian officials since the 1979
Islamic revolution in Iran.
It’s unclear why Mr. Lari-
jani pulled out.

Iran’s competing power centers
have often differed on the merits of
engaging the U.S. and the West,
sometimes producing whiplash on
the part of Americans who seek to
improve ties. In November, presi-
dents of six U.S. universities visited
Tehran, and members of the delega-
tion said they came away thinking
they had laid the groundwork for fu-
ture exchanges. The following
month, one of the trip organizers
was detained by Iranian intelligence
officials in Tehran. He says his inter-
rogators told him such exchanges
worked against Iranian interests.

Rep. Berman’s office didn’t re-
spond to several requests for com-
ment. A spokesman at Iran’s United
Nations mission in New York de-
clined to comment.

Until late 2007, Mr. Larijani
served as a national security ad-
viser to Supreme Leader Ayatollah
Ali Khamenei and as Tehran’s chief
nuclear negotiator. He is a potential
contender in June presidential elec-
tions against the incumbent, Mah-
moud Ahmadinejad.

Messrs. Berman and Larijani
were scheduled to meet on the side-
lines of a security conference in
Bahrain, according to officials
briefed on the proposed encounter.

Rep. Berman has been a leading
proponent in Congress of sanctions
on Iran aimed at stalling its nuclear
program, but he has also said Teh-
ran should be tested to assess
whether dialogue could achieve the

same aim. That resembles
the view of Mr. Obama, who
has said he wants a high-
level dialogue with Iran to
address the nuclear issue
and regional concerns such
as Iraq and the Israeli–Pal-
estinian conflict.

The proposed Bahrain
meeting was brokered by
the London-based Interna-
tional Institute for Strate-
gic Studies, organizer of
the Manama Dialogue, an

annual regional security confer-
ence. Rep. Berman canceled his trip
to Bahrain after being notified by
the institute that Mr. Larijani
wouldn’t attend, according to offi-
cials familiar with the episode.

The Obama administration offi-
cials said Rep. Berman informed
aides to Messrs. Obama and Bush
about the proposed meeting. The of-
ficials declined to give details.

Mr. Larijani may have canceled
the meeting to avoid the chance
that news of his meeting with Rep.
Berman could expose him to attacks
by Mr. Ahmadinejad and other politi-
cal rivals in Tehran. It is also possi-
ble Mr. Khamenei, Iran’s ultimate ar-
biter on national-security deci-
sions, vetoed the idea at the last
minute.

In recent days, Mr. Ahmadinejad

and Iranian Foreign Minister Man-
ouchehr Mottaki said the Obama ad-
ministration would need to apolo-
gize for Washington’s past actions,
such as support for a 1953 military
coup in Iran, before Tehran agreed
to hold high-level talks.

“We do believe that if the new ad-
ministration of the United States, as
Mr. Obama says, is going to change
its policies not in saying but prac-
tice, they will find in the region a co-
operative approach and reaction,”
Mr. Mottaki said last week at the
World Economic Forum.

Contacts between the U.S. and
Iran have accelerated in recent
months. Mr. Bush in July sent Wash-
ington’s No. 3 diplomat, William
Burns, to take part in European-led
negotiations with Iran over the nu-
clear issue. The Bush administra-
tion over the past two years has pro-
moted exchanges between athletes,
doctors and academics in a bid to im-
prove Washington’s image in Iran.

In November, the presidents of
six American universities visited
Tehran to promote scientific ex-
changes. “When we left, we had a
promise to do more academic ex-
changes,” said participant David
Skorton, president of Cornell Uni-
versity. “We think it’s very useful
for both sides.”

Weeks later, however, one of the
American organizers of the trip,
Glenn Schweitzer of the National
Academies, an umbrella body that
includes the U.S. National Academy
of Sciences, was detained and ques-
tioned in Tehran by Iranian intelli-
gence operatives. Mr. Schweitzer
said his Iranian inquisitors im-
pressed on him their belief that sci-
entific exchanges were bad for Iran.

As a result of Mr. Schweitzer’s in-
cident, the National Academies said
they are postponing promoting fu-
ture exchange with Iran until they
get guarantees their people won’t
be targeted. “We’re still bullish on
Iran despite what happened to me,”
Mr. Schweitzer said. “You just can’t
get discouraged.”

Joe Biden
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Ali Larijani

Source: U.S. Labor Department
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Trade-value commissions
pinch European brokers

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

By Tom Fairless

Agency brokers have suffered
enormously from a slowdown in
trading as hedge funds, traders and
investors become warier, but they
have some advantages going into
the downturn over their traditional
rivals, the investment banks.

Since the credit crisis closed its
grip on the financial system’s wind-
pipe in September, activity across
the world’s stock markets has
slumped. Clogged credit lines have
forced hedge funds to place smaller,
less leveraged trades, while tradi-
tional fund managers have been re-
luctant to make long-term pur-
chases in volatile markets. All com-
panies earning their livings from
commissions have felt the pain.

For brokers, the loss of revenue
means that trading costs have be-
come crucial, according to Ken
Kane, head of Credit Suisse’s Euro-
pean program trading, which auto-
mates trades according to set rules.
“Clients currently have to justify ev-
ery dollar they spend, from research
to execution,” he said. “They must
be certain that brokers give them
high-quality service.”

Brokers are being forced to
tighten their belts. “Lower trading
volumes will force the brokerage com-
munity to scrutinize their business
models, and a number of businesses
will prove to be nonviable,” said Tony
Whalley, head of dealing at Scottish
Widows Investment Partnership,
part of Lloyds Banking Group PLC.

Agency brokers focus purely on
handling clients’ orders, while invest-
ment banks—the other main kind of
broker—generate their own trades, as
well as offering other services. While
investment banks have the benefit of
these other revenue streams, agency
brokers still have a few advantages go-
ing into the downturn. They generally
have a low cost base and lack the expo-
sure to complex derivatives that have
done so much harm to investment
banks.

“Agency brokers cannot expand
into new areas. However, they could

expand their client base and be-
come better at what they do,” said
Mr. Whalley. And if some agency bro-
kers do decide to expand their offer-
ings, some think they can do so at a
cut-rate price, thanks to investment
banks’ woes. But agency brokers
looking to beef up their research of-
ferings will be able to pick up ana-
lysts laid off by the major invest-
ment banks whom they couldn’t pre-
viously afford, said Joe Gawronski,
president of U.S.-based agency bro-
ker Rosenblatt Securities.

Richard Balarkas, chief executive
of agency broker Instinet Europe,
said: “An agency broker with a seri-
ous global service proposition that
includes very good technology will
be better off than a big firm with an
aggregation of asset classes and
overheads, all of which have been
hit.”

The past few months have hurt
investment banks’ abilities to get
trading business in a few ways. The
Lehman Brothers’ failure dulled
their luster. “It was tough to beat
the glamour of the bulge-bracket
names, even if you had a better prod-
uct,” said Mr. Gawronski. “As the
saying used to go in the computer
business, nobody ever got fired for
hiring IBM. But some shine has now
been taken off those firms.”

Investment banks have also been
hit far harder by the carnage in the
hedge-fund industry than agency
brokers. “The biggest banks made
much of their money from hedge
funds and have lost a large share of
their income as those clients suf-

fer,” said Mr. Whalley. “Agency bro-
kers lost less because they had less
hedge-fund business.”

Robert Boardman, head of algo-
rithmic-trading sales at agency bro-
ker ITG Europe, said: “Bulge-
bracket firms are very close to the
hedge-fund community. ITG focuses
on traditional asset managers,
which have long-track records and
have weathered the crisis fairly
well. These firms tend not to switch
brokers very often.”

ITG Europe reported a 5% in-
crease in 2008 revenue to £42.3 mil-
lion ($61.3 million) despite “an un-
precedented market downturn.”

Agency brokers carry on
As trading volumes
decline, firms have
a few advantages

Mediobanca hiring spree
part of Europe expansion

www.efinancialnews.com

The smaller pie
In Europe, brokers base their 
commissions on the values 
of their trades, which have 
fallen across the board. 
Value of shares traded 
across 53 exchanges

Source: World Federation of Exchanges
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By Duncan Kerr

Italian bank Mediobanca SpA
has increased the staff in its London
office to 20 in the seven months
since it opened the branch as part of
a three-year plan to roll out its cor-
porate- and investment-banking
business across Europe.

Most of the hires joined the
bank soon after the office was
opened in London’s West End dis-
trict last summer, with about half
of the staff joining from Lehman
Brothers, Merrill Lynch and J.P.
Morgan Chase, according to the
U.K. Financial Services Authority
register. Mediobanca in Italy
couldn’t be reached for comment.

The hiring spree is in contrast to
layoffs at other banks in London and
other financial centers. Paolo Cunib-
erti, former co-head of J.P. Morgan’s
equity-capital and derivatives-mar-
kets business, was brought in to run
Mediobanca’sLondonofficeanddrive
anexpansionofitscredit,interestrate
and equity capital markets busi-
nesses, as well as a move into alterna-
tive products and leveraged finance.

Greg Lomas, the former head of
European loans and leveraged fi-
nance at Canadian bank CIBC, has
joined Mediobanca in London in the
same role. Other senior hires include
Daniele Menconi, a former manag-
ing director at Merrill Lynch; Maria

Cicognani, a former managing direc-
tor of financial institutions at Rus-
sia’s Renaissance Capital; and Marco
Di Prima, former co-head of Euro-
pean equity corporate derivatives at
Lehman Brothers.

On opening the office, Me-
diobanca said its strategy was to act
as a “product factory” for its other
group offices, and on the client side
to build relations with hedge funds
and private-equity funds. Me-
diobanca is also expanding in Ger-
many through its Frankfurt office
and in Spain through its Madrid of-
fice, which won regulatory approval
last year. The Italian bank has said it
would strengthen its European origi-
nation and distribution capabilities
and increase its coverage of mid-
market companies.

Mediobanca has also said it would
look for opportunities to buy minor-
ity stakes in growth businesses, as
well as taking majority holdings in
medium to large companies involved
in mergers and acquisitions.

By Tom Fairless

A trans-Atlantic divide in the
way brokers are paid has dealt a dis-
proportionate amount of the down-
turn’s pain to European brokers.

While brokers in the U.S. gener-
ally get commissions based on the
volume of trades, brokers’ commis-
sions in Europe are tied to the value
of the trades. According to the
World Federation of Exchanges, a
trade body, the value of shares
traded across the world’s 53 biggest
stock markets shrank 45% between
September and December, to $6 tril-
lion.

European trading firms have
been hit by a double whammy of fall-
ing stock prices and lower trading
volumes. “The brokerage industry

as a whole is hurting because Euro-
pean indexes have fallen 50% from
their peaks,” said Robert Boardman,
head of algorithmic-trading sales at
agency broker Investor Technology
Group. “Volumes are falling too, but
the big drop is in value rather than
volume.”

Nor is the pain set to end any
time soon. Last week, Credit Suisse
Group predicted the value traded on
the London Stock Exchange would
decline 30% over the next 12
months, following a 60% year-on-
year drop in January. Equity trading
at German exchange group Deut-
sche Börse AG slumped 70% in Janu-
ary, and Spanish exchange Bolsas y
Mercados Españoles will see a 35%
fall in value traded in the course of
the year.
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By the end of the course you will have the skills to identify opportunities and understand the
structures and risks in leveraged finance transactions:

In association with:

To book call Tracey Huggett on:
Tel: +44 (0) 20 7749 0230 or
Email: thuggett@efinancialnews.com

Delegate places are
strictly limited due to
the practical nature

of course

• Identify opportunities for leveraged finance
solutions

• Understand why and when corporations
and financial institutions employ leveraged
financing techniques

• Determine the value of a target acquisition
• Learn how debt can be used to facilitate a

buyout or acquisition and how to assess the
appropriate level of debt

• Analyse the main strengths and risks of the
different financing structures, including:
equity, senior, revolving credit, mezzanine
finance, non-amortising senior debt tranches,
use of PIK notes

• Use excel-based models to determine the
optimal debt/ equity structure and assess the
feasibility of a buyout

• Identify what the potential returns are for
successful deals and the reasons for failure

• Make decisions on an exit strategy and
assess the feasibility of refinancing a buyout
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