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(1) In a landmark decision on climate change and energy, President Barack Obama will announce tough new vehicle gas-mileage standards on Tuesday, the first ever national limits on greenhouse-gas emissions. The new policy, which was worked out between Washington, state governments and the auto industry, will require automakers to meet a minimum fuel-efficiency standard of 35.5 miles a gallon by model year 2016 %97 four years earlier than Congress currently requires. Not only could the move potentially kick-start the sputtering U.S. auto industry, while saving the equivalent of some 1.8 billion barrels of oil, it also raises hopes that the Obama Administration will be able to forge a compromise on the tricky matter of a national cap on greenhouse-gas emissions. "It's an enormous breakthrough for national legislation," says Vickie Patton, a senior attorney for the Environmental Defense Fund. "It ends years of polarization on extraordinarily difficult issues and leaves us with a sense of progress." The plan settles a dispute between the state of California and the Environmental Protection Agency (EPA) that dates back to George W. Bush's White House. Under the Clean Air Act, California has the right to enforce air-pollution standards that are tougher than the rest of the nation's rules %97 provided the EPA gives it a waiver. In the past, such waivers had been all but automatic %97 but when California tried to pass stricter emissions standards for vehicles, the Bush EPA balked, setting up a string of legal battles. California pressed its right to green its millions of cars and trucks; U.S. automakers claimed that if California could go its own way, the result would be a patchwork of different fuel-efficiency standards around the nation, making business all but impossible. 

When Obama came into office in January, he promised that the EPA would review California's waiver requests. But instead of simply giving the green light to California, Obama will also largely incorporate the state's proposed rules into a new and tougher fuel-economy standard for the entire nation. The new rules will tighten fuel-efficiency requirements more slowly than California had wanted %97 to give the auto industry time to adjust %97 but ultimately the nation's automakers will end up meeting the same standards as California by model year 2016. All cars will need to get an average of 39 m.p.g., and trucks will need to get 30 m.p.g. %97 roughly 30%25 more fuel-efficiency than they get today. "The ramp up will be a different path than California's, but it's a national program, so you'll get emissions reductions at a rate higher than California," says a senior White House official, who provided a background briefing on the condition of anonymity. Between now and 2016 the new rules will save 900 million metric tons of greenhouse gases %97 the equivalent of taking 170 million cars off the road. "This is a win-win because it reduces global-warming pollution and will reduce costs for consumers because they will have to buy less gasoline," says Daniel Weiss, the director of climate strategy at the Center for American Progress, a left-leaning think tank. "This is unprecedented and historic." What's most notable about the proposed regulations %97 and what gives environmentalists hope for further action on climate change %97 is Obama's apparent success in bringing the U.S. auto industry to the table. Automakers have fought long and hard against tougher fuel-economy standards, claiming such rules would raise the cost of vehicles and that consumers have shown little preference for more fuel-efficient models. 

But major auto executives, such as General Motors' new CEO, Fritz Henderson, are expected stand alongside Obama at the White House on Tuesday when the President makes his announcement, signaling their support. "It will establish a single national standard that will provide predictability and certainty for the auto companies in meeting regulations," said Democratic Michigan Senator Carl Levin in a statement. Of course, with the federal government pouring billions into U.S. automakers like GM, those executives may have little choice but to get on board. And there are still nagging concerns that new fuel-economy standards alone won't be enough to wean Americans from their gas guzzlers. Since gas prices fell during the recession, consumers' appetite for compacts and hybrids has dwindled, and sales of large SUVs are once again ticking upward. If gas prices stayed relatively low between now and 2016 %97 which is unlikely %97 automakers could end up producing cars and trucks that Americans won't be eager to buy. But the White House argues that the new rules will still give American drivers the latitude to buy heavier cars and trucks if they want. The White House official said that each vehicle class will have its own tighter standard, meaning that automakers won't be able to get away with balancing lots of gas-guzzlers with a few highly efficient cars. 
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(2) Internet firms are becoming a valuable source of economic insights 
Internet firms are becoming a valuable source of economic insights. Nov 11th 2010 %7C San Francisco. Each November for the past three years PayPal, an online-payments service owned by eBay, has published data showing the volume of payments it handles on what retailers call "Black Friday", or the first day after the Thanksgiving holiday. The idea is to assess the strength of consumer demand on the day that marks the start of the holiday shopping season. On Black Friday last year the total of payments made on PayPal's system was 20%25 higher than on the same day in 2008, suggesting that consumer confidence in America was looking more robust. Retailers are hoping for a repeat performance this month. PayPal is one of a growing band of online companies dipping into the data they gather in an effort to divine trends in the American economy. Last month Hal Varian, Google's chief economist, revealed that the search-engine giant had developed a "Google Price Index", based on web-shopping data it holds%97though it has yet to decide whether to publish it. While Google flirts with inflation, Intuit monitors employment. The firm, which offers online payroll, tax and other services to small businesses, produces a monthly small-business employment index based on aggregated data from 59,000 of its customers. Web firms see such indicators as something of a sideline. Tayloe Stansbury, Intuit's chief technology officer, says that most of the firm's data mining is geared to helping its customers. But some economic policymakers are paying attention to web firms' statistics, for a couple of reasons. The first is the speed with which the data are generated and crunched. Ceridian, which manages payments made by businesses via the web or with stored-value cards, tracks aggregate purchases of diesel fuel by truck drivers in real time. Together with the UCLA Anderson School of Management, it has used these data to create an index to gauge what is happening to shipments of goods by road in America. The latest instalment, published this week, showed the index had fallen by 0.6%25 in October compared with the previous month. Given that October is usually a busy time for the trucking industry the index's creators say the decline "sounds an alarm" for growth in the fourth quarter. Because web businesses gather data rapidly, their indicators can sometimes identify trends before official statistics. Take the case of Monster Worldwide, an online job service that publishes an index tracking jobs posted on its own and other sites. This fell sharply in 2007 before official numbers showed employment in America weakening (see chart). Google has said its search data may also provide useful early-warning signals: it is exploring whether searches for terms such as "unemployment insurance" are a good way to predict future increases in joblessness. A second reason that web firms' indicators are gaining popularity is the detailed data that underpin them. John Krainer, an economist at the Federal Reserve Bank of San Francisco, says he has drawn on statistics from Zillow, an online property site, in his research because of their "granularity". The Zillow Home Value Index draws on the site's individual valuations of 72m houses across America. Some economists caution that web firms' data have big handicaps. Many of the indices have only a short history, which means they are of little value to policymakers interested in long-term trends. And they often measure only online transactions, which limits their appeal. Both caveats carry some weight. But as more economic activity moves online, the notion of using bits and bytes to measure booms and busts will surely become more attractive. [597 words/  65  AWL/ 11 % AWL coverage]
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(3) Sticking together: advice on managing partnerships, courtesy of Keith Richards and Michael Eisner 
Nov 11th 2010 . FEW people will read Keith Richards's book, "Life", for its insights on business. There are far more exciting things to learn about. Where did Mr Richards first have sex with Anita Pallenberg? (In the back of his Bentley, somewhere between Barcelona and Valencia, apparently.) What are his reflections on the mayhem at the Altamont concert? ("If it hadn't been for the murder, we'd have thought it a very smooth gig.") How did he survive all those years of self-medication? (He took the finest heroin and cocaine, and avoided "Mexican shoe-scrapings".) But "Life" does nevertheless throw light on one of the most intriguing problems in business%97how to keep a creative partnership alive. The music business "is one of the sleaziest businesses there is", Mr Richards argues, only one step above gangsterism. Most partnerships, from Lennon and McCartney on down, are destroyed by a lethal cocktail of ego, greed and lust. But, for all their ups and downs, Keith Richards and Mick Jagger have been in business together for half a century. Most business pundits have little interesting to say about partnerships. Journalists focus on solo superheroes%97all those mighty chief executives and mould-breaking entrepreneurs. Management gurus fixate on the next big trend in such areas as innovation or business models. But there are signs that the subject is starting to get the attention it deserves. Michael Eisner, a former boss of Disney, devoted a recent book to it, "Working Together: Why Great Partnerships Succeed". A striking number of businesses were created by partners, despite all the fuss made over lone geniuses. Where would Goldman have been without Sachs? Or Hewlett without Packard? Arthur Blank and Bernie Marcus%97known as BernieArthur to their colleagues%97revolutionised the retail business when they founded The Home Depot. Bill Gates worked with a succession of partners while he was at Microsoft%97most notably Paul Allen and then Steve Ballmer%97and now runs his foundation with his wife, Melinda. ("I've never done anything solo", he told Mr Eisner, "except take tests".) Warren Buffett has worked with Charlie Munger, his sidekick, confidant and best friend, since before the Rolling Stones were formed. It must be said that successful partnerships are rather rarer than failed ones: business people tend to be alpha types, and money and fame can destroy even the solidest friendships. Disney thrived when Mr Eisner was running it jointly with Frank Wells. But when Mr Wells died and Mr Eisner tried to replace him with Michael Ovitz the result was a disaster: the rows prompted key people to leave, and Mr Ovitz himself quit after 14 months, with a sizeable pay-off. Dysfunctional partnerships seem to be particularly common in high-tech industries. Although Google's Larry Page and Sergey Brin remain so close that they share an office, Facebook and Twitter have both been plagued by feuds between founders: Twitter's Evan Williams failed to get on with Jack Dorsey; and Mark Zuckerberg has a testy relationship with Facebook's other surviving founder, Dustin Moskovitz. There are few iron rules on why some partnerships succeed where most fail. Messrs Buffett and Munger seem to get along effortlessly, as if joined by a chemical bond. Mr Gates, however, has had to work at his partnerships: after leaving the chief executive's chair at Microsoft he almost drove Mr Ballmer to distraction and the two had to make peace over dinner in 2001. But Mr Eisner argues that there are some general principles that increase the chances of success. Partners need to be able to trust each other absolutely. Mr Eisner notes that many successful partners split the profits down the middle regardless of their contribution to particular projects. Partners also need to possess a delicate balance between similarities and differences. A striking number of successful partners combine similar backgrounds with very different attitudes to fame. Messrs Buffett and Munger are Midwesterners who grew up a few miles from each other. But Mr Buffett adores the limelight whereas Mr Munger prefers the shadows. Not fading away. Mr Richards echoes many of these arguments. He also has some good advice on how to repair your partnership after it has been torn apart by money and fame. Messrs Jagger and Richards enjoyed the solidest partnership in the music industry: "Glimmer Twins", as they called themselves, who had fallen in love with American blues as teenagers in London. Mr Richards laid down the riffs and Mr Jagger provided the vocal pyrotechnics. But time took its toll. Mr Richards's decision to give up heroin destroyed the delicate division of labour in which Mr Jagger took care of the details while Mr Richards took the drugs. Mr Jagger started to refer to the Stones as "his" band. He even performed the group's songs on solo tours. A formal break-up looked likely. But in 1989 the two decided to solve their problems in the same businesslike way as Messrs Gates and Ballmer. They met on neutral turf%97Barbados%97and thrashed out their differences. Three things helped them to succeed where so many other bands have split: their "under-rooted friendship", as Mr Richards puts it, forged in London in the 1960s; their recognition that they were much better together than apart (who remembers any of their solo work?); and their mutual love of money. There are clearly still tensions between the two: Mr Richards takes a perverse delight in mocking Sir Mick's "tiny todger", for example. But after 50 years as partners Mick and Keith still recognise that "I pull things out of him; he pulls things out of me." At a time when the French are griping about raising the retirement age to 62 these doughty senior citizens (Mick is 67, Keith 66) are contemplating yet another world tour. 
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(4)The euro-zone crisis, again; still crazy after all these yields 
Ireland's plan for a brutal fiscal adjustment has done nothing to appease panicky bond markets. Portugal is also in their sights. Nov 11th 2010 %7C Dublin. In 2008 a strike by French and Spanish lorry drivers cut off the supply of components from Germany to Volkswagen's Auto Europa plant, south of Lisbon, forcing the factory to close for a day. Two years on there is a more serious threat to the supply lines of countries on the fringes of the euro zone. The yield on Ireland's ten-year government bond vaulted towards 9%25 on November 10th, 6.2 percentage points above the yield on safe German Bunds (see chart); Portugal's topped 7%25. Such signs of distress may foreshadow a buyers' strike that would eventually force both countries to turn to the European Financial Stability Facility, the euro zone's rescue fund. At the very least, the panic should force the European Central Bank (ECB) to make bigger purchases of Irish bonds to stop a self-fulfilling run. There are still some willing buyers for peripheral debt at the right price. On November 10th Portugal raised %801.25 billion (%241.7 billion) in a sale of six- and ten-year bonds, completing its fund-raising for this year. Portugal is aiming for a budget deficit of 4.6%25 of GDP next year, less than half Ireland's target, though it has more debts to roll over. Ireland has no need to tap the markets soon: its debt-management agency has hoarded %8020 billion of cash, according to Morgan Stanley (Portugal has squirrelled away %8010 billion). That is enough to cover Ireland's borrowing needs and bond redemptions well into next year. Even if each government has a little breathing space, anxiety about public finances has eroded their banks' ability to secure long-term debt finance, with knock-on effects for other types of corporate borrowing. Reliance on short-term loans from the ECB is worryingly high. Ireland's banks fund 10.2%25 of their assets with ECB cash, according to Barclays Capital; the figure for Portugal is 7.2%25. For now banks have access to ECB funds at its main interest rate, currently 1%25, for up to three months. Some on the ECB's council might have hoped soon to make the terms more restrictive, but that now seems unlikely. Portugal in particular has huge foreign debt, much of it channelled through its banks: some think this is the country's main frailty. Fitch, a ratings agency, downgraded four of Portugal's banks on November 8th, on concerns about funding. Both Ireland and Portugal had hoped that bold efforts to cut budget deficits would appease bond markets and clear their funding channels. On November 4th Ireland's government said that it planned budget cuts worth %806 billion (or 3.8%25 of GDP) in 2011. It will follow that with %809 billion of further measures in 2012-14. Details will be set out later this month in a four-year economic plan. Our interactive Global Debt Clock calculates and compares all governments' debt Portugal's budget for 2011 was finally approved on November 3rd: the main opposition party agreed not to block it after securing a smaller rise in taxes and bigger spending cuts than first planned. The measures include an increase in the standard VAT rate and a 5%25 average cut in public-sector wages. The overall fiscal tightening in 2011, including actions announced earlier, will be an eye-watering 4.3%25 of GDP, estimates Julian Callow, at Barclays Capital. It is hard for economies to prosper under this sort of fiscal squeeze. In Ireland the hope has been that clarity about the fiscal outlook might persuade consumers to save less and spend more. But taxpayers have barely had time to absorb the news that the cost of bailing out the banks will push Ireland's budget deficit to 32%25 of GDP this year, even after raiding a fund set aside to pay for future welfare costs. They have now been told that a further %8015 billion-worth of fiscal pain is still to come%97twice the figure suggested in last year's budget%97because of higher interest costs and more realistic growth forecasts. The natural reaction for householders is to fear the worst. As European leaders discuss ways to make creditors bear losses when countries default, that goes for bond markets too. 
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(5) Eurostar's not very high-speed new trains 
Nov 12th 2010, 12:58 by The Economist online. IT IS over a month since Eurostar, the operator of passenger trains through the Channel Tunnel between Britain and France, announced that it had chosen Siemens, a German engineering firm, as the preferred bidder to supply 10 new high-speed trains. Yet the %80600m (%24824m) contract still has not been signed. The hold-up is because of legal objections by Alstom of France, a rival bidder. Both it and Siemens offered to build trains with power units distributed along their length, whereas the tunnel's current safety rules insist that trains must only be powered by an engine at either end. This rule is expected to change next year, and Alstom says it understood that Eurostar would wait until the rule-change before making its decision. It had therefore put in a somewhat hasty bid that it expected to have a chance to improve before the contract was formally awarded. Alstom sought an injunction from Britain's High Court to stop the contract signing, which was rejected on October 29th. That seemed to be that. But the French company successfully persuaded the court on November 10th to demand more information from Siemens and Eurostar on the bidding process. A hearing is scheduled, but not until October next year. Eurostar said on November 11th that it had agreed to postpone the contract signing "for a further short period" while the French and British governments engage in "a constructive dialogue %5Bwhich it believed to be close to a conclusion%5D on the important, wider public interest issues raised." It indicated that this did not mean waiting until a High Court hearing next October. It is difficult to see where issues of wider public interest arise, unless it means speeding rather than hindering the construction of the trains. Safety matters in the tunnel are overseen by an Intergovernmental Commission (IGC), whose membership is split equally between the two countries, and it has already agreed to a change in the safety rules. So suggestions that the French side may block the deal are given little weight by insiders. The IGC has asked Eurotunnel, the operator of the tunnel itself, to revise its rules to accommodate trains with distributed power; but the rule-change is not likely to go through until February 2011 at the earliest. Eurostar, owned 55%25 by SNCF, the state-owned French national railway, is set up as an independent commercial concern, so it cannot be expected to act according to French national interests. Even so, Alstom clearly sees an opportunity to block the contract and perhaps engineer a re-tender. The High Court's reaction suggests that the judge at least wants more facts made public, even if that does not stop the contract from going ahead. In the mean time, Alstom has also filed a complaint with the European Commission, which has launched an investigation. One hare, which Alstom has set running, concerns Interfleet, a consultant on high-speed rail projects. It claims that Interfleet had been advising both Eurostar and Siemens at the time of the contract. A German newspaper, Süddeutsche Zeitung, on November 5th quoted Interfleet as confirming this, but insisting that it had not been exposed to any conflict of interest. More recently an Interfleet spokesman declined to comment at all, citing client confidentiality. In Italy, Alstom is also questioning the award by Trenitalia, in August, of a contract for high speed trains to Bombardier, a Canadian rival. "I would much rather be building trains than going to court," Patrick Kron, head of Alstom, told The Economist. "But the contest has to be fair." 
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(6) Chinese takeovers; being eaten by the dragon 
What it feels like to be bought by a Chinese firm 
Nov 11th 2010 
A FEW years ago two executives of an international oil company were working late in its otherwise deserted office in England. A stunning young Chinese woman arrived at reception. "She was very attractive, decked out in Gucci," one of them says. She delivered a letter from Sinopec, one of China's giant, state-controlled energy firms, proposing a multibillion-dollar takeover. The executive adds, a little wistfully, that she then disappeared into the night in a car with local licence plates, never to be seen again. His firm was soon bought by another Chinese company. Since then Western bosses have been tapped by Chinese firms at conferences in Toronto and Cape Town and received walk-in offers in Scandinavia. Companies across Europe have solicited Chinese investment. Bankers all over the world have touted lists of Western takeover candidates among China's big firms. This year buyers based in China and Hong Kong have accounted for a tenth of global deals by value, including investments in oil and landmark takeovers in industry, such as Geely's purchase of Volvo, a Swedish carmaker. A decade ago China urged its companies to expand under the slogan "go out". Now it is really happening. (8 AWL)
The first fiery breaths 
More deals are inevitable, given China's rise. Control of the world's stock of foreign direct investment (FDI), which includes takeovers and companies' greenfield investments, tends to reflect a country's economic muscle. Britain owned 45%25 of the world's FDI in 1914; America's share peaked at 50%25 in 1967. Today China, including Hong Kong and Macau, has a share of just 6%25 (see chart 1). Listed Chinese firms, which are largely state-controlled, are already some of the world's biggest, and account for over a tenth of global stockmarket value. Most are still mainly domestic outfits. China's high savings will also spur deals. Companies often have surplus cash and banks surplus deposits. Today those savings are recycled into rich countries via sovereign-wealth funds and the central bank, which act as portfolio investors, buying mainly bonds. But China may and probably should diversify. That shift will be accelerated by China's political aims: to acquire inputs, such as raw materials, labour and land; to build up technical and commercial expertise; and to gain access to foreign markets. Public announcements of such deals are something of a charade. Wooden Chinese executives insist they are acting on purely commercial grounds. Western bosses hail a new era of co-operation. Yet these transactions are tricky partly because of cultural differences and partly because of the role of the Chinese state. There have been fiascos. In 2005 CNOOC, a Chinese oil firm, withdrew a bid for Unocal, a Californian producer, after American politicians kicked up a stink. In 2009 Rio Tinto, an Anglo-Australian mining firm, withdrew from a deal to sell a series of minority stakes to Chinalco, a Chinese metals firm. Rio's shareholders opposed the sale but many reckon that the Australian government did, too. The Economist has interviewed, anonymously, executives past and present at 11 Western companies that have been bought by or have sold stakes to Chinese firms, or have been in negotiations to do so. Ten of the deals discussed were worth more than %241 billion. What these people say provides an insight into both China's capacity to expand its companies abroad and the opaque workings of its state-backed firms. The impression they give is a mixture of awe at China's ambition and technical skill and a far more qualified assessment of Chinese companies' ability to run international businesses. (29)
The meat of the negotiation often has two parts: marathon sessions at an investment bank's offices, often in London, and visits by target firms' executives to mainland China or Hong Kong. There they may be expected to make epic PowerPoint presentations to giant audiences, and to attend banquets and intimate discussions, often in hotels owned by the bidder. Most visitors are impressed by Chinese firms' technical nous. Both sides try to make friends: "Emotion and trust matter," says a Briton, because authority within Chinese firms is opaque and arbitrary. Chinese negotiators often use booze to break down barriers%97and to try to get the upper hand. This is a well-known tactic, says a European of hazy days he spent in a hotel dealing with the fine print. "They would bring in people to try to get you drunk%85At one point I was sure they'd brought in a lady from the switchboard." Most targets of Chinese takeovers need an interpreter. It pays to be wary. The head of a mining firm grew fond of his, but jokes, "She was clearly an internal spy." Most executives say they trusted their hosts. But not all. A European says, "They knew everything about me," and adds, "I had 52 hits from China on my home computer." Another boss negotiating a controversial natural-resources deal found the atmosphere sinister. "You had to take your battery out of your mobile phone. You were told the rooms were bugged." (10 AWL)
Chinese companies' power structure is a bit of a mystery to outsiders, even the handful of Westerners on the boards of big state-backed companies. A popular theory is that they are controlled by a parallel hierarchy of Communist Party officials. The most senior party man in a firm, the general secretary, is not necessarily the most senior executive. Although one Western executive says this distinction was evident ("There were party people and people who did stuff"), most are just overwhelmed by the volume of bodies. One arrived, alone, in London to be faced with 30-40 people from the Chinese side. "I was shocked," he laughs. Meetings in China can be attended by vast audiences, with people coming in and out continually. A core of people ask good questions, but even they, many visitors say, seem to lack the authority, or desire, to make decisions. (9 AWL)
Power behind the chair 
The opacity of power is also reflected by the role of the titular heads of Chinese firms. One boss found his counterpart to be an autocrat, surrounded by minions: "You feel the deference towards this guy. There are no interjections when he speaks." Yet most visitors to China talk of charming figureheads, for example at Sinopec: "There are two chairs in the middle where you and he sit%85You say prepared remarks into the microphone and then everybody claps%85Girls serve tea%85The big chief doesn't negotiate. He just blesses the deal." Another executive says the head of Huawei, a telecoms-equipment firm, was "a great gentleman" who "relied on his lieutenants for information". A natural-resources boss says the head of Minmetals, a big Chinese mining firm, was just there "to keep protocol". Who, then, calls the shots? A lieutenant who has lived outside China may lead the talks with the target's top brass. Chinalco, says a Westerner, has used the same 40-something bilingual hotshot on several deals: he was "very, very good". But with one exception, those interviewed thought the state was in ultimate control. "You can feel it," says one. "In China you're dealing with the government," says another. "In India you're dealing with companies." (6 AWL words)
However, the state is far from being a predictable monolith. Often, more than one Chinese firm has sniffed out the same target. They compete for the Western firm's affections and "preferred bidder" status with officials back home. The process can be chaotic. A chairman says he negotiated for months with a Chinese mining firm, including site visits by hundreds of their staff, only to see the deal collapse because it lacked political consent. Likewise, China's government-controlled banks, which have been expanding abroad (see chart 2), are often described as indiscriminate financiers of China's overseas conquests. Yet the same chairman recalls going to Cuba to meet a senior official of China Development Bank (whose father had, apparently, been an acquaintance of Fidel Castro's) and receiving a clear signal that a deal was in doubt. Another executive says a deal with ZTE, a maker of telecoms equipment, that included state-bank financing struggled to win official approval. ZTE's bosses, he says, held little sway with the central government. Once a preferred bidder has been picked, however, there can be a flood of cheap cash. Someone involved in the Rio deal recalls meeting a bank in China and being staggered by their indiscipline. "They said, %91How much do you want: %2410 billion, %2420 billion?' It was unbelievable." The preferred firm's negotiators often have some latitude to alter the terms of a deal, but refer big decisions to Beijing. During the auction of a Western oil company, a Chinese state-controlled energy firm "went back to the ministerial level to raise its bid", says an executive of the target.  (20 AWL words)
At key moments, though, this apparently fiddly hierarchy can be decisive. One oil executive ran an auction of a firm that ended with an Indian and a Chinese bidder (both were state-controlled). The Indians had "no concept of materiality", he says, and were mired in nit-picking. In the final stages they returned the draft contract riddled with amendments. The Chinese firm returned it clean, and won. Although to set up a foreign bid a Chinese firm has to jump through lots of hoops, once it has done so it enjoys formidable advantages. It has access to cheap finance. It can ignore its share price, since its majority shareholder, the government, is onside. Politicians may also work to smooth the waters. PetroKazakhstan, a Canadian firm with assets in Central Asia, was coveted by a Russian company. Its takeover by CNPC of China was eased by a state visit by the president, Hu Jintao, to Astana, the Kazakh capital. China's state-backed system also has disadvantages. One is that foreign governments are becoming increasingly wary of Chinese takeovers. These include those of Canada and Australia, previously two of the most open markets for corporate control in the world. Another is more subtle: that the style of decision-making can lead Chinese companies to overpay and to struggle to integrate their purchases. (16 AWL)
Some executives felt that their Chinese suitors had bargained astutely. Someone who has sold four mining firms says the Chinese compared well with Western buyers. Others are less complimentary. To get to the point of executing a takeover, a Chinese company must build up a huge head of steam. Some say they struggle to rein in their investment bankers. "They lost control of the situation," says a European chief executive. In future, "I hope for their sake that they do a better job at negotiating." Chinese firms also risk political fallout if they fail. Their sense of mission makes them "transparent", says one European executive of his experience selling a firm. "They cannot take the chance to lose the deal." Another European boss says his Chinese suitor struggled to deal with Western stockmarkets. Their disclosure rules mean slip-ups are made public, and disparate institutional investors are unpredictable. As a result Chinese buyers prefer targets with a single big shareholder who can negotiate bilaterally. However, buying such firms can be costly because they command a scarcity premium. The price China pays is often dismissed as inconsequential: what are a few billion in the grand scheme of things? But even for rich countries, systematically overpaying for foreign assets is a bad idea. After a binge in the late 1980s and early 1990s, Japanese firms retrenched. (7 AWL)
I love you. Tell me your name 
Integrating an acquisition is just as important as price. Once the deal is done%97a text message from China confirming a higher offer is not unknown%97there may be a signing ceremony in the target firm's country and then a banquet in China, attended by central bankers and government ministers. More grog is compulsory. "You will leave the dinner completely drunk," says a survivor. The bought firm's bosses may be asked to linger in well-paid but largely symbolic roles. Those interviewees who experienced Chinese firms' integration efforts mostly reckon they began well. "They had done their homework," says one. Their approach was "very clever" at first, recalls another. The buyer's message that it would keep all staff "was extremely simple and well received", he says. Usually the acquired company keeps some autonomy, with its own legal status and name. Only one executive, at a North American firm, felt this initial group hug was insincere: the Chinese took over "the day I walked out of the building%85Critical positions were replaced instantly." An ex-colleague disagrees, saying the Chinese just took firm control. (14 AWL)
Over time, though, business plans change. Natural-resources firms can become captive suppliers to China, rather than selling on the open market. An executive of a Latin American mining company recalls a blazing row between the two groups of geologists which was resolved when the Westerners realised their new objective was to maximise production, not profits. In the longer term the DNA of Chinese corporations%97a sense of mission, consensus, deference and opacity%97can cause difficulties. These can be compounded by a dearth of English-speaking managers familiar with working outside China. An architect of a failed deal says, "There would have been some great opportunities%97and some really big problems."  The former boss of a European firm now owned by a Chinese giant says he liked his new colleagues but adds that the lack of open discussion caused friction. "Nobody contests what their immediate superior says. Never, never, never%85The decisions are taken somewhere else." The firm's engineers became "frustrated" as plans were sent to China and amended. It is difficult for Chinese firms to run foreign ones, he says: "It is a very stratified society." Another veteran of the same firm jokes about the "Beijing effect" and says that "having sold a business to them and worked for them for a year I don't really have a clue how they work." He adds: "Virtually all of the senior management have left and at the next level down people are looking %5Bfor new jobs%5D." This isn't true of all deals, but nor is it unique. The former boss of another European acquisition says of the integration plan: "On paper it looked quite good but it failed totally." Decisions took months for "even the simplest things". He says that "almost all the key people left" and adds that "there is no company left" at the headquarters, just a shell. (11 AWL)
The Chinese way 
Does any of this matter? After all, Western takeovers can be brutal, too, and a buyer is by and large entitled to do as it pleases. Several mining and oil bosses also argue that a healthy process is at work, in which China buys firms and the capital and skilled people thus released are recycled into new start-up companies. Yet from Chinese firms' perspective an inability to retain staff is a problem. Technical and local expertise accounts for much of a company's value. And as China moves beyond digging stuff out of the ground%97at which it is fairly adept%97to more complex consumer industries, let alone creative ones, better management will be essential. In this, companies from other emerging markets, such as India and Brazil, have the advantage of private-sector credentials and more cosmopolitan cultures. The most durable multinational firms, such as Nestlé or Unilever, often transcend nationality. (11 AWL words)
A pessimistic view is that China will have to find other ways of "going out". It could make passive equity investments through China Investment Corporation, a sovereign-wealth fund. Executives from two firms attest that its representatives take a back seat at board meetings. Joint ventures are another option. The boss of an oil firm with a Chinese partner says that "its motivation is not to take control" and that the relationship is harmonious. Alternatively, Chinese companies could grow without buying. Until the wave of cross-border deals in the 1980s most firms went global by building operations from the ground up. Chinese firms are becoming good at this. One of them, COSCO, has a concession to run part of Greece's biggest port. Chinese construction firms have won contracts across Africa and eastern Europe. Huawei has developed without making large acquisitions. (13 AWL)
For all that, it is hard to believe that China's companies and politicians want to operate with one arm tied behind their backs. And although many of the country's big firms may never resemble Western ones, with diffuse private shareholders and independence from the state, they may have to edge more towards this template in order to succeed at large cross-border deals. In a speech this month a senior Chinese official emphasised the role abroad of China's "private" firms, which typically have less overt state direction. To address other countries' concerns about political control, China may also have to loosen its hold on its giant state-owned companies and ensure that their power structure is more transparent. Most of the executives interviewed by The Economist also felt that the next generation of Chinese executives, in their 30s and 40s today, with more international education and experience, would prove far more effective than the present cohort of chiefs. Over the past two decades the old guard has taken a rusting industrial base and from it made gleaming corporate giants. Yet if those firms are to achieve their full potential abroad their creators may have to relax their grip. (12 AWL)
(2,848 words / 166 AWL /  5.8%AWL coverage)
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(7) Know your onions 
Commodity speculators do more good than harm 
Nov 11th 2010 
THE image of the market-rigging commodity speculator of modern folklore lies somewhere between moustache-twirling pantomime villain and James Bond's evil nemesis ("When I press this button the price of molybdenum will treble, the world will be destroyed and I will be rich, rich, rich%21"). Measures are afoot to contain the speculators blamed by buyers, NGOs and politicians for spikes in oil, wheat, corn and other prices and supposedly bring order and harmony to commodity prices. Nicolas Sarkozy, who is taking over the presidency of the G20, is set to use the role to champion measures to bring commodity investors to heel. Those naturally inclined to dismiss any French efforts to regulate financial markets should note that Angela Merkel, Germany's chancellor, is on his side too. And American regulatory reforms include the introduction of mandatory position limits on trading in energy, metals and agricultural commodities early next year. 
More boring than bad 
Institutional investors and hedge-fund bosses do not deserve the attention they are getting. They are far duller folk than their caricatures and the offences they are accused of crumble on closer examination. There is almost no evidence to connect speculators to the commodity-price spikes that they are routinely blamed for creating. And what little distortion speculators may cause is soundly trumped by the service they provide. In particular, they supply liquidity and price information that makes futures markets more efficient. Speculators plug the gap when the hedging requirements of raw-material producers and buyers do not coincide, offering a counterparty for trades that might otherwise have no takers. The suggestion that speculators deliberately manipulate markets to earn profits through bubbles and busts simply does not hold water. The explanation for the sudden spikes in the prices of many commodities in recent years lies in nothing more sinister than the laws of supply and demand. A ravenous China, underinvestment in mining and agriculture, tight markets and unexpected disruptions to production are usually to blame for rapid price movements. When supply is tight, a small increase in demand can have a disproportionately large effect on price. Even if speculators do sometimes push prices out of kilter the fundamentals soon regain the upper hand. And the amount of cash invested is tiny compared with the size of the total commodities market. It seems unlikely that such a small tail could wag such a large dog, especially given that investors almost exclusively trade futures contracts. They rarely take physical delivery of raw materials and have no effect on the actual production and consumption of metal, grain or oil. 
The worst that can be said about speculators, then, is that they may add a little to the volatility that anyway characterises commodity markets. Yet even that charge is hard to maintain. An OECD report suggests that there is little difference in volatility between exchange-traded agricultural commodities (such as wheat and corn) and non-exchange-traded ones (such as apples and onions). Commodity speculators make for tempting scapegoats and populist attempts to limit their activities will play well for both Mr Sarkozy and Mrs Merkel as they struggle to regain favour with voters in France and Germany. They come at little cost as neither country is home to much trading. Any restrictions will only serve to hit the centre of European commodity trading, the London Metal Exchange. It is the politicians, not the investors, who risk becoming the real villains in this affair. 
(575 words /  37 AWL /  6.4 %AWL coverage)
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(8) Rolls-Royce 
Containing engine failure 
Rolls-Royce should survive any design faults found in its superjumbo engines 
Nov 11th 2010 
Worrying, but not fatal 
PASSENGERS on Qantas flight QF32 on November 4th will have breathed a sigh of relief when their Airbus A380 touched down after suffering a potentially devastating engine failure shortly after take-off from Singapore. As accidents go, this one ended well, with the pilots making a safe if slightly fast landing. Big jets are designed to survive the failure of one engine, even during take-off, when the risk of a crash is greatest. In some cases engines have even fallen off with no ill effect. What made this incident less usual, and more dangerous, was that bits of the engine exploded outward, damaging the wing and, according to some sources, parts of the control system, on the A380 superjumbo, the biggest passenger jet in the world. That it landed safely was probably due to a combination of good design, in that the A380 has two separate control systems and can survive the loss of one, and good luck, in that the engine fragments did not hit more crucial parts of the plane. For Rolls-Royce, the world's second-largest aircraft-engine maker, the safe landing did little to avert worries over the engine's safety. Qantas grounded its other A380s and voiced concerns over possible design flaws in the engine. European air-safety officials' initial investigations suggested an oil leak, leading to a fire, may have caused the failure. 
The Australian airline found oil leaks in the same type of engine on other A380s, and Singapore Airlines found oil stains in its A380s' engines. The news, coming after an incident involving an engine on Rolls-Royce's test bench, rattled investors and air passengers. Yet their reaction is overblown. Engine failures of the sort that seems likely to have occurred are unusual but not unheard of. Earlier this month America's Federal Aviation Authority asked airlines using engines produced by Pratt & Whitney for the Boeing 777 to inspect them after reports of a large number of cracks in their compressors that could have led to similar uncontained engine failures. Any design problem, if one is found, is also likely to be specific to this particular engine model, which is still relatively new and is in use on only 20 aircraft so far. This would take a little of the shine from Rolls's gleaming image but probably not do much damage to its prospects. The engine in question is a modification of the Trent family, of which more than 1,700 are in service. These have accumulated millions of hours of flying time and an enviable safety record. Another 2,500 or so are on the order books. Only about 70 of the variant involved in the A380 incident are on order. Four decades ago Rolls-Royce was nationalised, having suffered delays and cost overruns after betting everything on developing a new jet engine. Now it is a private firm with a broad and stable business: the fallout from any engine failure can be more easily contained. 
(506 words /  37 AWL /  7.3 %AWL coverage)
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(9) King of the Mad Men - As the advertising giant he built celebrates its 25th birthday, Sir Martin Sorrell is once again full of optimism Nov 4th 2010 %7C NEW YORK 
Sir Martin's silver anniversary 
ONLY someone who spends as much time on aeroplanes as Martin Sorrell could possibly find in "Up In the Air", George Clooney's film about the emptiness of long-distance travel, a reason to be optimistic about America. As the film makes clear, Americans suffer the same pain and psychological damage when they lose their jobs as Europeans do, says Sir Martin, the boss of WPP, the world's biggest advertising and marketing group. But America downsizes fast when the economy falters, whereas in Europe restructuring takes years. It was fierce job-cutting in 2009 that may help explain why American firms have been able to increase their ad spending sharply in 2010, says Sir Martin. "It is truly remarkable America has been so strong this year." America is behaving more like an emerging market than a mature one for advertising, WPP said on October 29th when it reported that third-quarter revenues there were up by 9.9%25 on the same period a year earlier, contributing mightily to like-for-like global revenue growth of 7.5%25. It was a perfect birthday gift to ensure high spirits at the staff parties Sir Martin has been hosting on both sides of the Atlantic to celebrate WPP's 25th anniversary. The firm began with his purchase of a shell company, Wire and Plastic Products, with money borrowed against shares in Saatchi & Saatchi, the advertising agency where he was finance director. In its most recent financial year WPP had pre-tax profits of %241.3 billion on revenues of %2414 billion. Its market capitalisation is now %2415 billion. The firm had little option but to grow by acquisition, says Sir Martin. His first big deal was the purchase in 1987 of J Walter Thompson, then 13 times bigger than WPP, which led Advertising Age to feature him under the headline, "The Man Who Would Be King". Two years later he bought Ogilvy%97which gave WPP a "near-death experience" during the debt crisis of 1991 because of what Sir Martin regards as his biggest mistake: using convertible paper to part-finance the deal. Other big purchases included Young & Rubicam and Grey. 
WPP today is a fusion of hundreds of companies%97and an exception to the general rule that most mergers fail. Sir Martin attributes this success to "only buying good businesses", taking time to get to know the firms, insisting on (typically) five-year lock-in deals of the talent, and a decent amount of "luck". Sir Martin is now focused on smaller acquisitions, of which the company typically makes around 30 a year. In one recent deal, WPP bought a %245m stake in Buddy Media, a company which specialises in advertising on Facebook. WPP's boss is sometimes put down by critics as a finance-obsessed "bean counter", but he delegates a lot and has placed some astute bets, such as deciding that the advertising industry would become increasingly driven by technology. He says he started investing in digital businesses in the mid-1990s. He was also an early proponent of the enormous potential of China. 
So the irony that WPP's strength this year owes much to an ad boom in America rather than in emerging economies, and in conventional media, with television advertising making a strong comeback, does not escape him. But Sir Martin explains this is happening because a lot of clients are building their brands and feel this sort of advertising is better done with traditional media whereas "online is more about price and offering a deal." Nonetheless, if he were starting WPP today he says it would concentrate on Asia, Latin America, the Middle East and central Europe, and on acquiring and analysing customer data, as well as more digital activities. In the long run, WPP seems to be well placed in many of the world's fastest-growing economies, including Africa, where it has been hired to rebrand Zain, a mobile-phone company. Only around one-third of WPP's revenue now comes from the sort of work most people associate with advertising; the rest is generated by a broader range of marketing activities, such as consumer research, digital marketing, public relations, and media planning and buying. It is a world away from the 1960s Madison Avenue advertising agency featured in "Mad Men", a hit television drama. Sir Martin watches that too, and admits it shows that some things remain the same in adland: "The egos, turf wars and political incorrectness." 
(721 words / 52 AWL/ 7.2%AWL coverage)
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(10) Container ship slump in trade
FROM the sheltered waters of Subic Bay in the Philippines to Falmouth on the south coast of England, a vast, swelling armada lies idle. In Asia's deep-sea havens 750 vessels%2597container ships, bulk carriers, tankers, car carriers and others%2597are laid up. A further 280 are sheltering in European waters. According to Lloyd's Marine Intelligence Unit, nearly 10%2525 of the world's merchant ships are swaying gently at anchor because of a collapse in global trade. Since the recession bit hard last autumn a lot of attention has been paid to the plunge in the Baltic Dry Index, a composite measure of the cost of shipping bulk cargoes such as iron ore and coal. It fell by over 90%2525 between June and October last year, although it has since recovered slightly and is hovering at just above a quarter of its peak. World trade in general remains in its worst slump for generations, although it too is no longer falling. Two of the biggest shipping banks (RBS and HBOS) are in state-backed rehab. The parlous state of the world economy could mean more shipping companies following Eastwind Maritime, which went bankrupt in June. On July 28th Hapag-Lloyd, Germany's largest container-shipping company, secured a %2580330m (%2524468m) bail-out from its shareholders while it seeks up to %25801.75 billion to keep it from sinking altogether. (11)
Worse, there is a huge supply of new ships on order and due off the slipways over the next four years. For bulk carriers alone, the backlog is equivalent to more than two-thirds of existing capacity. Philippe Louis-Dreyfus, departing president of the European Community Shipowners' Associations, has called for an industrywide scrappage scheme to shrink the surplus. Warning of a "bloodbath", he said in June that shipping capacity would exceed the needs of the market by between 50%2525 and 70%2525 in the near future. Nothing like this has been seen since the early 1970s, when lots of super-sized oil tankers, known as VLCCs (very large crude carriers), were built in expectation of huge growth in oil consumption just before the first oil shock. The result was a persistent surplus and no more orders for VLCCs for a decade. By the late 1990s the number of ships completed was running at around 1,300 a year. But from 2004 production picked up. Ships have also been getting larger (see chart). By last year annual completions were up by nearly 60%2525 compared with a decade ago and the ships were 30%2525 bigger. No wonder Lloyd's List, an industry journal, is full of news of ship seizures and bankruptcies. (14)

Yet a ray of sunshine is breaking through the storm clouds. The world's shipbuilders are unlikely to convert all of their huge backlog of orders into deliveries given their unrealistic workloads and likely cancellations. Drewry Shipping Consultants estimates that nearly half the ships due to be delivered last year are still sitting on the slipway or the drawing board. Analysts at ICAP Shipping Research in London shrug off the idea that there will be a glut, since shipments of cheap Australian coal and iron ore to China have for years been constrained by a lack of big ships. More giant bulk carriers will lower the prices of ores delivered to China and stimulate trade growth, they say. The outlook for tankers is less clear because of the volatility of crude-oil prices. Rates recovered strongly in June, according to ICAP, partly because large vessels were in demand for storage, as oil companies waited for crude prices to strengthen. Looking further ahead, the International Energy Agency expects oil demand to fall by 2.5m barrels a day this year, having already dropped by 300,000 b/d in 2008. But lower demand will be offset by a scheme to phase out single-hull ships on environmental and safety grounds in European and North Atlantic waters. The decline in production from mature oilfields in the North Sea and Alaska also means that replacement supplies will have to be hauled longer distances by sea to the refineries of Europe and North America. (15)
The part of the shipping industry headed for the choppiest waters is the container trade, which had steamed ahead gloriously since the mid-1970s. The forging of global supply chains in the past 20 years, the rise in merchandise trade and the emergence of China as the workshop of the world created growing demand. Vessels became gigantic, with the latest capable of carrying 15,000 standard containers. Now the box trade, as it is called, is in the midst of its first decline. AXS Alphaliner, an information service that tracks the trade, has estimated that some 15%2525 of capacity will be idle by October. Shipping companies that operate the main container services linking Asia, America and Europe will lose about %252420 billion this year, after making only %25245 billion profit in 2008, according to Drewry. To blame is a %252455 billion fall in expected revenues, only partly offset by savings from lay-ups, "slow steaming" to conserve fuel and opting for the longer and cheaper route round the Cape of Good Hope, which avoids hefty fees for using the Suez Canal. The canal faces a drop in revenue of 14%2525 this year. Container rates have tumbled: before last summer it cost %25241,400 to move a container from China to Europe; today the rate is barely %2524400. Chang Yung Fa, the boss of Evergreen group, the world's fourth-largest container fleet, based in Taiwan, talks of a "gruesome" excess of capacity. Three years ago he dropped plans to order new ships. Now he is scrapping part of his 176-strong fleet. The grim outlook for container shipping is not simply a reflection of the recession. There is a deeper concern. Containerisation helped to promote globalisation by reducing the cost of shipping goods so sharply that manufacturers could afford to search the world for factories where costs were lowest. As a result, the amount of sea transport involved in manufacturing a given product rose. But some analysts worry that this one-off restructuring may be almost complete. So even when the world economy recovers, the rapid expansion of container trade may not resume. (23)
(1013 words / 63 AWL /   6.2 %AWL coverage)


NEW YORK TIMES 
(1) Europe Fears That Debt Crisis Is Ready to Spread 
By LANDON THOMAS Jr. and JAMES KANTER 
Published: November 15, 2010 
LONDON %97 European officials, increasingly concerned that the Continent's debt crisis will spread, are warning that any new rescue plans may need to cover Portugal as well as Ireland to contain the problem they tried to resolve six months ago. Any such plan would have to be preceded by a formal request for assistance from each country before it would be put in place. And for months now, Ireland has insisted that it has enough funds to keep it going until spring. Portugal says it, too, needs no help and emphasizes that it is in a stronger position than Ireland. While some important details are different, the current situation feels eerily similar to what happened months ago in Greece, where the cost of borrowing rose precipitously. European authorities stepped in with a rescue package, expecting an economic recovery and the creation of new European rescue funds to fend off future panics by bond investors whose money is needed by countries to refinance their debt. But with economic conditions weakening, markets are once again in turmoil. Rescuing Ireland may no longer be enough. (14)
Stronger countries and weaker countries using the common currency of the euro are being pulled in different directions. Some economists wonder if unity will hold or if some new system that allows countries to move on one of two parallel financial tracks is needed. Despite the insistence of Irish officials that only its banks need additional help, investors continue to bet on an Irish rescue, driving down the bond yields on that country's debt against a benchmark again on Monday. Portugal's yields increased to 6.7 percent, underscoring the emerging concern in Brussels, the administrative center of the European Union, that it would be irresponsible to adopt a plan to prop up Ireland without addressing the possibility that turmoil could ultimately engulf Portugal, or even Spain. Like Ireland, Portugal has struggled to grow under the fixed currency regime of the euro. Though Portugal has raised enough funds of late from bond markets, its budget deficit is 9 percent of its gross domestic product, much higher than the 3 percent limit for countries in the euro zone. With its weak government and slow growth, investors have grown fearful that Portugal, too, will eventually run out of funds. (21)
While Ireland has largely impressed European officials with its commitment to austerity, Portugal has been lagging in this regard, according to European officials. One official in Europe, who asked for anonymity because he was not authorized to speak publicly, said that the budget recently presented by the government in Lisbon did not contain the type of far-reaching changes proposed by other countries, like Spain. "If Ireland were to ask for aid, then you'd have to look at what's going on in Portugal as well," the official said, putting forward a view rescuing Ireland alone would not keep speculators from other vulnerable countries. José Manuel Barroso, president of the European Commission, said on Monday that Ireland had not requested aid. "We have all the instruments to address the problems that may come either in the euro area or outside the euro area," he told reporters in Brussels. The Portuguese finance minister, Fernando Teixeira dos Santos, said Monday evening in Brussels that the situation in Ireland was creating dangers for all countries using the euro. (8)
"If things are getting worse in Ireland, for instance, that will have a contagion impact on the other euro zone economies and particularly on those that are under closer scrutiny of markets, like Portugal," he said. Asked if Ireland should accept a bailout to stem the contagion, Mr. Teixeira dos Santos said, "It's not up to me to make that assessment." Even so, Mr. Teixeira dos Santos emphasized that his country was not preparing to ask for a rescue package. Mr. Teixeira dos Santos also said his government was preparing a robust budget that would cut wages, freeze pensions and raise taxes. "We are really committed to meet our targets," he said. "I think we deserve that the market gives us the chance to show that." The bureaucratic machinations in Brussels highlight one of the main concerns that grew out of the establishment earlier this year of a rescue fund of 500 billion euros (about %24680 billion at today's exchange rate) by the European Union after the Greek budget crisis: What happens if, in the next crisis, multiple countries need aid at the same time? (11)
Months later, it remains unclear how, in practice, countries like Ireland and Portugal would tap the rescue money. Landon Thomas Jr. reported from London and James Kanter from Brussels. Stephen Castle contributed reporting from Brussels, Jack Ewing from Frankfurt and Raphael Minder from Geneva. (1)
(783words/ 55AWL/  7% AWL coverage)
(2) Under Attack, Fed Officials Defend Buying of Bonds 
By SEWELL CHAN 
Published: November 16, 2010 
With the Federal Reserve under attack at home and abroad, it is making an unusual public bid to keep itself away from the political crossfire. After a barrage of criticism over the last week %97 including from foreign leaders, Congressional officials, economists and Alan Greenspan, the former Fed chairman %97 the Fed came out to explain its efforts to inject %24600 billion more into the sagging economy. One worry of Fed watchers as well as its defenders is that some of the domestic criticism may have the subtext of challenging the Fed's traditional independence in deciding monetary policy without political interference. (7)
In a rare on-the-record interview, William C. Dudley, president of the Federal Reserve Bank of New York, said that the Fed's move was not intended to affect the value of the dollar, but rather to encourage a faster, stronger recovery that will also assist international growth. "We have no goal in terms of pushing the dollar up or down," Mr. Dudley said. "Our goal is to ease financial conditions and to stimulate a stronger economic expansion and more rapid employment growth." And in an interview with The Wall Street Journal, the Fed's new vice chairwoman, Janet L. Yellen, defended the decision in broadly similar terms. "I'm having a hard time seeing where really robust growth can come from," she said. "And I see inflation lingering around current levels for a long time." Ms. Yellen said she was "not happy to see us caught up in a political debate." (12)
The comments by Mr. Dudley, who is also the vice chairman of the Federal Open Market Committee, which sets monetary policy, and by Ms. Yellen amounted to an unusual rebuttal, the first by top Fed officials, of criticism of its decision this month to pump money into the banking system. The plan is to spur the recovery by buying government securities to lower long-term interest rates. Kenneth A. Froot, who teaches international finance at Harvard Business School, said, "The Fed needs to get the word out more clearly" because of the politically volatile times. Mr. Froot added, "This is a very rare circumstance where the basic authority we vest in institutions like the Fed has, more than ever, been challenged," by politicians and economists who are often identified with political parties. The bond markets have been increasingly uneasy about the Fed's actions. On Monday, bond prices fell and yields jumped as a result of the concerns. (14)
The criticism has tended to fall along three lines. Some have accused the Fed of deliberately weakening the dollar to make American exports more competitive. Others fear the Fed's decision could ignite inflation down the road. Still others say the policy will be ineffective absent additional fiscal stimulus. Fed officials were clearly unsettled by an opinion piece by Mr. Greenspan in The Financial Times on Thursday, at the start of meetings of the Group of 20 nations in Seoul, South Korea. Mr. Greenspan said the United States was "pursuing a policy of currency weakening" and increasing the risks of trade protectionism. (6)
In an open letter to Ben S. Bernanke, the Fed chairman, on Monday, a group of conservative economists, writers and investors urged that the Fed's action "be reconsidered and discontinued," arguing that the bond purchases "risk currency debasement and inflation." The group included Michael J. Boskin, a former chairman of the White House Council of Economic Advisers; the historian Niall Ferguson; Douglas Holtz-Eakin, a former director of the Congressional Budget Office; and the economist John B. Taylor, one of Mr. Bernanke's most prominent critics. Mr. Dudley did not single out any critic, but suggested that the criticisms were unfounded. "There is no long-term conflict between what the U.S. is trying to accomplish and what other countries are trying to accomplish," Mr. Dudley said, echoing statements by President Obama and Treasury Secretary Timothy F. Geithner. "A strong economic recovery in the U.S. is in the interests of the global economy." (13)
While Mr. Dudley said the effect on the dollar was not a consideration, he acknowledged that when interest rates adjust, "oftentimes there will be consequences for the dollar." He added, "We have seen some dollar weakness in this period, but it doesn't seem to be unusual, given the changes that we've seen in interest rates in the U.S. compared to interest rates abroad." Mr. Dudley rejected the idea that the Fed might be setting the stage for uncontrollable inflation in years to come. He said the Fed had tools for draining the bank reserves sitting on its balance sheet. "We are very, very confident that those tools will be completely effective at keeping inflation in check," he said. "We are completely willing to use those tools, when the time comes, to prevent an inflation problem. Higher inflation is not a way out. It is not a solution." Mr. Dudley argued that the Fed's efforts had their intended effect. Since August, when the Fed first hinted that it might take further steps to spur the recovery, stock prices have risen and long-term interest rates have fallen. That makes it easier for consumers to buy homes or refinance mortgages, and for businesses to borrow and invest. (8)

"You've seen a significant easing of financial conditions over that time period," he said. "I have to believe that the expectation of a second large-scale asset purchase program was the primary driver of those changes." Even so, Mr. Dudley cautioned, "One shouldn't view this instrument as a panacea or a magic wand that's going to make the economy recover rapidly." He said the Fed's action, known as quantitative easing, was "not going to be extremely powerful" but was nonetheless necessary to reduce the risk, however slim, of a double-dip recession. "It's going to be a long and bumpy road to a strong and vigorous expansion, but this will be helpful rather than hurtful," he said. Uncertainty about fiscal policy %97 whether the Bush-era tax cuts will be extended, and in the long term, how the nation will rein in its record deficits %97 has complicated the recovery, Mr. Dudley said. Asked whether fiscal gridlock had forced the Fed to act, he said, "We're going to worry about what we can worry about, which is monetary policy." The Fed, he said, has to "take the world as it is." (12)
Mr. Dudley, who joined the New York Fed in 2007 from Goldman Sachs, where he was the chief United States economist, also provided details about how the Fed's outlook had evolved. "We were going into the year expecting the economy to pick up steam," Mr. Dudley said. In the spring, "We were starting to see the glimmers" of a healthy recovery in private-sector employment, he said. But by the summer, growth began to stall; it is now estimated at an annualized rate of 2 percent. Inflation, already low, fell further. The economy was "vulnerable to a shock that could tip us into deflation," he said. In recent speeches, Mr. Dudley and Charles L. Evans, president of the Chicago Fed, mentioned the possibility of allowing inflation to run higher in the future to make up for inflation's being too low today, an approach known as price-level targeting. But in the interview, Mr. Dudley emphasized that he had not endorsed that approach. (11)
"The problem with a price-level target is that it's difficult to explain what you're doing in a way that doesn't create larger anxiety about the long-term inflation target," he said. "We clearly want people to understand that we are committed to price stability over the long run." Mr. Dudley declined to discuss the deliberations of the committee, but acknowledged that the decision was not easy. "Reasonable people can disagree about how big the costs are versus how big the benefits are," he said. "It's completely reasonable to expect that not everyone is going to see it exactly the same way, because these policies have not been used much on a historical basis." (9)
(1334 words /  92 AWL /  6.9 % AWL coverage)



(3) Voices of Foreclosure Speak Daily About Desperation and Misery 
By NELSON D. SCHWARTZ 
Published: November 16, 2010 
This enormous white building, nestled among the hills about 40 miles north of Los Angeles, used to be a warehouse for Bugle Boy jeans. Today, it contains a sea of beige cubicles that seem to stretch on forever. Inside the complex, 4,000 employees of Bank of America face a daily tide of desperation and misery. To many Americans, financial giants like Bank of America seem like foreclosure machines. First, the argument goes, banks gave people mortgages they could not afford. Now, lenders are foreclosing as fast as they can, sometimes without even reviewing the paperwork. But for employees here like Brenda Seymore, the foreclosure crisis is more complicated than that. She joined as a temporary worker in 2009 and was hired full time a year ago, as one of the employees who together field 50,000 calls a day. She finds herself caught between frustrated, anxious homeowners many months behind on their mortgage payments, and investors who hold mortgages and do not necessarily want to modify the loans, or reduce the amount of money homeowners owe. (6)
"It's a learning process," she said. "Our goal here is to find a resolution." When Ms. Seymore was hired, the second floor of the building was nearly empty. Now it is packed with telephone operators in headsets, who fan out across the cavernous floor at 5 a.m., when it is still dark outside, to begin dialing delinquent borrowers on the East Coast. On Friday morning, one caller told Ms. Seymore a familiar story: a lost job and a cascade of bills that could not be paid. Behind on her mortgage payments by %2460,000, the caller, from North Carolina, had been approved for a loan modification. But the foreclosure wheels were still turning, she told Ms. Seymore, and she feared they could not be stopped. This time, the foreclosure was averted. While the caller could not her pay her credit card bills, she was able to come up with a %24500 payment necessary to keep her home, at least for now. (6)
It was the kind of outcome that Bank of America will be highlighting as hearings on the foreclosure crisis begin on Tuesday on Capitol Hill. Despite the well-publicized flaws in the process %97 robo-signers, lost documents, incomplete affidavits %97 bank officials are expected to testify that they understand and are trying to fix the problem. Back in Simi Valley, posters with feel-good phrases like "Empathy," "Winning" and "Leadership," dot the walls. But even here, signs of just how politically explosive this mess has become have crept in. On the wall of Ms. Seymore's cubicle is a placard warning Bank of America representatives to transfer callers from people like members of Congress, officials from regulatory agencies, attorneys general offices and the news media "to your team or unit manager ... no exceptions." (9)
As the nation's biggest mortgage servicer %97 Bank of America handles one in five home loans in the United States %97 the lender has been criticized by politicians, customers and the news media as the uproar over foreclosure practices has intensified. Now the big banks are set to respond, highlighting efforts like the one in Simi Valley, and outlining new steps to ease a wave of more than two million foreclosures. At the Senate banking committee hearing on Tuesday, Barbara J. Desoer, president of Bank of America Home Loans, plans to announce new initiatives like assigning a single case manager so homeowners do not get passed from one bank employee to another. The bank also will start providing checklists so borrowers know exactly where they stand in the modification or foreclosure process. Despite such steps, Bank of America faces a formidable challenge in rebuilding its public image. Last month, the bank declared a nationwide halt in foreclosures, and in 27 states, foreclosures remain suspended as it prepares new affidavits from scratch. (12)
Sensing the public mood, Ms. Desoer also plans to apologize for shortcomings in the foreclosure process, while reiterating her defense that no foreclosure or eviction was pursued by mistake. "We, and those who work with us in connection with foreclosure proceedings, also have an obligation to do our best to protect the integrity of those proceedings," Ms. Desoer is expected to tell the committee, according to prepared testimony obtained by The New York Times. "When and where that has not happened, we accept responsibility for it, and we deeply regret it," according to her testimony. In addition, critics have condemned Bank of America for making fewer modifications of eligible loans under the federal government's Home Affordable Modification Program. About 21 percent of eligible Bank of America borrowers have received program modifications, compared with 44 percent at Citigroup, 37 percent at Wells Fargo and 32 percent at JPMorgan Chase. (14)
Bank officials say the lower modification rate reflects the 10 million mortgages it picked up when it acquired Countrywide Financial in 2008. And they note that the bank has made more than 700,000 modifications over the last two years, including 85,000 under the program, more than any other lender. For the first time, Ms. Desoer also plans to highlight Bank of America's role as a servicer in most cases, rather than the investor that actually owns the mortgages. Bank of America officials insist their options are limited because investors have to sign off on modification of the loans they own. At the same time, they complain that the investors require a "dual track," in which the modification negotiations take place even as the foreclosure machine steams ahead. David Lowman, chief executive of Chase Home Lending, is also scheduled to testify and adopt an apologetic stance. "Our process was not what it should have been," he is expected to tell the committee, according to prepared testimony. "Quite simply, it did not live up to our standards." (15)
In Simi Valley, another representative, Tammy Tipton, found herself dealing with a homeowner whose mortgage had been modified before, but was underwater again. The caller still owed about %24900,000 on her house, payments had ceased, and like the North Carolina loan, the mortgage was held by an outside investor. "Another modification would just leave them in the same position a year from now," Ms. Tipton said. "It's painful, and it's not fair to either side." (5)
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(4) Working It Out, iTunes to Sell Beatles Titles 
By BEN SISARIO and MIGUEL HELFT 
Published: November 15, 2010 
For the next generation of Beatles fans, the wait could soon be over. Apple is expected on Tuesday to announce that it has finally struck a deal with the Beatles, the best-selling music group of all time, and the band's record company, EMI, to sell the band's music on iTunes, according to a person with knowledge of the private deal who requested anonymity because the agreement was still confidential. Depending on the terms of the deal, customers for the first time will be able to buy "Please Please Me," "Hey Jude" or "A Day in the Life" online rather than on a CD and perhaps even as individual tracks. While the move to digital downloads does not quite rival the band's first trip across the Atlantic to appear on "The Ed Sullivan Show" in 1964, it is an acknowledgment that online purchases dominate the music industry's sales strategy. Apple and EMI declined to comment, and representatives of the Beatles and Apple Corps, the band's company (not to be confused with the technology company), could not be reached. (9)
One of the last major holdouts against selling its music via digital downloads, the Beatles are the ultimate prize for any music company. The group has held on to blockbuster sales four decades after breaking up %97 it has sold more than 177 million albums in the United States alone, according to the Recording Industry Association of America %97 and held on to untouchable cultural prestige. Since opening its iTunes music store seven years ago, Apple has reshaped the music industry and become the largest music retailer in the United States. But the Beatles catalog had always eluded the company and Steven P. Jobs, its tenacious chief executive. Still, while getting access to the Beatles catalog has plenty of symbolic significance, it is unlikely to bolster the company's bottom line. (8)
"It is very symbolic because Steve Jobs is a huge fan of the Beatles," said Tim Bajarin, an analyst with Creative Strategies, who has been following Apple for more than two decades. But for all the success of Apple in becoming the largest distributor of music on the Internet, the iTunes store is not a major source of profits for the company. Apple executives have said that iTunes is roughly a "break-even" operation. "The music itself is a vehicle to allow them to sell more iPods and iPhones, which is where they make real money," Mr. Bajarin said. And despite the deal's symbolism, its financial value for the Beatles is uncertain. About three-quarters of all albums sold in the United States are still CDs, and physical albums remain far more profitable for record companies than downloads. (13)
Apple did its best to tease the industry %97 and Beatles fans %97 with a mysterious message on its Web site on Monday, saying that an "exciting announcement from iTunes" %97 one "that you'll never forget," no less %97 was coming on Tuesday at 10 a.m. Eastern time. Sharp-eyed bloggers read the tea leaves on Apple's site %97 a possible reference to a Paul McCartney song, another to the semaphore symbols on the cover of the Beatles' album "Help%21" %97 calls began to ricochet around the music industry that the deal might be for the digital holy grail. Then, the Wall Street Journal's online edition reported in the early evening that Apple was indeed bringing the Beatles to iTunes. (5)
Mr. Jobs has tried to make a deal with EMI and the Beatles many times before, but negotiations have always broken down, usually accompanied by a flurry of online rumors, accusations and conspiracy theories. Further complicating the relationship between the parties, Apple Corps, the Beatles' company, and Apple, the computer company, had been embroiled for decades over trademark disputes. In the past, Paul McCartney has said that a deal for Beatles' downloads would have to be approved by all the band members or their heirs. Like AC/DC, Bob Seger and a few other major acts that sell old albums in large numbers, the Beatles stand to earn far more money from sales of CDs than downloads. But with each new compilation or reissue, like the remastered versions of Beatles albums that went on sale last year, Beatles fans have shown their willingness to buy their favorite music again and again; in the 2000s, only Eminem sold more albums in the United States, according to Nielsen SoundScan. Terms of the deal, including the pricing of the songs, could not be learned. For years, Apple insisted on selling all songs for 99 cents. But in 2009, after intense pressure from the music industry and sometimes rancorous negotiations, Mr. Jobs agreed to terms that the industry called "variable pricing." Apple now sells songs for 69 cents, 99 cents or %241.29. (10)
As news of the deal spread throughout the music industry on Monday, many wondered if the Beatles would get a special pricing deal. The publicity bonanza of a major iTunes announcement could be just the thing to get fans excited. Millions of fans can already listen to their favorite Beatles albums on their iPods, iPhones and other digital music players, since they have been able to transfer tracks from their CDs to the digital devices. "Anybody that hasn't managed to come up with a digitized version of the Beatles' song by now never liked the Beatles," said John Perry Barlow, a former lyricist for the Grateful Dead and the co-founder of the Electronic Frontier Foundation, an online civil liberties organization. But Mr. Barlow said that having the Beatles catalog on iTunes could help introduce younger listeners to songs that have become part of our collective cultural heritage. "That music is timeless," Mr. Barlow said. "It's probably some of the most remarkable songwriting created by humans and there are new generations coming along that don't already know these songs." Mr. Barlow the deal also represents a personal victory for Mr. Jobs. "Steve Jobs has finally become the dominant Apple," he said. (11)
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(5) Weaker Dollar Seen as Unlikely to Cure Joblessness 
By MOTOKO RICH and JACK EWING 
Published: November 15, 2010 
A weakening currency traditionally helps a country raise its exports and create more jobs for its workers. But the declining value of the dollar may not help the United States increase economic growth as much as it might have in the past. Though a weakened dollar would help exports to some degree, business executives and economists said that because of the ways American multinational companies operated, it was uncertain whether it would cause much of an increase in hiring. The issue is crucial for President Obama, who made economic growth and job creation the main themes of his recent 10-day trip to Asia. He has also held out the prospect that a surge in exports would reduce the nation's stubborn unemployment rate, currently 9.6 percent. Other world leaders have complained that American policies, especially the monetary easing the Federal Reserve announced this month, will depress the dollar and give American exporters an unfair advantage. Mr. Obama and Treasury Secretary Timothy F. Geithner have repeatedly defended the central bank's action as a move designed to encourage American businesses to borrow, invest and hire rather than one specifically aimed at lowering the value of the dollar. (25)
But even if the Fed's action does end up weakening the dollar, American workers may not benefit much. For one, many big American manufacturers, from General Motors to General Electric, often make goods in the countries where they are sold rather than shipping the products abroad. This effectively takes exchange rates out of the equation, since they are using only one currency. What is more, companies that do send goods to other countries often buy components from abroad, so the advantage of a weaker dollar in selling is offset by the higher cost of buying. "There are very few corporations that would see this just in one way," said Martin Regalia, chief economist at the United States Chamber of Commerce. "It cuts across a whole bunch of lines." Even when a company enjoys a relative surge in foreign sales, it won't necessarily lead to a hiring spree. That is because the largest proportion of American exports are still manufactured goods, which are no longer so labor-intensive. (9)
And many of the companies that still manufacture in this country are businesses that have not gone offshore because they are too small to justify setting up overseas operations. A weak dollar can help their businesses, but it may not prompt a wave of hiring. "The net export effect is going to be positive, but it won't be the driver of jobs," said Daniel J. Meckstroth, chief economist of the Manufacturers Alliance, a trade group. "You can replace people with machines." According to Nigel Gault, chief United States economist at IHS Global Insight, the dollar fell by 31 percent against a basket of major currencies since 2001, as American exports increased by 45 percent. But manufacturing employment dropped by nearly a third in that time, to 11.7 million workers from 16.4 million. The dollar has already fallen by about 10 percent against a range of currencies since the beginning of June, and government figures show that American exports rose in September by %24500 million, or 0.3 percent, to their highest level in two years. (19)
Despite the outcry from other world leaders after the Federal Reserve's decision to inject %24600 billion into the economy, the dollar strengthened slightly last week. But even if it does start drifting down again, most economists do not expect the devaluation to be steep. Some argue that most of the weakening has already happened because traders have anticipated the Fed's action for some time. Gary C. Hufbauer, a senior fellow at the Peterson Institute for International Economics in Washington, said he expected the dollar to fall another 10 percent in coming months, based on a basket of currencies from countries that trade with the United States. He estimates that such a decline would lead to about a %24100 billion increase in American exports over the next two years, which he believes could translate into about 500,000 jobs. Although Mr. Hufbauer said that number was "not bad," he noted that it would not put much of a dent in the nearly 15 million people who are still out of work. (13)
Another reason increased sales abroad might not translate into American jobs is that American companies have moved steadily overseas in recent decades. The number of workers employed by American companies abroad more than doubled from 1989 to 2008, to 10.5 million, according to the United States Bureau of Economic Analysis. Companies mostly wanted to open up foreign markets, and in some cases take advantage of cheaper labor, studies show, but less vulnerability to currency movements was an important fringe benefit. With more companies building local factories, exchange rates matter less. General Motors and Volkswagen compete fiercely for business in China, a crucial market where both automakers build almost all their cars locally rather than ship units in from their home countries. Because the Chinese renminbi tracks the dollar %97 meaning that products from the United States should be cheaper than imports from Europe %97 G.M. would seem to be at an advantage. (9)
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