
YELLOW

© 2012 Dow Jones & Company. All Rights Reserved. * * * * * * THE WALL STREET JOURNAL. Saturday/Sunday, October 20 - 21, 2012 | B1

CORPORATE NEWS B3, B4 | IN THE MARKETS B5 | MARKET DATA B6 | WEATHER B15

DJIA 13343.51 g 205.43 1.52% S&P 1433.19 g 1.66% NASDAQ 3005.62 g 2.19% 10–YR. TREAS. À 16/32, yield 1.768% OIL $90.05 g $2.05 EURO $1.3023 YEN 79.32 See more on B6 and at WSJMarkets.com

The Winner for Investors Is...
Over the

next few
weeks, inves-
tors will be
bombarded
with commen-

tary about how the outcome
of the presidential election
will influence the financial
markets.

Before you even consider
changing your portfolio based
on the expected—or actual—
results of the election, it’s vi-
tal to analyze the conven-
tional wisdom first.

Is gridlock good—that is,
should investors root against
having the same political
party control both Congress
and the White House? Who is
better for stock and bond re-
turns: Republicans or Demo-
crats?

Most of the answers you
are likely to find are propa-
ganda or wishful thinking;
many are flat-out wrong.
What matters are changes in
interest rates, not which party
passes through the White
House gates.

Since 1926, when reliable
stock-market data began, the
United States has had 15 pres-
idents and nine elections in
which control of the White
House passed from one party
to the other. That’s a small
sample. So you should take
any statistical conclusion
about the relationship be-
tween presidential election re-
sults and financial returns
with a grain of salt the size of
the Capitol dome.

Such caveats won’t stop
pundits from speculating. One
of their most prevalent be-
liefs: Gridlock is good for the
stock market. (A Google
search returns 135,000 hits on
the phrases “gridlock is good”
+ “Wall Street.”) And a di-
vided Congress is what many
political forecasters expect,
with Pres. Obama winning re-
election, the Democrats keep-
ing the Senate and the Repub-
licans retaining the House.

A hard look at the evidence,
however, shows that “gridlock
isn’t good for stocks,” says
Robert Johnson, a finance
professor at Creighton Univer-
sity in Omaha. In a working
paper that covers 1965
through 2008, he and his col-
leagues found that gridlock
had no effect on the returns

of the big companies repre-
sented by the Standard &
Poor’s 500-stock index. Small
stocks (as measured by Di-
mensional Fund Advisors’
small-company portfolios) re-
turned an average of 21 per-
centage points less in years
when Washington was in grid-
lock than they did when Con-
gress and the White House
were under common control.

Bickering does have bene-
fits: Corporate bonds have re-
turned an annual average of
nearly nine percentage points
more in gridlock years than in
years of governmental har-
mony. “Gridlock reduces the
chances of the initiation of
major government programs,
which can be inflationary”
and harmful to bond prices,
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Is Th at a Ferr ari in Your Por tfoli o?
Ta xi Medallion: One pair sold
las t mon th fo r $2.25 million, a
new reco rd . The average pric e
fo r a pair in 1998: $554,726.

Wine: The Liv- ex 100 Fine
Wi ne Inde x has an annualiz ed
re turn of 10.2% sinc e 2002

old
on aon, a
pric e
26.

String ed instruments:
Be tween 1850 and
2008, violins have had
an average annual re turn
of 3.5% aft er infla tion.

Spor ts teams: These
inve stmen ts perf orm
bet te r in the priv ate mark et
than on public exchanges.

Classic car s: Pric es
have grow n 12.5%
annually sinc e 1980.

Some Investor s Are Diversifying Into “Alter native Alter natives ,” From Classic Car s and Musical Instruments to
Ta xi Medallions . Many of Them Have Scant Track Records and Command High Fees . Her e’s Wha t Yo u Need to Know
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The 25th anniversary of Black
Monday brought with it the
steepest drop in U.S. stocks in
four months.

Share prices fell across the
board as investors began to fo-

cus on what is
looking like a grim
reality: that the
health of corporate

America is faltering. The Dow
Jones Industrial Average tum-
bled 205.43 points, or 1.5%, to
13343.51, its biggest drop since
mid-June and fourth biggest of
the year in point terms.

On the same day in 1987, the
Dow plunged 22.6%, its biggest-
ever one-day percentage drop.

A parade of earnings reports
have now disappointed inves-
tors, with the latest batch com-
ing late Thursday and early Fri-
day from Microsoft, General
Electric and McDonald’s.

Despite expectations that this
season could show the first de-
cline in earnings since the finan-

cial crisis, the stock market had
marched higher. The Dow only a
few weeks ago was within 4% of
its record high set in October
2007, powered by fuel from the
Federal Reserve in the form of
more stimulative measures.
Stocks initially held up even as

some earnings proved a disap-
pointment.

“Today is the first crack,” said
Mikel Keifer, investment strate-
gist with Jurika, Mills & Keifer.
The Dow is now 2% off its recent
high.

Even the Fed’s injection of

money into the financial markets
may not be enough to outweigh
what is a growing list of con-
cerns facing investors, some ob-
servers say. As well as slowing
earnings, investors are also fo-
cused on the pending U.S. elec-
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Unhappy Anniversary, Dow
Blue Chips Slide 205.43 as Earnings Falter in Trading 25 Years After Black Monday

Zynga Inc.’s original “Farm-
Ville” was a bare-bones effort
built in about five weeks by a 10-
person team. The 2009 game,
which lets players harvest crops
and raise animals on virtual
spreads, shot to more than 32
million daily users at its peak
and helped put Zynga on the cor-
porate map.

In contrast, “FarmVille 2,”
which debuted early last month,
took about a year to develop
with a team of more than 50
people. To make the game stand
out, Zynga hired away an execu-
tive from videogame maker Elec-
tronic Arts Inc. to lead its devel-
opment and turned “FarmVille
2” into a 3-D experience, which
required a new system to supply
3-D graphics.

“It’s our flagship brand,” said
Zynga senior vice president of
games Todd Arnold. “Why would
we not want to push the enve-
lope in every respect on it?”

Yet “FarmVille 2” has so far
underwhelmed. The game, which
is played on Facebook, has now
attracted more than eight million
daily users, but analysts are
skeptical about its ability to bol-
ster Zynga’s fortunes. “It’s like
the house burned down and they
found a toaster that works,” said
Evercore Partners analyst Ken
Sena.

Earlier this month, Zynga
warned it would report a loss for
the quarter and lowered its fi-
nancial outlook, citing reduced
expectations for some games and
delays in launching others. Zynga
reports earnings on Wednesday.

The company therefore has a

lot riding on “FarmVille 2.” Soon
after its initial launch, however,
Zynga noted that the game’s
spruced-up look meant fewer
people than anticipated had the
technical requirements for seam-
less virtual farming.

Zynga’s experience with
“FarmVille 2” underlines how the
easy stuff is over for the San
Francisco company in a social-
games industry that it helped pi-
oneer. While Zynga is now
spending more time and money
to distinguish its games from ri-
vals, it is struggling to recapture
the buzz and viral hits it enjoyed
when it was just a scrappy start-
up.

To keep consumers returning
to its free games, which it makes
money from by selling in-game
virtual goods, Zynga has ramped
up its staff to more than 3,000
people from about 100 several
years ago. Its research-and-de-
velopment costs have grown to
$171 million in the second quar-
ter of this year from about $51
million in all of 2009.

Zynga is pushing the frontiers
for other games apart from
“FarmVille 2.” Its soundtrack for
“CastleVille,” released late last
year, was recorded by a 75-piece
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‘FarmVille2’Tests
Zynga’sDurability
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FarmVille’s number of daily users is down sharply
since its peak in early 2010. The game’s sequel,
called FarmVille 2, debuted last month.

Source: AppData

Facebook’s definition of game players
narrowed in October 2011, thinning
most daily user results.

Down on the Farm
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When Scott Schmith finally
got his Swiss passport last
month, it was time for him to
take a drastic step: hand back
his American one.

Among the reasons was a
pending U.S. regulation aimed at
tracking down tax cheats that is
making life difficult for some
Americans abroad. These expa-
triates say that foreign banks,
which have expressed concern
about compliance costs and po-
tential penalties for failing to re-
port on their American clients,
are turning away their business.

The new law, expected to be
phased in over several years, re-
quires foreign banks to identify
Americans among their clients
and to provide their financial in-
formation to the Internal Reve-
nue Service. Just one person
overlooked could mean a penalty
equivalent to 30% of a bank’s
U.S. income.

The measure, known as the
Foreign Account Tax Compliance
Act, or Fatca, applies globally.
Swiss banks are particularly ner-
vous. The U.S. has alleged that 11
Swiss banks helped Americans

avoid paying taxes.
Most banks in Switzerland

have little appetite to deal with
such risk and are quietly—or
openly—ushering American cli-
ents out or limiting the range of
products offered to them, tax ex-
perts and bankers say.

“It was the straw that broke

the camel’s back,” says Mr.
Schmith of the consequences of
the Fatca regulation. In June, the
50-year-old photographer re-
ceived a certified letter from
Swissbankers Prepaid Services
saying the firm was terminating
the relationship because of his
American citizenship. The com-

pany, which is owned by several
Swiss banks, asked Mr. Schmith
for an address to send his ac-
count balance.

Thomas Beck, chief executive
of Swissbankers, confirms that
the company canceled accounts
with U.S. clients because of the
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Wary Swiss Banks Turn Away Yanks

Seeing Red
After a period of relative calm, the Dow had one of its biggest drops
of the year on Friday.

The Wall Street JournalSource: WSJ Market Data Group
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Markets Pulse>>
Scan this
image to get
the new real-
time markets
app from
The Wall
Street
Journal, or

visit wsj.com/marketspulse.

John E. Roudabush, an American who lives near Lausanne, Switzerland, couldn’t get a mortgage from Swiss
banks. He’s shown here shown with his wife, Catherine, and daughter Cassandra.
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FRIDAY’S
MARKETS

Unlike the angst of Black Monday,
traders took Friday’s loss in stride.
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Explore Intentional Investing with Invesco.
SM

Start with your financial advisor.

invesco.com/intentional9

It could be as inconspicuous as an investment you bought a milestone ago not being

so right for your next milestone. Every Invesco strategy is conceived and managed

to meet specific objectives. So you can be milestone-ready. That’s investing with intent.

Invesco Ltd.

CAREFULLY PLANNING YOUR

PORTFOLIO. ONCE EVERY

COUPLE OF DECADES.

Accidental Investing. It’s not always this obvious.
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