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New Cease-Fire Agreed for Gaza
Israel and Hamas agreed

to an open-ended cease-fire in
their seven-week military
confrontation and to resume
Egyptian-mediated truce talks
in Cairo in the coming days, a
senior Israeli official said on
Tuesday.

Sami Abu Zuhri, a Hamas
spokesman, said earlier in the
day that the Islamist move-
ment had agreed to an Egyp-

tian-brokered deal to end the
fighting.

Though nine previous
cease-fires have collapsed
since Israel’s offensive against
Hamas began on July 8, the

latest deal was greeted in
Gaza City with celebratory
gunfire, street celebrations
and honking cars.

On the other side of the
border in southern Israel, the
mood was subdued as last-
minute rocket fire ahead of
the 7 p.m. truce killed one
person in a border kibbutz
and wounded several others.

“I don’t care what the gov-

ernment says, I don’t care
what the Hamas says,’’ said
Haim Yellin, the head of the
Ehskol regional council of kib-
butzim near the border. “No
one is coming back until I
know there is a real cease-
fire.”

An Israeli official said
Hamas’s demands for a sea-
port, an airport and the re-
lease of prisoners held in Is-

raeli jails would be discussed
in coming days in indirect
talks in Cairo, along with Is-
rael’s demands for the demili-
tarization of the Gaza Strip.
Israeli and Palestinian negoti-
ators would aim to reach a
detailed accord within a
month, the official said.

The negotiators will also
be discussing Israeli security
demands to boost monitoring

over imports into the Gaza
Strip to ensure they aren’t
used to rebuild Hamas mili-
tary infrastructure. Hamas is
pressing international de-
mands for tens of thousands
of its employees to be paid.

Also up for discussion is
the potential return of the
Palestinian Authority to the
Gaza Strip to take responsibil-

Please turn to page 9

Ukraine,
Russia Talks
Yield Little
Progress

Russian President Vladimir
Putin focused on trade at the
start of talks involving his
Ukrainian counterpart Tues-
day, sidestepping mounting

concern over the pro-Russia
insurrection in eastern
Ukraine that has claimed an
estimated 2,000 lives.

At a public round-table
discussion in the Belarusian
capital of Minsk, Mr. Putin
threatened to scrap trade
preferences with Ukraine if
President Petro Poroshenko
follows through on plans for
closer relations with the Euro-

Please turn to page 5

By Andrey Ostroukh
in Minsk, Belarus
and Alan Cullison

in Moscow

From left, Presidents Vladimir Putin of Russia, Alexander Lukashenko of Belarus and Petro Poroshenko of Ukraine at a regional meeting in Minsk on Tuesday.
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China’s Abundant Grain
Adds to Market Pressure

China’s grain cupboard is
overflowing.

As the harvest looms next
month, the country is on track
for an 11th year of bumper
grain crops. But production is
too much, even for the
world’s most populous nation,
with warehouses bursting at
the seams and posing a di-
lemma for policy makers.

Estimates from state me-
dia say the government will

be sitting on 150 million tons
of grains that include three of
the most important crops for
China: rice, wheat and corn.
That is double the 75 million
tons last year and adds to an
oversupply of these agricul-
tural commodities that is
pressuring prices lower.

“Chinese officials always
talk about having a big har-
vest,” said Fred Gale, an econ-
omist at the U.S. Agriculture
Department. “That sounds
like a good thing, as they have

been worried about supply
keeping up with demand. But
now, China seems to be strug-
gling with surpluses of most
of their commodities.”

The glut of grains is being
lauded in a country that grap-
pled with acute food short-
ages and starvation as re-
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Inside In Shift at Swiss Banks,
Pictet Posts Its Results

ZURICH—A 209-year-old
Swiss bank publicly disclosed
financial results for the first
time on Tuesday, underlining
the sea change in the coun-
try’s traditionally secretive
banking sector.

Geneva-based Pictet
Group published its results
because a recent structural
change, which shifts liability
for losses from its eight part-
ners to a corporate entity, ne-
cessitates the disclosure of fi-
nancial figures. On Thursday,

Lombard Odier Group, which
has undertaken a similar
structural change, is expected
to follow with its first public
report since the bank was
founded in 1796.

Pictet said profit for the
first half of 2014 was 203 mil-
lion Swiss francs ($222 mil-
lion) and assets under man-
agement totaled 404 billion
francs. The bank didn’t pro-
vide comparable year-earlier
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Miner’s
View Isn’t
Copper-
Bottomed

Timing isn’t everything—
but it certainly helps.

For years Antofagasta
found favor as a conservative
copper miner that paid out
big dividends to shareholders.
Then, in late 2011 the London-
listed miner, controlled by
Chile’s Luksic family, ap-
proved a now $1.9 billion
growth project called Antu-
coya. The copper price has
been drifting lower ever
since.

In a market largely fo-
cused on cutting spending
and increasing free cash flow,
but which can always have its
head turned by low-cost
growth, Antofagasta seems to
offer neither one thing nor
the other.

The largest miners are
paying down debt and prom-
ising higher returns to share-
holders. Antofagasta appears
headed in the other direction.
Antucoya is close to three-
quarters complete. But Antof-
agasta expects to end the year
with perhaps $100 million in
net debt, whereas it has long
kept net cash on its balance
sheet.

On its own, that isn’t a
problem; most miners have
some debt. But Antofagasta’s
free cash flow may face con-
straints until 2019 given its
likely expansion plans, notes
Morgan Stanley. That makes
sizable payouts to investors
less likely. Over the past five
years the company has
boasted an average dividend
payout ratio of 78%. This
year’s forecast free cash flow
won’t cover the minimum 35%
payout under the company’s
policy, according to the bank.

Antofagasta’s earnings
have been under pressure, no-
tably from labor- and energy-
price inflation in Chile. The
company is starting to find
cost savings. But the falling
price of gold, a byproduct of
copper mining, has hurt. In
the longer term, lower-grade
ores and a dearth of high-
quality projects should sup-
port the copper price, but the
market could be oversupplied
this year and next.

Faced with that outlook,
copper bulls will likely gravi-
tate toward miners offering
low-cost, near-term growth.
But Antofagasta’s production
could grow by just 3% annu-
ally from 2013 to 2018, ac-
cording to J.P. Morgan Chase,
compared with 23% for First
Quantum Minerals or 5% for
Freeport-McMoRan.

The stock still commands a
hefty premium on a forward
price/earnings basis to mining
peers. That looks out of sync
with Antofagasta’s prospects.

—Helen Thomas

Amazon Investors Twitchy
Like many of Ama-

zon.com’s dealings, the bene-
fits of its new relationship
with Twitch can best be de-
scribed with an old standby:
It’s complicated.

How far that explanation
goes with Amazon’s investors
is anyone’s guess.

The e-retailer’s stock rose
Tuesday afternoon following
news of its $970 million ac-
quisition of Twitch, its largest
ever.

But the shares still are off
more than 14% so far this
year. That makes Amazon the
worst-performing large-capi-
talization technology stock in
a market that has seen the
Nasdaq Composite advance
more than 9% during the
same period.

The acquisition of Twitch,
which provides real-time
streaming videos of video-
game content, does little to
change the near-term invest-
ment thesis on Amazon.

The site’s revenues are un-
disclosed, but are unlikely to
be material in the context of
the $90 billion that Amazon is
expected to generate this
year.

Investors have largely
given Amazon a pass on its
uneven profitability over the
past five years as the com-
pany has pursued a breakneck

growth trajectory that has tri-
pled its revenue base and
boosted cash flow.

That cash flow has been
plowed right back into new
offerings such as tablets,

smartphones, streaming
video, same-day delivery and
cloud-computing services,
among other areas.

Buying Twitch fits into

this general pattern, espe-
cially when viewed in light of
Amazon’s efforts to build a
platform to make it competi-
tive with the likes of Apple
and Google.

Games remain one of the
more lucrative segments of
content. And buying Twitch
gives Amazon access to an au-
dience of more than 55 mil-

lion games fans who are ac-
customed to paying premium
prices for their content.

This also is what makes
them an attractive crowd for
advertisers to target, which
could play well into Amazon’s
reported efforts to build its
own advertising-placement
service.

And despite some qualms
about the price tag, buying
Twitch is likely a cheaper way
to gain exposure to the gam-
ing segment than buying a
studio or publisher. The latter
tend to depend on a few hits
in their roster to offset many
misses.

Note that even a strug-
gling game publisher such as
Zynga still carries a market
cap of $2.7 billion—nearly tri-
ple what Amazon is paying
for Twitch.

Still, the performance of
Amazon’s stock this year indi-
cates its investors are feeling
some nervousness about when
they might actually see tangi-
ble returns from the com-
pany’s never-ending invest-
ment cycle.

The acquisition of Twitch
is a clear indication that Chief
Executive Jeff Bezos isn’t fin-
ished making big bets that of-
fer an uncertain payoff. For
him, this is an old game.

—Dan Gallagher

Don’t Bet on Chinese Bank Funds
Chinese banks are batten-

ing down the hatches. But
preparations leave much to be
desired, especially when no
one knows how big a storm is
brewing.

Over the past several
months, Chinese banks’ stocks
have rallied. From lows in late
March, the five biggest state-
owned banks are up about
18% to 22% in Hong Kong
trading.

This is partly attributable
to relief among some that the
Chinese economy isn’t tank-
ing, as Beijing’s stimulus ef-
forts fed through.

Investors may also be
cheered by signs that the
banks are finally preparing
for losses on their loans
books through capital raising.

This includes issuance of
preferred shares and novel
“Basel III” bonds designed to
absorb losses in the event of a
crisis.

Still, investors shouldn’t
take too much comfort. On
the economic front, the most
recent data on total lending
and manufacturing activity
suggest China is already back
on a slowing trend.

With respect to capital, it
is far from clear whether
China would allow investors
to take losses on the Basel III
bonds issued by its state
champions.

This means the protection
they afford ordinary share-

holders is questionable.
For these investors, the

first line of defense against
losses is plain, old-fashioned
provisions, essentially losses
that banks book pre-emp-
tively against loans going
sour in the future. Here,
banks are actually heading
backward.

Take Bank of China, where
first-half net profit rose 11.2%
from a year earlier, slowing
from a 12.4% rate last year.
Provisions weighed heavily as
preprovision profit for the pe-
riod was up 20.1%, according
to Barclays.

But nonperforming loans
also ticked up, causing the
bank’s provision-coverage ra-
tio to actually decline, to 2.17

from 2.29 six months earlier.
The same trend can be seen
across the banking system,
where the provision coverage
ratio has fallen to 2.63 at the
end of June from 2.95 at the
end of 2012.

This still means banks can
manage more than a doubling
of nonperforming loans with-
out booking additional losses.
The problem is that official
figures, which show the sys-
temwide nonperforming-loan
ratio at just 1.08%, don’t have
any credibility with investors.

In a back-of-the-envelope
estimate, Amundi Asset Man-
agement figures that under a
stress scenario in which gross
domestic product growth
slows to 6%, the true nonper-
forming-loan ratio could rise
to 9%. Others have their own
estimates, but few put much
stock in the official figures.

Before the latest bank
rally, there was a case to be
made that extraordinarily low
bank valuations—well below
book value—baked in such
grim possibilities.

But three of the country’s
five largest lenders now trade
above end-2014 book value,
according to FactSet. Yet there
is no more clarity today on the
extent of problem loans.

And with provisioning ra-
tios dropping, springing a
leak could cause extensive
damage.

—Aaron Back

Sources: CEIC, China Banking Regulatory
Commission

The Wall Street Journal

Banking Bad
China banks' ratio of
provisions to nonperforming
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More than most busi-
nesses, utilities have to
spend money to make
money. Regulators let them
earn a return on the money
spent on new wires, power
plants and other equipment.

And that spending has
surged. The U.S. Department
of Energy said Tuesday that
spending on electricity-trans-
mission infrastructure by
major investors and private
companies rose fivefold in
real terms between 1997
and 2012, to $14.1 billion, re-
versing a three-decade de-
cline. Efforts to prevent
blackouts and hook up mi-
grating populations to the
grid explain some of this.

A more troubling reason
for the increase is that grids
have to be rewired to ac-
commodate more renewable
energy. A battle between
utilities and proponents of
distributed solar power is
ongoing in some states. So-
lar panels reduce households’
payments to local utilities,
causing some companies to
call for special charges to be
applied to owners of panels
to cover grid-related costs.
Yet the higher those costs
are, the more incentive con-
sumers have to find alterna-
tive means of powering their
homes.

OVERHEARD

India Answers
Coal’s Prayers

Global commodity bulls
might want to think about
setting up a temple to Indian
officials.

On Monday, India’s top
court declared illegal the 200-
odd licenses for coal mines
the government awarded be-
tween 1993 and 2010, arguing
these were handed out arbi-
trarily. It is possible some of
the domestic power and met-
als firms that own these
mines will get them back.
Still, investors don’t feel too
great about the uncertainty.

This presents an opportu-
nity for international coal in-
vestors, who currently strug-
gle with too much supply. If
the mines in question remain
shut, power plants would sud-
denly need imported coal to
make up 38 million metric
tons of projected coal produc-
tion, according to government
figures. That is equivalent to
88% of the excess capacity in
seaborne thermal coal this
year, according to estimates
by Wood Mackenzie. Steel
mills would need an extra 14
million tons of coking coal,
which should cover the over-
supply in that market.

It is possible the decision
will only target the mines be-
longing to private firms, not

those associated with local
governments. In that scenario,
India would still gobble up
one-third of the excess capac-
ity in seaborne coal and all of
the extra coking coal supply.
This could put a floor on
some coal prices, and boost
companies such as Singapore-
listed Noble Group, which ex-
ports coal from Indonesia.

The court’s move on coal
mirrors a similar situation
with Indian iron ore. In 2011,
Indian courts began banning
iron-ore exports. India’s con-
tribution to seaborne trade in
iron ore has plummeted to 2%
from 10%.

India can assist coal and
iron ore for only so long. The
overcapacity in both commod-
ities could worsen next year.
Plus, Indian Prime Minister
Narendra Modi might use this
week’s court ruling to imple-
ment promises to improve
how minerals are extracted
and allocated.

Yet supporters of these
downbeat commodities should
count the few blessings they
get. While China slows down
demand and international
miners struggle to curtail sup-
ply, India is one country that
is answering their prayers.

—Abheek Bhattacharya

Videogames are one of the more lucrative
content segments, and buying Twitch gives
Amazon access to more than 55 million fans.

Undercurrent
Share price and index
performance

The Wall Street Journal

Source: FactSet

*As of midday Tuesday in New York

20

–40

–30

–20

–10

0

10

%

J F M A M J J A

Amazon

Nasdaq

Jeff Bezos, Amazon CEO

G
et
ty

Im
ag
es



2 | Wednesday, August 27, 2014 AM IM UK SW FR IT SP TK BR PL IS AE GR THEWALL STREET JOURNAL.

PAGE TWO

i i i
Business & Finance

n The U.K.’s antitrust watch-
dog has joined a raft of global
regulators investigating possible
wrongdoing in the currencies
market, underscoring how the
probe might have expanded. 15

nWHO called for tougher re-
strictions on electronic ciga-
rettes, including curbs on ad-
vertising, indoor use and such
flavors as fruit and candy. 15

nWPP said it was optimistic
for the rest of the year as the
advertising firm posted a rise in
net profit despite lingering con-
cerns about currency swings
and geopolitical tensions. 17

n Novo Nordisk’s CEO said he
has no plans to make any big
acquisitions, suggesting his in-
sulin maker will be sitting out
the deal-making in the global
pharmaceutical industry. 19

n Volvo Car unveiled a rede-
signed XC90 SUV, the first
model developed since Zhejiang
Geely acquired the Swedish
auto maker four years ago. 18

n Qantas CEO Alan Joyce on
Thursday could face more pres-
sure to sell assets, when the
airline is expected to report the
deepest loss in its history. 19

n America’s shale boom has
raised hopes of a revival in U.S.
manufacturing, in part fueled
by cheaper energy. But U.S.
factories still are losing ground
to rivals in Asia and Europe. 21

i i i
World-Wide

n France’s Hollande appointed
a new government of core al-
lies to push through his pro-
business platform, betting he
can pass laws without repre-
sentatives from the rebellious
left of his Socialist majority. 4

n Austria’s finance minister
resigned after eight months in
the role, citing differences
within his party on tax and
debt reform, while also step-
ping down as vice chancellor
and head of his party. 5

n Hungary’s central bank kept
its main interest rate unchanged
for the first time in two years
after saying in July that it had
ended an easing cycle that had
left rates at a record low. 4

n Berlin’s mayor announced
his resignation effective Dec.
11, following years of sharp
criticism over his role in de-
lays over the opening of the
city’s new airport. 4

n The U.N.’s food-assistance
agency could stop providing aid
to North Korea as it struggles to
attract funds from donors wary
about Pyongyang’s apparent fo-
cus on developing its military
instead of feeding its people. 8

nU.S. orders for big-ticket
manufactured goods jumped to a
record in July thanks to a surge
in aircraft purchases, while un-
derlying gauges of demand indi-
cated strong momentum in
broad business spending. 6
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In China, Some Firms’
Sweet Spot Turns Sour

and highly charged media
coverage that makes for a
troubling atmosphere for Western
companies.

Foreign executives have
learned two early lessons from the
antitrust probes. First, the law
provides little refuge. The
message that the National
Development and Reform
Commission, the government
agency that sets pricing rules,
delivers in private to
multinationals at the outset of a
price-fixing investigation is not to
bring in their foreign lawyers,
according to numerous accounts
by foreign executives, diplomats
and lawyers themselves.

The second lesson is connected
to the first: Resistance is futile.

There’s scant need for lawyers
when companies face a choice of
either bowing to demands for
quick remedies or becoming
involved in a protracted wrangle
with powerful regulators in what
is still a state-dominated economy.
In almost every antitrust case
launched so far, foreign companies
have capitulated without a fight.

Voluntary price cuts of up to
20% are the norm, accompanied
by board-level expressions of
remorse and promises to do
better.

And these cuts are offered at
the very outset of investigations—
and, sometimes, to get ahead of
them. Chrysler described its
abrupt decision to slash car-part
prices as a “proactive response” to
the price-fixing probe as it got
under way. These price-fixing
investigations have been
accompanied by heated
nationalistic rhetoric in the state
media with antiforeign overtones.
Taking down multinationals a peg
plays well among the large
sections of the public that view
them as arrogant.

Last year, when New Zealand
dairy giant Fonterra announced a
possible botulism problem and
recalled several products, Xinhua
News Agency took aim not just at
the company but the entire
country of New Zealand. The
“100% Pure New Zealand” tourism
slogan had become a “festering
sore,” Xinhua declared. It turned
out to be a false alarm: Tests
showed Fonterra products to be
safe.

This aggressive media coverage
is in turn playing out against a
backdrop of deepening political
turmoil in China. President Xi
Jinping’s efforts to turn around
the economy so it relies more on
services and consumption, rather
than investment, pits him against
entrenched interests in state
enterprises. Meanwhile, his all-out
war on corruption is taking down
some of the most powerful
officials in the country and
triggering anxiety across the
bureaucracy.

That combination—populism
along with high-level political
uncertainty—is unnerving many
foreign investors. They fear
they’re being caught in the middle
of powerful forces outside their
control.

Chinese regulators reject
criticism that they unfairly target
foreign players. “Before the
Antimonopoly Law, all enterprises
are equal,” the China Daily quoted
Shen Danyang, the spokesman of
the Ministry of Commerce, as
saying.

Still, it’s a rude surprise for
multinationals. Just as the China
market opens up, their profit
margins are headed down.

BEIJING—For Western
consumer brands in China, this is
the moment they’ve been longing
for.

The ranks of the middle classes
are swelling; foreign wares once
considered luxuries are now
affordable. Yet, just as the sweet
spot seems near for makers of

higher-end goods,
many of the
world’s biggest
consumer names
find themselves
under
unprecedented
attack.

German car companies and
Japanese auto-parts makers have
been the latest targets in a wave
of antitrust investigations that
have resulted in fines and steep
price cuts. Earlier probes have
homed in on makers of dairy
products, eyeglasses,
pharmaceuticals and software.
The campaign has embroiled
everybody from Microsoft to
Mercedes-Benz.

What’s going on? A
combination, it seems, of some
questionable practices by
multinationals, bullying by
overenthusiastic regulators and a
tense political atmosphere tinged
with antiforeign sentiment.

It’s certainly true, as the
Chinese media regularly point out,
that the cost of everything from a
Starbucks latte to a Jaguar sedan
is higher in China than in many
other places in the world.

Now that so many Chinese are
traveling abroad—they took more
than 100 million trips last year—
consumers are better able to
compare prices. And they’re
starting to complain vociferously.

Some of the price difference is
explainable by factors such as
transport and real-estate costs,
higher Chinese import taxes and
fragmented supply chains in which
multiple dealers each add a
markup. But at least some
multinationals have adopted sales
practices in China that might be ill
tolerated by customers—or
regulators—in Europe or the U.S.

Auto makers, for instance,
don’t always give their Chinese
customers a choice in their
purchase of spare parts. High
prices are the result. In response
to an antitrust investigation,
Mercedes maker Daimler AG and
Chrysler have both slashed prices
of their spare parts in recent
weeks.

Microsoft, which has been the
subject of surprise inspections
related to how it distributes its
products in China, has said it will
cooperate with any inquiries.

The fact that regulators are
going after allegedly dubious
practices by multinationals isn’t
what bothers trade officials at
Western embassies in Beijing,
even if they suspect that the
probes sometimes have the effect
of strengthening Chinese state-
owned competitors.

What concerns them the most
is the heavy-handed way that
investigations are being pursued—

CHINA’SWORLD | By Andrew Browne

Foreign wares once considered luxuries in China are now affordable, but many
companies, including auto makers, are being targeted in antitrust probes.
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Casino School Places Bet on Legalization
In 2004,Masayoshi OiwaneOpened a School in Japan; He’sStillWaiting forGambling toBeLegalized

Ten years ago, Masayoshi Oi-
wane made a big bet: that ca-
sinos would come to Japan.

A decade later, Japanese are
still forbidden by law to double
down at the blackjack table. But
Mr. Oiwane is sticking with his wa-
ger.

His Japan Casino School opened
in 2004 with a mission to teach
students the finer points of running
gambling tables and spinning rou-
lette wheels.

“I was so sure that casinos were
to be legalized soon,” says the 45-
year-old Mr. Oiwane, who serves as
the school’s principal. “So I didn’t
think starting a casino school in a
country where casinos are illegal
was a bad business idea.”

The odds may be finally tilting
in Mr. Oiwane’s favor. Legalized
gambling is one pillar of Prime
Minister Shinzo Abe’s pro-growth
agenda, and he has promised to
back a casino bill in the coming
parliament session this fall.

Mr. Abe’s support didn’t help
this spring, when a casino bill
failed to come up for a vote due to
bureaucratic delays. But legislators
say the chances are better this
time.

U.S. heavyweights—like Las Ve-
gas Sands Corp., Wynn Resorts Ltd.
and MGM Resorts International—
have already been talking up the
billions of dollars they are prepared
to spend on a casino resort in Ja-
pan if given the opportunity. And
already, casino executives have
stepped up their location scouting,
eyeing sites from Tokyo’s Tsukiji
fish market to a man-made island
in Osaka.

Meanwhile, Mr. Oiwane and his
students are preparing for action at
the still-to-materialize tables.

On a recent afternoon, about 20
pupils were practicing blackjack at
the school, located in a seven-story
building in Tokyo’s chaotic Shin-
juku district. On the walls are post-
ers of cruise ships and from the
television series “Las Vegas”—re-
minders of their profession’s allure.
A sign bears the school’s unofficial
oath. “We will never ever go into il-
legal casinos,” it reads.

Mr. Oiwane began his love affair
with the gambling culture as a stu-
dent while working at a mock ca-
sino in Tokyo, where
bettors win and lose
fake money. He also
did stints at hotel
events and on cruise
ships.

“Card dealers are
the best job in the
world,” says Mr. Oi-
wane, who married
a card dealer. “I
want my 2-year-old
son to be a card
dealer, too.”

One of his fond-
est memories is a
winning streak at a
casino on the Pacific
island of Tinian,
north of Guam,
where some Japanese go to gamble.
“I was a student, I was playing bac-
carat and was at the same table for
72 straight hours,” he recalls.

His says he used his winnings of
seven million yen, or nearly
$70,000 at current exchange rates,
to fund the school.

A trade school of sorts, it offers

a yearlong program to teach nov-
ices the art of handling cards, as
well as casino hospitality, such as
how to explain game rules in a
friendly way. At a news conference
announcing the school in 2003, Mr.
Oiwane wore a tuxedo and basked
in the attention of 100 reporters,
photographers and TV crews. Part
of his marketing pitch was his be-
lief that Japan would legalize casi-
nos within three years.

He wasn’t taking a flyer on the
claim. Tokyo’s governor at the time,
Shintaro Ishihara, was keen to
bring gambling to the city. And ca-
sino-industry analysts have said
that Japan could quickly become
the world’s second-biggest casino
market after Macau, which gener-
ated $45 billion in gambling reve-
nue last year, according Macau gov-
ernment data.

Mr. Oiwane borrowed money—
some from friends, some from
banks, he says—to open the school
and quickly attracted 192 students,
far more than the 30 he initially ex-
pected.

“I had no doubt that I was on
the winning side,” says Mr. Oiwane.

Speculation that Japan would
legalize casinos continued to bring
in students, mostly in their 20s and
30s, who paid an average of
600,000 yen, or about $6,000 a

year, in tuition.
Now, with the

law anticipated to
change, Mr. Oiwane
expects interest to
jump following so
many losing hands.
“This is for real,”
Mr. Oiwane says.

That would be a
switch from his cur-
rent projects. Aside
from the school, Mr.
Oiwane manages
mock casinos, one
of them called Ad-
dict.

Complete with
dim track lighting
and an array of

gambling tables overseen by card
dealers in black vests, the night
venue offers blackjack, Texas
hold’em, baccarat and roulette
games. The number of similar
amusement places is increasing in
Japan, driven by demand from peo-
ple anxious to get hands-on casino
experience. That said, the faux ca-

sino isn’t permitted to let bettors
exchange actual money or goods.
So despite its name, players at Ad-
dict—who pay an entrance fee—
can’t lose their shirts.

Mr. Oiwane hopes the popularity
of the mock venues can help fuel
demand for real play.

Many graduates who gambled
on gambling are less optimistic. Of
Mr. Oiwane’s 400 alumni, only 70

have full-time casino-related jobs,
according to the school.

“I didn’t believe his three-year
thing at all,” says Masatoshi Otani,
who attended the school in 2008
hoping to find adventure overseas.
For now, he works as a dealer in
Singapore.

Others have had to roll the dice
at some of the world’s most remote
casinos, including on Tinian Island

and in Bavet, Cambodia, which
draws Vietnamese gamblers from
just across the border. In exchange
for experience, local wage rates for
dealers can be as little as a few dol-
lars a day, industry executives say.

Though enrollment at the school
has rebounded recently, to 46 stu-
dents, the number of pupils had
been falling for years. The worst
was 2012, after a devastating earth-
quake and tsunami led to a nuclear
disaster, when only 28 students
signed up. To make ends meet, Mr.
Oiwane says he had to slash spend-
ing.

He cut his staff of 20 by half
and those who remained had their
salaries reduced by 30%. Mr. Oi-
wane has made some sacrifices,
too, giving up his golf and gym
memberships and cutting his own
salary by half, he says. Perhaps
most tellingly, he hasn’t traveled to
Las Vegas and hasn’t wagered at all
in recent years. “I don’t have
money,” he says.

Despite all the setbacks, he be-
lieves he is close to a jackpot.

His big hope is that casinos will
be operating in time for the Tokyo
Olympics in 2020—though few lob-
byists and lawmakers believe it can
happen that quickly.

If the chips fail to fall in his fa-
vor, Mr. Oiwane says he has a
backup plan.

“I would buy a small casino
overseas,” he says. “And send my
unhappy students there.”

BY TAKASHI MOCHIZUKI
AND KATE O’KEEFFE

Masayoshi Oiwane

Masayoshi Oiwane deals baccarat and roulette at his Japan Casino School in Tokyo in July. He opened the school in 2004.
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Ebola Crisis Could Define
Career of Liberian President

Liberia’s Ebola crisis will likely
worsen in the weeks to come, the
country’s president warned, ac-
knowledging the toll the outbreak
has taken on her nation.

“It is unlikely we are yet at the
peak of Ebola’s spread,” President
Ellen Johnson Sirleaf said in an
email response to questions from
The Wall Street Journal.

The epidemic, which is shaking
up politics and the economy of the
tiny West African country, presents
75-year-old Mrs. Johnson Sirleaf
with a career-defining crisis two
years before the end of her term.

It has killed 1,426 of the 2,615
people that have contracted the vi-
rus in West Africa, with nearly half
of the deaths in Liberia. Her govern-
ment has been criticized for the rel-
atively slow response to the out-
break and authorities face an uphill
battle to contain the virus.

On Tuesday, Mrs. Johnson Sirleaf
dismissed all officials who defied
her ultimatum in early August to re-
turn from foreign trips, her spokes-
man Jerolimnek Piah said. He de-
clined to say how many officials she
had removed, or their seniority.

The outbreak has exposed a gulf
between how Mrs. Johnson Sirleaf—
the first woman elected president in
Africa—is viewed abroad and the
more-complex image she has at home.

Mrs. Johnson Sirleaf has a long
list of awards and honorary degrees
from U.S. universities. She was
among a trio of women to share the
2011 Nobel Peace Prize for advanc-
ing women’s rights. The rock singer
Bono once called her “the toughest
of minds, the tenderest of hearts.”
U.S. Presidents George W. Bush and
Bill Clinton have made similarly
fond remarks.

Back home, frustration has
grown over the slow pace of Libe-
ria’s recovery from a 14-year civil
war. Some Liberians suspect that
Ebola is a government scheme to
raise foreign-aid money.

“It’s because of lack of trust in
governance that we have” this cri-
sis, said Tiawan Gongloe, a former
solicitor general who has become
one of Mrs. Johnson Sirleaf’s fiercer
critics since he resigned from her
administration. “The government
said ‘Ebola is here’ and people
didn’t believe it.”

Mrs. Johnson Sirleaf said that
reports of Liberians denying the ex-
istence of Ebola had been over-
blown. “The vast majority of Liberi-
ans are listening to the
government,” she said. “Just be-
cause the media has amplified a few
incidents where citizens have not
listened to the government and re-
acted inappropriately does not make
this the norm.”

Doctors and health workers have
also criticized the government’s
handling of the crisis. They say the
death toll could have been reduced
if they had been given access to ba-
sic equipment, such as latex gloves
and sanitary smocks. Instead, doc-
tors have treated patients with their
bare hands and left themselves open
to infection. The virus spreads
through sweat, blood and other
bodily fluids.

Ms. Johnson Sirleaf said her gov-
ernment’s measures to control Eb-
ola’s spread are working. “We do
see an end in sight,” she said.

To curb the outbreak, Liberian
authorities have resorted to drastic
measures. They have quarantined

two high-density neighborhoods
outside the capital Monrovia, while
schools have been closed and con-
verted into holding centers to moni-
tor people showing symptoms of the
disease. Some markets have also
closed, and most government work-
ers are on forced leave.

“The biggest concern for most of
our citizens is that the disease will
not claim their lives, but their liveli-
hoods,” Mrs. Johnson Sirleaf said.
“What is heartbreaking is the meth-
ods we must use to combat the

spread of the virus—closing bor-
ders, erecting checkpoints and clos-
ing all but essential government of-
fices—strikes at the heart of
business and commercial activity.”

Mrs. Johnson Sirleaf was elected
Africa’s first female head of state in
2005 and quickly became one of the
continent’s most celebrated figures.
Yet the Ebola outbreak isn’t the only
issue that has dogged her adminis-
tration. Last year, not a single stu-
dent passed the nationwide univer-
sity-admissions test.

BY DREW HINSHAW

People gather around a man suspected of having died from Ebola in Monrovia,
Liberia, on Tuesday. The country is at the center of the virus’s latest outbreak.
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In Tennis, It Pays to Be No. 1
This year’s U.S. Open tennis tour-

nament will pay out a record $38.3
million in prize money, with $3 mil-
lion going to the winner of the men’s
and women’s singles titles, not in-
cluding potential bonus money. The
No. 1 seeds, Serena Williams and No-
vak Djokovic, are two of the world’s
highest-paid athletes.

But how much does tennis spread
the wealth?

Since 32 players are seeded at
Grand Slam tournaments, The Wall
Street Journal looked at how much
the 32nd highest-paid players have
earned so far this year—and how
that compares with the 32nd-best
players in other sports.

As of Aug. 18, those men’s and
women’s tennis players were Spain’s
Fernando Verdasco, 30, who has
made $757,446, and Australia’s Casey
Dellacqua, 29, who has made

$457,429, not including endorsement
money. By comparison, the 32nd
highest-paid player in Major League
Baseball, Colorado Rockies shortstop
Troy Tulowitzki, will earn over $16
million in 2014. In the NFL, the 32nd
highest-paid player, Dallas Cowboys
quarterback Tony Romo, will make
almost $12 million. And in the NBA,
the Detroit Pistons’ Josh Smith will
make $13.5 million.

Of course, players in major team
sports are salaried, while individual
sport athletes are paid by winnings.
But what about golf? At a glance, it
seems like the most similar to ten-
nis. Yet the No. 32 earner on the
PGA Tour this year, J.B. Holmes, has
made over $2 million.

That is because golf pays a lot
more in prize money. For 2014, the
PGA tournaments will pay out $308
million, while men’s tennis’s ATP
tournaments—plus Grand Slams—
will pay $160 million.

“At the end of the year, the dif-
ference in earnings between the top
guys and the rest is immense,” said
tennis player Marcel Granollers.

Currently ranked 42nd in the
world, Granollers has earned
$825,789 in 2014—$566,626 from
singles and $259,163 from doubles.
He is well aware that the PGA Tour
is more lucrative.

“If you take figures from golf,
[Rory] McIlroy has earned approxi-
mately $7 million this year, like No-
vak,” he said. “The No. 30 [golfer] has
earned over $2 million this year. If I
don’t count my doubles earnings, I
made little more than $500,000. That
is a 1-to-14 ratio compared to about 1-
to-3 in golf.”

For some perspective, the mini-
mum salary in MLB is $500,000, or
about as much as Granollers has
earned so far this year in singles.

And in tennis, players have to
pay their own expenses. In addition

to paying salaries to his coach and
his trainer, Granollers estimates that
he spends about $200,000 a year on
expenses for the three of them. “I
think I have quite good sponsors for
my ranking. But I think you probably
need to add a zero to my deals in or-
der to sign a top-30 golfer.”

Granollers got a large portion of
his winnings this year by advancing
to the round of 16 at the French
Open, earning nearly $200,000.

As poor as tennis players have it
compared with golfers and some
other high-profile athletes, bowlers
have it worse.

Ryan Ciminelli, who is ranked
21st on the PBA Tour, said profes-
sional bowling has been going
through a rough patch the past five
years, and that there are now only
about a dozen tournaments a year in
the U.S. Ciminelli made $57,942 in
2013, which placed him 16th on the
prize-money list. He has made

$14,421 this year, but says it costs
him between $1,000 and $1,500 a
week to travel to tournaments.

“To think I am living middle-
class to be one of the best in my
sport really frustrates me, as I watch
all of these athletes make millions of
dollars to be at the same level in
their respective sports,” Ciminelli
said. “I can say I am a huge fan of
golf and tennis and completely re-
spect what they do. And in my opin-
ion they deserve the money they get.
But I also believe we deserve so
much more in our sport.”

What one learns from these sala-
ries is that if your children show
signs of being exceptional athletes,
you should point them toward base-
ball or basketball if you’d like them
to be fabulously wealthy. But you
don’t necessarily need to fret if they
just like to play games in the base-
ment: Michael van Gerwen has made
$635,393 this year throwing darts.

BY STEVEN KUTZ

5

10

15

20

$25 million

Tennis (women) Tennis (men)

No. 1 vs. No. 32

FromBull Riding to Bowling: HowOther Sports Compare

NASCAR

#1 Zack Greinke
$26,000,000

#7 Lebron James
$20,644,400

PGA Golf (men) NHL NFL NBA MLB

#4 Sidney Crosby
$8,700,000

#32 Tony Romo
$11,773,000

#1 Rory Mcllroy
$6,965,896

#2 Jeff Gordon
$4,880,282

#5 Serena Williams
$2,714,208

The highest–paid
tennis star will
make almost 10
times more than
the 32nd–highest
paid player

The U.S. Open singles champions will win $3 milion as part of an event-record
$38.3 million purse. But how much money is distributed to the rest of the
players? Tennis has one of the largest gaps in its top players’ pay. Here is a
look at how the year–to–date earnings for the No. 1 and No. 32 highest earners
stack up in tennis—and a selection of other sports. All figures as of Friday.

Novak Djokovic, the No. 1–ranked tennis
player in the world, has made over $7 million
this year, including over $2.9 million for
winning Wimbledon.

Meanwhile, Fernando Verdasco, the No. 32
earner on the ATP Tour, has made $757,446
with one ATP tournament victory—his first
since 2010.

Each bar represents one player

Sport

#1
rank

#32

Maria Sharapova has won three tournaments
this year, including the French Open, and leads
the WTA with $4,011,860 in prize money.

Casey Dellacqua, the No. 32 WTA earner
with $457,429, hasn’t won a singles title in
2014 but earned $119,683 with a
fourth-round finish at the Australian Open.

J.B. Mauney, a 27-year-old bull rider
from North Carolina, has won two of
his 15 events this year after winning
five of 26 in 2013 for $1,810,711. In
2013, Brant Atwood made $70,179,
the 32nd–most on the PBR tour,
with six top-10 finishes in 21 events.

*Figures are from the full year of earnings in 2013

Note: Players on major team sports receive salaries while athletes in individuals sports
are paid by winnings. Figures include direct earnings and don’t include sponsorships.

The Wall Street JournalSources: Association of Tennis Professionals (men's tennis); WTAtennis.com (women's tennis); Spotrac.com (baseball, basketball, football, hockey); PGATour.com
(men's golf); ESPN.com (women's golf, NASCAR); Professional Bull Riding; DartsDatabase.co.uk; Association of Surfing Professionals; Professional Bowlers Association

Photos: Associated Press (Sharapova, Verdasco), Getty Images (Dellacqua, Djokovic),
Zuma Press (Mauney, van Gerwen, Medina); Getty Images (Belmonte)

Bull riding

J.B. Mauney: $1,810,711

Brant Atwood: $70,189

Twenty-year-old Brazilian surfer
Gabriel Medina has won 22
World Championship Tour events
in 2014, riding the waves for a
cool $252,000. Kai Otton has won
five events and his $46,000 is
32nd on the tour in 2014.

Surfing
Australian bowler Jason Belmonte's
$124,300 paces the PBA this year,
cashing in nine of his 10 events and
winning three with an average score
of 227.89. Ryan Shafer, No. 32 in
earnings with $6,550, has competed
in five events in 2014.*

Bowling

1

32

Michael van Gerwen, a
25-year-old from the Netherlands,
proves darts is far more than a
bar game with $635,393 in 2014.
Andy Smith, a 47-year-old from
England, has earned the 32nd
most in 2014 with $42,783.

Darts

Michael van Gerwen: $635,393

Andy Smith: $42,783

1

32

Gabriel Medina: $252,000

Kai Otton: $46,000

1

32

Jason Belmonte: $124,300

Ryan Shafer: $6,550
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Hollande Shuffles
Government to Center

PARIS—President François Hol-
lande appointed a new government
of core allies to push through his
pro-business platform, betting he
can pass laws without representa-
tives from the rebellious left of his
Socialist majority.

The French leader kept tough-
talking Manuel Valls as prime min-
ister and lifelong friend Michel
Sapin as finance minister. Mr. Hol-
lande promoted only loyal support-
ers, such as former adviser and
Rothschild investment banker Em-
manuel Macron, who was named
economy minister.

The snap reshuffle of a cabinet

Mr. Hollande appointed less than
six months ago comes after minis-
ters from the left of the Socialist
Party accused the president over
the weekend of inflicting damaging
austerity on the euro zone’s sec-
ond-largest economy, even as it is
mired in stagnation.

The critics, led by outgoing
Economy Minister Arnaud Monte-
bourg, were cast aside.

Mr. Hollande is hoping that
clarifying his economic line at
home will strengthen his voice on
the European scene. The French
president has been quietly lobbying
to tone down the German-inspired
austerity implemented across much
of the euro zone after the sover-

eign-debt crisis. Mr. Montebourg
endangered that strategy with
frontal attacks on Germany policy
and Chancellor Angela Merkel in
particular.

But Mr. Hollande’s decision to
evict rebels from his government
could throw France into a political
impasse. The bold move risks wid-
ening the rift between the presi-
dent and elements of his ruling co-
alition ahead of key budget votes.
The government will take the con-
flict to the brink in the coming
weeks when Mr. Valls seeks a fresh
confidence vote from lawmakers.

“If we fail to secure a majority,
it will be over, because we wouldn’t
be able to continue,” the prime
minister said in a television inter-
view after he was reappointed.

In the event of Mr. Valls losing
the confidence vote, the president
can either pick a new prime minis-
ter or dissolve the National Assem-
bly and call elections.

The left-wing revolt began
brewing in 2012, soon after Mr.
Hollande was elected on a Socialist
platform rich in pledges to tame
the financial industry—which he
described as his “enemy”—and pro-
tect the middle class.

In November 2012, however, the
president unveiled a program
aimed at supporting French busi-
ness through a series of tax cuts.

Despite a deluge of criticisms
from the left that the tax-credit
system was a gift to business with
nothing in return, Mr. Hollande
vowed in January to amplify the
move, saying business creates the
wealth French people need.

After a drubbing at the polls in
local elections in March, Mr. Hol-
lande shuffled his government and
handed Mr. Valls the responsibility
for marshaling the new pro-busi-
ness platform.

But as the economy stagnated,
opponents grew in strength.
Around 40 socialist lawmakers ab-
stained from voting on a program
of public spending cuts to fund the
business tax cuts in the coming
years.

In a television interview Tues-
day, the prime minister expressed
frustration with fellow Socialists.
“What happened in the last few
days?” he said. “The left created its
own problem.”

BY WILLIAM HOROBIN

Mr. Hollande, right, with banker Emmanuel Macron, the new finance minister.
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Hungary’s Central Bank Holds Interest Rate Steady
BUDAPEST—Hungary’s central

bank kept its main interest rate un-
changed for the first time in two
years Tuesday, leaving borrowing
costs at a record low.

The National Bank of Hungary
plans to maintain loose monetary
conditions for a sustained period to
help ensure the economy meets its
inflation target, the central bank’s
rate setters said after the decision.
Inflation pressures may remain
moderate in the medium term, and
unused capacities in the economy
persist, they added.

The central bank left its policy
rate at 2.1% after 24 consecutive
monthly cuts. At the start of the
central bank’s easing cycle in Au-
gust 2012, the main rate was at 7%.
Tuesday’s decision was in line with

the expectations of 16 economists
polled by The Wall Street Journal.

Hungary’s monetary policy will
likely remain in a holding pattern
for at least another year with inter-
est rates remaining at record lows,
London-based economics-research
consultancy Capital Economics said.
Economist Neil Shearing cited three
reasons for the loose monetary
stance: economic growth is set to
slow in the second half of this year;
inflation will remain extremely low
and below the central bank’s 3% tar-
get; and fiscal policy must remain
tight because strict European Union
deficit requirements put the onus on
monetary policy to support growth.

Hungary will raise interest rates
gradually, perhaps from the third
quarter of 2015 onward, to 2.5% by
the end of 2015 and 3% or so by the
close of 2016, although a sharp

weakening of the Hungarian forint
could force the bank to raise rates
sooner than that, Mr. Shearing said.

Goldman Sachs said in a research
note that a recent selloff in the Hun-
garian forint, equities and govern-

ment bonds—the result of escalat-
ing risks related to the Ukraine
conflict—combined with investors’
expectations for tighter U.S. mone-
tary policy “have underscored the

sensitivity of low-carry currencies
to external events. Therefore, more
[interest rate] cuts could undermine
the forint and the local market even
more.” A low-carry currency is one
that offers only low returns to in-
vestors.

After two years of rate cuts
“there is very limited premium left”
in Hungarian assets, Citigroup ana-
lysts said, adding that Hungarian
government bonds are “becoming
very vulnerable to nervous trading”
in U.S. Treasurys.

Exposing the forint to a major
weakening would also be detrimen-
tal to households because of their
high levels of debt denominated in
foreign currencies, SEB said.

Last month, the central bank
surprised markets by a deeper-than-
forecast cut to the main rate but
said it wasn’t planning to touch its

interest rates before the end of next
year, since the low rates ensure the
country will reach its 3% inflation
target by then and are sufficient to
boost the economy.

Strong growth in the second
quarter and an inching-up in infla-
tion support the rate decision, ana-
lysts said.

In July, headline inflation was
0.1% on the year, swinging into posi-
tive territory after three months of
negative readings. It is widely fore-
cast by analysts and the central
bank alike to pick up speed next
year when government-mandated
household energy-price cuts drop
from the year-earlier figures.

Gross domestic product in-
creased 0.8% in the second quarter
from the previous three months and
by 3.9% from a year earlier, beating
analysts’ forecasts of 3.5%.

BY MARGIT FEHER

Longtime Mayor
Of Berlin to Resign

BERLIN—Longtime Mayor Klaus
Wowereit said Tuesday he would re-
sign in December, following years of
sharp criticism over delays and cost-
overruns for a new airport for the
German capital.

Mr. Wowereit, a Social Democrat
first elected in 2001 after a decade
of conservative control, helped turn
reunified Berlin into one of Europe’s
top tourist destinations, promoting
arts and culture as well as the city’s
night life and club scene. He fa-
mously dubbed the city-state, which
suffers from high unemployment, as
“poor but sexy.”

The efforts paid off. Berlin tour-
ism has risen strongly over the past
decade, and the percentage of visi-
tors from abroad has risen to 43%
from about a third, according to
government figures.

At a news conference, Mr. Wow-
ereit cited the embarrassing delays
to opening the new Berlin Branden-
burg International airport as a major
reason for his resignation, two years
ahead of the next election. He also
said inner-party criticism hasn’t
made his job any easier.

“I leave voluntarily and I am
proud of my contribution to the pos-
itive development of this city,” Mr.
Wowereit said. “But one of the big-
gest defeats is of course the delayed
opening” of the new airport. “This is
a bitter defeat.”

Mr. Wowereit, who also serves as
chairman of the airport’s supervi-
sory board, has been blamed for in-

sufficient controls and the explosion
of costs to more than €5 billion
($6.6 billion), from an initial esti-
mate of around €2 billion.

Planning for a new gateway to
the capital began in 1989, just after
the fall of the Berlin Wall, but sev-
eral target dates for a grand opening
have been missed. No new date has
been set, as officials struggle to cor-
rect defects in its fire-safety system.

Mr. Wowereit has also come un-
der pressure for the way the city
handled more than 100 refugees who
occupied a public square and an
empty school in the Kreuzberg dis-
trict to protest the treatment of asy-
lum seekers in Germany.

“After 13 years, the shine has
worn off,” said Oskar Niedermayer,
professor of political science at Ber-
lin’s Free University.

“With the handling of the refu-
gees, and the third or whatever de-
lay of the airport opening, his image
suffered a severe blow. His popular-
ity rates tumbled and stayed there.
When somebody is no longer the
driving force, he must be replaced,”
he said.

Mr. Wowereit, 60 years old, also
was the first senior politician in Ger-
many to out himself as homosexual.
He said he would step down on Dec.
11, shortly after the 25th anniversary
of the fall of the Berlin Wall.

The Social Democrats in Berlin
will vote on a successor to fill the
rest of his term. Two front-runners
are Jan Stöss, the local party chair-
man, and Raed Saleh, who is floor
leader in Berlin’s parliament.

BY ANDREA THOMAS

Klaus Wowereit on Tuesday cited delays to an airport project in his decision.
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The White Lies of Research
Scientists Question When Deception Is OK; Ethical Uncertainty in Varying Degrees

When Geoff Pearson, a sports-
management and law professor at
the University of Liverpool,
wanted to study the behavior of
rowdy soccer fans in the U.K.—
“football hooligans” as they’re
known—he decided that just talking
to them wasn’t good enough. The
well-behaved fans sometimes exag-
gerated their role in mayhem while
violent ones played down theirs, Dr.
Pearson says.

So he went undercover.
Over a roughly 10-year period,

he joined the fans at football
matches to watch
how crowd behav-
ior went from calm

to rowdy. To maintain his guise, he
regularly committed what he de-
scribes as minor criminal offenses,
such as storming the field or bring-
ing alcohol on the train to the
game. He wrote down his observa-
tions while huddled in the rest-
room, talked into a recorder by pre-
tending it was a cellphone and
jotted down copious notes after
matches. Most important, he didn’t
tell fans he was studying them.

He studied the emotions and be-
haviors of fans on the way to the
games, in the stands and—because
most violent behavior tended to oc-
cur outside the stadium—what hap-
pened after the matches, in pubs
and public spaces. He was in the
crowd and tear-gassed during the
1998 World Cup in Marseille,
France, and hit with a water-cannon
in the 2000 European champion-
ship.

Dr. Pearson’s unusual research
techniques are one extreme exam-
ple of how deception can be used in
the name of science. “Deception” is
generally defined as when research-
ers intentionally act or withhold in-
formation from participants so that
they hold false beliefs, according to
Ruth Faden, director of the Johns
Hopkins Berman Institute of Bioeth-
ics. It occurs in many forms and
with varying degrees of ethical un-
certainty.

One of the main tenets of ethical
research is that participants should
be informed that they’re being
studied and for what purpose. De-
ception can upset participants who
feel misled. It can lead to mistrust
of scientists or the medical system
in general, experts say. Outrage
over a study published using Face-
book data is a recent example.

Often researchers use deception
when they want to study behavior
that people can’t or won’t honestly
engage in if they know why they are
being studied such as to learn
whether they use illegal drugs.
Other times researchers may be
concerned that bias or expectations
will color the results. A common ex-
ample of this is the double-blind
study of new drug treatments, in
which neither the researcher nor
the participant knows if a partici-
pant is getting the new drug or a
placebo.

New methods for research, such
as the ease of collecting large
amounts of data on the Internet,
are prompting scientists to think
even harder about deception.

Kypros Kypri, a professor in the
school of medicine and public
health at the University of Newcas-
tle in Australia, and his colleagues
in the U.K. have independently

studied the drinking habits of tens
of thousands college students in
New Zealand, the U.K. and Sweden.
They found that just asking heavy
drinkers about their alcohol use
sometimes changes their behavior.

The researchers surveyed stu-
dents about their drinking behavior
and, based on the responses, identi-
fied thousands of heavy drinkers.
They sent the students one or more
follow-up surveys to see if they
changed their behavior or sought
help for their drinking.

While in most cases the students
understood they were filling out
surveys as part of a research study,
at no point did the researchers tell
them they were participating in an
intervention—not even at the end
of the process, which is usually
when subjects learn the true pur-
pose of a study. (In one case, the
British team didn’t even tell the
students they were in a research
study.)

Disclosing the goal at the begin-
ning of the study would have
changed the very behavior the re-
searchers were studying—whether
students would decide to cut down
on their drinking after answering
questions that might prompt them
to think about whether they had a
problem, Dr. Kypri says. Disclosing
the true purpose at the end of the
study would have done more harm

than good because participants
might have felt misled about the
study, he says.

The researchers decided that not
disclosing was ethical, because the
intervention was subtle and unlikely
to cause negative consequences.

In addition, they reasoned, the
subjects were healthy college stu-
dents, not individuals who might
have been vulnerable because they
didn’t understand what was hap-
pening or couldn’t take care of
themselves.

However, when Dr. Kypri and his
colleagues published an article
about the ethics of their work in
the American Journal of Bioethics
in 2013, some scientists disagreed
with them on issues including the
researchers’ belief that participants
would have been upset about being
misled about the purpose of the
study.

Likelihood of public benefit is a
“necessary condition” for decep-
tion, Dr. Kypri says, and another is
that there wasn’t any other way to
answer the question. “I’m confident
in the studies we’ve reported, that
the research question is important
for public health, that the risk to
participants was very low, and that
there was no other way to answer
the question.”

Whether deception is ethical
comes down to whether the knowl-

edge gained through deception jus-
tifies the trickery and ultimately is
a matter of ethical judgment, says
Rebecca Dresser, a professor of eth-
ics in medicine at Washington Uni-
versity in St. Louis.

But there also are ways to mini-
mize the consequences of decep-
tion. It should be avoided if there
are alternative ways to get that in-
formation. It also should be time-
limited, in that participants ought
to be told about the deception at
the end of the study, Dr. Dresser
says.

Deception may not be as neces-
sary as researchers think, Dr.
Dresser says.

For instance, in a study pub-
lished in 2000 in the journal Chest,
participants were given asthma in-
halers that registered when they
were used. The data showed that
most participants didn’t use the in-
halers regularly even though they
said they did and instead dumped
the medicine before they came in
for a checkup.

Though deception may have
been necessary to get more accu-
rate information, and the informa-
tion was useful for the researchers
to know, Dr. Dresser says it is still
important to question whether de-
ception was needed. Why not just
tell participants that their use of
the inhalers would be monitored?

“I think that’s respectful of peo-
ple so they accept those condi-
tions,” says Dr. Dresser. “You can
tell them what’s going on, and you
don’t have to deceive them.”

Dr. Pearson, the football hooli-
gan researcher, says he remains
convinced that only by going under-
cover was he able to gain the in-
sight that added to a body of re-
search from other academics that
has led to changes in the way that
crowds now are policed at soccer
matches in Europe.

The researchers found that soc-
cer crowds were more likely to be-
come disorderly when there was a
“high-profile” show of force by po-
lice, such as when they dressed in
riot gear. It was more effective
when police engaged in friendly
conversation with the crowd.

These research insights led to
more training in the “friendly but
firm” approach, which was used by
the Portuguese police in 2004 at
the European Championship.

But he wouldn’t necessarily re-
peat everything he did during his
time as an undercover fan, such as
when he threatened a fan from an-
other team to a fight.

“I was 21 years old in the first
year of my Ph.D. and making snap
decisions in the field,” says Dr.
Pearson. “You do occasionally make
mistakes.”

BY SHIRLEY S. WANG
London

A new policing strategy, called
‘friendly but firm,’ supported by
research including Dr. Pearson’s,
is credited with keeping matches
more orderly. It was employed
by the Portuguese police at the
European Championships match
Portugal lost to Greece in Lisbon
in July 2004, right. Police engage
with the crowd instead of trying
for a show of force.

Geoff Pearson, a University of
Liverpool professor, above, tried to
blend in with soccer fans to study
their rowdiness. Fans take to the
streets at a game in Charleroi,
Belgium, in June 2000, above
middle. Tunisian fans light flares
in Marseille, France, before a 1998
World Cup match between England
and Tunisia, above right.

UNDERCOVER FAN |One Professor’s Quest to Study Rowdy Soccer Crowds
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pean Union.
The two leaders, together for the

first time in two months, were
joined by officials from the EU, Be-
larus and Kazakhstan, who sought to
stress the need to end the bloodshed
in Ukraine, which has flared into the
biggest East-West crisis since the
end of the Cold War.

“Today in Minsk, without any
question, the fate of the world and
the fate of Europe are being de-
cided,” Mr. Poroshenko said.

The round-table discussion was
followed by a four-hour private
meeting involving all participants.
After dinner, Messrs. Putin and Po-
roshenko met one-to-one, according
to the Kremlin. No details were im-
mediately available.

Belarus President Alexander Lu-
kashenko said more talks could be
held on Wednesday.

“Of course all of us would like a
breakthrough,” including a cease-fire
and “a start to political dialogue in
Ukraine with all the sides of the con-
flict,” Mr. Lukashenko said. “But the
fact of today’s meeting itself is a
success, a step in the only proper di-
rection.”

Mr. Lukashenko said that Minsk

Continued from first page will become a “regular stage” for
talks between Moscow, Kiev and the
Organization for Security and Coop-
eration in Europe, which has been
called upon to act as a monitor.

In his public comments, however,
Mr. Putin stressed trade issues,
highlighting the dangers he said
Russia faces if Ukraine pursues
closer ties to the West. Since the on-
set of the crisis, Mr. Putin has ac-
cused the West of meddling in
Ukraine’s internal affairs and trying
to spoil its relations with Moscow by
luring it into an association.

Mr. Putin said that a trade agree-
ment between Kiev and Europe will
flood the Ukrainian market with Eu-
ropean goods, which may then find
their way into Russia.

“In this situation Russia cannot
stand idle. And we will be prompted,
I want to highlight this, will be
prompted to take retaliatory mea-
sures, to protect our market,” Mr.
Putin said.

Ukraine’s latest political crisis
began after Ukraine’s last president,
Viktor Yanukovych, abruptly moved
late last year to sign a trade agree-
ment with Russia instead of the EU.
Mr. Yanukovych was toppled in Feb-
ruary after months of street pro-

tests. Mr. Poroshenko, elected in
May, has since revived the agree-
ment with Europe.

At the same time, Ukraine is bat-
tling an insurgency in the east that
began in April. Kiev accuses Russia
of funneling men and arms across
the border to support the separat-
ists, a charge Russia denies.

Just ahead of the talks in Minsk,
Ukraine released videotaped interro-
gations of Russian soldiers it said
had been captured in Ukraine. Kiev
said they were part of a column of
Russian infantry vehicles that its
forces had attacked on Monday.

Moscow confirmed to Russian
news agencies that the soldiers were
Russian. “These servicemen did in-
deed participate in patrolling a sec-
tion of Russian-Ukrainian border,
and crossed it probably by accident
at an unequipped and unmarked sec-
tion,” the Defense Ministry told the
Interfax news agency. “They showed
no resistance to Ukraine’s armed
forces when they were detained.”

Ukrainian defense officials re-
ported new fighting Tuesday near
the port city of Mariupol on the
Azov Sea—which for weeks they
have said was solidly under govern-
ment control.

Government defense spokesman
Col. Andriy Lysenko said a column of
Russian armored vehicles and artil-
lery was shelling army positions a
few dozen kilometers from the city,
which had some 500,000 residents
before the crisis started.

Col. Lysenko said Ukrainian
forces had destroyed much of the
column Monday after it had crossed
the border, but that some remaining
tanks and howitzers were firing on
Ukrainian units from villages near
the border. Russia denies sending
the vehicles across the border.

In the videotapes, the soldiers
said they were part of a paratroop
unit based in Kostroma, 340 kilome-
ters (210 miles) northeast of Mos-
cow. They said they had been or-
dered to the Ukrainian border for
military exercises, and had been
given uniforms stripped of any indi-
cations that they were Russian mili-
tary units.

One of the soldiers said they
knew they were heading into
Ukraine, but another said they
thought they were on an exercise in-
side Russia. “They started shooting
at us, and my vehicle blew up,” said
one. “Then I knew this wasn’t an ex-
ercise; it wasn’t just a march.”

Russia-Ukraine Talks Yield Little
Photos released Tuesday by the Ukrainian security service show some Russian paratroopers purportedly captured this week by Ukrainian forces inside Ukraine.
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Austrian Finance Minister Resigns Over Tax Debate
VIENNA—Finance Minister

Michael Spindelegger resigned
Tuesday after eight months in the
role, citing differences within his
party over how to overhaul Austria’s
tax system and reduce its debt.

Mr. Spindelegger also stepped
down as Austria’s vice chancellor
and head of the center-right Aus-
trian People’s Party, or ÖVP, the ju-
nior partner in Austria’s governing
coalition.

Late Tuesday, the ÖVP chose Re-
inhold Mitterlehner, Austria’s cur-
rent economics minister, as new

party head. Mr. Mitterlehner said he
intended to have all personnel ques-
tions in the party settled by Sept. 2.

At a surprise news conference
Tuesday morning, Mr. Spindelegger
said he resigned due to a lack of
support from his own party. “When
there is no cohesion, it is time to
hand over the reins,” he told report-
ers.

Some ÖVP members have backed
calls for tax cuts from its coalition
partner, the center-left Social Demo-
crats. Mr. Spindelegger also rejected
the Social Democrats’ calls for a
new tax on wealth, whereas some
members of his party are open to

compromise on the issue.
Instead of cutting taxes, Austria

should focus on cutting its debt,
which is expected to reach about
80% of gross domestic product this
year, Mr. Spindelegger said.

“The Austrian way must be ori-
ented toward Berlin and not toward
Athens,” he said.

Mr. Spindelegger had been a tar-
get of criticism from within his own
party even before the debate over
taxes. He has been a “dead man
walking for many months,” said po-
litical commentator Peter Plaikner.

Mr. Spindelegger was criticized
for his inability to assert his policies

and for some of his cabinet choices
when building the government, Mr.
Plaikner said.

Many politicians from both sides
of the government were surprised
by Mr. Spindelegger’s resignation,
but seemed certain that the coali-
tion would be able to overcome the
loss of one of its party’s leaders.

“My expectation is that we [the
coalition] will lead this country out
of the crisis by 2018,” when the next
general elections will be held, Aus-
tria’s chancellor and head of the So-
cial Democrats, Werner Faymann,
said Tuesday in an interview with
Austrian state television ORF.

BY NICOLE LUNDEEN

EUROPE WATCH
 ITALY

Navy Finds 24 More Bodies
From Capsized Migrant Boat

An additional 24 bodies were
recovered from an overturned fishing
boat off Italy’s southern coast, as
would-be refugees fleeing increasing
instability in Libya saw their deadliest
few days this year, with more than
300 drowned.

On Tuesday, the Italian navy said
two of its patrol boats recovered 24
corpses from a capsized smuggler’s
boat Sunday night. Their remains, as
well as 364 survivors, were headed
toward Augusta on Sicily’s east coast.

The U.N. refugee agency said the
worst incident occurred Friday near
Garibouli, east of Tripoli. That boat
was reportedly carrying at least 270
people when it overturned and sank.
Only 19 people survived, according to
Melissa Fleming, spokeswoman for the
U.N. High Commissioner for Refugees
in Geneva.

The U.N. agency said that more
than 300 would-be refugees have died
since Friday and that 1,889 have died
since the start of the year, including
1,600 since the beginning of June.

—Associated Press

 SWITZERLAND

Economic Official Postpones
4-Day Trade Visit to Russia

Switzerland postponed a four-day
trade-promotion trip to Russia until
next year because of the conflict in
Ukraine, a government spokesman said
Tuesday.

Johann Schneider-Ammann, the
head of Switzerland’s economic affairs
department, had been scheduled to
attend meetings in Russia in October
with the leaders of several Swiss
companies, the spokesman said.

The decision to postpone the trip
comes as pressure mounts on
Switzerland to join the European
Union in sanctioning Russia for its role
in the Ukraine crisis, where pro-Russia
separatists are fighting government
forces.

Switzerland has argued that
imposing sanctions would jeopardize
its neutrality and make it difficult to
serve as a mediator in its role as chair
of the Organization for Security and
Cooperation in Europe.

Switzerland, which isn’t a member
of the EU, recently said it would
expand a list of defense equipment
that can’t be exported to Russia and
Ukraine. It has also frozen assets held
in the country by some Russian and
Ukrainian individuals and groups.

—Neil MacLucas

 SWEDEN

City Plays ‘Schindler’s List’
To Neo-Nazi Gathering

Neo-Nazis rallying in the Swedish
city of Norrkoping were greeted by the
theme song from “Schindler’s List”
ringing from the bells of city hall.

Local government spokesman Ulf
Mossberg said city officials decided
the tune from Steven Spielberg’s
Oscar-winning Holocaust drama was
an appropriate way to demonstrate
the city’s belief in “the equal value of
all people.”

He said the bells of the clock tower
played the song before and after a
political rally Tuesday by the Party of
the Swedes, a small extremist group
that wants to stop immigration and
reserve Swedish citizenship for people
with “Western genetic and cultural
heritage.” The party aims to win seats
in local assemblies across Sweden in
Sept. 14 elections.

—Associated Press

Online>>
For more breaking news, go to
WSJ.com/Europenews and follow
@wsjeurope on Twitter.
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Major players & benchmarks

Credit derivatives
Spreads on credit derivatives are oneway themarket rates
creditworthiness. Regions that are treading in roughwaters
can see spreads swing toward themaximum—and vice versa.
Indexes beloware for five-year swaps.

Markit iTraxx Indexes SPREADRANGE, in pct. pts.
Mid-spread, sincemost recent roll

Index: series/version in pct. pts. Mid-price Coupon Maximum Minimum Average

Europe: 21/1 0.60 101.91% 0.01% 0.81 0.56 0.66

Eur. HighVolatility: 20/1 0.71 101.24 0.01 1.11 0.68 0.84

EuropeCrossover: 21/1 2.46 111.12 0.05 3.11 2.19 2.62

Asia ex-Japan IG: 21/1 1.00 99.99 0.01 1.13 0.99 1.04

Japan: 21/1 0.65 101.67 0.01 0.72 0.63 0.66

Note: Data as ofAugust 25

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

In percentage points
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Tracking
credit
markets &
dealmakers

Dow Jones Industrial Average P/E: 16
LAST: 17106.70 s 29.83, or 0.17%
YEAR TO DATE: s 530.04, or 3.2%
OVER 52WEEKS s 2,330.57, or 15.8%

Note: Price-to-earnings ratios are for trailing 12 months
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Stoxx Europe 50: Tuesday's best and worst...

Previous
close, in STOCK PERFORMANCE

Company Country Industry Volume local currency Previous session YTD 52-week

BNPParibas France Banks 4,375,367 51.30 2.13% -9.4% 3.6%

Deutsche Bank Germany Banks 8,505,308 26.23 2.04 -24.4 -19.9

Sanofi SA France Pharmaceuticals 3,106,644 82.94 2.03 7.5 8.2

Tesco United Kingdom Food Retailers &Wholesalers 30,498,190 252.10 1.65 -24.6 -32.3

Credit Suisse GroupAG Switzerland Banks 5,622,310 26.47 1.61 -2.9 -7.2

Reckitt Benckiser Grp United Kingdom Nondurable Household Products 951,924 5,210 -1.04% 8.7 15.8

Rio Tinto United Kingdom GeneralMining 4,000,219 3,358 -1.03 -1.5 9.4

BHPBilliton United Kingdom GeneralMining 6,568,654 1,944 -0.03 4.0 1.8

Vodafone Group United Kingdom Mobile Telecommunications 43,743,691 205.85 unch. -16.1 3.8

BPPLC United Kingdom Integrated Oil & Gas 20,628,866 485.75 0.13% -0.5 9.7

...And the rest of Europe's blue chips
Latest,
in local STOCK PERFORMANCE

Company/Country (Industry) Volume currency Latest YTD 52-week

Total 4,624,548 50.03 1.56% 12.4% 19.1%
France (Integrated Oil & Gas)
Banco Bilbao Vizcaya Argn 24,211,160 9.35 1.47 5.5 26.6
Spain (Banks)
Banco Santander S.A. 40,164,113 7.69 1.44 21.7 42.3
Spain (Banks)
Bayer 1,380,490 102.85 1.43 0.9 19.1
Germany (Specialty Chemicals)
Unilever 1,791,113 2,659 1.33 7.1 4.3
United Kingdom (Food Products)
GlaxoSmithKline 6,658,132 1,448 1.26 -10.2 -13.5
United Kingdom (Pharmaceuticals)
AstraZeneca 1,751,757 4,468 1.12 25.0 37.6
United Kingdom (Pharmaceuticals)
ENI 11,286,821 19.06 1.11 9.0 10.9
Italy (Integrated Oil & Gas)
Barclays 31,724,712 225.25 1.10 -17.2 -21.5
United Kingdom (Banks)
BGGrp 2,761,548 1,201 1.05 -7.5 1.6
United Kingdom (Integrated Oil & Gas)
BASF 2,313,759 79.50 1.04 2.6 16.7
Germany (Commodity Chemicals)
UBS 6,702,121 16.49 1.04 -2.5 -12.1
Switzerland (Banks)
Moet Hennessy Louis Vuitt 697,355 133.15 0.99 0.4 -4.8
France (Clothing & Accessories)
AXA 6,683,430 18.95 0.99 -6.2 10.5
France (Full Line Insurance)
Daimler 2,439,713 63.49 0.97 0.9 20.0
Germany (Automobiles)
Royal Dutch Shell A 2,460,132 2,424 0.96 12.0 17.5
United Kingdom (Integrated Oil & Gas)
British American Tobacco 1,601,730 3,531 0.91 9.0 6.0
United Kingdom (Tobacco)
Glencore PLC 22,385,908 363.25 0.87 16.2 14.6
United Kingdom (GeneralMining)
INGGroep 12,892,767 10.52 0.86 4.2 21.4
Netherlands (Life Insurance)
Telefonica S.A. 8,970,551 12.13 0.83 2.5 12.5
Spain (Fixed Line Telecommunications)

Latest,
in local STOCK PERFORMANCE

Company/Country (Industry) Volume currency Latest YTD 52-week

L'Air Liquide 678,170 98.33 0.83% -4.3% -6.7%
France (Commodity Chemicals)
National Grid 4,989,142 892.00 0.79 13.2 20.1
United Kingdom (Multiutilities)
Siemens 1,691,268 96.84 0.73 -2.5 18.7
Germany (Diversified Industrials)
HSBCHldgs 19,950,429 648.70 0.70 -2.1 -6.6
United Kingdom (Banks)
Allianz SE 1,115,786 130.85 0.65 0.4 18.0
Germany (Full Line Insurance)
Nestle 3,313,392 70.80 0.64 8.4 13.2
Switzerland (Food Products)
RocheHolding Part. Cert. 768,719 269.40 0.64 8.1 11.4
Switzerland (Pharmaceuticals)
Novartis AG 3,117,192 82.20 0.61 15.4 18.3
Switzerland (Pharmaceuticals)
Zurich Insurance Group 293,190 275.50 0.51 6.6 13.2
Switzerland (Full Line Insurance)
Standard Chartered 6,787,242 1,222 0.49 -10.1 -18.1
United Kingdom (Banks)
ABB 3,967,730 21.02 0.48 -10.5 0.8
Switzerland (Industrial Machinery)
Financiere Richemont 1,100,192 88.15 0.46 -0.7 -5.4
Switzerland (Clothing & Accessories)
SAP 2,084,498 59.92 0.44 -3.8 5.5
Germany (Software)
Schneider Electric SE 1,201,806 65.27 0.42 2.9 8.1
France (Electrical Components & Equipment)
Anheuser-Busch InBev 1,239,279 85.26 0.38 10.4 17.8
Belgium (Brewers)
Diageo 3,141,765 1,761 0.34 -12.0 -12.2
United Kingdom (Distillers & Vintners)
Unilever CVA 3,532,067 31.62 0.33 8.0 7.4
Netherlands (Food Products)
Lloyds Banking Group PLC 106,530,153 76.49 0.31 -3.0 2.3
United Kingdom (Banks)
Telefon L.M. Ericsson B 3,787,845 87.45 0.29 11.4 10.5
Sweden (Telecommunications Equipment)
Deutsche Telekom 7,611,279 11.39 0.26 -7.5 20.0
Germany (Mobile Telecommunications)

Sources: SIX Financial Information

DJIA component stocks
Volume, CHANGE

Stock Symbol inmillions Latest Points Percentage

AT&T T 11.2 $34.50 –0.01 –0.03%
AmExpress AXP 2.3 89.17 –0.42 –0.47
Boeing BA 1.9 128.66 0.33 0.26
Caterpillar CAT 1.9 108.10 0.13 0.12
Chevron CVX 2.1 128.45 0.61 0.48
CiscoSys CSCO 14.4 24.84 0.14 0.55
CocaCola KO 6.3 41.58 0.17 0.41
Disney DIS 3.3 90.02 –0.36 –0.40
DuPont DD 1.6 66.15 ... ...
ExxonMobil XOM 6.2 99.78 1.03 1.04
GenElec GE 21.2 26.05 –0.15 –0.57
GoldmanSachs GS 2.8 178.00 0.13 0.07
HomeDpt HD 4.7 91.72 0.52 0.58
Intel INTC 17.1 34.81 ... ...
IBM IBM 2.3 193.12 1.96 1.03
JPMorgChas JPM 8.4 59.80 0.46 0.78
JohnsJohns JNJ 2.7 103.41 0.17 0.17
McDonalds MCD 4.7 94.06 –0.38 –0.41
Merck MRK 8.0 60.18 0.45 0.75
Microsoft MSFT 12.0 44.99 –0.18 –0.39
NikeB NKE 2.1 79.55 –0.46 –0.57
Pfizer PFE 14.2 29.24 0.33 1.14
ProctGamb PG 4.3 83.42 –0.12 –0.14
3M MMM 1.5 144.62 –0.08 –0.06
TravelersCos TRV 0.9 94.28 –0.01 –0.01
UnitedTech UTX 1.6 109.79 –0.03 –0.03
UtdHlthGp UNH 1.8 85.08 0.84 1.00
Verizon VZ 8.6 49.27 0.12 0.23
VISAClA V 1.3 217.22 1.20 0.56

WalMart WMT 3.5 75.53 –0.16 –0.21

Source: WSJ Market Data Group

Credit-default swaps: European companies
At itsmostbasic, thepricingofcredit-defaultswapsmeasureshowmuchabuyerhastopaytopurchase-and
howmuch a seller demands to sell-protection from default on an issuer's debt. The snapshot below gives a
sensewhichway themarketwasmoving yesterday.

Showing the biggest improvement...
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

ACELtd 27 –1 –1 ...

Rhodia 45 ... –1 1

CrAgricole SA 64 ... –3 –9

Iberdrola SA 71 ... –2 –1

ABVolvo 89 ... –2 –1

IKBDeutsche Industriebank 150 ... –7 –5

OldMutplc 104 ... –3 –2

Tyco Intl Ltd 48 ... –1 1

Prudential PLC 62 ... –2 –1

LLOYDSBKPLC 58 ... –3 ...

And the most deterioration
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

BANKIASA 132 2 –4 –11

NorskeSkogindustrier 2346 25 29 128

BASFSchweizAG 23 ... ... 1

LAIRLIQUIDESOCIETE
GEORGESCLAUDE 35 ... ... 2

Dexia Cr Loc 201 1 –2 –8

BarclaysBkplc 59 ... –3 –8

ArcelorMittal 231 1 –12 –7

Intelsat InvtsSA 101 ... ... ...

StagecoachGpPlc 79 ... 1 3

StdCharteredBk 75 ... –1 –3

Source:Markit Group

BLUE CHIPS & BONDS

WSJ.com>>
Follow the markets throughout the day, with updated
stock quotes, news and commentary at WSJ.com.

Also, receive emails that summarize the day’s trading in
Europe and Asia. To sign up, go to WSJ.com/Email.

Below, a look at the Dow Jones Stoxx
50, the biggest and best known
companies in Europe, including the U.K.

Behind global deals: Bank revenues from equity capital markets

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

Source: Dealogic
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U.S. NEWS

Big-Ticket Orders Jump,
With a Lift From Boeing

WASHINGTON—Orders for big-
ticket manufactured goods jumped
to a record in July thanks to a surge
in aircraft purchases, while underly-
ing gauges of demand indicated
strong momentum in broad busi-
ness spending.

Purchases of durable goods—
products like airplanes, cars and
heavy machinery that are designed
to last at least three years—rose a
seasonally adjusted 22.6% to $300.1
billion in July from the prior
month, the Commerce Department
said Tuesday. That was the sharpest
increase and highest level in a data
series dating back to 1992.

Excluding aircraft and other
transportation equipment, orders
fell 0.8%, though the prior month’s
gain was revised up to 3%.

“Through the volatility, the
trend in orders growth looks fairly

strong,” said Jim O’Sullivan, chief
U.S. economist at High Frequency
Economics. Economists surveyed by
The Wall Street Journal had fore-
cast an overall rise in orders of 7.5%
last month.

The surge in orders largely re-
flected strong sales at Boeing Co.,
which had reported signing pur-
chases for a record 324 planes last
month. Because of the time it takes
for Boeing to produce and deliver
an aircraft, the jump in orders isn’t
expected to provide an immediate
lift to economic activity. And air-
craft orders will likely fall from
their record July levels in the com-
ing months.

But the report showed strength
in underlying gauges of business
spending over the past few months.
Orders excluding transportation
equipment fell last month, but they
have risen at an average monthly
rate of 0.8% so far this year, up

from a 0.3% monthly average last
year.

Another key measure of business
investment—orders for nondefense
capital goods excluding aircraft—
fell 0.5% in July, but the prior
month’s gain was revised up to
5.4%. This gauge is viewed as a
proxy for spending on equipment
and software.

“This was a healthy report that
suggests that capital spending
ended the second quarter on solid
footing, with that positive momen-
tum carrying over to start the third
quarter,” economists at RBS Securi-
ties said in a note to investors.

Other recent data have pointed
to strengthening demand for manu-
factured products. U.S. industrial
production—a broad gauge of out-
put from factories, utilities and
mines—rose by 0.4% in July, main-
taining the steady pace of growth
from the prior month.

The Institute for Supply Man-
agement’s gauge of manufacturing
activity rose to 57.1 in July, its high-
est level since April 2011. Readings
over 50 indicate expansion for the
sector.

A rebound in business spending

helped lift the overall economy in
the spring after unusually harsh
weather disrupted output over the
winter months. Most economists
expect business spending to
strengthen further in the months
ahead.

BY JONATHANHOUSE

Source: Commerce Department via the Federal Reserve Bank of St. Louis The Wall Street Journal
Note: Seasonally adjusted

Jet Fueled
New durable goods orders were up 22.6% in July to their best month on record,
driven primarily by a burst of new orders for civilian aircraft.
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QuakeRaises SafetyQuestions
Building safety in California is

getting renewed scrutiny in the
wake of Sunday’s powerful tremor
in Northern California’s famed wine
region, which proved that certain
types of construction are more dan-
gerous in quakes.

The city of Napa said inspectors
tagged 64 buildings as unsafe to en-
ter and more than 100 others that
required further inspection. The
quake demonstrated the long-recog-
nized fact that unreinforced ma-
sonry buildings—those made of
brick or stone—are particularly sus-
ceptible to crumbling and collapse.
Several such buildings in Napa saw
their facades fall onto the street.

Timothy Strack, chairman of the
state-run Seismic Safety Commis-
sion, said California would hold a
special hearing on building safety
and earthquakes on Oct. 8. Mr.
Strack said the chance of injury or
death could have been higher if the
quake hadn’t occurred at 3:20 a.m.

Experts have long known that

three types of construction common
in the state don’t hold up well in
quakes: brick or stone, those with
“soft” stories—floors not well-rein-
forced—and certain kinds of con-
crete structures. In California, new
construction of such buildings has
been banned. But the buildings ha-
ven’t disappeared, and efforts to
retrofit those remaining aren’t uni-
form. The state leaves enforcement
of such measures in the hands of lo-
cal jurisdictions.

To reinforce masonry buildings,
new structures typically are built on
the inside using steel beams. Bricks
and stones often are glued together
with adhesive to reinforce the grout
that binds them.

Reinforcing “soft” stories often
involves installing walls below the
floor at risk. The new walls resist
being moved sideways by a quake.

Reinforcing concrete buildings
can be more complicated and costly,
depending on what the issues are.
New walls may have to be put in
throughout the building if all that is
holding up the structure are col-

umns of concrete, experts say.
Lucile Jones, a seismologist with

the U.S. Geological Survey, who has
been hired by the city of Los Ange-
les to evaluate its buildings, said the
structural damage from Sunday’s
quake “was extremely predictable.”
Dr. Jones, who advises the state
commission on risk reduction,
added: “We now have to make a
choice to do something about it be-
fore the next earthquake hits.”

Napa passed a 2006 ordinance
requiring unreinforced masonry
buildings—which dot its historic
downtown—to be retrofitted.

Jennifer LaLiberte, Napa’s man-
ager for economic development,
said that before the city passed its
ordinance it identified 44 unrein-
forced masonry buildings. Through
a voluntary program, the city first
worked with building owners to get
the work done.

Once the law took effect, those
owners had three years to comply.
But about a half-dozen structures
were out of compliance when the
quake hit Sunday.

BY ALEJANDRO LAZO

Rubble that fell from the Vintner’s Collective tasting room lays on the sidewalk in Napa, Calif.
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Warning System Met Expectations,
But Funding Needed for Expansion

An early-warning system being
tested by scientists sounded an
alarm seconds before a magnitude
6.0 earthquake hit California’s wine
country Sunday morning, but more
funding is needed to make the sys-
tem available to the public.

Scientists at the University of
California, Berkeley, released a video
showing a 10-second warning be-
fore the quake that caused an esti-
mated $500 million to $1 billion in
potential financial loss and injured
dozens of people.

The system worked as expected,
sending alerts to scientists and
public agencies that are beta-test-
ing it, said Richard Allen, director of
the Berkeley Seismological Labora-
tory.

“The real question is, how big do
the earthquakes have to get before
we get the funding to make this a
public system?” he asked.

An early-alert system could give
residents time to get to safety, au-
tomatically slow trains to avoid de-
railments and open garage doors at
fire stations so they don’t get stuck
shut, Dr. Allen said.

Mexico City and Japan have such
systems. The Berkeley lab is work-
ing on a system for the entire West
Coast in conjunction with the U.S.
Geological Survey, the California In-
stitute of Technology and the Uni-
versity of Washington.

The system relies on sensors in
the ground in temblor-prone areas
to detect the first seismic waves
emitted by a quake and send an
alert before the secondary, and
more damaging, waves hit, geologi-
cal experts explained. Those farther
from the epicenter get a longer
warning time.

The Berkeley lab got a 10-second
warning when the temblor hit at
about 3:20 a.m. Sunday, but those
closer to the epicenter in Napa Val-
ley would have had less time.

The detection time for the quake
could have been faster if more sen-
sors were installed in the region,
scientists working on the project
said. That is something they hope
to do when the project is funded.

About $80 million would be re-

quired to build out the system and
fund its operation for five years in
California, or $120 million for the
entire West Coast, Dr. Allen said.

California Gov. Jerry Brown
signed a bill last year to develop a
state system that calls for funding
to be identified by 2016. But there
was reluctance among some law-
makers to use the state’s general
fund to pay for the project because
of financial woes, said State Sen.
Alex Padilla, who sponsored the bill.

“I’m optimistic that we’ll have
the funding in place sooner rather
than later,” he said. “I’m hoping that
yesterday’s incident is a reminder of
the sense of urgency to deploy this
system.”

Bay Area Rapid Transit, the San
Francisco area’s main commuter rail
system, is one of the agencies test-
ing the system.

Alerts received by BART auto-
matically slow its trains to a stop
via computer, said Alicia Trost, a
BART spokeswoman. Although no
trains were running when Sunday’s
quake hit, the system worked, she
said.

“That the computer is slowing
the trains down and eliminating hu-
man response—every second
counts,” she said.

In Napa County, injuries were
limited because of the size of the
temblor and the time it struck. Still,
an early-warning system could have
sent an alert to people’s smart-
phones and given them time to get
to a safer spot, said Dr. Allen.

“I think we would have been able
to reduce the number of injuries in
that earthquake,” he said.

For areas near the quake’s epi-
center, these warnings are likely
more useful for automated pro-
cesses, such as shutting down
trains, than for alerting the general
public because of the short time
frame, said Chris Goldfinger, an Ore-
gon State University marine geol-
ogy professor.

“Even in a short time like that
you can prevent some pretty disas-
trous things like train derailment,”
he added.

— Zusha Elinson
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Major stock market indexes Stock indexes fromaround theworld, grouped by region. Shown in local-currency terms.

PREVIOUS SESSION PERFORMANCE
Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.

EUROPE Stoxx Europe 600 342.96 2.50 0.73% 4.5% 12.6%

Stoxx Europe 50 3047.90 23.21 0.77 4.4 11.7

Euro Zone Euro Stoxx 321.76 3.05 0.96 2.4 12.4

Euro Stoxx 50 3197.54 32.07 1.01 2.8 13.3

Austria ATX 2334.28 14.11 0.61 -8.3 -6.6

Belgium Bel-20 3203.76 17.15 0.54 9.6 15.7

Czech Republic PX 993.39 -1.63 -0.16% 0.4 3.1

Denmark OMXCopenhagen 673.54 1.75 0.26 19.0 31.8

Finland OMXHelsinki 7668.86 23.13 0.30 4.5 19.2

France CAC-40 4393.41 51.30 1.18 2.3 8.0

Germany DAX 9588.15 78.01 0.82 0.4 13.7

Hungary BUX 18007.24 122.03 0.68 -3.0 -1.3

Ireland ISEQ 4760.90 38.37 0.81 4.9 12.7

Italy FTSEMIB 20645.54 270.15 1.33 8.8 21.6

Netherlands AEX 412.93 3.61 0.88 2.8 10.6

Norway All-Shares 682.39 5.52 0.82 13.2 25.4

Poland WIG 52781.56 436.73 0.83 2.9 5.9

Portugal PSI 20 5853.66 98.50 1.71 -10.8 -2.1

Russia RTSI 1259.47 -7.95 -0.63% -12.7 -3.4

PREVIOUS SESSION PERFORMANCE
Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.
Spain IBEX 35 10826.90 136.80 1.28% 9.2 25.2

Sweden OMXStockholm 451.17 1.18 0.26 6.5 15.1

Switzerland SMI 8673.29 61.71 0.72 5.7 10.0

Turkey BIST 100 80754.28 1491.9 1.88 19.1 17.4

U.K. FTSE 100 6822.76 47.51 0.70 1.1 5.1

ASIA-PACIFIC DJAsia-Pacific TSM 1532.83 -3.56 -0.23 5.8 14.0

Australia SPX/ASX 200 5637.60 2.70 0.05 5.3 9.7

China Shanghai Composite 2207.11 -22.17 -0.99 4.3 4.9

Hong Kong Hang Seng 25074.50 -92.41 -0.37 7.6 14.6

India S&PBSE Sensex 26442.81 5.79 0.02 24.9 47.2

Japan Nikkei Stock Average 15521.22 -92.03 -0.59 -4.7 14.6

Singapore Straits Times 3323.02 -7.26 -0.22 4.9 9.5

South Korea Kospi 2068.05 7.16 0.35 2.8 9.7

AMERICAS DJAmericas 505.14 1.27 0.25 8.5 20.1

Brazil Bovespa 60002.76 267.59 0.45 16.5 16.7

Mexico IPC 45564.88 60.54 0.13 6.6 12.7

Note:Americas index data are as of 3:00 p.m. ET. Sources: SIX Financial Information;WSJMarketDataGroup

Cross rates U.S.-dollar and euro foreign-exchange rates in global trading

USD GBP CHF SEK RUB NOK JPY ILS EUR DKK CDN AUD

Australia 1.0731 1.7779 1.1705 0.1545 0.0297 0.1738 0.0103 0.3005 1.4153 0.1898 0.9799 ...

Canada 1.0951 1.8144 1.1945 0.1577 0.0303 0.1774 0.0105 0.3067 1.4443 0.1937 ... 1.0205

Denmark 5.6526 9.3653 6.1655 0.8141 0.1564 0.9155 0.0543 1.5830 7.4549 ... 5.1615 5.2676

Euro 0.7582 1.2563 0.8270 0.1092 0.0210 0.1228 0.0073 0.2123 ... 0.1341 0.6924 0.7066

Israel 3.5709 5.9163 3.8949 0.5143 0.0988 0.5783 0.0343 ... 4.7095 0.6317 3.2607 3.3277

Japan 104.1337 172.5307 113.5833 14.9970 2.8819 16.8654 ... 29.1618 137.3377 18.4224 95.0875 97.0412

Norway 6.1744 10.2299 6.7347 0.8892 0.1709 ... 0.0593 1.7291 8.1432 1.0923 5.6380 5.7539

Russia 36.1338 59.8673 39.4128 5.2039 ... 5.8522 0.3470 10.1190 47.6554 6.3925 32.9949 33.6728

Sweden 6.9436 11.5044 7.5737 ... 0.1922 1.1246 0.0667 1.9445 9.1577 1.2284 6.3404 6.4707

Switzerland 0.9168 1.5190 ... 0.1320 0.0254 0.1485 0.0088 0.2567 1.2091 0.1622 0.8372 0.8544

U.K. 0.6036 ... 0.6583 0.0869 0.0167 0.0978 0.0058 0.1690 0.7960 0.1068 0.5511 0.5625

U.S. ... 1.6568 1.0907 0.1440 0.0277 0.1620 0.0096 0.2800 1.3189 0.1769 0.9131 0.9319

Source: ICAPPlc.

MSCI indexes
Developed and emerging-market regional and country indexes
fromMSCI as ofAugust 26, 2014

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE
yield ratio MSCI Index Last Daily YTD 52-wk.

2.50% 17 MSCIACWI* 430.68 -0.50% 5.4% 15.6%

2.50 18 World (DevelopedMarkets) 1,745.24 -0.53 5.1 15.7

2.40 17 World ex-EMU 215.14 -0.40 6.2 16.1

2.40 18 World ex-UK 1,765.29 -0.58 5.5 16.1

3.10 16 EAFE 1,925.92 -0.64 0.5 11.7

2.70 13 EmergingMarkets (EM) 1,085.29 -0.20 8.2 14.5

3.30 17 EUROPE 116.32 1.11 3.7 13.3

3.20 19 EMU 192.31 -1.49 -2.7 13.6

3.20 18 Europe ex-UK 124.13 1.49 3.2 13.9

4.20 14 EuropeValue 118.33 1.13 4.3 16.3

2.40 21 EuropeGrowth 110.04 1.09 3.2 10.4

2.40 18 EuropeSmall Cap 269.26 0.73 3.3 19.2

3.80 7 EMEurope 269.23 0.64 -2.0 -1.2

3.50 14 UK 2,000.33 0.00 0.4 2.2

3.30 16 Nordic Countries 214.79 0.85 6.5 15.9

4.70 5 Russia 747.61 0.48 -5.7 2.9

2.80 20 SouthAfrica 1,286.04 0.12 13.0 28.0

2.90 14 ACASIAPACIFICEX-JAPAN 512.13 0.16 9.4 16.4

1.90 15 Japan 789.60 0.36 -2.0 12.7

3.20 10 China 66.93 -0.02 6.1 18.0

1.40 19 India 995.20 -0.12 21.8 32.7

1.00 10 Korea 586.71 -0.22 -0.5 7.8

2.90 17 Taiwan 342.46 -0.14 13.1 19.1

1.90 19 USBROADMARKET 2,265.46 -0.46 7.6 18.4

1.50 31 USSmall Cap 3,339.41 -0.42 3.4 15.1

3.40 18 EMLATINAMERICA 3,560.98 -1.46 11.3 13.0

*Twenty-four developed and 21 emergingmarkets Source:MSCI

S&P Dow Jones Indices
Price-to-

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

2.40%19.34 Global TSM 3416.47 0.23% 18.2%

2.82 19.55 GlobalDOW 1876.81 0.34% 21.3% 2626.08 0.16 19.3

2.94 15.08 Global Titans 50 249.78 0.49 18.8 245.78 0.31 16.9

3.24 20.67 DevEuropeTSM 3400.21 0.56 13.7

2.36 20.03 DevelopedMarketsTSM 3422.99 0.24 17.9

2.78 14.95 S&PBMIEmgMarkets 279.62 0.10 20.1

3.40 20.49 S&PEurope 350 1407.54 0.77 15.4 1668.03 0.65 13.7

3.27 24.42 S&PEuro 1374.85 0.97 16.2 1651.16 0.85 14.5

3.87 25.59 EuropeDow 1431.92 0.78 15.0 2007.89 0.82 13.4

3.34 10.32 BRIC50 447.94 0.09 26.6 562.65 -0.09 24.6

1.91 20.64 U.S. TSM 20916.69 0.26 22.3

3.46 22.44 DJGlobal SelectRESI 3544.68 0.14 17.1

Price-to-
Dividend earnings PERFORMANCE (euros) PERFORMANCE (U.S.dollars)
yield* ratio* S&PDowJones Index Last Daily 52-wk. Last Daily 52-wk.

TurkeyTitans 20 -c 834.81 2.11% 25.4%

5.15%16.79 Global SelectDiv 264.16 0.21 17.3

5.20 16.43 Asia/Pacific SelectDiv 321.05 0.07% 13.8% 362.78 0.11 12.1

U.S. SelectDividend -d 1346.31 -0.13 21.4

3.12 28.15 S&PGlbNatResources 2179.90 0.68 13.9 2853.46 0.50 12.0

2.12 19.72 IslamicMarket 2939.42 0.27 19.7

2.40 17.80 IslamicMarket 100 3236.09 0.26 20.8

Islamic Turkey -c 4443.85 1.45 10.4

3.34 22.35 Sustainability Europe 114.42 0.75 15.7 166.06 0.79 14.0

3.48 29.96 S&PGlb Infrastructure 1714.30 0.13 25.0 2551.21 -0.05 23.0

2.17 16.15 Luxury 1955.96 0.48 1.5

DJCommodity 667.20 0.14 -7.5

*Fundamentals are based on data inU.S. dollar. Footnotes: a-inUSdollar. b-dividends reinvested. c-in local currency. Note:All data as of 2 p.m.ET. Source: S&PDowJones Indices

GLOBAL MARKETS LINEUP

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

Commodities Prices of futures contractswith themost open interest
EXCHANGE LEGEND: CBOT: Chicago Board of Trade; CME: ChicagoMercantile Exchange; ICE-US: ICE Futures U.S.MDEX:BursaMalaysia
Derivatives Berhad; LIFFE: London International Financial Futures Exchange; COMEX: Commodity Exchange; LME: LondonMetals Exchange;
NYMEX:NewYorkMercantile Exchange;ICE-EU: ICE Futures Europe. *Data as of August 22, 2014

ONE-DAY CHANGE Year Year
Commodity Exchange Last price Net Percentage high low

Corn (cents/bu.) CBOT 364.50 -3.00 -0.82% 517.00 358.00
Soybeans (cents/bu.) CBOT 1028.00 -1.25 -0.12 1,279.25 1,019.75
Wheat (cents/bu.) CBOT 555.75 1.25 0.23% 765.00 542.25
Live cattle (cents/lb.) CME 148.250 0.100 0.07 160.750 130.900
Cocoa ($/ton) ICE-US 3,226 7 0.22 3,269 2,639
Coffee (cents/lb.) ICE-US 196.70 9.05 4.82 222.60 119.90
Sugar (cents/lb.) ICE-US 15.73 0.37 2.41 18.91 15.30
Cotton (cents/lb.) ICE-US 66.79 0.64 0.97 84.74 62.02
Rapeseed (euro/ton) LIFFE 324.50 3.00 0.93 386 301
Cocoa (pounds/ton) LIFFE 2,035 13 0.64 2,050 1,651
Robusta coffee ($/ton) LIFFE 2,025 28 1.40 2,218 1,585

Copper ($/lb.) COMEX 3.2115 -0.0255 -0.79 3.3570 2.8845
Gold ($/troy oz.) COMEX 1284.70 5.80 0.45 1,390.80 1,207.00
Silver ($/troy oz.) COMEX 19.480 0.049 0.25 22.240 18.700
Aluminum ($/ton)* LME 2,060.50 -8.50 -0.41 2,069.00 1,686.50
Tin ($/ton)* LME 22,425.00 75.00 0.34 23,770.00 21,410.00
Copper ($/ton)* LME 7,077.00 92.00 1.32 7,422.00 6,430.00
Lead ($/ton)* LME 2,255.00 6.00 0.27 2,287.00 2,033.00
Zinc ($/ton)* LME 2,364.00 10.00 0.42 2,410.00 1,948.00
Nickel ($/ton)* LME 18,725 -145 -0.77 21,100 13,425

Crude oil ($/bbl.) NYMEX 93.90 0.55 0.59 105.55 88.34
Heating oil ($/gal.) NYMEX 2.8509 0.0092 0.32 3.0912 2.8080
RBOB gasoline ($/gal.) NYMEX 2.6006 0.0052 0.20 2.8999 2.5188
Natural gas ($/mmBtu) NYMEX 3.964 -0.015 -0.38 4.8790 3.7400
Brent crude ($/bbl.) ICE-EU 102.50 -0.15 -0.15 114.44 101.07
Gas oil ($/ton) ICE-EU 866.50 2.50 0.29 950.25 857.00

Sources: SIX Financial Information;WSJMarket Data Group

Currencies London close onAug. 26
Per In

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

Argentina peso-a 11.0905 0.0902 8.4092 0.1189

Brazil real 2.9970 0.3337 2.2724 0.4401

Canada dollar 1.4443 0.6924 1.0951 0.9131

Chile peso 773.37 0.001293 586.40 0.001705

Colombia peso 2486.04 0.0004022 1885.00 0.0005305

EcuadorUS dollar-f 1.3189 0.7582 1 1

Mexico peso-a 17.2851 0.0579 13.1061 0.0763

Peru sol 3.7392 0.2674 2.8352 0.3527

Uruguay peso-e 31.873 0.0314 24.167 0.0414

U.S. dollar 1.3189 0.7582 1 1

Venezuela bolivar 8.37 0.119406 6.35 0.157480

ASIA-PACIFIC

Australia dollar 1.4153 0.7066 1.0731 0.9319

1-mo. forward 1.4184 0.7050 1.0755 0.9298

3-mos. forward 1.4243 0.7021 1.0800 0.9260

6-mos. forward 1.4332 0.6977 1.0867 0.9202

China yuan 8.1145 0.1232 6.1527 0.1625

Hong Kong dollar 10.2220 0.0978 7.7506 0.1290

India rupee 79.7448 0.0125 60.4650 0.0165

Indonesia rupiah 15411 0.0000649 11685 0.0000856

Japan yen 137.34 0.007281 104.13 0.009603

1-mo. forward 137.31 0.007283 104.11 0.009605

3-mos. forward 137.25 0.007286 104.06 0.009609

6-mos. forward 137.12 0.007293 103.97 0.009619

Malaysia ringgit-c 4.1637 0.2402 3.1571 0.3168

NewZealand dollar 1.5822 0.6320 1.1997 0.8335

Pakistan rupee 134.497 0.0074 101.980 0.0098

Philippines peso 57.707 0.0173 43.756 0.0229

Singapore dollar 1.6482 0.6067 1.2497 0.8002

South Koreawon 1340.88 0.0007458 1016.70 0.0009836

Taiwan dollar 39.512 0.02531 29.960 0.03338

Thailand baht 42.103 0.02375 31.924 0.03132

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

Euro zone euro 1 1 0.7582 1.3189

1-mo. forward 0.9998 1.0002 0.7581 1.3191

3-mos. forward 0.9995 1.0005 0.7578 1.3196

6-mos. forward 0.9989 1.0011 0.7574 1.3203

Czech Rep. koruna-b 27.750 0.0360 21.041 0.0475

Denmark krone 7.4549 0.1341 5.6526 0.1769

Hungary forint 313.41 0.003191 237.64 0.004208

Norway krone 8.1432 0.1228 6.1744 0.1620

Poland zloty 4.1869 0.2388 3.1747 0.3150

Russia ruble-d 47.655 0.02098 36.134 0.02767

Sweden krona 9.1577 0.1092 6.9436 0.1440

Switzerland franc 1.2091 0.8270 0.9168 1.0907

1-mo. forward 1.2088 0.8273 0.9166 1.0910

3-mos. forward 1.2080 0.8278 0.9160 1.0917

6-mos. forward 1.2066 0.8288 0.9149 1.0930

Turkey lira 2.8558 0.3502 2.1653 0.4618

U.K. pound 0.7960 1.2563 0.6036 1.6568

1-mo. forward 0.7962 1.2559 0.6037 1.6564

3-mos. forward 0.7966 1.2553 0.6040 1.6555

6-mos. forward 0.7975 1.2540 0.6047 1.6538

MIDDLE EAST/AFRICA

Bahrain dinar 0.4973 2.0108 0.3771 2.6520

Egypt pound-a 9.4378 0.1060 7.1560 0.1397

Israel shekel 4.7095 0.2123 3.5709 0.2800

Jordan dinar 0.9341 1.0706 0.7083 1.4119

Kuwait dinar 0.3752 2.6654 0.2845 3.5153

Lebanon pound 1994.45 0.0005014 1512.25 0.0006613

Saudi Arabia riyal 4.9459 0.2022 3.7502 0.2667

South Africa rand 14.0953 0.0709 10.6875 0.0936

United Arab dirham 4.8444 0.2064 3.6732 0.2722

a-floating rate b-financial c-government rate c-commercial
rate d-Russian Central Bank rate.
Source: ICAPPlc.
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BorderPlan Irks SomeDemocrats
WASHINGTON—As President Ba-

rack Obama contemplates moves to
scale back deportations of illegal im-
migrants, he is courting a battle not
just with Republicans but with a few
members of his own party.

Some conservative-state Demo-
crats, all in tough election fights this
fall, say Mr. Obama would be making
an inappropriate end-run around
Congress if he were to act on his
own to ratchet back deportations.

That leaves Mr. Obama caught
between advocates for immigrants,
who have pressed him to ease de-
portations, and some red-state Dem-
ocrats who say the matter should be
left to Congress—an argument also
made by Republican lawmakers.

“This is an issue that I believe
should be addressed legislatively,
and not through executive order,”
said Democratic Sen. Kay Hagan of
North Carolina.

The president has said he is pre-
paring executive actions on immi-
gration, likely to be announced next
month, because House Republicans
have refused to pass an immigration
overhaul. Such a move may not be
popular in the Republican-leaning
states where the battle for control
of the Senate is being fought.

“I, too, am frustrated with the
partisanship in Washington,” Sen.
Mark Pryor (D., Ark.) said in a state-

ment. “But that doesn’t give the
president carte blanche authority to
sidestep Congress when he doesn’t
get his way.”

Sen. Mark Begich (D., Alaska),
another endangered incumbent, has
expressed similar concerns directly
to senior White House officials, an
aide said. “To me, securing our bor-
ders has to be the priority, and that
should be the president’s focus,” Mr.
Begich said in a statement.

In Kentucky, Alison Lundergan
Grimes, the Democrat hoping to un-
seat Republican Sen. Mitch McCon-
nell, also has said Mr. Obama would
be wrong to use executive orders to
set immigration policy. Like the
other Democrats, she blames the
GOP for blocking legislation.

White House officials say they
are examining the law, and the pres-
ident won’t take any action that ex-
ceeds his authority.

A bipartisan immigration bill
passed the Senate last year but died
in the GOP-controlled House. Many
Republicans there opposed the legis-
lation as a form of “amnesty’’ for
people who broke the law by enter-
ing the country without authoriza-
tion, while some wanted to avoid a
GOP fight in an election year.

Republican Senate candidates
have already been attacking Demo-
crats, arguing that lax immigration
rules have drawn new illegal mi-
grants.

GOP strategists are encouraging

Republican candidates to pounce if
Mr. Obama acts alone to ease depor-
tations and suggest they call any ac-
tion “executive amnesty’’ for illegal
immigrants.

“Executive amnesty would be the
political equivalent of a nuclear ex-
plosion for Democratic candidates,”
predicted Brad Dayspring, spokes-
man for the National Republican
Senatorial Committee. He said it
would “inject adrenaline into an
electorate already eager to send him
a message of disapproval.”

Mr. Obama’s administration has
deported a record number of people
in the U.S. illegally, prompting loud
protests from immigrant advocates.

Pressure remains intense from
immigrant-rights groups for Mr.
Obama to give millions of illegal im-
migrants safe harbor from deporta-
tion. Senate Democratic leaders
have said Mr. Obama should act uni-
laterally if the House failed to move
legislation this summer, offering the
White House a measure of cover for
its expected action.

The president has a range of op-
tions. He is almost certain to refine
the priorities used to determine
which illegal immigrants are pur-
sued for deportation. For instance,
the president may say that people
who have immigration violations on
their records, but no other criminal
convictions, aren’t priorities.

A bigger move would be to ex-
pand an existing program that shel-

ters from deportation some 700,000
people brought to the U.S. as young
people. New groups provided similar
shelter could include the undocu-
mented parents of these people or
of U.S. citizens.

Activists are worried the White
House will back down in the face of
pressure from red-state Democrats.
A coalition of immigrant-rights
groups called FIRM recently re-
leased an open letter to Democrats
saying: “Any attempts by our ‘allies’
in Congress to delay or dilute ad-
ministrative reforms will be viewed
as a betrayal of Latino and immi-
grant communities with serious and
lasting consequences.”

Frank Sharry, who leads the im-
migrant-rights group America’s
Voice, said Democrats would gain
long-term advantages from broad
executive actions by Mr. Obama,
starting in 2016, when the Latino
vote will be critical to the presiden-
tial contest, like it was in 2012.

“Democrats will be defined at the
party who stick up for immigrants,
and Republicans will be known as
the party that sticks it to immi-
grants,” he said.

But for endangered senators, a
sweeping move to protect undocu-
mented immigrants poses problems,
said a Democratic strategist working
on Senate campaigns, because it
puts immigration into the news in
states where it is politically difficult
to defend illegal immigrants.

BY LAURA MECKLER
AND KRISTINA PETERSON

Democratic Sens. Mark Pryor of Arkansas, left, Mark Begich of Alaska and Kay Hagan of North Carolina don’t back expected Obama order to ease deportations.
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Students
FindSchool
Security is
BeefedUp

Many students returning to
schools nationwide for the fall term
are finding a host of new security
measures, as administrators’ efforts
to safeguard their districts show no
sign of waning in the aftermath of
the Sandy Hook Elementary School
massacre.

The idea of “hardening” schools
against intruders took on urgency
after the December 2012 killing of
20 children and six educators in
Newtown, Conn., with districts con-
sidering a variety of measures, from
adding armed guards or giving guns
to employees to installing perimeter
fencing and bulletproof glass.

“Newtown was a nuclear bomb
that changed the whole landscape of
everything just because of the mag-
nitude of it,” said Jamie Grime, su-
perintendent of Montpelier Ex-
empted Village Schools in
northwestern Ohio. “Security has al-
ways been an issue, but maybe not a
huge issue. Now it is.”

Mr. Grime was one of several of-
ficials at three schools interviewed
by The Wall Street Journal in 2013
about how they were responding to
the Sandy Hook shooting.

Now, as students return for the
new academic year, all three dis-
tricts report they have boosted
safety provisions—after grappling
with budget concerns and balancing
the desire to keep students safe
while not creating fortresses.

In the beginning of 2013, officials
at Hillsborough County Public
Schools in Tampa, Fla., said plans to
hire more than 130 officers for the
district’s elementary schools met
strong resistance from some board
members and parents. But after
“months and months of workshops
and debate,” the eighth-largest dis-
trict in the U.S. by number of stu-
dents settled on a slower approach
of four phases to get safety up-
grades approved, spokesman Ste-
phen Hegarty said.

Returning students found 20 new
armed officers in the elementary
schools in the first year of a plan
costing about $1 million. The school
board also approved security train-
ing for employees, the hiring of a
safety consultant and more mea-
sures to control school access, such
as fencing and buzzers.

Meanwhile, all 16 schools in the
Coeur d’Alene, Idaho, public school
district have been enclosed in secu-
rity fencing and each school limits
visitors to a single entry point, offi-
cials said. This September, for the
first time, two police officers will
patrol elementary schools, at a cost
of about $68,000 from the district’s
state funding.

From a percentage standpoint,
schools remain a safe place. A joint
report by the U.S. Education Depart-
ment and Justice Department re-
leased in June found that less than
2% of youth homicides occurred at
schools between the 1992-93 and
2010-11 school years.

Bulking up on security also has
led some to question how it affects
students. “We would like greater at-
tention to the psychological safety
measures,” said Stephen Brock, pres-
ident of the National Association of
School Psychologists. “They need to
not just be safe at school but also
feel safe at school.”

BY CAROLINE PORTER

Connecticut Executive Picked to Run Health Website
WASHINGTON—Kevin Counihan,

who led one of the few successfully
launched insurance exchanges under
the Affordable Care Act health law,
was named chief executive officer of
HealthCare.gov on Tuesday.

Mr. Counihan, who ran Connecti-
cut’s exchange and is 59 years old, is
about to take on one of the toughest
jobs in the federal government.
Health and Human Services Secre-

tary Sylvia Mathews Burwell created
the executive job in June as part of
the administration’s effort to over-
haul the site in time for the second
enrollment season.

The health law called for the set-
ting up of online exchanges where
consumers can compare insurance
plans and apply for tax credits to-
ward the cost of coverage. Health-
Care.gov is the platform the federal
government uses to run exchanges
on behalf of more than 30 states

that were unable or unwilling to run
their own.

After its rocky rollout last fall,
the site is currently undergoing a
significant revamp at the same time
that many of its basic and back-end
functions are still being finished. It
will come under pressure again in
November when millions of Ameri-
cans are supposed to use it to sign
up for health coverage for 2015.

HHS said Tuesday that as well as
being in charge of the federally run

exchanges, Mr. Counihan’s responsi-
bilities would include working with
the states that run their own ex-
changes, and running the Center for
Consumer Information and Insur-
ance Oversight, the unit in charge of
regulating health plans under the
2010 health law. Connecticut’s on-
line exchange had few of the prob-
lems that plagued HealthCare.gov or
the exchanges in many of the other
13 states that opted to run their
own sites.

BY LOUISE RADNOFSKY
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Fund Scorecard

S&P 500Tops 2000
As Stocks Advance

The S&P 500 index edged up to
another record Tuesday, closing
above 2000 for the first time.

European stocks
also extended their
rally, buoyed by Euro-
pean Central Bank

President Mario Draghi’s speech late
last week that suggested further
stimulus could be on the way for the
region.

The S&P 500 gained 2.10 points,
or 0.1%, to 2000.02, scoring its 30th
record high of the year.

The Dow Jones Industrial Aver-
age briefly pushed into record terri-
tory before paring gains and ending
ahead 29.83 points, or 0.2%, at
17106.70. The Nasdaq Composite In-
dex climbed 13.29 points, or 0.3%, to
4570.64.

The Stoxx Europe 600 index
gained 0.7% to 342.96, following a
1.1% rise Monday.

Helping boost the market on
Tuesday was a report showing an
increase in optimism among U.S.
consumers. Consumer confidence
rose in August by more than ex-
pected, with the Conference Board’s
index rising to 92.4 from a revised
90.3 in July. That is the highest
level since October 2007.

Mr. Draghi’s speech on Friday, in
which he called for action to spur
growth, had sent the euro to an 11-
month low against the dollar, and
propelled a swath of euro-zone gov-
ernment bonds to record highs. The
common currency slipped again
Tuesday, trading at $1.3175 in late
New York trading from $1.3192 late
Monday.

In bond markets, the German 10-
year yield was steady at 0.95%, close
to Monday’s all-time low. Yields in
Spain, Italy, and Portugal all saw
fresh lows. Yields fall as prices rise.

Strategists said that the opti-
mism in the European stock market
was justified to an extent, but cau-
tioned that any hopes of imminent
ECB action would likely be dashed.

“To me, the reaction, especially

in equity markets, looks a little bit
knee-jerk and indicates that the
market may have moved a little too
much too fast,” said David Vickers,
a portfolio manager at Russell In-
vestments in London.

Royal Bank of Scotland Group
credit strategist Alberto Gallo said
that while Mr. Draghi’s speech did
put the potential for quantitative
easing on the table, it would be
wrong too read too much into his
words.

“Any major program is unlikely
before the end of October and more
possible at the December meeting,”
he said.

The U.K.’s FTSE 100 rose 0.7% to
6822.76, as it played catch-up after
a public holiday Monday. Germany’s
DAX gained 0.8% to 9588.15.

France’s CAC 40 was one of the
strongest performers across the re-
gion, adding 1.2% to 4393.41. Presi-
dent François Hollande on Monday
dissolved his government following
a public quarrel within his cabinet
over how to cure the ills of the euro
zone’s second-largest economy.

“From a market perspective, we
believe that the departure of (econ-
omy minister Arnaud) Montebourg,
who was seen as leaning toward the
more interventionist left, will be
seen as a positive,” economists at
Nomura wrote in a note.

“Also, press reports suggest the
new government may lean toward
the center in terms of nominations
of new cabinet members, which
should also be welcomed by markets
as it might be seen as a move to-
ward accelerating the reform
agenda,” they added.

In corporate news, shares in cop-
per producer Antofagasta dropped
1.2% in London after the company’s
earnings fell short of expectations.

In the U.S., Amazon.com rose
2.3% after it agreed to buy Twitch
Interactive for about $970 million in
cash, marking the e-commerce gi-
ant’s second-biggest deal.

Crude oil for October delivery
gained 51 cents a barrel, or 0.6%, to
$93.86 on the New York Mercantile
Exchange.

BY TOMMY STUBBINGTON
AND JOSIE COX

MARKET
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Pictet Issues First-Ever Results
figures in its limited disclosure, but
senior managing partner Jacques de
Saussure suggested they compare
unfavorably to the first six months
of 2013.

“We hope the end of the year
will be stronger,” Mr. de Saussure
said in an interview.

Pictet’s size—an industry report
recently ranked it as the 10th-larg-
est wealth manager in the world,
one notch ahead of Goldman Sachs
Group Inc.—may help it become an
acquirer amid a historic shakeout
that experts say is imminent for
Swiss private banks. A global crack-
down on tax evasion led by the U.S.
has pushed up compliance costs for
the banks, forcing some out of busi-
ness.

A study of 94 private Swiss
banks published last week by KPMG
and the University of St. Gallen
found that more than one third
posted losses in 2013. The study
found that there were 139 Swiss pri-
vate banks as of last year, compared
with 182 in 2005.

Mr. de Saussure said Pictet could
be a buyer, but added the Zurich-
based arm of Coutts, which is
owned by Royal Bank of Scotland
Group PLC, is unlikely to be a tar-
get. RBS recently disclosed in a
memo to staff that it is exploring
options for the unit, including a
sale.

“It’s a bit big,” Mr. de Saussure
said of Coutts.

A Coutts spokeswoman declined
to comment.

Swiss banks have been forced in
recent years to shed the secrecy

Continued from first page that has long been their hallmark.
Legal authorities in the U.S. and
elsewhere have forced many banks
to provide internal data to expose
clients who may be tax evaders.

Meanwhile, banks seeking
growth opportunities in interna-
tional markets are finding that
transparency can help them navi-
gate regulators.

Mr. de Saussure said that as Pic-
tet looked to expand abroad, foreign
regulators often were uncomfortable
with the traditional partnership
structure that has been a corner-
stone of many Swiss private banks.

He also acknowledged that Pic-
tet’s structural change, shifting lia-
bility away from its partners to a
corporate entity, comes amid
heightened legal and regulatory

scrutiny of banks.
Still, he said the change doesn’t

provide individual partners with
more peace of mind.

“We still have most of our assets
in the bank, so that means if some-
thing goes wrong with Pictet Group,
then it’s most of our assets that go
away. Whatever happens, you al-
ways have, potentially, if not legal at
least moral liability.”

Pictet is one of about a dozen
Swiss banks that remain under
criminal investigation by the U.S.
Justice Department for allegedly
aiding American tax evasion. Zurich-
based Credit Suisse Group AG re-
solved its own U.S. probe earlier
this year by pleading guilty to aid-
ing tax evasion and agreeing to pay
$2.6 billion.

Other banks, including Lombard
Odier, are participating in a self-re-
porting program run by the Justice
Department, which may result in
fines for harboring undeclared U.S.
accounts, but also offers agreements
that banks won't be prosecuted.

Mr. de Saussure said he doesn’t
know when Pictet might reach a set-
tlement with the Justice Depart-
ment, or how significant it might
be. The bank’s case should be seen
as distinct from Credit Suisse, he ar-
gued, because he said Pictet didn’t
use a U.S. presence to recruit Amer-
ican clients.

“You do get U.S. clients, what-
ever you do, when you’re a large
and global wealth-management bou-
tique,” he said. “It’s certain that
there were [Pictet] clients who were
not tax compliant, but we never tar-
geted them as such.”

Europe’s Banks Ride
Asian Lending Wave

HONG KONG—European banks
are lending in Asia at the fastest
pace since 2008, attracted by the
region’s relatively strong economic
growth and expanding list of large
companies.

“All of us are lending more,” said
Borja Saez de Montagut, head of
structured and syndicated lending
in Asia at Banco Bilbao Vizcaya Ar-
gentaria SA, Spain’s No. 2 bank by
market value behind Banco Santan-
der SA. “By June of this year in
Asia, we had lent as much as we had
lent in the whole of last year.”

So far this year, syndicated-loan
volumes by European banks in the
Asian-Pacific region, excluding Ja-
pan, have reached $53 billion, data
provider Dealogic says, the highest
year-to-date figure since 2008 when
total lending was $67 billion.

For the same period in 2009, syn-
dicated loans, or corporate loans that
are bought or traded by a group of
banks, sank to around $23 billion.
The data exclude London-based, but
Asia-focused, Standard Chartered
PLC and HSBC Holdings PLC and
also doesn’t strip out the amount of
lending by individual banks.

“European banks are lending
more in Asia. We can see it in the
deal flow,” said Atul Sodhi, Crédit
Agricole SA’s head of loan syndica-
tion for the Asian-Pacific region and
chairman of the Asia-Pacific Loan
Market Association.

Because borrowing costs for Eu-
ropean banks are cheaper now than

they were immediately following the
euro-zone crisis, they can lend more.

And in some cases, the premium
offered by emerging-market Asian
borrowers can be higher than in Eu-
rope, though bankers caution against
drawing like-for-like pricing compari-
sons given the different stages of de-
velopment of both region’s capital
markets. Another attraction is Asian
companies’ still-low bad-debt levels.

“For new business, Asia offers
more opportunities,” said Didier Le-
blanc, managing director, head of
loan syndication and trading, Asia
Pacific at BNP Paribas.

Europe’s banks aren’t just offer-
ing plain-vanilla loans to Asian com-
panies or to multinationals doing

business there. They also are lending
in areas such as structured finance
and offering loans to fund exports,
acquisitions and complex projects.

One example: French bank So-
ciété Générale SA and the Nether-
lands’ ING Group NV were among a
group of six commercial banks that
this year arranged $1.2 billion in
project financing for the Sarulla
Geothermal Project in Northern Su-
matra, Indonesia, described as the
world’s largest greenfield geother-
mal-power generation project.

“In terms of the numbers of deals
and in terms of the amount we lent,
we are back to 2010 levels in Asia
and that was the highest point ever,”
said Ashley Wilkins, deputy chief ex-
ecutive and head of global finance
for the Asian-Pacific region at So-
ciété Générale’s corporate and invest-
ment-banking team. “The flow of
deals is as good as I have ever seen it
in my 25 years in Asia.”

Europe’s banks aren’t alone in
trying to put their mark on lending
in Asia. They face competition from
Japan’s three megabanks—Mizuho
Financial Group Inc., Sumitomo
Mitsui Financial Group Inc. and
Mitsubishi UFJ Financial Group
Inc.—which are targeting loan
growth across the region. There also
is rising competition from other
lenders such as Australia and New
Zealand Banking Group Ltd. and
DBS Group Holdings.

Borrowers also are being pre-
sented with alternative sources of
finance from the region’s fledgling
bond market.

BY ENDA CURRAN
Asian-Pacific Loans
Lending activity by European banks in
the Asian-Pacific region for the
year-to-date period.

The Wall Street Journal

Source: Dealogic
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U.S.-China
Rivalry Builds
Under the Seas

SHANGHAI—A close midair en-
counter between U.S. and Chinese
military planes last week reflected
long-running tensions in the skies—
a rivalry that is building under the
waters below, as well.

The Defense Department didn’t
explain the mission for the U.S.
Navy P-8 aircraft—a plane designed
to track submarines—that was in-
tercepted by a Chinese J-11 fighter
over the South China Sea to the east
of China’s Hainan Island on Aug. 19.
U.S. officials say in that encounter,
and several others in recent months,
Chinese fighter pilots have flown
dangerously close to U.S. aircraft.

One Chinese rear admiral said
the U.S. plane was likely spying on
China’s nuclear submarines.

The midair intercepts come as
the U.S. military has warned that
Beijing is quickly expanding its sub-
marine force, including a fleet of
Jin-class nuclear-powered ballistic
missile subs.

At least two of those appear to
be based at Hainan, according to
foreign defense experts who point
to a recently expanded sub base
there that features an undersea en-
trance.

The Pentagon has said it expects
the Chinese navy to use the Jin-
class to begin China’s first sea pa-
trols with fully armed nuclear weap-
ons at some point this year.

“The U.S. wants to know exactly
what’s going on in Hainan,” said
Chen Qi, an expert on Sino-U.S. rela-
tions at Beijing’s Carnegie-Tsinghua
Center. “China does not want the
U.S. to know.”

Both the U.S. and China are try-

ing to reduce the likelihood that
chance encounters between the mili-
taries could lead to accidents. The
Chinese defense ministry said Tues-
day that it sent a delegation to the
U.S. to take part in meetings this
week to discuss military rules at sea
and in the air.

The U.S. Embassy in Beijing de-
clined to comment, referring inqui-
ries on the matter to the Pentagon.

The U.S. patrols and China’s in-
tercepts are likely to continue, some
analysts said, given the stakes. The
U.S. military is concerned about
what it says is China’s growing in-
vestment in submarines as part of a
broad modernization program that
already includes an aircraft carrier
and an expanding fleet of navy
ships.

Like few other systems in the
military arsenal, submarines add
stealth to military power and allow
it to be projected virtually any-
where. China sees the force as vital
to its aspirations to be a super-
power.

The recently commissioned P-8
is the Navy’s most advanced sub-
hunter, notable for its relative speed
and long-range surveillance capabil-
ities. Since December, the U.S. has
sent six P-8s to bases in southern
Japan to boost its anti-submarine
forces.

China’s plan is to augment its
submarine fleet of around 60, many
acquired from Russia over the past
25 years, the U.S. military says.

“China’s advance in submarine
capabilities is significant,” Adm.
Samuel J. Locklear, commander of
the U.S. Navy’s Pacific Command,
testified to the Senate Armed Serv-
ices Committee in March. “They

possess a large and increasingly ca-
pable submarine force.”

The Defense Department points
in particular to submarines
equipped to carry a new ballistic
missile with an estimated range of
more than 4,000 nautical miles.
That would leave much of North
America in range, depending on
where in the Pacific the subs are.

“This will give China its first
credible sea-based nuclear deter-
rent, probably before the end of
2014,” Adm. Locklear told the Sen-
ate committee.

According to the Defense Depart-
ment’s latest annual report to Con-
gress, China operates three such
Jin-class Type 094 nuclear-powered
ballistic missile submarines and up
to five may enter service before it
unveils a next-generation type over
the coming decade.

“Make no mistake, the nuclear
ballistic missile submarine is the
most dangerous weapon on Earth,”
John Keller, editor of Military &
Aerospace Electronics, wrote in a

June report.
“Think of it as a stealthy, silent,

and mobile collection of nuclear
missile silos. They deploy quietly,
submerge quickly, and remain hid-
den under the waves for months at
a time. Tracking them is difficult
and imprecise.”

Experts in China said encounters
like the one last week are neither
new, nor likely to stop. Ni Lexiong, a
military expert at Shanghai’s Uni-
versity of Political Science, said the
U.S. feels threatened by China’s
“normal and reasonable” desire to
build a modern navy.

“This is an irreconcilable contra-
diction,” said Mr. Ni.

The U.S. augments surveillance
from aircraft with satellites, surface
ships and other submarines, looking
for favored routes and maneuvers,
experts say.

That adds complications to a re-
gion with busy commercial shipping
lanes and natural-resources explora-
tion, as well as periodic clashes be-
tween vessels from China, Vietnam

and the Philippines over disputed
maritime claims.

As in last week’s intercept in the
skies, submarines appear in the
background of past Sino-U.S. en-
counters near China’s southern
coast.

In March 2009, the U.S. said one
of its navy ships—the Impeccable, a
surveillance vessel designed specif-
ically to drag a sonar array to de-
tect submarines—faced harassment
from five Chinese vessels as well as
a low flyby from a Chinese air force
plane.

The U.S. called the Chinese ships’
actions reckless, unprofessional and
unlawful, while China said the Im-
peccable was illegally surveying
within its Exclusive Economic
Zone—an area extending 200 nauti-
cal miles from its coast.

The U.S. says countries are free
to carry out military surveillance
and mapping outside the 12-nautical
mile territorial waters.

—Kersten Zhang
contributed to this article.

BY JAMES T. AREDDY

A Chinese J-11 fighter jet is seen Aug. 19 east of Hainan Island in this U.S. Department of Defense photo.
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U.N. Says Funds Depleted for North Korea Food Aid
SEOUL—The United Nations’

food assistance agency says it may
have to stop operating in North Ko-
rea because of a lack of funding, as
donors continue to shy away from
the rogue state.

The World Food Program has
distributed aid in North Korea since
a famine in the mid-1990s, but the
amount has steadily dropped over
the past decade as Pyongyang has
defied the international commu-
nity’s calls to stop nuclear tests. In
2001, the WFP distributed 900,000
metric tons of food in North Korea;
in 2013, the figure was 46,000 met-
ric tons, the agency said.

The WFP, which is funded by vol-
untary contributions from private
donors and U.N. member states, says
North Korea continues to face regu-
lar food shortages. Its program for
the country has received only about
$5.7 million in aid this year, mostly
from Switzerland, Australia, Canada,
private donors and the U.N.’s Cen-
tral Emergency Response Fund. The
agency says that if it doesn’t receive
an additional $50 million by Novem-
ber, it could be forced to stop pro-
viding aid as early as January.

“We are deeply concerned about
the situation of vulnerable people in

DPR Korea and are exploring all
possible avenues to avert having to
close down our operations,” said
Kenro Oshidari, the WFP’s regional
director for Asia.

Giving aid to North Korea is po-
litically sensitive, particularly in
light of the widely held view that
Pyongyang is able to feed its people
but is instead developing its mili-
tary capabilities. North Korea has
launched about 100 missiles and

other projectiles this year and satel-
lite imagery suggests it has plans
for more.

The WFP works in North Korea
through a partnership with the gov-
ernment. Since 1998, the WFP has
been producing biscuits enriched
with vitamins and minerals in 14
government-operated factories
across the country. But only two of
these factories are now operational,
Mr. Oshidari said.

A lack of funding has also forced
the WFP to scale back a two-year,
$200 million operation aimed at
feeding 2.4 million women and chil-
dren in North Korea. Mr. Oshidari
said the program is now targeting
1.8 million women and children be-
cause of cutbacks. “Without further
donor support, the WFP’s nutrition-
based programs are at risk.”

The U.S. has donated more than
12.5 million metric tons of food aid
to North Korea since 1995, according
to a U.S. Congressional Research
Service report published in April.
Almost all of this has gone through
the WFP. Washington pulled the
plug on a new agreement to send
240,000 metric tons of food aid in
April 2012 after Pyongyang tried to
launch a long-range rocket.

The U.S. congressional report
said the North Korean government
restricts the ability of donors to op-
erate in the country and has re-
sisted reforms that would allow for
equitable distribution of food. It
also said the government is adept at
switching between donors, opportu-
nistically avoiding more stringent
terms, which include access to fam-
ine-hit areas and accountability on
getting aid to people in need.

The WFP says more than 80% of
North Korean households don’t eat

adequately during the so-called lean
season from May to August, with
many limiting portions or adding
water to food. The country of
around 25 million people receives
some aid from China, though it is
unclear how much.

Joshua Stanton, a Washington-
based lawyer and blogger who op-
poses the Pyongyang regime, noted
that it has continued to pour hun-
dreds of millions of dollars into
building sports facilities, including a
new ski resort, even as people have
gone unfed.

Mr. Stanton also criticizes the
WFP for operating in the country
without protesting about political
prison camps, where he says people
are believed to be starving.

“Hunger in North Korea is not a
function of the state’s resources, but
of the state’s policies,” he said. “In-
stead of criticizing those policies
and pressuring Pyongyang to change
them, the WFP has, despite the best
of intentions, become Pyongyang’s
tacit enabler.”

Mr. Oshidari said the agency has
to work in difficult circumstances.
“The WFP believes that its presence
in DPRK—even with imperfect oper-
ating conditions—has helped im-
prove the humanitarian situation of
people in need,” he said.

BY JONATHAN CHENG

A North Korean woman works on an apple farm near Pyongyang in 2012. The
WFP says more than 80% of households don’t eat adequately in lean months.
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U.S. Factories Still Await Energy Boost
America’s shale boom has raised

hopes of a revival in U.S. manufac-
turing, in part fueled by cheaper en-
ergy. But U.S. factories still are los-
ing ground to rivals in Asia and
Europe.

Much of the problem stems from
steel, trucks, car parts, industrial
machinery and furniture.

The U.S. deficit on trade in goods
swelled in the first half to $371.59
billion from $354.64 billion a year
earlier. Imports rose 3.3%, while ex-
ports increased 2.6%. Manufactured
exports, excluding petroleum and
coal, rose just 0.8%—far below last
year’s modest 2.1% gain.

Without a strong, sustainable in-
crease in exports, U.S. factories are
unlikely to have the kind of resur-
gence forecast by some pundits. But
achieving that growth is difficult as
China and other countries have pur-
sued aggressive export strategies
and the U.S. has lost manufacturing
skills and suppliers after shifting
production overseas. China isn’t the
only country winning the battle. U.S.
trade gaps with the three largest
members of the euro zone—Ger-
many, France and Italy—all increased
in the first half.

Some economists say it is just a
matter of time before the U.S. starts
to make gains in international trade.
IHS economist Michael Montgomery
says lower energy costs, the narrow-
ing wage gap and other factors have
a slow-motion effect that isn’t yet
visible in the trade balance.

And imports of steel and indus-
trial machinery in many cases are in-
vestments in the U.S. manufacturing
base, something that will bolster the
U.S. energy industry and factories in
ways that should help spur exports
down the line.

While the U.S. deficit in manufac-

tured goods has expanded over the
past 10 years, reaching $469 billion
last year, exports have increased
90% while imports have increased
70%, according to data from Global
Trade Information Services.

In some respects, U.S. manufac-
turers should be ahead of the global
pack in boosting exports.

Energy costs are dropping in the
U.S. as hydraulic fracturing and
other techniques have unlocked huge
deposits of oil and natural gas in
shale. Prices are falling for utilities
that use natural gas to generate elec-
tricity. Industrial users in Germany
pay 2.4 times more for electricity
than their U.S. counterparts, accord-
ing to the International Energy
Agency.

And U.S. wages are stable, while
wages in China have soared, narrow-
ing the wage gap between the U.S.
and its biggest economic rival. Add
shipping, inventory and other costs,
and the outlay for producing some
goods in the U.S. can be roughly
comparable with that of China, says
Boston Consulting Group.

Four years ago, the White House
aimed to double all U.S. exports over
five years. That would have meant a
rise to $3.16 trillion of exports this
year. But research firm IHS Inc. fore-
casts $2.34 trillion in exports this
year and $2.51 trillion next year.

The Commerce Department in
part cites “unexpectedly strong
global economic headwinds and mac-
roeconomic factors outside our con-
trol. But that just means that we
have more work to do.” The depart-
ment says it is providing information
to small and midsize companies to
help them pursue export opportuni-
ties, among other initiatives.

The best spots in the U.S. trade
picture are related to energy. Petro-
chemical exports are expected to
start rising rapidly in 2016 as new
plants begin operating, reaching
about $37 billion in 2019 from $26
billion this year, according to IHS.

That will help. But it won’t make a
big dent in the trade deficit on
goods, which totaled $702 billion last
year.

The reasons U.S. manufacturers
are losing ground depend on the
type of good. In electronics, produc-
tion has shifted abroad so the U.S.
doesn’t even compete in areas such
as smartphones and television sets.
Commercial truck makers fled to
Mexico over the past decade and see
no reason to come back.

“Certainly it’s the [lower] labor
costs,” says Navistar International
Corp. Chief Operating Officer Jack
Allen. “But it’s also a skilled and
highly educated workforce, and
we’ve had great cooperation from
the union there, as well as the gov-
ernment.”

Steel is a big part of the expand-
ing trade deficit. Production and
raw-material supplies were cut dur-
ing the recession, and now produc-
tion is falling short of rising demand,
partly because of competition from
imports. U.S. steel production was 95
million tons last year, while demand

was 107 million tons, according to
the American Iron and Steel Insti-
tute.

The U.S. is the “only mature econ-
omy” with a shortage of steel, says
Mark Millett, chief executive of Fort
Wayne, Ind., steelmaker Steel Dy-
namics Inc.

Just as drillers in North Dakota’s
Bakken Shale and elsewhere need
steel pipes for fracking, their suppli-
ers have to look overseas. Makers of
shelves and other steel-based prod-
ucts—cars, construction sites, for ex-
ample—also need to import steel.
U.S. imports of iron and steel rose
37.5% in the first half, to 21.9 million
tons.

U.S. pipe makers have been losing
ground to importers.

To cope with lost market share,
TMK Ipsco recently idled a pipe mill
in Kentucky and reduced working
hours at other plants. David Mitch,
CEO of the company, a unit of Rus-
sia’s OAO TMK, says government
subsidies help some overseas com-
petitors undercut his company’s
prices by 20%. U.S. Steel Corp., cit-
ing similar factors, has halted work
at plants in McKeesport, Pa., and
Bellville, Texas, that make steel pipes
and tubes, resulting in 260 layoffs.

Some relief may be in sight. The
U.S. International Trade Commission
last week ruled that imports of oil
pipes from South Korea and five
other nations are being sold below
fair value and should be subject to
antidumping duties.

Where steelmakers are increasing
output, they often are getting raw in-
gredients from abroad.

Charlotte, N.C., steelmaker Nucor
Corp. boosted pig-iron imports 10%
in the first half because of increased
production, says CEO John Ferriola.
Overall, U.S. pig-iron imports in-
creased 28% to 2.4 million tons,
much of it from Russia.

The trade gap for industrial ma-
chinery also expanded in the first
half.

AccuRounds Inc., which makes
parts for medical, aerospace and en-
ergy equipment, has spent more than
$2 million over the past 18 months
on computer-controlled machinery
to shape metal, says CEO Michael
Tamasi. All the machinery was made
in Asia.

In the truck industry, while U.S.
demand is rising, much of that de-
mand is being met by Mexico and
other countries. U.S. commercial-
truck imports rose 36% in the first
half. Mexico produced 297,229 com-
mercial trucks last year, 68% higher
than in 2010, says Power Systems
Research.

A decade ago, nearly all of
Navistar’s heavy-duty trucks were
assembled in Chatham, Ont., and
Garland, Texas. But the Lisle, Ill.,
company closed both sites and now
builds the bulk of its heavy-duty
models in Escobedo, near Monterrey,
Mexico. A “great portion of our sup-
ply base has already relocated to
Mexico or the southwest region of
the U.S.,” say Mr. Allen, the operat-
ing chief. Escobedo “is 150 miles on
a great highway to Laredo, Texas.”
Navistar also builds commercial
trucks in Springfield, Ohio.

Large trucks used in mining were
a bright spot for U.S. exports several
years ago, but sales have since
plunged as the mining industry re-
trenched. Sales of Caterpillar Inc.’s
large mining trucks—as big as small
houses—this year are expected to be
down about 80% from the 2012 peak.
“We’re well poised to respond to our
customers when the market im-
proves,” says a spokeswoman for the
Peoria, Ill., company.

At least one longtime importer is
hopeful of getting more supplies
within the U.S. in the next few years,
however. Sim-Tex LP President
Chuck Scianna says he imports about
95% of the roughly 500,000 tons of
steel a year he supplies to distribu-
tors who sell to oil and gas compa-
nies.

By James R. Hagerty,
JohnW. Miller
and Bob Tita
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WORLD NEWS

Insurgents in Iraq Adapt Battle Strategy
JALAWLA, Iraq—Islamist insur-

gents have booby-trapped roads to
stymie a newly launched Kurdish
counteroffensive for this town, part
of a battlefield strategy that oppos-
ing forces describe as relying heav-
ily on patience, the element of sur-
prise and a willingness to take
losses.

Islamic State fighters borrowed
the tactic from their predecessors,
al Qaeda in Iraq, who successfully
used improvised explosive devices,
or IEDs, to prevent U.S. forces
from retaking ground during the
decadelong war that ended in
2011.

The strategy has proved effective
in recent weeks as the Sunni mili-
tants held off a joint U.S.-Iraqi of-
fensive to recapture the Mosul Dam,
slowing the campaign significantly
despite American airstrikes that, in
the end, helped push the fighters
out.

Last week, Iraqi troops faced
similar problems with mines planted
along highways into the city of
Tikrit, causing a stalemate in a re-
newed counteroffensive against Is-
lamic State there. Repeated Iraqi
military attempts to retake Tikrit, a
city of about quarter of a million ap-
proximately 110 miles northeast of
Baghdad, have failed.

From the rooftop of an aban-
doned gas station in Jalawla on
Monday, a Kurdish officer peered
through binoculars at figures dart-
ing between a cluster of low-slung
buildings nearby. “Once we get the
command, we will take the center of
the town in 12 hours,” said Lt. Col.
Bakhtiar Hama Saleh, who estimated
that about 150 Islamic State fighters
have been holding back the counter-
offensive by Kurdish regional forces
known as Peshmerga. “But we have
to wait for the mines to be neutral-
ized.”

Hikmat Mohammed Kareem, the
regional commander of the Kurdish
forces near Jalawla, said two Pesh-
merga were killed by bullets taking
the areas around the town. “March-
ing to the center of Jalawla, 10 were
killed by mines,” he said.

The difficulties illustrate the lim-
its of U.S. airstrikes in helping Kurd-
ish and other Iraqi troops combat

the battle-hardened militants.
Clearing mines is a delicate,

time-consuming and deadly process
that Kurdish officials say is the
main obstacle to what they believe
could be a more efficient fight to re-
claim territory. U.S. airstrikes can
do little against the threat of land
mines and booby traps.

The battle for Jalawla, about 70
miles northeast of Baghdad and 19
miles from the border with Iran,
shows how Islamic State has been
able to take and hold more than a
quarter of Iraq in a lightning offen-
sive that began in early June.

The group has shown a resilience
and ability to adapt to the contours
of the ground fight. After capturing
the major northern city of Mosul at
the beginning of their blitz on June
10 with mostly light weaponry gath-
ered in Syria, the militants took ad-
vantage of the Iraqi military’s capit-
ulation.

They looted heavy and sophisti-
cated U.S.-made weapons that made
their quick advance into other cities
nearly impossible to contain. Once
Peshmerga and Iraqi forces re-

grouped, and were supported by
limited U.S. airstrikes, the insur-
gency employed mines and IEDs to
hold on to land they had seized.

The insurgents have so far ap-
peared willing to concede the high
ground after booby-trapping roads
into the center of Jalalwa, detonat-
ing several that collapsed the Jala-
wla Bridge. That considerably
slowed a ground advance by Pesh-
merga as the Kurds brought in
heavy bulldozers to forge a path
circumventing the destroyed
bridge.

It also bought the insurgents
time to replenish their weapons and
manpower, extending a fight Pesh-
merga officials had initially said
would be short and decisive.

Jalawla is strategically located,
bisected by a major highway linking
the semiautonomous Kurdistan re-
gion to the north with Baghdad, the
seat of Iraq’s central government, to
the south. It fell to insurgents on
June 13 when Iraqi forces capitu-
lated under the militants’ initial as-
sault.

“We hadn’t prepared ourselves

for an attack of this scale,” said Mr.
Kareem, a top official of the Patri-
otic Union of Kurdistan, one of two
main political factions in Iraqi Kurd-
istan. “The element of surprise was
a big factor.”

The retreat of Iraqi forces was
accompanied by an exodus of thou-
sands of residents, emptying the
town and giving Islamic State radi-
cals a base to operate unfettered for
more than 10 days, Kurdish officials
said.

On June 25, the Peshmerga
launched a counterattack and
claimed the town had been won
back. But on Aug. 9, the Islamic
State launched another assault that
routed the Kurdish forces in a 16-
hour battle, leaving 10 Peshmerga
dead and many injured.

“They control a 1,050-kilometer
[650-mile] border,” said Col.
Saleh, referring to the south and
west front line leading to Syria
where Islamic State has taken
hold. “They can move fighters and
equipment in and out. They are
very patient.”

But Col. Saleh and Mr. Kareem

said Saturday’s push to retake Jala-
wla has given the Peshmerga a tenu-
ous upper hand. Within three days,
the Kurdish forces took critical high
points in the hilly region, beating
the insurgents into a retreat in the
center of the town.

“They fight until they die or es-
cape,” said Sgt. Mohamed Hussein
Najaf, a Kurdish officer in Jalawla.
“They don’t seem to care about tak-
ing losses.”

The Peshmerga said their ad-
vance was abruptly stopped as IEDs
were detonated around them. Two
commanders were killed and several
troops were wounded as the fight-
ers melted into the town’s center.

“It was not a part of the strategy
they had used before here,” said Col.
Saleh. “We are not specialized in de-
mining, so it forced us to slow
down.”

Col. Saleh said he has seen evi-
dence the Islamic State fighters are
worn down by the fight, no longer
mounting attacks, instead taking a
defensive position in the buildings
and alleyways of the town.

Col. Saleh also noted a new de-
velopment in this latest round of
fighting for Jalawla that he believes
signals a victory for the Peshmerga.

“They are leaving their dead be-
hind,” he said, adding that his unit
recovered three bodies. “They
wouldn’t do that before.”

While Peshmerga leaders wel-
comed U.S. airstrikes that last week
helped Kurdish forces lead the Iraqi
military’s first real battlefield gains
against the Islamic State at the Mo-
sul Dam, they complained that the
strikes would be of limited use with-
out a U.S. troop presence or ad-
vanced demining technology.

As the American administration
considers the possible expansion of
airstrikes beyond Iraq to Islamic
State’s base in Syria, President Ba-
rack Obama cautioned Tuesday that
the U.S. must use its power carefully
and avoid sending Americans into
harm’s way unless absolutely neces-
sary.

“History teaches us of the dan-
gers of overreaching and spreading
ourselves too thin and trying to go
it alone without international sup-
port, or rushing into military adven-
tures without thinking through the
consequences,” Mr. Obama said.

BY TAMER EL-GHOBASHY

Kurdish forces positioned in the strategic Jalawla area are fighting a counteroffensive against Islamic State militants.
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ity for the crossings with Egypt and
Israel, as well as overseeing recon-
struction. Though Hamas has won
sympathy on the Palestinian street
for fighting Israel, that would be an
achievement for Palestinian Presi-
dent Mahmoud Abbas.

The latest truce went into effect
at 7 p.m. local time, the Egyptian
Foreign Ministry said.

“We fully support today’s cease-
fire agreement, and call on all par-
ties to fully and completely comply
with its terms,” said U.S. Secretary
of State John Kerry. “We are all
aware that this is an opportunity,
not a certainty.”

The agreement marks the tenth
cease-fire since the current conflict
began last month, and the first
that isn’t limited to a set time pe-
riod. The longest of the previous
nine cease-fires had a term of five
days, and all but three truces broke
down before reaching their full du-
ration.

Fighting between Israel and the
Islamist movement that rules the

Continued from first page

Gaza Strip continued in the hours
leading up to the accord.

Israeli warplanes destroyed one
high-rise building in Gaza City and
severely damaged another, further
escalating pressure on Hamas.

Residents of the 15-story Al

Basha Tower and the 17-story Italian
Complex were evacuated after re-
ceiving telephone warnings of the
imminent airstrikes. The callers,
some speaking only rudimentary Ar-
abic, were assumed by residents to
be Israeli military personnel.

The attacks leveled the Al Basha
Tower, an office building, and razed
all but a quarter of the Italian Com-
plex, a mixed-used development.

Twenty-five people were
wounded in bombing of the shops,
offices and apartments that made
up the Italian Complex, said Ashraf
al-Kidra, a spokesman for the Gaza
Health Ministry.

Israel said the buildings con-
tained multiple units that were used
by Palestinian militants as command
centers.

In Israel, a rocket fired from the
Gaza Strip struck a house in the
southern city of Ashkelon, causing
the home’s roof to collapse. There
were no casualties.

Since midnight, 50 rockets and
mortars have been fired from Gaza,
and the Israeli air force has carried
out 23 sorties, the Israeli military
said.

Since the breakdown of a cease-
fire a week ago, Israel has stepped
up air attacks, targeting Hamas
commanders and bases in residen-
tial areas.

At the same time, Hamas has in-
tensified rocket and mortar fire at
Israeli towns near the border, lead-
ing to a government-assisted evacu-
ation of thousands of Israeli resi-
dents along the frontier.

Hani Redwan, a lawyer who bor-
rowed money to help his son open a
supermarket on the ground floor of
the Italian Complex, was among the
men salvaging what they could from
the rubble hours after the attack.
Despite the risk of collapse, he said
people would still come back and
work in the neighborhood.

“You can stay home doing noth-
ing and die out of hunger, or you
will come here and take this risk,”
Mr. Redwan said. “If the building
collapses I’m dead, but I’m dying
anyway.”

The Palestinian death toll from
the war stood Tuesday at 2,143, ac-
cording to the Health Ministry.
Sixty-seven Israelis have been killed,
all but three of them soldiers. A
Thai farmworker died from injuries
suffered from a mortar attack from
Gaza.

Israel, Hamas Agree to Open-Ended Cease-Fire in Gaza

Palestinians inspect damage to the Italian Complex in Gaza City on Tuesday.
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When Wayne Ratkovich bought
the 28-acre former headquarters
of Hughes Aircraft Co. just north
of Los Angeles International
Airport with the intent of
converting it to modern office
buildings, he figured it would take
a while to attract tenants.

It didn’t.
“We barely had an opportunity

to clean things up before the
tenants began to submit
proposals,” said Mr. Ratkovich,
who bought the property in 2010
after a prior owner ran into
financial distress. He has since
leased the low-slung complex in
Los Angeles’s Playa Vista
neighborhood to firms such as

THE PROPERTY REPORT

The former Hughes Aircraft headquarters has been converted to office space.
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L.A. Story: A Neighborhood Transformed
BY ELIOT BROWN

Google Inc.’s YouTube and ad
company 72andSunny.

Mr. Ratkovich’s firm,
Ratkovich Co., has sold a
majority stake in the property,
excluding a still-vacant giant
hangar where Howard Hughes’s
famed Spruce Goose aircraft was
constructed.

Atlanta-based Invesco Ltd. has
purchased the stake in the
roughly 200,000 square feet of
leased properties that values the
seven buildings at more than $100
million. Ratkovich also invested
tens of millions of dollars to
upgrade the property and attract
the tenants. Mr. Ratkovich
declined to discuss specific terms
of the sale.

The deal is likely to result in a
big gain for the company and its
partner, Penwood Real Estate
Investment Management. They

paid $32 million for the entire
site, including the hangar, four
years ago.

“We did not predict an
outcome as attractive as this,”
said Mr. Ratkovich, who
redeveloped the property with his
son, Milan Ratkovich, and tried to
lure tenants by installing
amenities such as surfboard racks,
free bikes and barbecue pits.

The increased value of the
former Hughes headquarters is
the latest sign of the
revitalization of the Playa Vista
area, a dream that was envisioned
at least three decades ago. The
area, which used to be a
sprawling Hughes airfield, was
targeted to be transformed into a
master-planned minicity in the
1980s.

But for years, Playa Vista has
largely been characterized by

delays and deferred ambitions as
numerous planned projects never
took off.

This time, it’s a different story.
The area has emerged as an
unexpected hot spot among one of
the economy’s fastest-expanding
sectors—media, advertising and
tech companies—underscoring
how those industries are changing
neighborhoods and boosting the
fortunes of developers.

Mr. Ratkovich isn’t alone
among developers who are
capitalizing on the area’s
changing fortunes.

One mile away, a venture of
Los Angeles developer Worthe
Real Estate Group and San
Francisco-based Shorenstein
Properties paid $44 million for a
former postal distribution center
in 2011. A prior owner had
surrendered it to creditors after
the downturn.

The new owners replaced the
drab industrial walls with glass
and added a fitness center and
beach volleyball court. The
complex, named the Reserve, is
now fully leased with companies
including Sony Corp.’s PlayStation
unit and celebrity-gossip website
TMZ, the types of companies that
are prized by landlords for their
fast growth.

Playa Vista rents have risen,
even while many other
neighborhoods in Los Angeles,
including the downtown, have
seen sluggish growth.

Take the case of Vantage
Property Investors, which
redeveloped a former ATM
servicing facility in Playa Vista
into office space aimed at
entertainment companies. Ned
Fox, Vantage’s chief executive,
said he was expecting net rents of
about $24 a square foot when he
bought the 195,000-square-foot
complex in 2011. Since then, rents
have risen by more than one-
third, he said, to about $33.

The property, called Playa
Jefferson, is about 50% leased
today. Mr. Fox said he is in
discussions with several
companies to lease the rest of the
property.

The first developer to try to
redevelop the Hughes airfield and
headquarters was
Maguire/Thomas Partners, which
bought most of Playa Vista from a
successor to Hughes Aircraft in
the 1980s. At one point,
DreamWorks Animation SKG Inc.
considered the area for a giant
studio complex.

But Maguire/Thomas was held
back by lawsuits and sluggish
leasing progress. The company

struggled for years to get it off
the ground.

“Playa Vista’s taken a long
time,” said Mr. Fox, who was a
top executive at Maguire at the
time. “It shows how difficult it is
to make substantial returns on a
project that takes several cycles.”

Carl Muhlstein, managing
director at real-estate-services
firm JLL who has been working
on leasing the Reserve, compared
the experience of developers in
the area to Manhattan’s
Meatpacking District and San
Francisco’s South of Market a
generation ago.

“Those who pioneered and
those who took positions had
handsome payoffs, and Playa is no
different,” he said.

More development is in store.
New York-based Tishman Speyer
Properties, which built a
successful development in Playa
Vista before the recession but
also lost a large swath of land to
creditors after the economy
turned, is building another office
development aimed at creative
tenants. And Robert Maguire, who
built many of Los Angeles’s
downtown towers before losing

them in the recession, is looking
for investment partners to start a
new development at his property
in the area, known as Water’s
Edge.

The increase in office workers
has helped give rise to a long-
planned mixed-use complex being
constructed by Lincoln Property
across from Mr. Fox’s project,
where a Whole Foods, a movie
theater and hundreds of
residential units are planned.

For Mr. Ratkovich, another
payoff could be in store.
According to several people
familiar with the discussions,
Google is in early talks to lease
the hangar site on the property, a
complex with more than 300,000
square feet that has been used as
a Hollywood set for movies,
including “Transformers.”

Asked how much more the
property would be worth if he can
secure a tenant for the complex,
Mr. Ratkovich said it would be a
“very successful” investment.

[ Deal of the Week ]

‘We did not predict an
outcome as attractive as
this,’ says Wayne
Ratkovich of his Playa
Vista redevelopment.
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A Dangerous Economy Thrives
In Abandoned Gold Mines
In broad daylight, he is a thin, soft-spo-

ken 23-year-old who stays immaculately
clean in Converse All-Stars and khaki

pants. But to make ends meet, Mduduzi
Matjila has taken on another life, one that
takes him deep into the darkness of the
earth and leaves his skin coated with a yel-
low tint.

It is dangerous and illegal work, wander-
ing through the labyrinth of tunnels of
mines closed years before, in search of gold.
Donning overalls and a head lamp, he will
risk cave-ins, ambushes by gangs and arrest
by police. Most times, he prays before he
goes. “You wonder if you will come out
alive,” he says, eyes bloodshot from work-
ing overnight in an unlit shaft.

After years of watching its dominance
over the gold industry shrink dramatically,
South Africa has emerged as the world cap-
ital of illegal gold digging. In staggering
numbers—easily into the tens of thou-
sands—desperate former miners and gang
members have created a subterranean sub-
culture of abandoned mine-shaft wanderers.
Armed with a few crude tools, they dig into
blasted or cement-sealed mines, comb
through tunnels, and spend days chiseling
away at bedrock.

Once the world’s biggest gold producer,
South Africa accounted for 80% of the
global supplies as recently as 1970. Today,
that figure is less than 1%, in large part be-
cause China and other countries have

sharply picked up their own production,
forcing mine closures here that created an
opening for freelancers. Today, some 4,400
abandoned mines dot the countryside, al-
most four times the number in operation,
according to South Africa’s Council for Geo-
science. And while there are still about
150,000 formally employed gold miners in
South Africa, “we’re very close to the point
where there will be more illegal miners

than legal miners,” says Anthony Turton, a
South African mining consultant.

Although some of the miners dream of
striking it rich, most will end up—on a good
day—with golden specs no larger than the
size of a match head. In two months since
he started this, Mr. Matjila says he found
about $100 worth of gold, just enough to
make his rent.

But taken together, the output of these

swelling ranks are having a noticeable ef-
fect on the bottom-line of the country’s sag-
ging mining industry and tax revenues.
South Africa’s Chamber of Mines, a body
that represents mining companies, esti-
mates that the country loses about 5% of its
potential annual mineral output to illegal
mining activities, equivalent to around $2
billion. In 2010, the most recent year avail-
able, the government estimated losing $500

BY DEVON MAYLIE
Mathole, South Africa

IN DEPTH

Anatomy of
Illegal Mining

Access to more than
180 old mines was shut

off last year in South
Africa, but miners
can still dig around

seals to get in.

The Wall Street Journal

Dozens of illegal
workers may be in
the same mine at
once, staying as
long as a month.

Among the risks:
cave-ins, fires and
gangs that ambush
illegal miners.

In abandoned mines,
water levels determine
how deep miners can
go; operating mines
regularly pump out
water, allowing for
depths of up to 5,000
feet or more.

Gold miners near Soweto climb out of a makeshift hole that leads to underground tunnels, where multitudes of illegal miners search for gold, sometimes staying weeks underground.
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Daggafontein Extension 5, a township built by miners that now houses many illegal gold diggers, as a job shortage has created an alternative economy.

THEWALL STREET JOURNAL. Wednesday, August 27, 2014 | 19

QantasCEOFacesToughChoices
SYDNEY—As Qantas Airways

Ltd. prepares to report the deepest
loss in the airline’s history, Chief Ex-
ecutive Alan Joyce faces a painful
dilemma.

Mr. Joyce is under growing pres-
sure to sell assets—including Qan-
tas’s successful frequent-flier busi-
ness—to ease strain on the Australian
carrier’s balance sheet.

Regardless of whether he opts to
hold on to the airline’s more prized
possessions in the hope that better
conditions may prevail, it won’t be
an easy ride for Mr. Joyce—now in
his sixth year as boss—when Qantas
reports full-year earnings this week.
For one thing, industry analysts and
credit-rating firms will be standing
by to pounce on anything that mer-
its further downgrades.

Like many national airlines, Qan-
tas has long been hampered by high
jet-fuel costs, sluggish global demand
and competition fromMiddle Eastern
carriers, all of which have been gnaw-
ing away at its long-distance busi-
ness.

More recently, the so-called Fly-
ing Kangaroo has also faced chal-
lenges at home, where it has been
forced to cope with an economic
slowdown and intensifying rivalry
with Virgin Australia Holdings Ltd.,
which is backed by Etihad Airways
PJSC, Singapore Airlines Ltd. and
Air New Zealand Ltd.

“Hope springs eternal, but the
reality is that Qantas has struggled
to grow profits for a decade,” said
Roger Montgomery, chairman of
Montgomery Investment Manage-
ment. “There’s a belief that all the
value lies in the loyalty business,

but without it the true economics
of the company could be laid bare.”

Qantas has fortified its tradition-
ally strong balance sheet by cancel-
ing and deferring some aircraft or-
ders. But a string of poor earnings
has recently driven the airline to
even more desperate cost cutting—
including thousands of layoffs and
the scrapping of some routes.

Qantas booked a net loss of 235
million Australian dollars (US$218
million) for its first half, and ana-
lysts are expecting the airline on
Thursday to report a loss as deep as
A$1 billion for the fiscal year
through June. At the end of Decem-
ber, the carrier had A$2.4 billion in
cash and A$630 million in undrawn
facilities. Net debt including operat-
ing-lease liabilities amounted to
A$5.33 billion.

Until recently, Qantas’s long-dis-
tance losses had been offset by earn-

ings at its domestic unit, which ben-
efited from the growing need for
people to travel to remote parts of
the country for mining. But as Aus-
tralia’s resources boom has slowed
over the past two years, that part of
Qantas’s business has come under
pressure as well.

Adding to its woes are the in-
creasingly deep pockets of the air-
line’s main local rival, Virgin Austra-
lia, whose international backers have
been able to support aggressive price
cutting to erode Qantas’s market
share.

Aside from the highly valued loy-
alty business, Qantas may be consid-
ering spinning off its Jetstar budget
offshoot or selling stakes in its sub-
sidiaries in Singapore, Japan, Viet-
nam and Hong Kong.

Qantas said last week that it
hadn’t made a decision on the fate
of the frequent-flier business—the

only division to show an improve-
ment in first-half earnings from a
year earlier.

Mark Williams, an analyst at
CIMB, is urging Qantas to ride out
the storm amid signs that price
competition is easing. “We continue
to advocate the retention of the loy-
alty business, given its importance
to the overall Qantas customer prop-
osition,” he said.

Qantas’s biggest shareholder,
U.S.-based Franklin Resources Inc.,
also doesn’t appear to have lost faith
in the airline’s strategy, this year in-
creasing its holding to 18.7% from
17.5%.

But for others, there is no case for
buying airline shares—Qantas or oth-
erwise. “It’s a highly capital-intensive
industry and flying’s a commodity,”
Mr. Montgomery said. “People don’t
care who they fly with, they just go
with the cheaper price.”

BY ROSS KELLY

Space Junk: New Tactics to Curb Risk
CANBERRA, Australia—Space

junk has become a real-life worry of
the kind depicted in the hit Holly-
wood movie ‘Gravity,’ where a storm
of debris rips through a spacecraft
in orbit and leaves the surviving
crew stranded.

Now, U.S. defense giant Lock-
heed Martin Corp. has joined with
a Canberra-based tech company to
build a tracking station in the Aus-
tralian Outback that can follow de-
bris as small as a baseball threaten-
ing commercial and government
satellites orbiting the Earth.

“There are up to 200 threats a
day identified for orbiting satel-
lites,” said Trevor Thomas, a Lock-
heed Martin spokesman. “Most sat-

ellites can sustain some damage, but
little bits of junk hit satellites every
day and each, on average, is worth
around $500 million.”

Lockheed and partner Electro
Optic Systems Holdings Ltd. aim to
use optical and laser tracking tech-
nology first proven on the battle-
fields of Iraq and Afghanistan to
track debris moving at speeds of
17,500 miles an hour, or 28,200 kilo-
meters an hour. The equipment de-
ployed in Western Australia would
be in addition to radar-based sys-
tems, such as the U.S. Air Force’s
Space Fence, which can follow as
many as 200,000 objects.

There are nearly 2,000 satellites
in orbit and space junk is a constant
and potentially costly worry for
their operators. EOS estimates that

one satellite is destroyed each year,
on average. More than 21,000 pieces
of debris with a radius larger than
10 centimeters—similar to a tenpin
bowling ball—are known to exist in
orbit and are routinely tracked by
the U.S. Space Surveillance Network.
This debris includes tools dropped
by spacewalking astronauts and
shattered pieces of obsolete rockets
that exploded after being left to
drift in space.

But even the tiniest bits of debris
can cause damage. Windows on or-
biting space shuttles have had to be
replaced on return to Earth after be-
ing hit by minuscule flecks of paint
traveling at ballistic speeds, accord-
ing to the National Aeronautics and
Space Administration, or NASA. The
U.S. space agency estimates there

could be more than 100 million bits
of debris smaller than a fingernail
currently on the move about 500
miles above Earth’s surface.

Already, there have been several
collisions and close calls. In 1996, a
French satellite was hit and dam-
aged by debris from a French rocket
that had exploded a decade earlier.
Five years ago, a defunct Russian
satellite collided with and destroyed
a commercial satellite owned by
U.S.-based Iridium Satellite LLC-
adding more than 2,000 pieces of
debris to the inventory of space
junk, NASA said.

The biggest contribution to
space junk came in 2007 when
China demonstrated its ability to
eliminate potential military threats
in space by firing a ballistic missile
at its Fengyun-1C weather satellite.
Instantly, the projectile and the one-
ton spacecraft were reduced to
roughly 3,000 fragments.

To tackle the problem of orbiting
debris, satellite operators and NASA
mostly use radar-based sensors on
the ground to detect approaching
space junk and move astronauts and
equipment out of harm’s way.

Lockheed Martin and EOS’s pro-
posed tracking station aims to
boldly go where space-junk tracking
hasn’t often gone before. Optical
technology will find debris, and then
a laser can calculate its distance
from Earth and speed of movement.

“It’s like a giant version of a
hand-held laser-ranging system,”
said Craig Smith, chief executive of
space systems at EOS, referring to
the precision devices used by
everyone from keen golfers to
soldiers.

BY ROB TAYLOR

BUSINESS & FINANCE

Drug Firm
Holds Back
From Rush
To Big Deals

LONDON—The chief executive of
insulin maker Novo Nordisk A/S
said he has no plans to pursue any
big acquisitions, suggesting his
company will be sitting out the
deal-making frenzy that has con-
vulsed the global pharmaceutical in-
dustry this year.

Denmark-based Novo Nordisk is
controlled by a foundation that
makes it all but impossible for it to
be acquired by another company.
But it is among a handful of phar-
maceutical companies large enough
to be on the hunt for acquisitions it-
self. In the recent past, Novo Nor-
disk executives have said they might
be interested in small licensing
deals, but have ruled out sizable
purchases.

“We have no plans whatsoever in
buying anything larger than things
that we can finance through our
own cash flows,” Chief Executive
Lars Sorensen said in an interview
with The Wall Street Journal.

The company is in the process of
launching, and winning approval for,
so-called fourth-generation insulin
treatments for diabetes. In addition
to patented insulin and insulin-de-
livery-system products, Novo Nor-
disk sells generic insulin.

The insulin market is big enough
and growing fast enough that Novo
Nordisk doesn’t need to make acqui-
sitions, Mr. Sorensen said. He also
said he doesn’t want to destroy
value by moving in a big way into a
field outside of the company’s ex-
pertise.

“We can still improve the insu-
lins, perhaps another one or two
generations,” he said, adding: “I’m
not going to run out of innovation.”
He also said large mergers can be
disruptive.

“Major acquisitions and major
mergers like the ones being pro-
posed are hugely distractive and of-
ten destructive,” he said.

Mr. Sorensen also questioned the
wisdom of so-called inversion deals,
in which U.S. companies have
sought out acquisitions overseas in
order to relocate headquarters and
lower tax bills. The pharmaceutical
industry, in particular, has been
swept up in a wave of inversion
deals this year.

“I think it’s a little bit short-
sighted because I’m convinced we
will see political action in the U.S.
against this, and I think some com-
panies are feeling a little bit more
wary about it now since it’s gotten
a lot of public attention,” he said.
The Obama administration has criti-
cized the structure, threatening
rules to limit such moves.

“It’s almost been portrayed as
antinationalistic in the U.S., and
that’s not good because in a way
you’re alienating one of your biggest
customers, the U.S. government,”
Mr. Sorensen said.

BY CHIP CUMMINS

Talking Trash
More than 21,000 pieces of space
debris over 10cm wide are known to
be in orbit. The total might actually
be more than 100 million.
Pieces larger than 10cm are tracked
routinely and orbit within 2,000 km
of the Earth.
Spacecraft are regularly struck by
small fragments with little damage
done. The international space
station is the most shielded
spacecraft ever flown.

Note: Satellite ownership represents those
exclusively controlled by one group. Space junk
not actual size, but is drawn to scale.

Sources: Inter-Agency Space Debris Coordination
Committee (break ups); NASA (debris); Union of
Concerned Scientists (satellites)

Henry Williams/The Wall Street Journal

Tiny size, big impact
The fourth dimension: space junk's vital
statistics

Breaking up isn't hard
The last ten big breakups of rockets
and satellites have littered space

Deliberate
2007, China
Collision
2009, Russia / U.S.
Explosion
1970, U.S.
Explosion
2000, China / Brazil
Explosion
2001, India
Explosion
1996, U.S.
Explosion
1965, U.S.
Explosion
1986, France
Disintegration
2008, Russia

2,931 pieces of debris

1,763

248

187

115

60

36

33

8

Large Orbital Debris
u 22,000 objects
tracked
u Recent incidents
represent one-third of
all tracked debris
u Greatest
concentration of debris
found 750-800 km
above earth

Small Orbital Debris
uMaximum limit of
International Space
Station shielding
uMore than 100 million
particles in orbit

More than 10cm

Less than 1cm

Cash Conundrum
Weak financial results are eroding Qantas’s cash pile and putting pressure on its balance sheet.

Cash balance Share priceNet profit/loss

Sources: the company (cash, profit/loss); FactSet (share price) The Wall Street Journal
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Novo Nordisk’s CEO says
the insulin market is
growing fast enough that
the company doesn’t need
to make acquisitions.
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million in tax and export revenue from gold il-
legally mined and sold in the black market,
compared with about $2 billion it raises annu-
ally in corporate taxes from all mining compa-
nies.

Frustrated, many of the companies are
rushing to close off more mines, shutting ac-
cess to more than 180 last year. But although
South African law forbids mining or process-
ing gold without a license, authorities have
neither the equipment nor the training to en-
ter mines. At best, they will arrest violators as
they emerge from shafts, but many can elude
authorities through a maze of tunnels. Those
arrested typically face $20 fines for trespass-
ing or jail terms if they are carrying gold.

Illegal mining isn’t unique to South Africa.
In Peru, the government is carrying out raids
in its jungles to crack down on illegal miners.
Ghana’s government has deported thousands
of illegal miners, many from China. But ex-
perts say the scale of illegal mining in South
Africa is especially large, given the number of
abandoned mines. In the coming months, the
United Nations’ Interregional Crime and Jus-
tice Institute is expected to launch an investi-
gation into illegal mining, with South Africa as
a case study.

In particular, many of the country’s mines
are deep, sometimes thousands of feet under-
ground, allowing for scores of illegal workers
to prowl under the earth for up to a month at
a time. According to police and mining indus-
try executives, the sheer number of illegal
miners has spawned organized crime rackets
that involve stealing gold and fraudulently ob-
taining certification so it can be legally sold,
creating a stress on police and mining compa-
nies’ own security departments that are trying
to stem this activity.

“These criminals are stealing the minerals
of the country,” says Capt. Paul Ramaoloko, a
spokesman for special a South African police
force investigative unit, known as the Hawks.
He says he has no figures on total arrests, but
he and mining companies say violence among
the gangs has picked up, including a shooting
between rival illegal miners in July that left an
18-year-old dead, police say.

A month earlier, a shooting between rival
groups of illegal miners left 10 people dead
outside Johannesburg in Daveyton, an area
pockmarked with mines that were closed in
the past decade. Police found eight corpses in
the rock quarry, each shot in their heads or
chests; they found another two bodies under-
ground near an old mine shaft. Miners have
also died in fires underground—some 82 peo-
ple did in one of the worst cases in 2009—and
earlier this year, 200 illegal miners were
trapped when gang members closed off their
escape with a boulder. Rescue workers pulled
about out a dozen, while the rest disappeared
through other mine shafts.

The miners say such hazards become a way
of life. As a group, they are known as zama,
zama—street lingo for “take a chance” or
“chance it.”

Lucas Manyaka, who was let go five years
ago when his mining firm went into bank-
ruptcy, says he recently lost all of his gold and
supplies after being held up at gunpoint. He
says three men, wrapped in thick blankets, had
threatened to shoot him if he didn’t hand over
a bag of silt laced with gold particles. He did.

The incident hasn’t stopped the 44-year-
old father of three from prospecting. He now
does it primarily in mine dumps—where the
gold isn’t as abundant and therefore less at-
tractive to thieves. On a good day, Mr. Man-
yaka earns $50. “This is the job I can find for
now,” he says, pouring sewage water from a
nearby pipe to sift some of his rocks. “You
cannot be brave. You always get scared that
today might be your last day.”

To some degree, scampering into mines for
a living is a reflection of a country still
plagued with large pockets of poverty and an
unemployment rate of over 25%. Raised in a
dusty town outside Johannesburg, Mr. Matjila
says he has struggled for money ever since his
father died at 15 and his mother was forced to
live on a $130 monthly grant. When he
couldn’t find a job to pay for engineering
trade school, he moved to Johannesburg from
his small town of Siyabuswa two hours away.

There he shared a one-room shack with his
brother. He says he tried painting houses one
week and transporting metal poles a few
weeks after that, but struggled to pay his $35
share of the monthly rent. So he plunged into
illegal prospecting.

In a baseball cap that shades his face, Mr.
Matjila says he hasn’t told his mom that he is
mining gold illegally, because she would be
scared. Instead, he has lied about finding
piecemeal work. When she calls and he is un-
derground, Mr. Matjila tells her he was in an
area without a cell network.

Each night’s journey begins at dusk. As he
drops down through a hole on a ladder, sweet
fresh air yields to the stink of rotting wood.
The temperature underground is warm, and
the air feels sticky against his skin. Mine dust
soon cakes his clothes and face. Typically, he
will encounter many other miners—on this
day about 50. To ward off his fears, the talk
turns to how he will spend the money from
the gold he finds. “If I hit it big,” shouts one
man on his first trip down walking ahead of
him, “I’m buying a BMW.”

“Me, I’m going back to school,” says Mr.
Matjila.

Underground, Mr. Matjila points his head-
lamp at rocks that glisten—he is told those
more often hold gold. He tests them using a
pan of water and crushing a bit. When he
finds a promising clump, he takes his hammer
and metal chisel and chips away, making the
rocks small enough to put in an old corn meal
sack that he uses as a back pack. His best day
so far was finding 4 grams worth of gold,
shared with his brother and another friend he
works with. It isn’t a sophisticated mining
process—mostly hit and miss. “Some rocks
have money in them,” Mr. Matjila says. “Oth-
ers don’t.”

As a precaution, he says he pays $2 to a
man who guards the entrance, on the lookout
for miners carrying weapons and the police.

But gripped with fear, Mr. Matjila also says he
started attending church every Sunday at his
shantytown community with a group of other
illegal miners.

Though generally not aware of the risks,
the gold mining process most of these miners
use exposes them to high levels of mercury. To
refine the rocks, they will crush and wash
them with water and bleach, then burn them
in a mixture with liquid mercury. A study done
by South Africa’s Council for Scientific and In-
dustrial Research found that illegal miners ex-
posed to mercury vapors had an 80% chance
of mercury entering the blood stream, which
can damage the central nervous system.

“If I could find a proper job, I would leave
this,” says Alber Khoza, 27, who says he
started illegal prospecting eight years ago be-
cause he couldn’t find work and was desperate
to send money to his family. On this day, out-
side an old mine about 100 kilometers from
where Mr. Matjila mines, he has been handling
mercury with his bare hands. His eyes are
bloodshot and infected, as he stokes the fire
with plastic containers.

The country’s rampant world of aban-
doned-mine scouring dovetails an equally net-
tlesome and long-standing problem of theft
from operating mines. Mining companies say
some people sneak into operating shafts—and
work underground for days at a time, unseen
by security and sometimes helped by workers.
Nash Luchman, head of security at Sibanye
Gold Ltd., one of the country’s largest mining
firms, says syndicates pay $1,000 to obtain an
access card to the mine from an employee;
they’ll pay $4,000 to deliver food to an illegal
miner in the company’s underground opera-

tion.
Mintails Ltd., which operates one of the

country’s oldest mines, says it spends an extra
25% in security costs just to combat illegal
mining on its property, where it estimates
some 2,000 people are sneaking underground
or breaking past cement seals. Out of 800 em-
ployees, 100 are security personnel. “It has
been getting worse,” says Mark Brune, the
company chairman, citing the armed illegal
miners and a recent shooting. “It’s putting our
own people at risk.”

For now, police and mining companies are
holding forums together to try to stem the
problem. Many are hoping that the U.N.’s in-
vestigation will ramp up the effort. But the
number of new unemployed prospectors is
only likely to grow in the near term, thanks to
a recent spate of labor strikes that have added
to the mining industry’s stress. This spring,
70,000 South African miners went on a five-
month platinum strike, the longest work stop-
page in the country’s history. Given the strike
costs, mining companies say that layoffs and
downsizing are inevitable, in an industry
where the number of jobs has fallen 26% in 23
years.

“We’re not criminals,” says Mr. Matjila. “I
don’t want to be doing this. But I need to
make some money.” Then he stood up to walk
down the road to the hardware store to check
on prices of new supplies. “We have to make
a plan to find another hammer,” he says.

Dwindling Resource
South Africa's gold output

The Wall Street Journal

Source: GFMS, Thomson Reuters
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Many illegal miners in South Africa dream of striking it rich, but most will end up with only small bits containing gold. Above, a miner rests be-
fore entering an illegal tunnel near Soweto. Below, a miner shows a piece of gold he collected outside of Johannesburg in late June.
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See a slideshow on the lives of illegal gold
miners at WSJ.com/InDepth.
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Volvo Car Shows Off
Improved Sport-Utility

STOCKHOLM—Volvo Car Corp.
officially unveiled its second-gener-
ation XC90 sport-utility vehicle, its
first model developed under the
ownership of China’s Zhejiang
Geely Holding Group Co., on Tues-
day.

The Swedish auto brand chose an
art venue in the Stockholm archipel-
ago for the launch to highlight its
heritage and commitment to Scandi-
navian design.

The new XC90, which is planned
to enter mass production early next
year, is the first vehicle that has
technology developed entirely by
Volvo, which Geely acquired from
Ford Motor Co. four years ago.

The architecture underpinning
the new XC90 and future models, as
well as a new engine family, mark “a
radical change” for Volvo, as the
company had to get rid of all tech-
nology from the Ford era and start
over, said Peter Mertens, Volvo’s se-

nior vice president of research and
development, in an interview.

After weighing the areas on
which the brand needed to focus to
try to outshine competitors, Volvo
decided to emphasize such features
as safety, design, and low-emission
technology, Mr. Mertens said.

“We can’t be great at everything,
but we want to be superb in
these…areas,” he said.

By stressing its vehicles’ safety
record and focusing on low-emission
technology, Volvo hopes to create a
premium brand for people seeking

something different from what Ger-
man luxury car makers, such as
BMW AG, Audi AG and Daimler
AG’s Mercedes-Benz, have to offer,
Alain Visser, senior vice president
of marketing at Volvo, said in a re-
cent interview.

Volvo expects the new seven-seat
XC90, which also will come in a
four-seat version for the Chinese
market, to sell at least as well as the
old version, which peaked at be-
tween 90,000 and 100,000 units a
year. Volvo is targeting total annual
sales of 800,000 vehicles by 2020.

Priced in the $65,000-to-
$135,000 range, with a sticker price
rivaling that of BMW’s X5 and the
Audi Q7, the new SUV is Volvo’s lat-
est attempt to close the price gap
with German competitors.

A limited edition of 1,927 XC90s
will go on sale beginning Sept. 3. on
Volvo’s website. Mass production of
the vehicle will start at Volvo’s
Torslanda plant in Sweden in the
first quarter of 2015.

BY CHRISTINA ZANDER

Volvo Chief Executive Håkan Samuelsson presented the auto maker’s next generation XC90 in Stockholm on Tuesday.
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China Begins Probe
At Volkswagen Unit

SHANGHAI—Chinese officials
have launched an anticorruption
probe into a former and a current
executive at one of Volkswagen
AG’s China joint ventures, in the lat-
est challenge for an auto maker al-
ready under the spotlight amid an
antitrust probe by Beijing.

The Communist Party’s Central
Commission for Discipline Inspec-
tion on Tuesday accused Li Wu, a
former deputy general manager at
FAW-Volkswagen Automobile Co.,
and Zhou Chun, a deputy general
manager of the joint venture’s Audi
sales division, of “suspected serious
violations of discipline and law.”
The phrase is typically used in
China in cases related to corruption.

Both executives are under inves-
tigation, the corruption regulator
said in a statement on its website,
without releasing further details.

A spokeswoman for state-run
FAW Group Corp., Volkswagen’s
Chinese joint-venture partner, de-
clined to comment. Representatives
for Volkswagen China and Audi said
they were unable to comment. Offi-
cials at the joint venture couldn’t be
reached.

The news comes at a time when
Audi and other foreign makers have
been accused by Chinese authorities
of earning exorbitant profits by
dominating their market, overcharg-
ing consumers and controlling the
sale of auto parts. It isn’t clear
whether the two are related.

Earlier this month, the National
Development and Reform Commis-
sion, China’s top economic planner
and pricing regulator, said it found
evidence that Audi, Daimler AG’s
Mercedes-Benz and Fiat SpA’s Chrys-
ler manipulated prices for spare
parts and aftermarket services. The
companies could face a fine of as
much as 10% of their revenue in the
previous year in the world’s biggest
market for cars. The companies have
said they are cooperating and have

already slashed prices for parts.
Official statements published on

FAW’s website show that both
Messrs. Li and Zhou were veterans at
FAW-Volkswagen. In 2005 Mr. Li—
then a deputy general manager at
the joint venture—delivered an Audi
A6 to an Olympic champion pistol
shooter. In 2008 Mr. Zhou, who over-
saw VW and Audi sales in China’s
eastern region, took part in the torch
relay for the Beijing Olympics.

Their detention comes amid
China’s anticorruption campaign,
which has gathered momentum
since President Xi Jinping took of-
fice two years ago. Communist Party
leaders have acknowledged that per-
ceptions of corruption threaten
their grip on power.

The austerity program for gov-
ernment officials has also included
state-run enterprises, which domi-
nate crucial sectors of the economy
such as energy and resources. In the
past year, China has put a series of
senior executives at state-run com-
panies, such as oil giant China Na-
tional Petroleum Corp. and con-
glomerate China Resources
(Holdings) Co., under investigation.
They were all cited for “serious vio-
lations of discipline and law.” In a
July report, the official Xinhua
News Agency said more than 50 se-
nior managers at state-owned enter-
prises have been removed as part of
the crackdown since late 2012, when
the current anticorruption drive
went into effect.

China has become Volkswagen’s
largest single market thanks to an
earlier arrival in the communist
country than its rivals. This year
through July, Volkswagen and its
Chinese partners, FAW and SAIC Mo-
tor Corp., sold 2.1 million vehicles in
China, up 17% from a year earlier. In
China, foreign auto makers are re-
quired to team up with local partners
to manufacture cars domestically.

—Rose Yu

FAW-Volkswagen’s operations include this factory in China’s Sichuan province.
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RBS Faces Fine Over Mortgage Advice
Royal Bank of Scotland Group

PLC is set to be fined millions of
pounds by the U.K.’s Financial Con-
duct Authority over mortgage ad-
vice it gave customers, people fa-
miliar with the matter said.

The bank is expected to be
found responsible for offering
faulty advice to several thousand
customers, and the fine, which may
come as soon as Wednesday, could
be as much as £15 million ($24.9
million), one person said.

While the size of the fine
shouldn’t put a dent in RBS’s bot-
tom line, it would be a setback for
the 80% government-owned bank,
which has recently refocused on its
U.K. retail operations. Under Chief
Executive Ross McEwan, RBS has
crafted a new strategy built around

appeasing customers and winning
back the trust of the British public
after a series of run-ins with au-
thorities.

Despite Mr. McEwan’s efforts
though, RBS still is facing a num-
ber of other regulatory fines. Some
of those could be big enough to
crimp the bank’s second-half re-
sults.

The bank is expected to be hit
in coming months with a fine from
U.K. authorities over failures in its
computer systems that left several
thousand clients without access to
their accounts, for instance.

Like several other British lend-
ers, RBS also has set aside a large
amount to cover claims from cus-
tomers who were wrongfully sold
insurance products. The bank said
the cost of such claims could total
£3.2 billion.

It isn’t known whether the
other major U.K. banks will be
swept up in a similar mortgage
probe. But regulators in the U.K.
have zeroed in on how financial
products were marketed to custom-
ers and whether they got a fair
deal.

Sky News had reported Tuesday
about RBS’s expected mortgage-re-
lated fine.

Analysts routinely cite the con-
tinuing litigation problems as one
of the biggest uncertainties that is
still hanging over the U.K. banking
sector.

A probe into allegations that
banks across the globe sought to
fix foreign-exchange rates could be
settled as early as the end of this
year. Fines related to the currency-
market investigation could be sub-
stantial, analysts say.

BY MAX COLCHESTER

BUSINESS & FINANCE

The auto maker plans to
offer seven- and four-seat
versions of the premium
vehicle, its first under
Chinese ownership.
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OPINION: REVIEW & OUTLOOK

T he U.S. Financial Stability Over-
sight Council finished collecting
evidence last week as it considers

whether the insurance company MetLife
is too big to fail. This pending Beltway
judgment will have large consequences
for taxpayers and consumers.

And as remarkable is the way it is be-
ing decided. Businesses often dispute the
judgments of their regulators, but here
we have the rare spectacle of a company
and its current regulators agreeing that
a new policy is misguided and dangerous.
And yet they are powerless to stop it,
thanks to the Dodd-Frank law of 2010.

Having conducted its opaque process
of gathering data, the stability council is
now expected to claim that MetLife pres-
ents a systemic risk to the financial sys-
tem. This will create potential taxpayer
liability if the business ever fails, and in
the meantime impose costs on policy-
holders and shareholders.

The problem is that Dodd-Frank gave
the un-elected council of bank regulators
the unilateral power to rewrite the rules
of insurance even over the objections of
the country’s insurers, insurance regula-
tors and the council’s own insurance ex-
pert. It’s as if a committee of baseball
umpires rewrote the rules of football de-
spite protests from NFL players, owners
and referees.

The bureaucratic premise is that the
council, chaired by Treasury Secretary
Jack Lew, is responsible for identifying
systemic risks across the economic land-
scape, not just in banking. But where’s
the risk at MetLife? Unlike
banks, investment firms,
mortgage companies and
even auto makers, MetLife
never needed or received
a bailout in 2008.

The Beltway argument
is that because insurer AIG was allowed
to make disastrous derivatives bets on
the housing market before the financial
crisis, bank regulators must now plug the
holes left by gaps in state insurance reg-
ulation. It’s a fairy tale. AIG’s derivatives
bets were overseen and approved by fed-
eral bank regulators, specifically the
Treasury’s Office of Thrift Supervision.
Dodd-Frank merged that agency into
other offices, and bank regulators now
like to pretend it never existed.

But leaving aside this power grab by
the same Treasury that botched over-
sight before the last crisis, MetLife isn’t
AIG. It doesn’t gamble on the housing
market. It sells life insurance. As Benja-
min Lawsky, Superintendent of the New
York State Department of Financial Serv-
ices, recently stated in a letter to Mr.
Lew, “MetLife does not engage in any

non-traditional, non-insurance activities
that create any appreciable systemic
risk.”

The liabilities of banks and insurers
don’t provide the same risks. An insurer

collects premiums to in-
vest and then pays out in
the case of an insured
event. A bank takes de-
posits and promises to re-
pay depositors at any
time.

The government insures bank deposits
to reduce the chances of a run when all
depositors try to withdraw their funds at
the same time. As Mr. Lawsky noted in
his letter, “There is much less ‘run risk’
for a life insurer like MetLife. Life insur-
ance liabilities develop over time because
the insurer is not obligated to pay until
the occurrence of the insured event like
death.”

One could argue that Mr. Lawsky, as
the primary regulator of New York-based
MetLife, is protecting his regulatory turf.
But we hear the same analysis from in-
surance commissioners in states without
large insurers. The one insurance expert
with a vote on the stability council, Roy
Woodall, made a similar argument last
year when he dissented from the coun-
cil’s decision to slap the systemic tag on
the insurer Prudential. Mr. Woodall

wrote that the council’s analysis “utilizes
scenarios that are antithetical to a funda-
mental and seasoned understanding of
the business of insurance.”

In July Barney Frank, co-author of the
law that created the council, told Con-
gress that in general he did not believe
companies “that just sell insurance”
should be designated as systemic. Re-
marks by former Sen. Chris Dodd during
Senate floor debate in 2010 suggest that
he also didn’t envision this treatment for
companies engaged in “traditional insur-
ance.” Yet Messrs. Dodd and Frank
handed authority over this enormous in-
dustry to people who don’t seem to know
anything about it.

The entire justification for this Belt-
way adventure is to prevent the failure of
a large firm from threatening the larger
financial system. But Mr. Lawsky explains
why MetLife is not too big to fail and
says he and other state regulators “would
be able to ensure an orderly resolution of
the enterprise.” This stands in contrast
to the recent statement from bank regu-
lators that not one of the 11 most compli-
cated firms they oversee could be re-
solved through bankruptcy.

But who knows? If Mr. Lew and his
stability council comrades assume over-
sight of MetLife, maybe they can make it
as dangerous as the big banks.

O ne in four French youth, one in
three Portuguese youth and one
in two Spanish youth are unem-

ployed. Euro-zone GDP registered zero
growth in the second quarter. Russia is
violently revising Europe’s post-Cold
War map. But the Continent can rest
easy now that the European Union is
tackling the menace of high-powered
vacuum cleaners.

Consumers are only now noticing
Regulation 666/2013, adopted by the Eu-
ropean Commission last year and taking
effect next month, which bans the man-
ufacture or importing of vacuum motors
whose power output exceeds 1,600

watts, with the limit dropping to 900
watts after Sept. 1, 2017. Thank the cli-
mate-change lobby for your dirty floor:
The measure is intended to help the EU
meet its energy savings target for 2020.
Consumers are snapping up more pow-
erful vacuums while they still can.

The regulation is classic Brussels. The
11-page, jargon-ridden text of the direc-
tive contains barely any cost-benefit
analysis and fails to consider that con-
sumers will simply use weaker vacuums
for longer to achieve the same cleaning
result.

Meanwhile, as consumer groups com-
plain about less choice for no discern-

ible benefit, the European Commission
has persuaded itself that its regulation
will be good for European vacuum man-
ufacturers. “EU industry adapts quickly
to higher requirements, which is often
less the case of companies outside the
EU,” a spokeswoman wrote on an EU
website recently.

Regulation as protectionism is an old
ploy, but an edict that eliminates popu-
lar existing product lines and mandates
less effective, more expensive products
won’t benefit manufacturers or consum-
ers. That makes this regulation of a
piece with the EU’s bendy-banana direc-
tive and the prohibition on serving olive

oil in terracotta bowls. The vacuum rule
probably won’t even go down as the
most memorably absurd that Brussels
has implemented.

But the timing is telling. Jean-Claude
Juncker, incoming head of the European
Commission and an advocate of an ex-
pansive EU regulatory state, this week
warned that the biggest threat to the
EU’s legitimacy is a shortage of female
Commissioners. Not quite. What irri-
tates Europeans far more is an EU bu-
reaucracy so accustomed to meddling in
economic daily life—to no good effect—
that not even the household Hoover is
safe.

W hen one door closes, govern-
ment unions crack open a win-
dow. So it was last week when

the labor-controlled board of the Califor-
nia Public Employees’ Retirement System
(Calpers) approved counting 99 catego-
ries of supplemental pay toward workers’
pension calculations.

One objective of the de minimis re-
forms Gov. Jerry Brown signed in 2012
was to curb egregious abuses such as
“pension spiking.” Defined-benefit pen-
sions in California are calculated as a per-
centage of the average of workers’ highest
compensation over three years multiplied
by the numbers of years worked. Many
employees have goosed their pensions by
loading up on overtime and cashing out
vacation and other add-ons during their
final working years. In one famous exam-
ple, a fire chief in Northern California who
made $186,000 retired after 26 years with

an annual pension of more than $230,000.
Mr. Brown’s reforms ostensibly closed

these loopholes by defining “pensionable
compensation” as “base pay” for “services
rendered on a full-time basis during nor-
mal working hours.” The law explicitly
bars overtime as well as
unused vacation and sick
leave.

Calpers has now tried
to end run the law by in-
cluding 99 other salary
boosters such as “incen-
tive pay” for “local safety members,
school security officers and California
Highway Patrol officers who meet an es-
tablished physical fitness criterion.”

Public-safety officers can earn up to
$1,600 annually for taking annual physi-
cals. Employees earn “longevity pay” for
merely sticking around for more than five
years, which comes on top of “step” in-

creases and annual raises. Workers can
also boost their salaries by up to 10% if
they are “required to obtain a specified
degree” such as a bachelor’s and for
“maintaining a license required by gov-
ernment or regulatory agencies to per-

form their duties.”
Some governments

even award extra pay to
firefighters “who are rou-
tinely and consistently as-
signed to administrative
work” and to prison

guards who are given the onerous job of
“responding to questions from the pub-
lic.” Police are paid premiums for handing
out parking tickets and patrolling streets.
Librarians can earn more if they have to
“provide direction or resources to library
patrons.” If only journalists could earn
bonuses for writing.

Calpers did graciously exclude from its

list pay boosts for public-safety officers
who wear their uniforms and the monthly
allowance they receive for keeping their
clothes clean. But it’s inevitable that gov-
ernment unions will soon find ways to ex-
ploit these 99 other pay bumps to pad
their pensions. For instance, they could
negotiate greater “longevity pay” or
larger “physical fitness” premiums for
workers over age 50.

Gov. Brown has chastised Calpers for
undermining the reforms and asked his
staff to “determine what actions can be
taken to protect the integrity of the Public
Employees’ Pension Reform Act.” The
truth is that government unions and Calp-
ers will always find ways to manipulate
defined-benefit plans that are run by their
political allies. The only way to protect
taxpayers is with 401(k)-style plans that
are individual property that can’t be polit-
ically exploited.

Jack Lew’s Next Conquest

Europe’s Dirty Floor Mandate

California’s Pension Non-Solution

Now Treasury wants
to make a big life

insurer too big to fail.

Jerry Brown wanted to
stop ‘pension spiking.’
So much for that.
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WPP Sees Ad-Market Growth
WPP PLC said Tuesday that it is

optimistic for the rest of the year,
as the advertising company posted
a rise in profit despite lingering
concerns about currency swings and
increased geopolitical tensions.

“All in all we feel pretty good,”
Chief Executive Martin Sorrell said
in an interview, adding that compa-
nies are spending more on advertis-
ing and promotions as they feel
more confident about the economy.

Mr. Sorrell —who founded WPP
and built it from a small firm mak-
ing plastic shopping baskets into the
world’s largest advertising holding
company—is known for his colorful
predictions, and WPP is often seen
as a bellwether for economic trends.

Along with other major advertis-
ing groups, WPP suffered during the
economic downturn from companies
cutting their advertising budgets.
But the group’s revenue has grown
strongly in recent quarters as mar-
kets such as the U.K. have re-
bounded vigorously.

Mr. Sorrell cautioned that while
clients seem to be encouraged by
better world-wide growth numbers,
one major concern for the second
half of the year is the rising political
tension between Ukraine and Russia.

“Last year this time, the chief
concern among clients was the euro
zone,” Mr. Sorrell said. “Now most
CEOs are growing increasingly con-

cerned about the impact of sanc-
tions on Russia.”

WPP, which makes about 3% of its
total sales in Russia, recorded a reve-
nue gain of between 10% and 20% in
that country in the first half of 2014.

But Mr. Sorrell said growth there
might be dented in the second half
as companies will begin to be hurt
by international sanctions imposed
on Russia.

The U.S. and the European Union
last month adopted sweeping eco-
nomic sanctions against Russia to
punish its unbending stance in the
Ukraine conflict, with restrictions

on trade and investments. Sanctions
could also dent growth in Germany,
Russia’s largest trading partner, Mr.
Sorrell said.

However, there are also brighter
spots on the global economic pic-
ture, Mr. Sorrell said. Some impor-
tant emerging markets, such as
China, improved again in the sec-
ond quarter. WPP’s like-for-like
sales growth in emerging markets
was twice as strong in the second
quarter as in the previous quarter,
the company said.

WPP is most exposed to emerging
markets among the big ad holding

companies. China is its third-largest
market, after the U.S. and the U.K.

Overall, the London-based group
posted better-than-expected earn-
ings for the first six months of the
year, despite the expected negative
impact of foreign-exchange shifts.

Net profit rose 30% to £364.8
million ($605 million), while reve-
nue rose 2.7% to £5.47 billion from
£5.33 billion, as acquisitions and
growth in markets such as the U.K.
helped stem losses because of the
strength of the British pound
against the U.S. dollar and many
emerging-market currencies.

WPP kept its full-year targets.
The group has been aiming for its
operating margin to improve 0.3
percentage point this year, exclud-
ing currency shifts. In the first half,
the group’s margin rose in line with
that target, up 0.3 percentage point
to 13%.

The owner of agencies such as
Grey and Ogilvy & Mather also stuck
to its outlook for sales. The group
expects full year like-for-like net
sales—the company’s new key reve-
nue measure that strips out costs
linked to acquiring digital media
space as well as currency swings,
acquisitions and disposals—to rise
more than 3% in the year after
reaching 4% growth in the first
seven months of the year.

WPP said it would pay an interim
dividend of 11.62 pence a share, an
increase of 10% from last year.

BY RUTH BENDER

WPP CEO Martin Sorrell, shown in January, says firms are feeling encouraged.
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Bumper Crops Leave China Awash in Grain

Notes: CME: Chicago Mercantile Exchange; CZCE: Zhengzhou Commodity Exchange; CBOT: Chicago Board of Trade; DCE: Dalian Commodity Exchange.
Prices through Monday.
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Cheaper Abroad | Prices of commodity futures in China and U.S.

DCE vs CBOT soybean futuresCZCE vs CME cotton futures DCE vs CBOT corn futures

DCE
4,520 yuan

CBOT
2,337 yuan

CZCE
14,305 yuan

CME
9,001 yuan

DCE
2,390 yuan

CBOT
890 yuan

Source: China-Data.com.cn

cently as a few decades ago. But
China is paying far more than nec-
essary to feed its people, and it will
be forced to sell down its surpluses
into a global market already suffer-
ing from oversupply, potentially
driving down prices further.

The situation has exposed
China’s inefficient and expensive
government subsidy program aimed
at keeping farmers’ incomes up. The
government is struggling with how
to protect its rural residents while
cutting production of these perish-
able commodities to save money
and keep surpluses down.

The precise size and costs of the
subsidy program are hard to come
by. Official data show that China
buys up one-third of corn produc-
tion, while an estimate by state me-
dia said the government spent $36
billion in the last two years to buy
up corn when the market price has
fallen below a minimum floor.

“The stockpiles are absolutely gi-
normous, way out of line with any-
thing that you could justify holding
onto on any sort of commercial ba-
sis,” said Thomas Pugh, an econo-
mist at Capital Economics in Lon-
don. “These are perishable goods, so
they will start to deteriorate.”

He estimates China holds about
40% of the world’s corn stocks.
China plans to build storage facili-
ties to hold 50 million metric tons
more of grain by 2015 to cope with
the excess, according to state media.

About 70% of China’s corn con-
sumption goes to feed for livestock
as the country’s appetite for meat
rapidly rises, and the rest is pro-
cessed into syrups or starches.

It is a particularly vexing prob-
lem for China this year, as crop pro-
duction is also booming in the U.S.
and dragging down prices there to
nearly four-year lows, while Chinese
prices have remained elevated be-
cause of the subsidies. That creates

Continued from first page an incentive for Chinese traders to
import corn from overseas, exacer-
bating China’s already huge stock-
pile, said Jikun Huang, director of
the government’s Center for Chinese
Agricultural Policy in Beijing.

The USDA forecast this month
that U.S. corn production will ex-
ceed 14 billion bushels, far above
last year’s record harvest.

Corn on China’s Dalian Commod-
ity Exchange traded at around 2,390
yuan ($388) a ton on Monday, com-
pared with corn on the Chicago
Board of Trade which traded at
about 367 cents a bushel—equiva-
lent to about 890 yuan a ton.

China has tried to curb U.S. corn
imports this year, citing the pres-
ence of genetically modified strains.
But Mr. Huang says traders are get-
ting around it by importing other
feed substitutes such as barley and
sorghum.

And ridding China of these huge
stockpiles isn’t easy.

A recent government auction of
corn from Heilongjiang province
held by the Chinese government
went awry, with only a fifth of it
sold at the price of 2,200 yuan a

ton, “more than twice what U.S.
feed mills are paying for corn right
now,” said the USDA’s Mr. Gale.

The government has signaled
that it recognizes the problem. State
media have said the shortage of
storage is a problem, and Chinese
Premier Li Keqiang has been photo-
graphed on visits to grain depots.

“In the past, we have focused on
expanding production and grain
quality…now we need reforms for
better buying, selling, and storage,
to contribute to national security,”
Mr. Li is quoted as saying on the
State Administration of Grain web-
site.

China’s surplus couldn’t have
come at a worse time for U.S. farm-
ers, who are expected by the USDA
to harvest a record 14 billion bush-
els. Corn futures have dropped 15%
this year after falling 40% last year,
and China’s unwillingness to buy
U.S. corn will further pressure
prices, said Jason Britt, president of
brokerage Central States Commodi-
ties Inc. in Kansas City, Mo.

“China’s [lack of buying] has
been a contributing factor in these
lower prices,” he said. “Now, the job

of the market is to go down to a
level where we find demand.

In January, the government said
it would start trial programs in cot-
ton and soybeans—two less-strate-
gically important crops—to end
stockpiling, and implement a target
price system instead, first for cotton
in Xinjiang and soybeans in the
northeast, so that commodity prices
are more market-driven.

The government will pay farmers
the difference when the market
price falls below the target price,
but the government doesn’t buy the
commodity in the market to keep
prices at a certain level. The idea is
to set target prices for agricultural
commodities at more market-based
levels, which should influence how
much farmers decide to produce.

China is also in the process of
unwinding its 10 million ton cotton
stockpile since late last year, which
means China’s appetite for cotton
imports is likely to fall in coming
years. That has hit cotton prices
hard. In the U.S., cotton futures
have fallen more than 20% this year.

—Tony Dreibus
contributed to this article.

U.N. Group
Seeks to Curb
E-Cigarettes
should prohibit e-cigarette manufac-
turers from making health claims,
including marketing the devices as
smoking-cessation aids, until they
produce scientific evidence. It also
recommended banning e-cigarettes
in public indoor areas and restrict-
ing advertising, promotion and
sponsorships.

Governments also should require
health warnings on e-cigarettes, in-
cluding the potential for nicotine
addiction and respiratory irritation,
and prohibit their sale to minors,
according to the WHO. It recom-
mended a ban on e-cigarettes with
fruit, candy and alcohol flavors until
they’re proven to not attract youth.

“E-cigarettes have been mar-
keted in almost 8,000 flavors, and
there is concern they will serve as a
gateway to nicotine addiction and,
ultimately, smoking, particularly for
young people,’’ the agency warned.

WHO said it is also worried
about the growing clout of transna-
tional tobacco companies after the
e-cigarette industry was initially
dominated by companies that didn’t
sell regular cigarettes or other to-
bacco products.

“The tobacco industry has a his-
tory of deception when using harm-
reduction marketing ploys to promote
tobacco products with the pretense of
being less harmful,” Douglas Bet-
tcher, director of the WHO’s Depart-
ment for the Prevention of Noncom-
municable Diseases, said Tuesday at
a news conference in Geneva.

Philip Morris International Inc.,
the largest cigarette company by
volume after China’s state-owned
China National Tobacco Corp., said
in a statement Tuesday that “the
WHO has once again called for de
facto exclusion of tobacco compa-
nies in the democratic process.”

“This view ignores the fact that
product innovation to develop and
assess truly reduced risk alterna-
tives to combustible cigarettes can
play an important role for public
health, and companies like ours are
not only driving this innovation, but
have the necessary knowledge and
resources to contribute to achieving
that goal,” it said.

British American Tobacco PLC
and Imperial Tobacco Group PLC,
two of the world’s biggest cigarette
makers, also are among the compa-
nies that have made big plays in e-
cigarettes in recent months.

Imperial is planning an interna-
tional push for Lorillard Inc.’s Blu,
America’s top-selling e-cigarette
brand, which it last month agreed to
buy from Reynolds American Inc.
after Reynolds buys Lorillard. Impe-
rial said last week it expects that
deal to complete in 2015.

Imperial launched Puritane, its
first e-cigarette, in Britain earlier
this year through a subsidiary it
calls Fontem Ventures. “We wel-
come the push for higher standards
in the industry. But it is illogical to
recommend a premature ban on
smoking e-cigarettes indoors,” said
a Fontem spokesman.

British American Tobacco plans to
launch a new version of Vype, its e-
cigarette brand, later this month. The
company said “overly restrictive reg-
ulations” would hamper the growth
of e-cigarettes and have a negative
effect on public health. “Allowing the
products to be used by adult smokers
looking for a choice will be crucial to
the category’s future success,” said a
British American spokesman.

Continued from page 15
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OPINION

Hapless in response to Vladi-
mir Putin’s wars, successive Amer-
ican leaders are left puzzling over
the Russian’s place in time. “Such
an action is unacceptable in the
21st century,” said President
George W. Bush in August 2008,
after Russia’s invasion of Georgia.
When the Russian force of ”little
green men” took Ukraine’s Crimea
last February, Secretary of State
John Kerry exclaimed, “You just
don’t in the 21st century behave in
19th-century fashion by invading
another country on completely
trumped up pretext.”

Mr. Putin has proved impervi-
ous to complaints about his out-
dated behavior. On Monday morn-
ing, Ukraine reported that a
column of 10 Russian tanks and a
couple of armored vehicles
charged over Ukraine’s southeast-
ern border into areas held by Rus-
sian rebels. Russian artillery now
fire at Ukrainian military positions
from inside Ukraine’s territory,
NATO said on Friday. Ignoring ob-
jections from Kiev, Russia an-
nounced its intentions to send a
second “humanitarian aid” convoy
in a week of military trucks
dressed in white, bringing and
taking who knows what.

As the military pressure grows
on the pro-Western government in
Kiev, the Europeans are adding
their own. Plainly anxious that
these latest escalations risk a re-
play of 20th century wars, Ger-

many’s Chancellor Angela Merkel
on Saturday turned up in Kiev to
push for an accommodation with
Moscow. The chancellor pressed
the Ukrainians to cease fire and
ruled out new EU sanctions
against Russia. So Mr. Putin came
into talks Tuesday in Minsk with
Ukraine’s President Petro Porosh-
enko with fresh leverage.

The crisis in Ukraine revives
one of the oldest clashes in the
heart of Europe—the “blood-
lands,” to use Timothy Snyder’s
phrase—between autocracy and
liberalism. For centuries this re-
gion was shaped by “the Polish
Question”—what should happen to
the difficult, independent-minded
people between Russia and Ger-
many. With the end of commu-
nism, and EU and NATO member-
ship, Poland was taken off the
chessboard. Ukraine is now on it.

Ukraine’s Orange Revolution in
2004 against a fraudulent election
and this winter’s overthrow of a
corrupt and hated president in
Kiev resemble the Polish uprising
against Russian rule in the 19th
century. When the Poles revolted
in 1830, the reactionary Czar
Nicholas I, who froze Russian do-
mestic reforms after a brief spell
of opening, declared, “Russia or
Poland must now perish.”

To rephrase for the Putin age,
either he or Ukraine’s young de-
mocracy will survive—not both.
Pyotr Chaadayev, a Russian writer,
witnessed the 1830 uprising and
Nicholas’s eventual victory. “Rus-

sia is a whole worlds apart—sub-
missive to the will, the arbitrari-
ness, the despotism of one man,”
he wrote in 1836. “Contrary to the
laws of coexistence, Russia only
moves in the direction of her own
enslavement, and the enslavement
of all neighboring peoples.”

With every Polish crisis up to
World War II and into the Cold
War, Europe’s realists feared dis-
turbing the balance of power and
favored an understanding with au-
tocrats in Moscow and, most fa-
mously, Berlin. Commercial inter-
ests were a factor.

In his magisterial history of Po-
land, “God’s Playground,” Norman
Davies writes about the leader of
the 1863 uprising, who concluded,
after a fruitless tour of European
capitals to seek help, that the
West viewed Russia as “a gold
mine for capitalists.” This is the
current sanctions debate in the
EU.

Mr. Davies writes that the
Poles “were a living rebuke to all
the myths and legends on which
the Russian Empire had been
built. Together with the Jews, in

whose company they had been in-
corporated into Russia, they were
the advocates of a vibrant demo-
cratic culture, and as such were
the natural opponents of Autoc-
racy.”

Today’s realists blame NATO’s
and the EU’s voluntary spread
across Europe for Mr. Putin’s out-
bursts. But Russia’s autocratic bat-
tles against liberalizing influences
from abroad predate all of that.

The Soviets moved into Czech-
oslovakia to snuff out the Prague
Spring in 1968. In 1991 the hard-
liners around Russian President
Boris Yeltsin, led by his deputy
Gen. Aleksander Rutskoi, pushed
for military action to keep
Ukraine’s nearly 50 million Slavs
within a reconstituted Soviet
Union. Yeltsin rebuffed them and
accepted Soviet republic borders
as the new international frontiers,
likely sparing the U.S.S.R. the
bloody fate of Milosevic’s Yugosla-
via. Mr. Putin’s long-standing fear
and distaste for democracy in
neighboring countries, principally
Ukraine, unwinds this settlement.
Over 2,000 people have died this
year in Ukraine.

This is an existential struggle
for the current, freely elected and
popular president in Kiev too. Mr.
Poroshenko has resisted past Ger-
man-initiated entreaties to stop
his recently successful military ad-
vance and cut a deal. As he seems
to know, nothing short of recov-
ered Ukrainian control over its
territory will fly at home. He

needs to win this war on the
ground. The likeliest result of a
premature cease-fire is a festering
“frozen conflict,” backlash from
hardened national opinion, insta-
bility and trouble for years to
weaken Ukraine’s democracy and
European ambitions. In that case,
Mr. Putin wins

Distracted by the Middle East,
Washington has outsourced the
Ukrainian file to Germany. Who-
ever thinks that another German-
Russian understanding will calm
Europe’s bloodlands has a histori-
cal tin ear.

Since the Cold War ended, only
those fortunate enough to choose
their political systems and allies
have found peace and stability in
Europe. Ukraine wants to join
them. Cold War architect George
Kennan, so beloved by America’s
realists for his opposition to NATO
enlargement, once wrote: “Russia
can have at its borders only vas-
sals or enemies.” The problem
isn’t with the neighbors but with
Russia itself. The Kennan rule will
hold as long as a tyrant rules in
Moscow.

John Kerry’s rejection of Mr.
Putin’s 19th century moves can
only come with the victory of lib-
eralism over autocracy in Europe’s
east. A muddied compromise over
Ukraine would be a moral and a
strategic calamity for Europe and
America.

Mr. Kaminski is a member of
the Journal’s editorial board.

BY MATTHEW KAMINSKI

The West Forgets History. Putin Repeats It

By outsourcing the Ukraine
problem to Germany,
the U.S. echoes 19th-
century mistakes that led
to repeated conflicts.

Central bankers at the Jackson
Hole symposium on Friday heard
a lot of talk from Federal Reserve
Chair Janet Yellen about the labor
market, over which central bank-
ers have proved to have only lim-
ited influence. They heard very lit-
tle about global asset inflation,
over which they could have a lot
of influence.

Yet the Fed is in no mood to
exercise such influence. As ex-
pected, Ms. Yellen said the time is
not ripe to raise short-term inter-
est rates, ending six years of a
near-zero (“zirp”) policy and re-
storing something more closely
resembling financial normality.
Wait until next year remains the
Fed’s motto.

Given the risks of a resulting
stock market crash or political up-
roar, it may not happen even next
year unless some crisis, internal
or external to the Fed, forces Ms.
Yellen’s hand. Meanwhile, savers
and investors will continue to be
denied a proper return on their
investments and multibillion-dol-
lar pension funds will flirt with
insolvency.

A question mostly unasked at
Jackson Hole is a crucial part of

today’s when-will-it-happen guess-
ing game: Exactly how would the
Fed go about draining liquidity if
a burst of inflation urgently pre-
sented that necessity. The tradi-
tional mechanism used by the Fed
no longer looks to be serviceable.

Before the “zirp” binge began
in 2008, the Fed’s primary mone-
tary policy tool was the federal-
funds market, overnight lending
among banks to balance their re-
serves in compliance with the
Fed’s required minimums. The Fed
withdrew liquidity by selling Trea-
surys to the banks and increased
it by buying Treasurys. Fed-funds
rates moved accordingly, becom-
ing the benchmark for short-term
lending rates throughout the
economy.

But thanks to the Fed’s massive
purchases of government and
mortgage-backed securities from
the banks over six years of “quan-
titative easing,” the banks no lon-
ger need to worry about meeting
the minimum reserve require-
ment. They’re chock full of excess
reserves, to the tune of $2.9 tril-
lion. For all practical purposes,
the federal-funds market no lon-
ger exists.

Fed economists undoubtedly
have given the absence of the tra-
ditional interest-rate control
mechanism some thought. Stanley
Fischer, the International Mone-
tary Fund and Bank of Israel vet-
eran who was brought into the
Fed as vice chairman in June, in-
directly addressed it in an Aug. 11
speech. Asking himself whether
the Fed still has the tools to man-
age interest rates, he came up

with answers that sounded, well,
tentative.

Mr. Fischer said that the Fed,
for instance, could regulate the
money supply by paying higher in-
terest on the excess bank reserves
on deposit at the Fed, thus hold-
ing them in check. That was an
eye opener. The Fed could per-
suade the banks to tighten credit
by bribing them with higher re-
turns on their reserves?

What would these higher inter-
est payments on reserves do to
the Fed’s earnings on its $4.5 tril-
lion portfolio? The Fed returned
only about $80 billion to the U.S.
Treasury last year, not a huge

amount to finance the massive
largess imagined by Mr. Fischer.
How would the politicians react to
huge payouts to banks, including
foreign-owned institutions, for the
purpose of making credit more ex-
pensive?

He also mentioned another
“tool,” reverse repos, basically
overnight borrowing by the Fed.
The Fed already is active in the
repo market, offering lenders the
equivalent of up to five basis
points in interest. It does this
mainly to give favored lenders like
Fannie Mae and Freddie Mac a
payoff similar to what the banks
get on their reserves. But why
would it want to destroy its own
earnings by borrowing at a higher
rate than it does now? The repo
market is far broader than the old
fed-funds game, encompassing
lenders of all stripes. It might not
be as easy to manipulate.

Mr. Fischer also mentioned
“other tools” that he did not de-
scribe. One might take a guess. A
new buzzword at the Fed, fre-
quently employed by the aca-
demic-minded Ms. Yellen to de-
scribe policies available in her
toolkit, is “macroprudential” mea-
sures. What this expansive word
means is not entirely clear, but a
simple translation might be “mus-
cling the banks” to bend to Fed
diktats. Mr. Fischer used the term
often in his speech.

The 2010 Dodd-Frank law,
which was enacted on the premise
that banks should be punished for
the sins committed by politicians,
enlarged the muscle power of the
Fed and other federal agencies

that regulate the financial indus-
try. None of them have been timid
about using that power.

The Fed, well attuned to poli-
tics, was engaged in mission creep
even before Dodd-Frank, having
entered the new game of credit al-
location in response to the 2008
crisis. It began buying great
masses of toxic mortgage-backed
securities as a favor to the power-
ful housing lobby. Paying interest
on excess reserves was its gift to
big banks, even as Dodd-Frank
was putting them under stricter
capital requirements and forcing
them to write “living wills” de-
scribing how they can be “re-
solved” should a crisis force them
into insolvency. (The response
from Goldman-Sachs, in essence:
“We would declare bankruptcy.”
Duh.)

So presumably “macropruden-
tial” measures are now to become
a more important part of the Fed’s
money management. If the Fed
can’t control interest rates, the
dollar supply and inflation by any
other means, maybe it hopes to do
it by fiat. Well, the dollar is a fiat
currency so perhaps its manage-
ment by fiat was inevitable.

But then the question arises: Is
anyone at the Fed, even the esti-
mable Mr. Fischer, smart enough
to do that without precipitating
some new financial disaster?

Mr. Melloan, a former columnist
and deputy editor of the Journal
editorial page, is the author of
“The Great Money Binge: Spend-
ing Our Way to Socialism” (Si-
mon & Schuster, 2009).

BY GEORGE MELLOAN

HowWould the Fed Raise Rates?

Federal Reserve Chair Janet Yellen
speaks with European Central Bank
President Mario Draghi at the Jackson
Hole Economic Policy Symposium in
Jackson Hole, Wyo., Aug. 22.
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With banks chock full of
excess reserves, the federal-
funds rate may prove useless
as a tool to drain liquidity.
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Corrections  Amplifications

Miguel Arias Cañete is a member of the European Parliament.
A Europe News article Tuesday about German support for
Madrid’s candidate to lead the Eurogroup incorrectly said Mr.
Arias Cañete is Spain’s agriculture minister.

Kallista, a luxury bathroom and kitchen-product supplier, is based
in Kohler, Wis. A Personal Journal article Monday about free-
standing bathtubs incorrectly said it is based in San Francisco.
Readers can alert the London newsroom of The Wall Street Journal to any errors
in news articles by emailing wsjcontact@wsj.com or by calling +44 (0)20 7842
9901.
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McDonald’s to Reassess Supplier
McDonald’s Corp. said it could

reconsider its relationship with its
largest supplier in China in the wake
of an expired-meat scandal, pending
results of a government probe into
the supplier’s practices.

The Oak Brook, Ill., chain has in
the past six weeks suspended its
partnership with U.S.-based meat
supplier OSI Group Inc. and pushed
alternate suppliers, such as Key-
stone Foods and Cargill Inc., to in-
crease their supply capacity, a
spokeswoman for McDonald’s said.
She said the fast-food chain is eval-
uating its relationship with OSI and
that she couldn’t rule out the possi-
bility of it replacing the meat sup-
plier over the long term.

Partnerships among McDonald’s,
OSI and other suppliers will largely
depend on the results from an offi-
cial Chinese government investiga-
tion into OSI’s subsidiary, Shanghai
Husi Food Co., the spokeswoman
said. A spokesman for OSI in China
didn’t respond to requests for com-
ment.

Shanghai Husi has been under
scrutiny in China, where authorities
accused it of intentionally selling
meat beyond its shelf life to restau-
rant companies after a television
station ran a report alleging the
practice. Authorities have launched

an investigation into the company,
according to China’s food and drug
regulators.

The Shanghai Municipal Food
and Drug Administration said that
the supplier forged production dates
on some products, such as smoked-
beef patties, and police have de-
tained five of OSI’s employees.

Sheldon Lavin, chief executive
and owner of OSI, apologized to
Chinese consumers late last month
for the problems and said he would

focus on overhauling the company’s
China business, focusing on quality
assurance.

The McDonald’s spokeswoman
said it has taken the fast-food chain
time to perform full due diligence
on alternative suppliers, following
its late-July suspension of its rela-
tionship with OSI. McDonald’s
halted cooperation with Shanghai
Husi entirely on July 20. The com-
pany is still working to ensure the
quality of new potential partners,

the McDonald’s spokeswoman said.
The supplier switch has taken a

toll on McDonald’s business. The
company faced a near three-week
shortage of meat products in many
of its stores in the region, limiting
customers’ menu options and crip-
pling the company’s sales in China,
Hong Kong and Japan. The company
said earlier this month in a U.S. Se-
curities and Exchange Commission
filing that its global comparable
sales forecast for 2014 “is now at
risk” because of the issue.

Stores are now fully supplied
with meat products, the company
said, but lettuce, which OSI previ-
ously supplied, for its burgers re-
mains a problem.

A move away from OSI would be
a drastic change of position for
McDonald’s, which said in late July
after the accusations were made
that it would stand by the supplier.
“We will not walk away from this is-
sue but we are committed to resolv-
ing it,” a McDonald’s statement said
at the time.

The McDonald’s decision is criti-
cal to OSI’s future business in China.
The Aurora, Ill., company has been
an important partner to the U.S.
fast-food chain in China, helping it
to lay the groundwork for its expan-
sion in the country in the early
1990s. McDonald’s is also one of
OSI’s largest customers in China, ac-
cording to a Harvard Business
School report.

By Laurie Burkitt in Beijing
and Jacob Bunge in Chicago

McDonald’s supplier switch because of safety issues has hurt its sales in China.
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BurgerKingDefendsTimHortonsAcquisition
Tim Hortons, who will become vice
chairman of the combined entity,
said in an interview that the new
company’s headquarters will be lo-
cated in Canada because that will be
its largest market by revenue.

Miami-based Burger King,
founded in 1954, operates in about
14,000 locations in nearly 100
countries. The chain has become a
franchiser that collects royalty fees
from its franchisees—not an opera-
tor of restaurants.

Burger King’s business model of
having franchisees bear the brunt
of developing new markets while
the company collects royalty fees
made Tim Hortons an attractive
buy, Mr. Schwartz said in an inter-
view.

Mr. Caira said he viewed Burger
King as an attractive partner to
help speed Tim Hortons’ growth
globally. When 3G bought Burger
King in 2010, the chain was devel-
oping approximately 150 new res-
taurants a year. Last year, Burger

Continued from page 15 King opened just under 700 new
restaurants, and the chain has sig-
nificantly increased its presence in
Europe, the Middle East, Asia and
Latin America.

Mr. Schwartz said there are no
plans to serve Tim Hortons coffee
in Burger King restaurants. “You’ll
see more cross-pollination of peo-
ple, not products.”

The acquisition of Tim Hortons,
which is Canada’s largest quick-ser-
vice chain and has a market capi-
talization of about $10 billion,
would have to win Canadian gov-
ernment approval. Tim Hortons,
which today operates in only a
handful of countries outside Can-
ada and the U.S., is synonymous
with Canada, with more than 3,600
Canadian shops located in strip
malls and street corners in both
small towns and big cities. It is
named after its co-founder, a for-
mer defenseman for the Toronto
Maple Leafs NHL franchise.

At a news conference in To-
ronto, Canadian Finance Minister

Joe Oliver said the merger would
require a review by officials at Can-
ada’s Industry Department to de-
termine whether the transaction
was of so-called net benefit to the
country. Under Canada’s foreign-in-
vestment laws, foreign-led acquisi-
tions of Canadian assets exceeding
354 million Canadian dollars ($322
million) are subject to a review to
ensure they bring a so-called net
benefit—such as guaranteeing a
significant presence in Canada and
local investment.

Canada has only blocked three
deals since the current rules were
implemented in 1985. Legal experts
said a deal in the fast food sector
should pass muster as it poses no
national security concerns, and the
new global company would be
based in Canada, meaning addi-
tional tax revenue to federal cof-
fers.

Tim Hortons previously came
under foreign ownership when it
was acquired by U.S.-based
Wendy’s International Inc. in 1995.

Wendy’s spun off the Canadian op-
eration in 2006, and Tim Hortons
decided in 2009 to re-domicile to
Canada to take advantage of lower
corporate taxes.

To fund the deal, Burger King
has obtained commitments for
$12.5 billion of financing for the
cash portion, including commit-
ments for a $9.5 billion debt fi-
nancing package led by J.P. Morgan
and Wells Fargo.

Tim Hortons shareholders will
receive C$65.50 in cash and 0.8025
shares of the new company for each
share, valuing the restaurant com-
pany’s stock at C$94.05 based on
Monday’s close. As an alternative,
shareholders will be able to choose
to receive either C$88.50 in cash or
3.0879 shares of the new company.

Shares of the new company will
be traded on the New York Stock
Exchange and the Toronto Stock
Exchange.

—Erin McCarthy
and Paul Vieira

contributed to this article.

ChinaProbes
Microsoft’s
MediaPlayer
Distribution

BEIJING—Chinese authorities are
looking at how Microsoft Corp. dis-
tributes its media player and browser
in the country, an antitrust official
said Tuesday, providing a further
glimpse into a probe that led to sur-
prise inspections of the software
company’s China offices in recent
weeks.

Zhang Mao, chief of China’s State
Administration for Industry and
Commerce, said at a briefing that of-
ficials were probing distribution of
those products, as well as how Micro-
soft sells its Office and Windows
software.

“Microsoft is suspected of incom-
plete disclosure of information re-
lated to Windows and Office soft-
ware, as well as problems in
distribution and sales of its media
player and browser.” He didn’t dis-
close additional details about the
subject of the probe.

A Microsoft spokeswoman didn’t
immediately respond to a request for
comment. The company has previ-
ously said it would cooperate with
any inquiries.

In public statements, the State
Administration for Industry and
Commerce has said it was looking at
compatibility and bundling issues
with Office and Windows, but hasn’t
provided fuller details.

Mr. Zhang said Tuesday that Mi-
crosoft’s executives “have said it
would actively cooperate with our
probe.”

“It is still too early to say what
the results of the investigation would
be,” Mr. Zhang said.

Late last month, the State Admin-
istration for Industry and Commerce
said about 100 investigators con-
ducted surprise inspections of Micro-
soft’s offices in a number of cities
and confiscated email and other doc-
uments. The agency said it was re-
sponding to complaints from other
businesses about Microsoft’s Win-
dows operating system and its Office
productivity software.

The Chinese government has re-
acted with increasing concern to Mi-
crosoft’s efforts to switch users to its
Windows 8 operating system. China
banned procurement of Windows 8
for government offices earlier this
year.

The State Administration for In-
dustry and Commerce oversees en-
forcement of China’s antimonopoly
law regarding matters other than
pricing or mergers and acquisitions.

—Liyan Qi and Yang Jie
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OPINION

A handful of patients in the
largest-ever Ebola outbreak have
been treated with an experimen-
tal drug called ZMapp. American
missionaries Dr. Kent Brantly and
Nancy Writebol both received the
drug and were recently released
from the hospital. A Liberian
doctor treated with the drug died
on Sunday. The medicine is made
through “biopharming,” a rela-
tively new and promising way to
create drugs through genetic en-
gineering, but the technology is
stymied by regulation and fear-
mongering.

ZMapp is a mixture of three
antibodies, obtained from to-
bacco plants that have been in-
fected with genetically engi-
neered plant viruses. When

tobacco is infected with the vi-
ruses, which are harmless to ani-
mals and humans, the plants syn-
thesize a large number of the
antibodies. The tobacco is har-
vested and homogenized and the
antibodies are purified. Then the
antibodies are used to treat pa-
tients infected with Ebola.

Obtaining medicines from
plants is not new. Many common
medicines, such as morphine, co-
deine and the fiber supplement
Metamucil are all purified from
plants. But biopharming employs
genetic engineering techniques to
use crops such as corn, tomatoes
and tobacco to produce high con-
centrations of high-value phar-
maceuticals. In the case of
ZMapp, that means producing
high concentrations of antibod-
ies.

More than a decade ago, sci-
entists at Arizona State Univer-
sity created a biopharmed vac-
cine against Norwalk virus, the
bug that causes millions of cases
of diarrhea on cruise ships and in
nursing homes annually. This
vaccine, initially produced in to-
mato fruit and more recently in
tobacco leaves, is now being
studied to find the proper formu-
lation for administration.

There is great potential in bio-
pharmed medicines. The primary
raw materials—water and carbon
dioxide—are cheap. Biopharming
also offers tremendous flexibility
and economy. Doubling the acre-
age of a crop requires far less
capital than doubling the capac-

ity of a bricks-and-mortar fac-
tory. This allows drug companies
to delay expensive investments in
production facilities until later in
the clinical-testing cycle or until
the market for the new drug can
be better estimated.

However, biopharming has run
up against the zeal and risk-aver-
sion of regulators. A company
called Ventria purified two hu-
man proteins from genetically en-
gineered rice and found that
when the proteins were added to
oral rehydration solution—typi-
cally water with sugar and
salts—they shortened the epi-
sodes of diarrhea in children and
reduced the incidence of recur-
rence. The company in 2010 ap-
proached the Food and Drug Ad-
ministration for recognition that
these proteins, which are found
in human tears and breast milk,
are “generally recognized as
safe” under agency standards,
but received no response. Ventria
felt it couldn’t market the prod-
uct without the FDA’s endorse-
ment, and so it isn’t available, an
unconscionable loss for children
in the developing world.

In 2003 the Agriculture De-

partment’s Animal and Plant
Health Inspection Service an-
nounced onerous new rules for
field testing biopharmed crops,
which ended most entrepreneur-
ial interest in biopharming. Mapp
Biopharmaceutical, the privately
owned company that makes
ZMapp, has a workforce of only
nine people and has been fi-
nanced by government grants
and contracts.

The USDA’s rules impose
highly prescriptive, one-size-fits-
all “design standards” that im-
pose strict constraints on the
process. A more sensible ap-
proach would be “performance
standards,” which would specify
a desired result—such as contam-
ination no greater than a certain
level—and allow investigators to
meet the requirements in a vari-
ety of ways.

The ostensible objective of the
regulation is to avoid biopharmed
drugs winding up in food, if crop
plants are used in the drug pro-
duction. The food industry, in-
cluding groups such as the Gro-
cery Manufacturers of America
and the U.S. Rice Producers Asso-
ciation, has raised “not in my
backyard” objections, claiming
that biopharmed plants could
contaminate their food-grade
crops.

But the fear is overblown, and
contamination can be avoided in
several ways. Production involv-
ing a nonfood crop like tobacco
is an obvious one, as seen in the
manufacturing decisions of many

new biopharmed vaccines and
drugs. For example, the develop-
ers of the Norwalk-virus vaccine
recently switched to tobacco
from tomatoes both to improve
drug yields and to avoid becom-
ing embroiled in disputes with
NGOs and regulators about ge-
netic engineering and possible
food contamination.

The risk of plant-made drugs
getting into food products is now
virtually nonexistent because
companies have switched to facil-
ities with rigidly controlled envi-
ronments. In 2010 the federal De-
fense Advanced Research Projects
Agency invested more than $80
million in facilities to expand the
tobacco-growing facilities at sev-
eral biopharming companies.
These facilities are essential for
the reproducible production of
high-quality drugs.

This public-private collabora-
tion set the stage for ZMapp to
be produced by one of the com-
panies—Kentucky Bioprocessing.
For Ebola and so many other dis-
eases, if we are to reap what bio-
pharming sows, we will need
similar collaboration. That will
require more funding, reason-
ableness from regulators, and tol-
erance from the food industry.

Dr. Miller is the Robert Wesson
Fellow in Scientific Philosophy
and Public Policy at Stanford
University’s Hoover Institution.
He was an FDA reviewer and the
founding director of the agency’s
Office of Biotechnology.

So now liberals
want the U.S. to
bomb Iraq, and
maybe Syria as
well, to stop and
defeat ISIS, the

vilest terror group of all time.
Where, one might ask, were these
neo-neocons a couple of years
ago, when stopping ISIS in its in-
fancy might have spared us the
current catastrophe?

Oh, right, they were dining at
the table of establishment re-
spectability, drinking from the
fountain of opportunistic pun-
ditry, hissing at the sound of the
names Wolfowitz, Cheney, Libby
and Perle.

And, always, rhapsodizing to
the music of Barack Obama.

Not because he is the most
egregious offender, but only be-
cause he’s so utterly the type, it’s
worth turning to the work of
George Packer, a writer for the
New Yorker. Over the years Mr.
Packer has been of this or that
mind about Iraq. Yet he has al-
ways managed to remain at the
dead center of conventional wis-
dom. Think of him as the bubble,
intellectually speaking, in the
spirit level of American opinion
journalism.

Thus Mr. Packer was for the
war when it began in 2003, al-
though “just barely,” as he later

explained himself. In April 2005
he wrote that the “Iraq war was
always winnable” and “still is”—a
judgment that would have seemed
prescient in the wake of the
surge. But by then he had already
disavowed his own foresight, say-
ing, when he was in full mea
culpa mode, that the line was
“the single most doubtful” thing
he had written in his acclaimed
book “The Assassins’ Gate.”

Then the surge began to work,
a reality the newly empowered
Democrats in Congress were keen
to dismiss. (Remember Hillary
Clinton lecturing David Petraeus
that his progress report required
“a willing suspension of disbe-
lief”?) “The inadequacy of the
surge is already clear, if one hon-
estly assesses the daily lives of
Iraqis,” wrote Mr. Packer in Sep-
tember 2007. The title of his es-
say was “Planning for Defeat.”

Next, Mr. Packer pronounced
himself bored with it all. “By the
fall of 2007, my last remaining
Iraqi friend in Baghdad had left,”
he wrote a few years later. “Once
he was gone, my connection to
the country and the war began to
thin, even as the terror dimin-
ished. I missed the improvement
that came with the surge, and so,
in my nervous system, I never
quite registered it.” This was Mr.
Packer in Robert Graves mode,
bidding Good-Bye to All That.

And then came Mr. Obama.
Was ever a political love more
pure than what Mr. Packer ex-
pressed for the commander in

chief? Mr. Obama, he wrote in
2012, was “more like J.F.K. than
any other president.” Or was T.R.
the better comparison? “On for-
eign policy, Obama has talked
softly and carried a big stick.” He
had “devastated the top ranks of
Al Qaeda.” On Iran, he had done a
“masterful job.” On Syria, “the
Administration was too slow in
isolating Assad, but no one has
made a case for intervention that
has a plausibly good outcome.”

As for Iraq, Mr. Obama with-
drew “after eight years of war in
a way that left the U.S. with al-
most no influence—but he could
have tried to force matters with
the Iraqis and left behind far
more bitterness.”

Elsewhere, Mr. Packer has
written that “American wars in
Muslim countries created some

extremists and inflamed many
more, while producing a security
vacuum that allowed them to
wreak mayhem.” This is the idea,
central to the Obama administra-
tion’s vision of the world, that
wisdom often lies in inaction,
that U.S. intervention only makes
whatever we’re intervening in
worse.

It’s a deep—a very deep—
thought. And then along came
ISIS.

In the current issue of the
New Yorker, Mr. Packer has an es-
say titled “The Common Enemy,”
which paints ISIS in especially
terrifying colors: The Islamic
State’s project is “totalitarian.” Its
ideology is “expansionist as well
as eliminationist.” It has “many
hundreds of fighters holding Eu-
ropean or American passports

[who] will eventually return home
with training, skills, and the arro-
gance of battlefield victory.” It
threatened a religious minority
with “imminent genocide.” Its
ambitions will not “remain con-
fined to the boundaries of the Ti-
gris and the Euphrates.” The ad-
ministration’s usual
counterterrorism tool, the drone
strike, is “barely relevant against
the Islamic State’s thousands of
ground troops.”

“Pay attention to other peo-
ple’s nightmares,” he concludes,
“because they might be conta-
gious.”

Correcto-mundo. Which brings
us back to the questions confront-
ing the Bush administration on
Sept. 12, 2001. Are we going to
fight terrorists over there—or are
we going to wait for them to
come here? Do we choose to con-
front terrorism by means of
war—or as a criminal justice is-
sue? Can we assume the cancer in
the Middle East won’t spread so
we can “pivot” to Asia and do
some more “nation-building at
home”? Can we win with a light-
footprint approach against a
heavy-footprint enemy?

Say what you will about
George W. Bush: He got every one
of these questions right while Mr.
Obama got every one of them
wrong. It’s a truth that may at
last be dawning on the likes of
Mr. Packer and the other neo-neo-
cons, not that I expect them ever
to admit it.

Write to bstephens@wsj.com
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An F/A-18 Hornet takes off for northern Iraq, Aug. 18.
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‘Biopharming’ has great
potential to createmedicines
formany diseases, if regulators
will get out of the way.
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U.N. Agency
SeeksWays
To Restrict
E-Cigarettes

The World Health Organization
on Tuesday called for tougher re-
strictions on electronic cigarettes,
including curbs on advertising, in-
door use and such flavors as fruit
and candy.

The United Nations public-health
agency also voiced “grave concern”
at the expanding role of major to-
bacco companies in the small but
fast-growing market for the battery-
powered devices that heat nicotine-
laced liquid into vapor, warning
they could increase tobacco use.

The WHO’s critical report, its
most detailed assessment yet of e-
cigarettes, could heighten pressure
in several countries to regulate the
gadgets more like regular cigarettes.
E-cigarettes are believed to be less
harmful than regular cigarettes,
which release toxins through com-
bustion, but critics warn enough
isn’t known yet about their health
impact and that they could addict a
new generation to nicotine.

The report will be discussed at
an October meeting of the WHO
Framework Convention on Tobacco
Control. The treaty, which aims to
clamp down on cigarettes and to-
bacco use, has been signed by
nearly 180 countries since it became
effective in 2005.

Countries that have ratified the
treaty are expected to implement its
measures, which are reached
through consensus at WHO confer-
ences held every two years. But its
recommendations aren’t legally
binding and a handful of countries,
most notably the U.S., haven’t rati-
fied the treaty.

The U.S. Food and Drug Adminis-
tration in April proposed e-cigarette
sales be banned to those under 18
years old and the packages include
health warning labels, but final
rules are still months or even years
away. The European Union has pro-
posed curbs that take effect in 2016.

Geneva-based WHO said at least
59 countries already regulate e-ciga-
rettes, which it estimated represents
a $3 billion industry globally. Cur-
rent restrictions include advertising
and sponsorship bans in 39 coun-
tries and prohibiting their use in en-
closed public spaces in 30 countries.

The global health agency said in
its report that e-cigarettes are
“likely to be less toxic” than com-
bustible cigarettes but that the
amount of risk reduction remains
unknown. It added that nicotine va-
por products still pose serious
health threats to adolescents and fe-
tuses, in addition to exposing by-
standers to nicotine and toxins.

It recommended governments
Please turn to page 17

By Mike Esterl in Atlanta
and Peter Evans in London

BurgerKingDefendsAcquisition
Burger King Worldwide Inc. ex-

ecutives defended their planned ac-
quisition of Tim Hortons Inc., say-
ing that global expansion ambitions
rather than tax considerations are
behind its deal for the Canadian-cof-
fee-and-doughnut chain.

Miami-based Burger King con-
firmed on Tuesday plans to buy Tim
Hortons for about $11 billion, creat-
ing a new fast-food giant that will
be based in Canada. The relocation
of such a high-profile American
brand drew new scrutiny to the de-
bate over so-called tax inversions at
a time when U.S. lawmakers look to
stem the growing wave of company
departures.

“This is not a tax-driven deal. It
is fundamentally about growth and
creating value through accelerated
expansion,” Burger King Executive
Chairman Alex Behring said on a
media call Tuesday. Mr. Behring,
who will also lead the new global
company as executive chairman, is a
managing partner at 3G Capital, the
Brazilian-U.S. investment firm that
controls Burger King and will own
about 51% of the combined com-
pany.

Executives from Burger King said
the deal is designed to create a new
powerhouse in the quick-service res-
taurant sector, with approximately
$23 billion in system sales across
more than 18,000 restaurants. But
they so far have spelled out few
specific operational benefits of com-
bining the two companies, which are
both heavily concentrated in their
home markets.

In an inversion, a U.S. firm relo-
cates—usually through a merger
with a smaller company—to a coun-
try where tax rates and rules are
perceived to be friendlier, but it typ-
ically continues to be managed from
the U.S.

Adding a twist to the deal, inves-
tor Warren Buffett’s Berkshire Hath-
away Inc. is providing $3 billion in
preferred equity financing, throwing
him into the center of the debate

over U.S. tax policy. Berkshire Hath-
away, which previously joined with
3G to buy H.J. Heinz & Co. in 2013,
won’t be involved in the manage-

ment or operation of the business.
Burger King said the preferred
shares Berkshire is buying will carry
a 9% coupon.

Burger King Chief Executive Dan-
iel Schwartz said that Burger King’s
tax rate, which is in the mid-20%
range, is consistent with Canada’s
corporate tax rate. While Canada’s
tax rate is lower than the U.S. cor-
porate tax rate, Mr. Schwartz said
Burger King pays a lower blended
tax rate because of its presence in
so many international markets. He
added that because the Burger King
unit of the combined company will
remain based in Miami, it will con-
tinue to pay the same U.S. taxes it
has previously.

“We don’t expect there to be
meaningful tax savings or any
meaningful changes in our tax rate,”
said Mr. Schwartz, who will become
group CEO of the combined new
company.

Marc Caira, president and CEO of
Please turn to page 16

BY JULIE JARGON

Warren Buffett’s Berkshire Hathaway is providing $3 billion in financing.
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Antitrust Agency Joins Currency Probe
The U.K.’s antitrust watchdog

has joined a raft of global regulators
investigating possible wrongdoing
in the currency market, underscor-
ing how the sprawling investigation
may have expanded in scope in re-
cent months, according to two peo-
ple familiar with the matter.

The watchdog, the Competition
and Markets Authority, recently
shared information concerning its
own investigation into the currency
market with the U.K.’s Financial
Conduct Authority, which is at the
forefront of the global foreign-ex-
change probe, the people said.

The CMA and the FCA both de-
clined to comment.

The CMA’s involvement suggests
the investigation, which began more
than 18 months ago, may have ex-
panded beyond an initial focus on
allegations that traders at several
major currency-dealing banks at-
tempted to manipulate a key indus-
try benchmark to their advantage.

Ian Giles, a partner specializing
in competition issues at Norton
Rose Fulbright in London, said the
CMA has the power to investigate
specific anticompetitive behavior as
well as more general features of the
market that may lead to anticom-
petitive outcomes. The regulator
also has the ability to impose “po-
tentially huge fines” under the U.K.’s
Competition Act, he said.

Authorities in the U.S., Asia and

Europe are all involved in the cur-
rency-market probe. In July, the
FCA said the investigation has led to
“unprecedented global cooperation”
between financial authorities, in-
cluding requests from other regula-
tors in 52 instances. Also in July,
the U.K.’s Serious Fraud Office said
it had joined the array of global au-
thorities gathering information
about the possible rigging of the
$5.3 trillion-a-day market.

People close to the investigation
said the significant concentration of
trading volumes in the hands of a
few dealing banks increases the like-
lihood of a competition issue.

The top five banks in the mar-
ket—Citigroup Inc., Deutsche Bank
AG, Barclays PLC, UBS AG and HSBC

Holdings PLC—control about 60% of
foreign-exchange trading activity
globally, compared with 57% in 2013,
according to a closely followed indus-
try survey published in May by Eu-
romoney and based on clients’ votes
collected in the first part of the year.

Citigroup, Barclays, UBS and
HSBC declined to comment.
Deutsche Bank couldn’t be reached
for comment.

Since the start of the currency-
market investigation, more than 30
staff in several locations have been
fired or suspended by about a dozen
banks.

The FCA said earlier this year
that it is unlikely to make public the
results of its investigation into the
currency market before 2015.

BY CHIARA ALBANESE
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OPINION

A handful of patients in the
largest-ever Ebola outbreak have
been treated with an experimen-
tal drug called ZMapp. American
missionaries Dr. Kent Brantly and
Nancy Writebol both received the
drug and were recently released
from the hospital. A Liberian
doctor treated with the drug died
on Sunday. The medicine is made
through “biopharming,” a rela-
tively new and promising way to
create drugs through genetic en-
gineering, but the technology is
stymied by regulation and fear-
mongering.

ZMapp is a mixture of three
antibodies, obtained from to-
bacco plants that have been in-
fected with genetically engi-
neered plant viruses. When

tobacco is infected with the vi-
ruses, which are harmless to ani-
mals and humans, the plants syn-
thesize a large number of the
antibodies. The tobacco is har-
vested and homogenized and the
antibodies are purified. Then the
antibodies are used to treat pa-
tients infected with Ebola.

Obtaining medicines from
plants is not new. Many common
medicines, such as morphine, co-
deine and the fiber supplement
Metamucil are all purified from
plants. But biopharming employs
genetic engineering techniques to
use crops such as corn, tomatoes
and tobacco to produce high con-
centrations of high-value phar-
maceuticals. In the case of
ZMapp, that means producing
high concentrations of antibod-
ies.

More than a decade ago, sci-
entists at Arizona State Univer-
sity created a biopharmed vac-
cine against Norwalk virus, the
bug that causes millions of cases
of diarrhea on cruise ships and in
nursing homes annually. This
vaccine, initially produced in to-
mato fruit and more recently in
tobacco leaves, is now being
studied to find the proper formu-
lation for administration.

There is great potential in bio-
pharmed medicines. The primary
raw materials—water and carbon
dioxide—are cheap. Biopharming
also offers tremendous flexibility
and economy. Doubling the acre-
age of a crop requires far less
capital than doubling the capac-

ity of a bricks-and-mortar fac-
tory. This allows drug companies
to delay expensive investments in
production facilities until later in
the clinical-testing cycle or until
the market for the new drug can
be better estimated.

However, biopharming has run
up against the zeal and risk-aver-
sion of regulators. A company
called Ventria purified two hu-
man proteins from genetically en-
gineered rice and found that
when the proteins were added to
oral rehydration solution—typi-
cally water with sugar and
salts—they shortened the epi-
sodes of diarrhea in children and
reduced the incidence of recur-
rence. The company in 2010 ap-
proached the Food and Drug Ad-
ministration for recognition that
these proteins, which are found
in human tears and breast milk,
are “generally recognized as
safe” under agency standards,
but received no response. Ventria
felt it couldn’t market the prod-
uct without the FDA’s endorse-
ment, and so it isn’t available, an
unconscionable loss for children
in the developing world.

In 2003 the Agriculture De-

partment’s Animal and Plant
Health Inspection Service an-
nounced onerous new rules for
field testing biopharmed crops,
which ended most entrepreneur-
ial interest in biopharming. Mapp
Biopharmaceutical, the privately
owned company that makes
ZMapp, has a workforce of only
nine people and has been fi-
nanced by government grants
and contracts.

The USDA’s rules impose
highly prescriptive, one-size-fits-
all “design standards” that im-
pose strict constraints on the
process. A more sensible ap-
proach would be “performance
standards,” which would specify
a desired result—such as contam-
ination no greater than a certain
level—and allow investigators to
meet the requirements in a vari-
ety of ways.

The ostensible objective of the
regulation is to avoid biopharmed
drugs winding up in food, if crop
plants are used in the drug pro-
duction. The food industry, in-
cluding groups such as the Gro-
cery Manufacturers of America
and the U.S. Rice Producers Asso-
ciation, has raised “not in my
backyard” objections, claiming
that biopharmed plants could
contaminate their food-grade
crops.

But the fear is overblown, and
contamination can be avoided in
several ways. Production involv-
ing a nonfood crop like tobacco
is an obvious one, as seen in the
manufacturing decisions of many

new biopharmed vaccines and
drugs. For example, the develop-
ers of the Norwalk-virus vaccine
recently switched to tobacco
from tomatoes both to improve
drug yields and to avoid becom-
ing embroiled in disputes with
NGOs and regulators about ge-
netic engineering and possible
food contamination.

The risk of plant-made drugs
getting into food products is now
virtually nonexistent because
companies have switched to facil-
ities with rigidly controlled envi-
ronments. In 2010 the federal De-
fense Advanced Research Projects
Agency invested more than $80
million in facilities to expand the
tobacco-growing facilities at sev-
eral biopharming companies.
These facilities are essential for
the reproducible production of
high-quality drugs.

This public-private collabora-
tion set the stage for ZMapp to
be produced by one of the com-
panies—Kentucky Bioprocessing.
For Ebola and so many other dis-
eases, if we are to reap what bio-
pharming sows, we will need
similar collaboration. That will
require more funding, reason-
ableness from regulators, and tol-
erance from the food industry.

Dr. Miller is the Robert Wesson
Fellow in Scientific Philosophy
and Public Policy at Stanford
University’s Hoover Institution.
He was an FDA reviewer and the
founding director of the agency’s
Office of Biotechnology.

So now liberals
want the U.S. to
bomb Iraq, and
maybe Syria as
well, to stop and
defeat ISIS, the

vilest terror group of all time.
Where, one might ask, were these
neo-neocons a couple of years
ago, when stopping ISIS in its in-
fancy might have spared us the
current catastrophe?

Oh, right, they were dining at
the table of establishment re-
spectability, drinking from the
fountain of opportunistic pun-
ditry, hissing at the sound of the
names Wolfowitz, Cheney, Libby
and Perle.

And, always, rhapsodizing to
the music of Barack Obama.

Not because he is the most
egregious offender, but only be-
cause he’s so utterly the type, it’s
worth turning to the work of
George Packer, a writer for the
New Yorker. Over the years Mr.
Packer has been of this or that
mind about Iraq. Yet he has al-
ways managed to remain at the
dead center of conventional wis-
dom. Think of him as the bubble,
intellectually speaking, in the
spirit level of American opinion
journalism.

Thus Mr. Packer was for the
war when it began in 2003, al-
though “just barely,” as he later

explained himself. In April 2005
he wrote that the “Iraq war was
always winnable” and “still is”—a
judgment that would have seemed
prescient in the wake of the
surge. But by then he had already
disavowed his own foresight, say-
ing, when he was in full mea
culpa mode, that the line was
“the single most doubtful” thing
he had written in his acclaimed
book “The Assassins’ Gate.”

Then the surge began to work,
a reality the newly empowered
Democrats in Congress were keen
to dismiss. (Remember Hillary
Clinton lecturing David Petraeus
that his progress report required
“a willing suspension of disbe-
lief”?) “The inadequacy of the
surge is already clear, if one hon-
estly assesses the daily lives of
Iraqis,” wrote Mr. Packer in Sep-
tember 2007. The title of his es-
say was “Planning for Defeat.”

Next, Mr. Packer pronounced
himself bored with it all. “By the
fall of 2007, my last remaining
Iraqi friend in Baghdad had left,”
he wrote a few years later. “Once
he was gone, my connection to
the country and the war began to
thin, even as the terror dimin-
ished. I missed the improvement
that came with the surge, and so,
in my nervous system, I never
quite registered it.” This was Mr.
Packer in Robert Graves mode,
bidding Good-Bye to All That.

And then came Mr. Obama.
Was ever a political love more
pure than what Mr. Packer ex-
pressed for the commander in

chief? Mr. Obama, he wrote in
2012, was “more like J.F.K. than
any other president.” Or was T.R.
the better comparison? “On for-
eign policy, Obama has talked
softly and carried a big stick.” He
had “devastated the top ranks of
Al Qaeda.” On Iran, he had done a
“masterful job.” On Syria, “the
Administration was too slow in
isolating Assad, but no one has
made a case for intervention that
has a plausibly good outcome.”

As for Iraq, Mr. Obama with-
drew “after eight years of war in
a way that left the U.S. with al-
most no influence—but he could
have tried to force matters with
the Iraqis and left behind far
more bitterness.”

Elsewhere, Mr. Packer has
written that “American wars in
Muslim countries created some

extremists and inflamed many
more, while producing a security
vacuum that allowed them to
wreak mayhem.” This is the idea,
central to the Obama administra-
tion’s vision of the world, that
wisdom often lies in inaction,
that U.S. intervention only makes
whatever we’re intervening in
worse.

It’s a deep—a very deep—
thought. And then along came
ISIS.

In the current issue of the
New Yorker, Mr. Packer has an es-
say titled “The Common Enemy,”
which paints ISIS in especially
terrifying colors: The Islamic
State’s project is “totalitarian.” Its
ideology is “expansionist as well
as eliminationist.” It has “many
hundreds of fighters holding Eu-
ropean or American passports

[who] will eventually return home
with training, skills, and the arro-
gance of battlefield victory.” It
threatened a religious minority
with “imminent genocide.” Its
ambitions will not “remain con-
fined to the boundaries of the Ti-
gris and the Euphrates.” The ad-
ministration’s usual
counterterrorism tool, the drone
strike, is “barely relevant against
the Islamic State’s thousands of
ground troops.”

“Pay attention to other peo-
ple’s nightmares,” he concludes,
“because they might be conta-
gious.”

Correcto-mundo. Which brings
us back to the questions confront-
ing the Bush administration on
Sept. 12, 2001. Are we going to
fight terrorists over there—or are
we going to wait for them to
come here? Do we choose to con-
front terrorism by means of
war—or as a criminal justice is-
sue? Can we assume the cancer in
the Middle East won’t spread so
we can “pivot” to Asia and do
some more “nation-building at
home”? Can we win with a light-
footprint approach against a
heavy-footprint enemy?

Say what you will about
George W. Bush: He got every one
of these questions right while Mr.
Obama got every one of them
wrong. It’s a truth that may at
last be dawning on the likes of
Mr. Packer and the other neo-neo-
cons, not that I expect them ever
to admit it.

Write to bstephens@wsj.com
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An F/A-18 Hornet takes off for northern Iraq, Aug. 18.
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‘Biopharming’ has great
potential to createmedicines
formany diseases, if regulators
will get out of the way.
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U.N. Agency
SeeksWays
To Restrict
E-Cigarettes

The World Health Organization
on Tuesday called for tougher re-
strictions on electronic cigarettes,
including curbs on advertising, in-
door use and such flavors as fruit
and candy.

The United Nations public-health
agency also voiced “grave concern”
at the expanding role of major to-
bacco companies in the small but
fast-growing market for the battery-
powered devices that heat nicotine-
laced liquid into vapor, warning
they could increase tobacco use.

The WHO’s critical report, its
most detailed assessment yet of e-
cigarettes, could heighten pressure
in several countries to regulate the
gadgets more like regular cigarettes.
E-cigarettes are believed to be less
harmful than regular cigarettes,
which release toxins through com-
bustion, but critics warn enough
isn’t known yet about their health
impact and that they could addict a
new generation to nicotine.

The report will be discussed at
an October meeting of the WHO
Framework Convention on Tobacco
Control. The treaty, which aims to
clamp down on cigarettes and to-
bacco use, has been signed by
nearly 180 countries since it became
effective in 2005.

Countries that have ratified the
treaty are expected to implement its
measures, which are reached
through consensus at WHO confer-
ences held every two years. But its
recommendations aren’t legally
binding and a handful of countries,
most notably the U.S., haven’t rati-
fied the treaty.

The U.S. Food and Drug Adminis-
tration in April proposed e-cigarette
sales be banned to those under 18
years old and the packages include
health warning labels, but final
rules are still months or even years
away. The European Union has pro-
posed curbs that take effect in 2016.

Geneva-based WHO said at least
59 countries already regulate e-ciga-
rettes, which it estimated represents
a $3 billion industry globally. Cur-
rent restrictions include advertising
and sponsorship bans in 39 coun-
tries and prohibiting their use in en-
closed public spaces in 30 countries.

The global health agency said in
its report that e-cigarettes are
“likely to be less toxic” than com-
bustible cigarettes but that the
amount of risk reduction remains
unknown. It added that nicotine va-
por products still pose serious
health threats to adolescents and fe-
tuses, in addition to exposing by-
standers to nicotine and toxins.

It recommended governments
Please turn to page 17

By Mike Esterl in Atlanta
and Peter Evans in London

BurgerKingDefendsAcquisition
Burger King Worldwide Inc. ex-

ecutives defended their planned ac-
quisition of Tim Hortons Inc., say-
ing that global expansion ambitions
rather than tax considerations are
behind its deal for the Canadian-cof-
fee-and-doughnut chain.

Miami-based Burger King con-
firmed on Tuesday plans to buy Tim
Hortons for about $11 billion, creat-
ing a new fast-food giant that will
be based in Canada. The relocation
of such a high-profile American
brand drew new scrutiny to the de-
bate over so-called tax inversions at
a time when U.S. lawmakers look to
stem the growing wave of company
departures.

“This is not a tax-driven deal. It
is fundamentally about growth and
creating value through accelerated
expansion,” Burger King Executive
Chairman Alex Behring said on a
media call Tuesday. Mr. Behring,
who will also lead the new global
company as executive chairman, is a
managing partner at 3G Capital, the
Brazilian-U.S. investment firm that
controls Burger King and will own
about 51% of the combined com-
pany.

Executives from Burger King said
the deal is designed to create a new
powerhouse in the quick-service res-
taurant sector, with approximately
$23 billion in system sales across
more than 18,000 restaurants. But
they so far have spelled out few
specific operational benefits of com-
bining the two companies, which are
both heavily concentrated in their
home markets.

In an inversion, a U.S. firm relo-
cates—usually through a merger
with a smaller company—to a coun-
try where tax rates and rules are
perceived to be friendlier, but it typ-
ically continues to be managed from
the U.S.

Adding a twist to the deal, inves-
tor Warren Buffett’s Berkshire Hath-
away Inc. is providing $3 billion in
preferred equity financing, throwing
him into the center of the debate

over U.S. tax policy. Berkshire Hath-
away, which previously joined with
3G to buy H.J. Heinz & Co. in 2013,
won’t be involved in the manage-

ment or operation of the business.
Burger King said the preferred
shares Berkshire is buying will carry
a 9% coupon.

Burger King Chief Executive Dan-
iel Schwartz said that Burger King’s
tax rate, which is in the mid-20%
range, is consistent with Canada’s
corporate tax rate. While Canada’s
tax rate is lower than the U.S. cor-
porate tax rate, Mr. Schwartz said
Burger King pays a lower blended
tax rate because of its presence in
so many international markets. He
added that because the Burger King
unit of the combined company will
remain based in Miami, it will con-
tinue to pay the same U.S. taxes it
has previously.

“We don’t expect there to be
meaningful tax savings or any
meaningful changes in our tax rate,”
said Mr. Schwartz, who will become
group CEO of the combined new
company.

Marc Caira, president and CEO of
Please turn to page 16

BY JULIE JARGON

Warren Buffett’s Berkshire Hathaway is providing $3 billion in financing.
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Antitrust Agency Joins Currency Probe
The U.K.’s antitrust watchdog

has joined a raft of global regulators
investigating possible wrongdoing
in the currency market, underscor-
ing how the sprawling investigation
may have expanded in scope in re-
cent months, according to two peo-
ple familiar with the matter.

The watchdog, the Competition
and Markets Authority, recently
shared information concerning its
own investigation into the currency
market with the U.K.’s Financial
Conduct Authority, which is at the
forefront of the global foreign-ex-
change probe, the people said.

The CMA and the FCA both de-
clined to comment.

The CMA’s involvement suggests
the investigation, which began more
than 18 months ago, may have ex-
panded beyond an initial focus on
allegations that traders at several
major currency-dealing banks at-
tempted to manipulate a key indus-
try benchmark to their advantage.

Ian Giles, a partner specializing
in competition issues at Norton
Rose Fulbright in London, said the
CMA has the power to investigate
specific anticompetitive behavior as
well as more general features of the
market that may lead to anticom-
petitive outcomes. The regulator
also has the ability to impose “po-
tentially huge fines” under the U.K.’s
Competition Act, he said.

Authorities in the U.S., Asia and

Europe are all involved in the cur-
rency-market probe. In July, the
FCA said the investigation has led to
“unprecedented global cooperation”
between financial authorities, in-
cluding requests from other regula-
tors in 52 instances. Also in July,
the U.K.’s Serious Fraud Office said
it had joined the array of global au-
thorities gathering information
about the possible rigging of the
$5.3 trillion-a-day market.

People close to the investigation
said the significant concentration of
trading volumes in the hands of a
few dealing banks increases the like-
lihood of a competition issue.

The top five banks in the mar-
ket—Citigroup Inc., Deutsche Bank
AG, Barclays PLC, UBS AG and HSBC

Holdings PLC—control about 60% of
foreign-exchange trading activity
globally, compared with 57% in 2013,
according to a closely followed indus-
try survey published in May by Eu-
romoney and based on clients’ votes
collected in the first part of the year.

Citigroup, Barclays, UBS and
HSBC declined to comment.
Deutsche Bank couldn’t be reached
for comment.

Since the start of the currency-
market investigation, more than 30
staff in several locations have been
fired or suspended by about a dozen
banks.

The FCA said earlier this year
that it is unlikely to make public the
results of its investigation into the
currency market before 2015.

BY CHIARA ALBANESE
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OPINION

Hapless in response to Vladi-
mir Putin’s wars, successive Amer-
ican leaders are left puzzling over
the Russian’s place in time. “Such
an action is unacceptable in the
21st century,” said President
George W. Bush in August 2008,
after Russia’s invasion of Georgia.
When the Russian force of ”little
green men” took Ukraine’s Crimea
last February, Secretary of State
John Kerry exclaimed, “You just
don’t in the 21st century behave in
19th-century fashion by invading
another country on completely
trumped up pretext.”

Mr. Putin has proved impervi-
ous to complaints about his out-
dated behavior. On Monday morn-
ing, Ukraine reported that a
column of 10 Russian tanks and a
couple of armored vehicles
charged over Ukraine’s southeast-
ern border into areas held by Rus-
sian rebels. Russian artillery now
fire at Ukrainian military positions
from inside Ukraine’s territory,
NATO said on Friday. Ignoring ob-
jections from Kiev, Russia an-
nounced its intentions to send a
second “humanitarian aid” convoy
in a week of military trucks
dressed in white, bringing and
taking who knows what.

As the military pressure grows
on the pro-Western government in
Kiev, the Europeans are adding
their own. Plainly anxious that
these latest escalations risk a re-
play of 20th century wars, Ger-

many’s Chancellor Angela Merkel
on Saturday turned up in Kiev to
push for an accommodation with
Moscow. The chancellor pressed
the Ukrainians to cease fire and
ruled out new EU sanctions
against Russia. So Mr. Putin came
into talks Tuesday in Minsk with
Ukraine’s President Petro Porosh-
enko with fresh leverage.

The crisis in Ukraine revives
one of the oldest clashes in the
heart of Europe—the “blood-
lands,” to use Timothy Snyder’s
phrase—between autocracy and
liberalism. For centuries this re-
gion was shaped by “the Polish
Question”—what should happen to
the difficult, independent-minded
people between Russia and Ger-
many. With the end of commu-
nism, and EU and NATO member-
ship, Poland was taken off the
chessboard. Ukraine is now on it.

Ukraine’s Orange Revolution in
2004 against a fraudulent election
and this winter’s overthrow of a
corrupt and hated president in
Kiev resemble the Polish uprising
against Russian rule in the 19th
century. When the Poles revolted
in 1830, the reactionary Czar
Nicholas I, who froze Russian do-
mestic reforms after a brief spell
of opening, declared, “Russia or
Poland must now perish.”

To rephrase for the Putin age,
either he or Ukraine’s young de-
mocracy will survive—not both.
Pyotr Chaadayev, a Russian writer,
witnessed the 1830 uprising and
Nicholas’s eventual victory. “Rus-

sia is a whole worlds apart—sub-
missive to the will, the arbitrari-
ness, the despotism of one man,”
he wrote in 1836. “Contrary to the
laws of coexistence, Russia only
moves in the direction of her own
enslavement, and the enslavement
of all neighboring peoples.”

With every Polish crisis up to
World War II and into the Cold
War, Europe’s realists feared dis-
turbing the balance of power and
favored an understanding with au-
tocrats in Moscow and, most fa-
mously, Berlin. Commercial inter-
ests were a factor.

In his magisterial history of Po-
land, “God’s Playground,” Norman
Davies writes about the leader of
the 1863 uprising, who concluded,
after a fruitless tour of European
capitals to seek help, that the
West viewed Russia as “a gold
mine for capitalists.” This is the
current sanctions debate in the
EU.

Mr. Davies writes that the
Poles “were a living rebuke to all
the myths and legends on which
the Russian Empire had been
built. Together with the Jews, in

whose company they had been in-
corporated into Russia, they were
the advocates of a vibrant demo-
cratic culture, and as such were
the natural opponents of Autoc-
racy.”

Today’s realists blame NATO’s
and the EU’s voluntary spread
across Europe for Mr. Putin’s out-
bursts. But Russia’s autocratic bat-
tles against liberalizing influences
from abroad predate all of that.

The Soviets moved into Czech-
oslovakia to snuff out the Prague
Spring in 1968. In 1991 the hard-
liners around Russian President
Boris Yeltsin, led by his deputy
Gen. Aleksander Rutskoi, pushed
for military action to keep
Ukraine’s nearly 50 million Slavs
within a reconstituted Soviet
Union. Yeltsin rebuffed them and
accepted Soviet republic borders
as the new international frontiers,
likely sparing the U.S.S.R. the
bloody fate of Milosevic’s Yugosla-
via. Mr. Putin’s long-standing fear
and distaste for democracy in
neighboring countries, principally
Ukraine, unwinds this settlement.
Over 2,000 people have died this
year in Ukraine.

This is an existential struggle
for the current, freely elected and
popular president in Kiev too. Mr.
Poroshenko has resisted past Ger-
man-initiated entreaties to stop
his recently successful military ad-
vance and cut a deal. As he seems
to know, nothing short of recov-
ered Ukrainian control over its
territory will fly at home. He

needs to win this war on the
ground. The likeliest result of a
premature cease-fire is a festering
“frozen conflict,” backlash from
hardened national opinion, insta-
bility and trouble for years to
weaken Ukraine’s democracy and
European ambitions. In that case,
Mr. Putin wins

Distracted by the Middle East,
Washington has outsourced the
Ukrainian file to Germany. Who-
ever thinks that another German-
Russian understanding will calm
Europe’s bloodlands has a histori-
cal tin ear.

Since the Cold War ended, only
those fortunate enough to choose
their political systems and allies
have found peace and stability in
Europe. Ukraine wants to join
them. Cold War architect George
Kennan, so beloved by America’s
realists for his opposition to NATO
enlargement, once wrote: “Russia
can have at its borders only vas-
sals or enemies.” The problem
isn’t with the neighbors but with
Russia itself. The Kennan rule will
hold as long as a tyrant rules in
Moscow.

John Kerry’s rejection of Mr.
Putin’s 19th century moves can
only come with the victory of lib-
eralism over autocracy in Europe’s
east. A muddied compromise over
Ukraine would be a moral and a
strategic calamity for Europe and
America.

Mr. Kaminski is a member of
the Journal’s editorial board.

BY MATTHEW KAMINSKI

The West Forgets History. Putin Repeats It

By outsourcing the Ukraine
problem to Germany,
the U.S. echoes 19th-
century mistakes that led
to repeated conflicts.

Central bankers at the Jackson
Hole symposium on Friday heard
a lot of talk from Federal Reserve
Chair Janet Yellen about the labor
market, over which central bank-
ers have proved to have only lim-
ited influence. They heard very lit-
tle about global asset inflation,
over which they could have a lot
of influence.

Yet the Fed is in no mood to
exercise such influence. As ex-
pected, Ms. Yellen said the time is
not ripe to raise short-term inter-
est rates, ending six years of a
near-zero (“zirp”) policy and re-
storing something more closely
resembling financial normality.
Wait until next year remains the
Fed’s motto.

Given the risks of a resulting
stock market crash or political up-
roar, it may not happen even next
year unless some crisis, internal
or external to the Fed, forces Ms.
Yellen’s hand. Meanwhile, savers
and investors will continue to be
denied a proper return on their
investments and multibillion-dol-
lar pension funds will flirt with
insolvency.

A question mostly unasked at
Jackson Hole is a crucial part of

today’s when-will-it-happen guess-
ing game: Exactly how would the
Fed go about draining liquidity if
a burst of inflation urgently pre-
sented that necessity. The tradi-
tional mechanism used by the Fed
no longer looks to be serviceable.

Before the “zirp” binge began
in 2008, the Fed’s primary mone-
tary policy tool was the federal-
funds market, overnight lending
among banks to balance their re-
serves in compliance with the
Fed’s required minimums. The Fed
withdrew liquidity by selling Trea-
surys to the banks and increased
it by buying Treasurys. Fed-funds
rates moved accordingly, becom-
ing the benchmark for short-term
lending rates throughout the
economy.

But thanks to the Fed’s massive
purchases of government and
mortgage-backed securities from
the banks over six years of “quan-
titative easing,” the banks no lon-
ger need to worry about meeting
the minimum reserve require-
ment. They’re chock full of excess
reserves, to the tune of $2.9 tril-
lion. For all practical purposes,
the federal-funds market no lon-
ger exists.

Fed economists undoubtedly
have given the absence of the tra-
ditional interest-rate control
mechanism some thought. Stanley
Fischer, the International Mone-
tary Fund and Bank of Israel vet-
eran who was brought into the
Fed as vice chairman in June, in-
directly addressed it in an Aug. 11
speech. Asking himself whether
the Fed still has the tools to man-
age interest rates, he came up

with answers that sounded, well,
tentative.

Mr. Fischer said that the Fed,
for instance, could regulate the
money supply by paying higher in-
terest on the excess bank reserves
on deposit at the Fed, thus hold-
ing them in check. That was an
eye opener. The Fed could per-
suade the banks to tighten credit
by bribing them with higher re-
turns on their reserves?

What would these higher inter-
est payments on reserves do to
the Fed’s earnings on its $4.5 tril-
lion portfolio? The Fed returned
only about $80 billion to the U.S.
Treasury last year, not a huge

amount to finance the massive
largess imagined by Mr. Fischer.
How would the politicians react to
huge payouts to banks, including
foreign-owned institutions, for the
purpose of making credit more ex-
pensive?

He also mentioned another
“tool,” reverse repos, basically
overnight borrowing by the Fed.
The Fed already is active in the
repo market, offering lenders the
equivalent of up to five basis
points in interest. It does this
mainly to give favored lenders like
Fannie Mae and Freddie Mac a
payoff similar to what the banks
get on their reserves. But why
would it want to destroy its own
earnings by borrowing at a higher
rate than it does now? The repo
market is far broader than the old
fed-funds game, encompassing
lenders of all stripes. It might not
be as easy to manipulate.

Mr. Fischer also mentioned
“other tools” that he did not de-
scribe. One might take a guess. A
new buzzword at the Fed, fre-
quently employed by the aca-
demic-minded Ms. Yellen to de-
scribe policies available in her
toolkit, is “macroprudential” mea-
sures. What this expansive word
means is not entirely clear, but a
simple translation might be “mus-
cling the banks” to bend to Fed
diktats. Mr. Fischer used the term
often in his speech.

The 2010 Dodd-Frank law,
which was enacted on the premise
that banks should be punished for
the sins committed by politicians,
enlarged the muscle power of the
Fed and other federal agencies

that regulate the financial indus-
try. None of them have been timid
about using that power.

The Fed, well attuned to poli-
tics, was engaged in mission creep
even before Dodd-Frank, having
entered the new game of credit al-
location in response to the 2008
crisis. It began buying great
masses of toxic mortgage-backed
securities as a favor to the power-
ful housing lobby. Paying interest
on excess reserves was its gift to
big banks, even as Dodd-Frank
was putting them under stricter
capital requirements and forcing
them to write “living wills” de-
scribing how they can be “re-
solved” should a crisis force them
into insolvency. (The response
from Goldman-Sachs, in essence:
“We would declare bankruptcy.”
Duh.)

So presumably “macropruden-
tial” measures are now to become
a more important part of the Fed’s
money management. If the Fed
can’t control interest rates, the
dollar supply and inflation by any
other means, maybe it hopes to do
it by fiat. Well, the dollar is a fiat
currency so perhaps its manage-
ment by fiat was inevitable.

But then the question arises: Is
anyone at the Fed, even the esti-
mable Mr. Fischer, smart enough
to do that without precipitating
some new financial disaster?

Mr. Melloan, a former columnist
and deputy editor of the Journal
editorial page, is the author of
“The Great Money Binge: Spend-
ing Our Way to Socialism” (Si-
mon & Schuster, 2009).

BY GEORGE MELLOAN

HowWould the Fed Raise Rates?

Federal Reserve Chair Janet Yellen
speaks with European Central Bank
President Mario Draghi at the Jackson
Hole Economic Policy Symposium in
Jackson Hole, Wyo., Aug. 22.
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With banks chock full of
excess reserves, the federal-
funds rate may prove useless
as a tool to drain liquidity.

16 | Wednesday, August 27, 2014 THEWALL STREET JOURNAL.

INDEX TO BUSINESSES

AccuRounds .................. 21
Air New Zealand .......... 19
Amazon.........................28
Antofagasta..................28
Apple.............................28
Audi...............................18

Australia & New Zealand
Banking Group...........22

Banco Bilbao Vizcaya
Argentaria..................22

Banco Santander..........22
Barclays.........................15
Benteler Steel & Tube....21
BMW.............................18
BNP Paribas..................22
Cargill............................16
Caterpillar.....................21
Citigroup ....................... 15
Competition and
Markets Authority....15

Coutts............................22
Daimler.......................2,18
DBS Group Holdings......22
Deutsche Bank..............15
Electro Optic Systems
Holdings.....................19

Etihad Airways.............19
FAW Group....................18

FAW-Volkswagen
Automobile................18

Financial Conduct
Authority ...................15

First Quantum
Minerals.....................28

Fonterra Co-Operative
Group............................2

Ford Motor....................18
Franklin Resources.......19
Freeport-McMoRan.......28
Google......................20,28
Health and Human
Services ....................... 7

HSBC Holdings ........ 15,22
ING Groep.....................22
Invesco..........................20
Keystone Foods............16
Lincoln Property...........20
Lockheed Martin...........19
Lombard Odier................1

McDonald’s....................16
Microsoft....................2,16
Mintails.........................11
Mitsubishi UFJ Financial
Group..........................22

Mizuho Financial
Group..........................22

Navistar
International..............21

Noble Group..................28
Norton Rose
Fulbright ....................15

Novo Nordisk................19
Nucor.............................21
OSI Group......................16
Penwood Real Estate
Investment
Management..............20

Pictet Group....................1
Qantas Airways............19
Ratkovich......................20
Raytheon.......................20

Royal Bank of
Scotland................18,22

72andSunny..................20
Shorenstein
Properties..................20

Sibanye Gold.................11
Sim-Tex.........................21
Singapore Airlines........19
Société Générale ..........22
Standard Chartered......22
Starbucks........................2
Steel Dynamics.............21
Sumitomo Mitsui
Financial Group ......... 22

Tishman Speyer
Properties..................20

TMK...............................21
UBS ............................... 15
University of
Liverpool.....................25

U.S. Steel......................21

Vantage Property
Investors....................20

Virgin Australia
Holdings.....................19

Volkswagen...................18
Volvo Car.......................18
Worthe Real Estate
Group..........................20

WPP...............................17
Zhejiang Geely Holding
Group..........................18

Zynga ............................ 28

Businesses
This index of businesses
mentioned in today’s
issue of TheWall Street
Journal is intended to
include all significant
reference to companies.
First reference to the
companies appears in
bold face type in all
articles except those
on page one and the
editorial pages.

Corrections  Amplifications

Miguel Arias Cañete is a member of the European Parliament.
A Europe News article Tuesday about German support for
Madrid’s candidate to lead the Eurogroup incorrectly said Mr.
Arias Cañete is Spain’s agriculture minister.

Kallista, a luxury bathroom and kitchen-product supplier, is based
in Kohler, Wis. A Personal Journal article Monday about free-
standing bathtubs incorrectly said it is based in San Francisco.
Readers can alert the London newsroom of The Wall Street Journal to any errors
in news articles by emailing wsjcontact@wsj.com or by calling +44 (0)20 7842
9901.
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McDonald’s to Reassess Supplier
McDonald’s Corp. said it could

reconsider its relationship with its
largest supplier in China in the wake
of an expired-meat scandal, pending
results of a government probe into
the supplier’s practices.

The Oak Brook, Ill., chain has in
the past six weeks suspended its
partnership with U.S.-based meat
supplier OSI Group Inc. and pushed
alternate suppliers, such as Key-
stone Foods and Cargill Inc., to in-
crease their supply capacity, a
spokeswoman for McDonald’s said.
She said the fast-food chain is eval-
uating its relationship with OSI and
that she couldn’t rule out the possi-
bility of it replacing the meat sup-
plier over the long term.

Partnerships among McDonald’s,
OSI and other suppliers will largely
depend on the results from an offi-
cial Chinese government investiga-
tion into OSI’s subsidiary, Shanghai
Husi Food Co., the spokeswoman
said. A spokesman for OSI in China
didn’t respond to requests for com-
ment.

Shanghai Husi has been under
scrutiny in China, where authorities
accused it of intentionally selling
meat beyond its shelf life to restau-
rant companies after a television
station ran a report alleging the
practice. Authorities have launched

an investigation into the company,
according to China’s food and drug
regulators.

The Shanghai Municipal Food
and Drug Administration said that
the supplier forged production dates
on some products, such as smoked-
beef patties, and police have de-
tained five of OSI’s employees.

Sheldon Lavin, chief executive
and owner of OSI, apologized to
Chinese consumers late last month
for the problems and said he would

focus on overhauling the company’s
China business, focusing on quality
assurance.

The McDonald’s spokeswoman
said it has taken the fast-food chain
time to perform full due diligence
on alternative suppliers, following
its late-July suspension of its rela-
tionship with OSI. McDonald’s
halted cooperation with Shanghai
Husi entirely on July 20. The com-
pany is still working to ensure the
quality of new potential partners,

the McDonald’s spokeswoman said.
The supplier switch has taken a

toll on McDonald’s business. The
company faced a near three-week
shortage of meat products in many
of its stores in the region, limiting
customers’ menu options and crip-
pling the company’s sales in China,
Hong Kong and Japan. The company
said earlier this month in a U.S. Se-
curities and Exchange Commission
filing that its global comparable
sales forecast for 2014 “is now at
risk” because of the issue.

Stores are now fully supplied
with meat products, the company
said, but lettuce, which OSI previ-
ously supplied, for its burgers re-
mains a problem.

A move away from OSI would be
a drastic change of position for
McDonald’s, which said in late July
after the accusations were made
that it would stand by the supplier.
“We will not walk away from this is-
sue but we are committed to resolv-
ing it,” a McDonald’s statement said
at the time.

The McDonald’s decision is criti-
cal to OSI’s future business in China.
The Aurora, Ill., company has been
an important partner to the U.S.
fast-food chain in China, helping it
to lay the groundwork for its expan-
sion in the country in the early
1990s. McDonald’s is also one of
OSI’s largest customers in China, ac-
cording to a Harvard Business
School report.

By Laurie Burkitt in Beijing
and Jacob Bunge in Chicago

McDonald’s supplier switch because of safety issues has hurt its sales in China.
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BurgerKingDefendsTimHortonsAcquisition
Tim Hortons, who will become vice
chairman of the combined entity,
said in an interview that the new
company’s headquarters will be lo-
cated in Canada because that will be
its largest market by revenue.

Miami-based Burger King,
founded in 1954, operates in about
14,000 locations in nearly 100
countries. The chain has become a
franchiser that collects royalty fees
from its franchisees—not an opera-
tor of restaurants.

Burger King’s business model of
having franchisees bear the brunt
of developing new markets while
the company collects royalty fees
made Tim Hortons an attractive
buy, Mr. Schwartz said in an inter-
view.

Mr. Caira said he viewed Burger
King as an attractive partner to
help speed Tim Hortons’ growth
globally. When 3G bought Burger
King in 2010, the chain was devel-
oping approximately 150 new res-
taurants a year. Last year, Burger

Continued from page 15 King opened just under 700 new
restaurants, and the chain has sig-
nificantly increased its presence in
Europe, the Middle East, Asia and
Latin America.

Mr. Schwartz said there are no
plans to serve Tim Hortons coffee
in Burger King restaurants. “You’ll
see more cross-pollination of peo-
ple, not products.”

The acquisition of Tim Hortons,
which is Canada’s largest quick-ser-
vice chain and has a market capi-
talization of about $10 billion,
would have to win Canadian gov-
ernment approval. Tim Hortons,
which today operates in only a
handful of countries outside Can-
ada and the U.S., is synonymous
with Canada, with more than 3,600
Canadian shops located in strip
malls and street corners in both
small towns and big cities. It is
named after its co-founder, a for-
mer defenseman for the Toronto
Maple Leafs NHL franchise.

At a news conference in To-
ronto, Canadian Finance Minister

Joe Oliver said the merger would
require a review by officials at Can-
ada’s Industry Department to de-
termine whether the transaction
was of so-called net benefit to the
country. Under Canada’s foreign-in-
vestment laws, foreign-led acquisi-
tions of Canadian assets exceeding
354 million Canadian dollars ($322
million) are subject to a review to
ensure they bring a so-called net
benefit—such as guaranteeing a
significant presence in Canada and
local investment.

Canada has only blocked three
deals since the current rules were
implemented in 1985. Legal experts
said a deal in the fast food sector
should pass muster as it poses no
national security concerns, and the
new global company would be
based in Canada, meaning addi-
tional tax revenue to federal cof-
fers.

Tim Hortons previously came
under foreign ownership when it
was acquired by U.S.-based
Wendy’s International Inc. in 1995.

Wendy’s spun off the Canadian op-
eration in 2006, and Tim Hortons
decided in 2009 to re-domicile to
Canada to take advantage of lower
corporate taxes.

To fund the deal, Burger King
has obtained commitments for
$12.5 billion of financing for the
cash portion, including commit-
ments for a $9.5 billion debt fi-
nancing package led by J.P. Morgan
and Wells Fargo.

Tim Hortons shareholders will
receive C$65.50 in cash and 0.8025
shares of the new company for each
share, valuing the restaurant com-
pany’s stock at C$94.05 based on
Monday’s close. As an alternative,
shareholders will be able to choose
to receive either C$88.50 in cash or
3.0879 shares of the new company.

Shares of the new company will
be traded on the New York Stock
Exchange and the Toronto Stock
Exchange.

—Erin McCarthy
and Paul Vieira

contributed to this article.

ChinaProbes
Microsoft’s
MediaPlayer
Distribution

BEIJING—Chinese authorities are
looking at how Microsoft Corp. dis-
tributes its media player and browser
in the country, an antitrust official
said Tuesday, providing a further
glimpse into a probe that led to sur-
prise inspections of the software
company’s China offices in recent
weeks.

Zhang Mao, chief of China’s State
Administration for Industry and
Commerce, said at a briefing that of-
ficials were probing distribution of
those products, as well as how Micro-
soft sells its Office and Windows
software.

“Microsoft is suspected of incom-
plete disclosure of information re-
lated to Windows and Office soft-
ware, as well as problems in
distribution and sales of its media
player and browser.” He didn’t dis-
close additional details about the
subject of the probe.

A Microsoft spokeswoman didn’t
immediately respond to a request for
comment. The company has previ-
ously said it would cooperate with
any inquiries.

In public statements, the State
Administration for Industry and
Commerce has said it was looking at
compatibility and bundling issues
with Office and Windows, but hasn’t
provided fuller details.

Mr. Zhang said Tuesday that Mi-
crosoft’s executives “have said it
would actively cooperate with our
probe.”

“It is still too early to say what
the results of the investigation would
be,” Mr. Zhang said.

Late last month, the State Admin-
istration for Industry and Commerce
said about 100 investigators con-
ducted surprise inspections of Micro-
soft’s offices in a number of cities
and confiscated email and other doc-
uments. The agency said it was re-
sponding to complaints from other
businesses about Microsoft’s Win-
dows operating system and its Office
productivity software.

The Chinese government has re-
acted with increasing concern to Mi-
crosoft’s efforts to switch users to its
Windows 8 operating system. China
banned procurement of Windows 8
for government offices earlier this
year.

The State Administration for In-
dustry and Commerce oversees en-
forcement of China’s antimonopoly
law regarding matters other than
pricing or mergers and acquisitions.

—Liyan Qi and Yang Jie
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OPINION: REVIEW & OUTLOOK

T he U.S. Financial Stability Over-
sight Council finished collecting
evidence last week as it considers

whether the insurance company MetLife
is too big to fail. This pending Beltway
judgment will have large consequences
for taxpayers and consumers.

And as remarkable is the way it is be-
ing decided. Businesses often dispute the
judgments of their regulators, but here
we have the rare spectacle of a company
and its current regulators agreeing that
a new policy is misguided and dangerous.
And yet they are powerless to stop it,
thanks to the Dodd-Frank law of 2010.

Having conducted its opaque process
of gathering data, the stability council is
now expected to claim that MetLife pres-
ents a systemic risk to the financial sys-
tem. This will create potential taxpayer
liability if the business ever fails, and in
the meantime impose costs on policy-
holders and shareholders.

The problem is that Dodd-Frank gave
the un-elected council of bank regulators
the unilateral power to rewrite the rules
of insurance even over the objections of
the country’s insurers, insurance regula-
tors and the council’s own insurance ex-
pert. It’s as if a committee of baseball
umpires rewrote the rules of football de-
spite protests from NFL players, owners
and referees.

The bureaucratic premise is that the
council, chaired by Treasury Secretary
Jack Lew, is responsible for identifying
systemic risks across the economic land-
scape, not just in banking. But where’s
the risk at MetLife? Unlike
banks, investment firms,
mortgage companies and
even auto makers, MetLife
never needed or received
a bailout in 2008.

The Beltway argument
is that because insurer AIG was allowed
to make disastrous derivatives bets on
the housing market before the financial
crisis, bank regulators must now plug the
holes left by gaps in state insurance reg-
ulation. It’s a fairy tale. AIG’s derivatives
bets were overseen and approved by fed-
eral bank regulators, specifically the
Treasury’s Office of Thrift Supervision.
Dodd-Frank merged that agency into
other offices, and bank regulators now
like to pretend it never existed.

But leaving aside this power grab by
the same Treasury that botched over-
sight before the last crisis, MetLife isn’t
AIG. It doesn’t gamble on the housing
market. It sells life insurance. As Benja-
min Lawsky, Superintendent of the New
York State Department of Financial Serv-
ices, recently stated in a letter to Mr.
Lew, “MetLife does not engage in any

non-traditional, non-insurance activities
that create any appreciable systemic
risk.”

The liabilities of banks and insurers
don’t provide the same risks. An insurer

collects premiums to in-
vest and then pays out in
the case of an insured
event. A bank takes de-
posits and promises to re-
pay depositors at any
time.

The government insures bank deposits
to reduce the chances of a run when all
depositors try to withdraw their funds at
the same time. As Mr. Lawsky noted in
his letter, “There is much less ‘run risk’
for a life insurer like MetLife. Life insur-
ance liabilities develop over time because
the insurer is not obligated to pay until
the occurrence of the insured event like
death.”

One could argue that Mr. Lawsky, as
the primary regulator of New York-based
MetLife, is protecting his regulatory turf.
But we hear the same analysis from in-
surance commissioners in states without
large insurers. The one insurance expert
with a vote on the stability council, Roy
Woodall, made a similar argument last
year when he dissented from the coun-
cil’s decision to slap the systemic tag on
the insurer Prudential. Mr. Woodall

wrote that the council’s analysis “utilizes
scenarios that are antithetical to a funda-
mental and seasoned understanding of
the business of insurance.”

In July Barney Frank, co-author of the
law that created the council, told Con-
gress that in general he did not believe
companies “that just sell insurance”
should be designated as systemic. Re-
marks by former Sen. Chris Dodd during
Senate floor debate in 2010 suggest that
he also didn’t envision this treatment for
companies engaged in “traditional insur-
ance.” Yet Messrs. Dodd and Frank
handed authority over this enormous in-
dustry to people who don’t seem to know
anything about it.

The entire justification for this Belt-
way adventure is to prevent the failure of
a large firm from threatening the larger
financial system. But Mr. Lawsky explains
why MetLife is not too big to fail and
says he and other state regulators “would
be able to ensure an orderly resolution of
the enterprise.” This stands in contrast
to the recent statement from bank regu-
lators that not one of the 11 most compli-
cated firms they oversee could be re-
solved through bankruptcy.

But who knows? If Mr. Lew and his
stability council comrades assume over-
sight of MetLife, maybe they can make it
as dangerous as the big banks.

O ne in four French youth, one in
three Portuguese youth and one
in two Spanish youth are unem-

ployed. Euro-zone GDP registered zero
growth in the second quarter. Russia is
violently revising Europe’s post-Cold
War map. But the Continent can rest
easy now that the European Union is
tackling the menace of high-powered
vacuum cleaners.

Consumers are only now noticing
Regulation 666/2013, adopted by the Eu-
ropean Commission last year and taking
effect next month, which bans the man-
ufacture or importing of vacuum motors
whose power output exceeds 1,600

watts, with the limit dropping to 900
watts after Sept. 1, 2017. Thank the cli-
mate-change lobby for your dirty floor:
The measure is intended to help the EU
meet its energy savings target for 2020.
Consumers are snapping up more pow-
erful vacuums while they still can.

The regulation is classic Brussels. The
11-page, jargon-ridden text of the direc-
tive contains barely any cost-benefit
analysis and fails to consider that con-
sumers will simply use weaker vacuums
for longer to achieve the same cleaning
result.

Meanwhile, as consumer groups com-
plain about less choice for no discern-

ible benefit, the European Commission
has persuaded itself that its regulation
will be good for European vacuum man-
ufacturers. “EU industry adapts quickly
to higher requirements, which is often
less the case of companies outside the
EU,” a spokeswoman wrote on an EU
website recently.

Regulation as protectionism is an old
ploy, but an edict that eliminates popu-
lar existing product lines and mandates
less effective, more expensive products
won’t benefit manufacturers or consum-
ers. That makes this regulation of a
piece with the EU’s bendy-banana direc-
tive and the prohibition on serving olive

oil in terracotta bowls. The vacuum rule
probably won’t even go down as the
most memorably absurd that Brussels
has implemented.

But the timing is telling. Jean-Claude
Juncker, incoming head of the European
Commission and an advocate of an ex-
pansive EU regulatory state, this week
warned that the biggest threat to the
EU’s legitimacy is a shortage of female
Commissioners. Not quite. What irri-
tates Europeans far more is an EU bu-
reaucracy so accustomed to meddling in
economic daily life—to no good effect—
that not even the household Hoover is
safe.

W hen one door closes, govern-
ment unions crack open a win-
dow. So it was last week when

the labor-controlled board of the Califor-
nia Public Employees’ Retirement System
(Calpers) approved counting 99 catego-
ries of supplemental pay toward workers’
pension calculations.

One objective of the de minimis re-
forms Gov. Jerry Brown signed in 2012
was to curb egregious abuses such as
“pension spiking.” Defined-benefit pen-
sions in California are calculated as a per-
centage of the average of workers’ highest
compensation over three years multiplied
by the numbers of years worked. Many
employees have goosed their pensions by
loading up on overtime and cashing out
vacation and other add-ons during their
final working years. In one famous exam-
ple, a fire chief in Northern California who
made $186,000 retired after 26 years with

an annual pension of more than $230,000.
Mr. Brown’s reforms ostensibly closed

these loopholes by defining “pensionable
compensation” as “base pay” for “services
rendered on a full-time basis during nor-
mal working hours.” The law explicitly
bars overtime as well as
unused vacation and sick
leave.

Calpers has now tried
to end run the law by in-
cluding 99 other salary
boosters such as “incen-
tive pay” for “local safety members,
school security officers and California
Highway Patrol officers who meet an es-
tablished physical fitness criterion.”

Public-safety officers can earn up to
$1,600 annually for taking annual physi-
cals. Employees earn “longevity pay” for
merely sticking around for more than five
years, which comes on top of “step” in-

creases and annual raises. Workers can
also boost their salaries by up to 10% if
they are “required to obtain a specified
degree” such as a bachelor’s and for
“maintaining a license required by gov-
ernment or regulatory agencies to per-

form their duties.”
Some governments

even award extra pay to
firefighters “who are rou-
tinely and consistently as-
signed to administrative
work” and to prison

guards who are given the onerous job of
“responding to questions from the pub-
lic.” Police are paid premiums for handing
out parking tickets and patrolling streets.
Librarians can earn more if they have to
“provide direction or resources to library
patrons.” If only journalists could earn
bonuses for writing.

Calpers did graciously exclude from its

list pay boosts for public-safety officers
who wear their uniforms and the monthly
allowance they receive for keeping their
clothes clean. But it’s inevitable that gov-
ernment unions will soon find ways to ex-
ploit these 99 other pay bumps to pad
their pensions. For instance, they could
negotiate greater “longevity pay” or
larger “physical fitness” premiums for
workers over age 50.

Gov. Brown has chastised Calpers for
undermining the reforms and asked his
staff to “determine what actions can be
taken to protect the integrity of the Public
Employees’ Pension Reform Act.” The
truth is that government unions and Calp-
ers will always find ways to manipulate
defined-benefit plans that are run by their
political allies. The only way to protect
taxpayers is with 401(k)-style plans that
are individual property that can’t be polit-
ically exploited.

Jack Lew’s Next Conquest

Europe’s Dirty Floor Mandate

California’s Pension Non-Solution

Now Treasury wants
to make a big life

insurer too big to fail.

Jerry Brown wanted to
stop ‘pension spiking.’
So much for that.
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WPP Sees Ad-Market Growth
WPP PLC said Tuesday that it is

optimistic for the rest of the year,
as the advertising company posted
a rise in profit despite lingering
concerns about currency swings and
increased geopolitical tensions.

“All in all we feel pretty good,”
Chief Executive Martin Sorrell said
in an interview, adding that compa-
nies are spending more on advertis-
ing and promotions as they feel
more confident about the economy.

Mr. Sorrell —who founded WPP
and built it from a small firm mak-
ing plastic shopping baskets into the
world’s largest advertising holding
company—is known for his colorful
predictions, and WPP is often seen
as a bellwether for economic trends.

Along with other major advertis-
ing groups, WPP suffered during the
economic downturn from companies
cutting their advertising budgets.
But the group’s revenue has grown
strongly in recent quarters as mar-
kets such as the U.K. have re-
bounded vigorously.

Mr. Sorrell cautioned that while
clients seem to be encouraged by
better world-wide growth numbers,
one major concern for the second
half of the year is the rising political
tension between Ukraine and Russia.

“Last year this time, the chief
concern among clients was the euro
zone,” Mr. Sorrell said. “Now most
CEOs are growing increasingly con-

cerned about the impact of sanc-
tions on Russia.”

WPP, which makes about 3% of its
total sales in Russia, recorded a reve-
nue gain of between 10% and 20% in
that country in the first half of 2014.

But Mr. Sorrell said growth there
might be dented in the second half
as companies will begin to be hurt
by international sanctions imposed
on Russia.

The U.S. and the European Union
last month adopted sweeping eco-
nomic sanctions against Russia to
punish its unbending stance in the
Ukraine conflict, with restrictions

on trade and investments. Sanctions
could also dent growth in Germany,
Russia’s largest trading partner, Mr.
Sorrell said.

However, there are also brighter
spots on the global economic pic-
ture, Mr. Sorrell said. Some impor-
tant emerging markets, such as
China, improved again in the sec-
ond quarter. WPP’s like-for-like
sales growth in emerging markets
was twice as strong in the second
quarter as in the previous quarter,
the company said.

WPP is most exposed to emerging
markets among the big ad holding

companies. China is its third-largest
market, after the U.S. and the U.K.

Overall, the London-based group
posted better-than-expected earn-
ings for the first six months of the
year, despite the expected negative
impact of foreign-exchange shifts.

Net profit rose 30% to £364.8
million ($605 million), while reve-
nue rose 2.7% to £5.47 billion from
£5.33 billion, as acquisitions and
growth in markets such as the U.K.
helped stem losses because of the
strength of the British pound
against the U.S. dollar and many
emerging-market currencies.

WPP kept its full-year targets.
The group has been aiming for its
operating margin to improve 0.3
percentage point this year, exclud-
ing currency shifts. In the first half,
the group’s margin rose in line with
that target, up 0.3 percentage point
to 13%.

The owner of agencies such as
Grey and Ogilvy & Mather also stuck
to its outlook for sales. The group
expects full year like-for-like net
sales—the company’s new key reve-
nue measure that strips out costs
linked to acquiring digital media
space as well as currency swings,
acquisitions and disposals—to rise
more than 3% in the year after
reaching 4% growth in the first
seven months of the year.

WPP said it would pay an interim
dividend of 11.62 pence a share, an
increase of 10% from last year.

BY RUTH BENDER

WPP CEO Martin Sorrell, shown in January, says firms are feeling encouraged.
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Bumper Crops Leave China Awash in Grain

Notes: CME: Chicago Mercantile Exchange; CZCE: Zhengzhou Commodity Exchange; CBOT: Chicago Board of Trade; DCE: Dalian Commodity Exchange.
Prices through Monday.
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cently as a few decades ago. But
China is paying far more than nec-
essary to feed its people, and it will
be forced to sell down its surpluses
into a global market already suffer-
ing from oversupply, potentially
driving down prices further.

The situation has exposed
China’s inefficient and expensive
government subsidy program aimed
at keeping farmers’ incomes up. The
government is struggling with how
to protect its rural residents while
cutting production of these perish-
able commodities to save money
and keep surpluses down.

The precise size and costs of the
subsidy program are hard to come
by. Official data show that China
buys up one-third of corn produc-
tion, while an estimate by state me-
dia said the government spent $36
billion in the last two years to buy
up corn when the market price has
fallen below a minimum floor.

“The stockpiles are absolutely gi-
normous, way out of line with any-
thing that you could justify holding
onto on any sort of commercial ba-
sis,” said Thomas Pugh, an econo-
mist at Capital Economics in Lon-
don. “These are perishable goods, so
they will start to deteriorate.”

He estimates China holds about
40% of the world’s corn stocks.
China plans to build storage facili-
ties to hold 50 million metric tons
more of grain by 2015 to cope with
the excess, according to state media.

About 70% of China’s corn con-
sumption goes to feed for livestock
as the country’s appetite for meat
rapidly rises, and the rest is pro-
cessed into syrups or starches.

It is a particularly vexing prob-
lem for China this year, as crop pro-
duction is also booming in the U.S.
and dragging down prices there to
nearly four-year lows, while Chinese
prices have remained elevated be-
cause of the subsidies. That creates

Continued from first page an incentive for Chinese traders to
import corn from overseas, exacer-
bating China’s already huge stock-
pile, said Jikun Huang, director of
the government’s Center for Chinese
Agricultural Policy in Beijing.

The USDA forecast this month
that U.S. corn production will ex-
ceed 14 billion bushels, far above
last year’s record harvest.

Corn on China’s Dalian Commod-
ity Exchange traded at around 2,390
yuan ($388) a ton on Monday, com-
pared with corn on the Chicago
Board of Trade which traded at
about 367 cents a bushel—equiva-
lent to about 890 yuan a ton.

China has tried to curb U.S. corn
imports this year, citing the pres-
ence of genetically modified strains.
But Mr. Huang says traders are get-
ting around it by importing other
feed substitutes such as barley and
sorghum.

And ridding China of these huge
stockpiles isn’t easy.

A recent government auction of
corn from Heilongjiang province
held by the Chinese government
went awry, with only a fifth of it
sold at the price of 2,200 yuan a

ton, “more than twice what U.S.
feed mills are paying for corn right
now,” said the USDA’s Mr. Gale.

The government has signaled
that it recognizes the problem. State
media have said the shortage of
storage is a problem, and Chinese
Premier Li Keqiang has been photo-
graphed on visits to grain depots.

“In the past, we have focused on
expanding production and grain
quality…now we need reforms for
better buying, selling, and storage,
to contribute to national security,”
Mr. Li is quoted as saying on the
State Administration of Grain web-
site.

China’s surplus couldn’t have
come at a worse time for U.S. farm-
ers, who are expected by the USDA
to harvest a record 14 billion bush-
els. Corn futures have dropped 15%
this year after falling 40% last year,
and China’s unwillingness to buy
U.S. corn will further pressure
prices, said Jason Britt, president of
brokerage Central States Commodi-
ties Inc. in Kansas City, Mo.

“China’s [lack of buying] has
been a contributing factor in these
lower prices,” he said. “Now, the job

of the market is to go down to a
level where we find demand.

In January, the government said
it would start trial programs in cot-
ton and soybeans—two less-strate-
gically important crops—to end
stockpiling, and implement a target
price system instead, first for cotton
in Xinjiang and soybeans in the
northeast, so that commodity prices
are more market-driven.

The government will pay farmers
the difference when the market
price falls below the target price,
but the government doesn’t buy the
commodity in the market to keep
prices at a certain level. The idea is
to set target prices for agricultural
commodities at more market-based
levels, which should influence how
much farmers decide to produce.

China is also in the process of
unwinding its 10 million ton cotton
stockpile since late last year, which
means China’s appetite for cotton
imports is likely to fall in coming
years. That has hit cotton prices
hard. In the U.S., cotton futures
have fallen more than 20% this year.

—Tony Dreibus
contributed to this article.

U.N. Group
Seeks to Curb
E-Cigarettes
should prohibit e-cigarette manufac-
turers from making health claims,
including marketing the devices as
smoking-cessation aids, until they
produce scientific evidence. It also
recommended banning e-cigarettes
in public indoor areas and restrict-
ing advertising, promotion and
sponsorships.

Governments also should require
health warnings on e-cigarettes, in-
cluding the potential for nicotine
addiction and respiratory irritation,
and prohibit their sale to minors,
according to the WHO. It recom-
mended a ban on e-cigarettes with
fruit, candy and alcohol flavors until
they’re proven to not attract youth.

“E-cigarettes have been mar-
keted in almost 8,000 flavors, and
there is concern they will serve as a
gateway to nicotine addiction and,
ultimately, smoking, particularly for
young people,’’ the agency warned.

WHO said it is also worried
about the growing clout of transna-
tional tobacco companies after the
e-cigarette industry was initially
dominated by companies that didn’t
sell regular cigarettes or other to-
bacco products.

“The tobacco industry has a his-
tory of deception when using harm-
reduction marketing ploys to promote
tobacco products with the pretense of
being less harmful,” Douglas Bet-
tcher, director of the WHO’s Depart-
ment for the Prevention of Noncom-
municable Diseases, said Tuesday at
a news conference in Geneva.

Philip Morris International Inc.,
the largest cigarette company by
volume after China’s state-owned
China National Tobacco Corp., said
in a statement Tuesday that “the
WHO has once again called for de
facto exclusion of tobacco compa-
nies in the democratic process.”

“This view ignores the fact that
product innovation to develop and
assess truly reduced risk alterna-
tives to combustible cigarettes can
play an important role for public
health, and companies like ours are
not only driving this innovation, but
have the necessary knowledge and
resources to contribute to achieving
that goal,” it said.

British American Tobacco PLC
and Imperial Tobacco Group PLC,
two of the world’s biggest cigarette
makers, also are among the compa-
nies that have made big plays in e-
cigarettes in recent months.

Imperial is planning an interna-
tional push for Lorillard Inc.’s Blu,
America’s top-selling e-cigarette
brand, which it last month agreed to
buy from Reynolds American Inc.
after Reynolds buys Lorillard. Impe-
rial said last week it expects that
deal to complete in 2015.

Imperial launched Puritane, its
first e-cigarette, in Britain earlier
this year through a subsidiary it
calls Fontem Ventures. “We wel-
come the push for higher standards
in the industry. But it is illogical to
recommend a premature ban on
smoking e-cigarettes indoors,” said
a Fontem spokesman.

British American Tobacco plans to
launch a new version of Vype, its e-
cigarette brand, later this month. The
company said “overly restrictive reg-
ulations” would hamper the growth
of e-cigarettes and have a negative
effect on public health. “Allowing the
products to be used by adult smokers
looking for a choice will be crucial to
the category’s future success,” said a
British American spokesman.

Continued from page 15
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IN DEPTH
million in tax and export revenue from gold il-
legally mined and sold in the black market,
compared with about $2 billion it raises annu-
ally in corporate taxes from all mining compa-
nies.

Frustrated, many of the companies are
rushing to close off more mines, shutting ac-
cess to more than 180 last year. But although
South African law forbids mining or process-
ing gold without a license, authorities have
neither the equipment nor the training to en-
ter mines. At best, they will arrest violators as
they emerge from shafts, but many can elude
authorities through a maze of tunnels. Those
arrested typically face $20 fines for trespass-
ing or jail terms if they are carrying gold.

Illegal mining isn’t unique to South Africa.
In Peru, the government is carrying out raids
in its jungles to crack down on illegal miners.
Ghana’s government has deported thousands
of illegal miners, many from China. But ex-
perts say the scale of illegal mining in South
Africa is especially large, given the number of
abandoned mines. In the coming months, the
United Nations’ Interregional Crime and Jus-
tice Institute is expected to launch an investi-
gation into illegal mining, with South Africa as
a case study.

In particular, many of the country’s mines
are deep, sometimes thousands of feet under-
ground, allowing for scores of illegal workers
to prowl under the earth for up to a month at
a time. According to police and mining indus-
try executives, the sheer number of illegal
miners has spawned organized crime rackets
that involve stealing gold and fraudulently ob-
taining certification so it can be legally sold,
creating a stress on police and mining compa-
nies’ own security departments that are trying
to stem this activity.

“These criminals are stealing the minerals
of the country,” says Capt. Paul Ramaoloko, a
spokesman for special a South African police
force investigative unit, known as the Hawks.
He says he has no figures on total arrests, but
he and mining companies say violence among
the gangs has picked up, including a shooting
between rival illegal miners in July that left an
18-year-old dead, police say.

A month earlier, a shooting between rival
groups of illegal miners left 10 people dead
outside Johannesburg in Daveyton, an area
pockmarked with mines that were closed in
the past decade. Police found eight corpses in
the rock quarry, each shot in their heads or
chests; they found another two bodies under-
ground near an old mine shaft. Miners have
also died in fires underground—some 82 peo-
ple did in one of the worst cases in 2009—and
earlier this year, 200 illegal miners were
trapped when gang members closed off their
escape with a boulder. Rescue workers pulled
about out a dozen, while the rest disappeared
through other mine shafts.

The miners say such hazards become a way
of life. As a group, they are known as zama,
zama—street lingo for “take a chance” or
“chance it.”

Lucas Manyaka, who was let go five years
ago when his mining firm went into bank-
ruptcy, says he recently lost all of his gold and
supplies after being held up at gunpoint. He
says three men, wrapped in thick blankets, had
threatened to shoot him if he didn’t hand over
a bag of silt laced with gold particles. He did.

The incident hasn’t stopped the 44-year-
old father of three from prospecting. He now
does it primarily in mine dumps—where the
gold isn’t as abundant and therefore less at-
tractive to thieves. On a good day, Mr. Man-
yaka earns $50. “This is the job I can find for
now,” he says, pouring sewage water from a
nearby pipe to sift some of his rocks. “You
cannot be brave. You always get scared that
today might be your last day.”

To some degree, scampering into mines for
a living is a reflection of a country still
plagued with large pockets of poverty and an
unemployment rate of over 25%. Raised in a
dusty town outside Johannesburg, Mr. Matjila
says he has struggled for money ever since his
father died at 15 and his mother was forced to
live on a $130 monthly grant. When he
couldn’t find a job to pay for engineering
trade school, he moved to Johannesburg from
his small town of Siyabuswa two hours away.

There he shared a one-room shack with his
brother. He says he tried painting houses one
week and transporting metal poles a few
weeks after that, but struggled to pay his $35
share of the monthly rent. So he plunged into
illegal prospecting.

In a baseball cap that shades his face, Mr.
Matjila says he hasn’t told his mom that he is
mining gold illegally, because she would be
scared. Instead, he has lied about finding
piecemeal work. When she calls and he is un-
derground, Mr. Matjila tells her he was in an
area without a cell network.

Each night’s journey begins at dusk. As he
drops down through a hole on a ladder, sweet
fresh air yields to the stink of rotting wood.
The temperature underground is warm, and
the air feels sticky against his skin. Mine dust
soon cakes his clothes and face. Typically, he
will encounter many other miners—on this
day about 50. To ward off his fears, the talk
turns to how he will spend the money from
the gold he finds. “If I hit it big,” shouts one
man on his first trip down walking ahead of
him, “I’m buying a BMW.”

“Me, I’m going back to school,” says Mr.
Matjila.

Underground, Mr. Matjila points his head-
lamp at rocks that glisten—he is told those
more often hold gold. He tests them using a
pan of water and crushing a bit. When he
finds a promising clump, he takes his hammer
and metal chisel and chips away, making the
rocks small enough to put in an old corn meal
sack that he uses as a back pack. His best day
so far was finding 4 grams worth of gold,
shared with his brother and another friend he
works with. It isn’t a sophisticated mining
process—mostly hit and miss. “Some rocks
have money in them,” Mr. Matjila says. “Oth-
ers don’t.”

As a precaution, he says he pays $2 to a
man who guards the entrance, on the lookout
for miners carrying weapons and the police.

But gripped with fear, Mr. Matjila also says he
started attending church every Sunday at his
shantytown community with a group of other
illegal miners.

Though generally not aware of the risks,
the gold mining process most of these miners
use exposes them to high levels of mercury. To
refine the rocks, they will crush and wash
them with water and bleach, then burn them
in a mixture with liquid mercury. A study done
by South Africa’s Council for Scientific and In-
dustrial Research found that illegal miners ex-
posed to mercury vapors had an 80% chance
of mercury entering the blood stream, which
can damage the central nervous system.

“If I could find a proper job, I would leave
this,” says Alber Khoza, 27, who says he
started illegal prospecting eight years ago be-
cause he couldn’t find work and was desperate
to send money to his family. On this day, out-
side an old mine about 100 kilometers from
where Mr. Matjila mines, he has been handling
mercury with his bare hands. His eyes are
bloodshot and infected, as he stokes the fire
with plastic containers.

The country’s rampant world of aban-
doned-mine scouring dovetails an equally net-
tlesome and long-standing problem of theft
from operating mines. Mining companies say
some people sneak into operating shafts—and
work underground for days at a time, unseen
by security and sometimes helped by workers.
Nash Luchman, head of security at Sibanye
Gold Ltd., one of the country’s largest mining
firms, says syndicates pay $1,000 to obtain an
access card to the mine from an employee;
they’ll pay $4,000 to deliver food to an illegal
miner in the company’s underground opera-

tion.
Mintails Ltd., which operates one of the

country’s oldest mines, says it spends an extra
25% in security costs just to combat illegal
mining on its property, where it estimates
some 2,000 people are sneaking underground
or breaking past cement seals. Out of 800 em-
ployees, 100 are security personnel. “It has
been getting worse,” says Mark Brune, the
company chairman, citing the armed illegal
miners and a recent shooting. “It’s putting our
own people at risk.”

For now, police and mining companies are
holding forums together to try to stem the
problem. Many are hoping that the U.N.’s in-
vestigation will ramp up the effort. But the
number of new unemployed prospectors is
only likely to grow in the near term, thanks to
a recent spate of labor strikes that have added
to the mining industry’s stress. This spring,
70,000 South African miners went on a five-
month platinum strike, the longest work stop-
page in the country’s history. Given the strike
costs, mining companies say that layoffs and
downsizing are inevitable, in an industry
where the number of jobs has fallen 26% in 23
years.

“We’re not criminals,” says Mr. Matjila. “I
don’t want to be doing this. But I need to
make some money.” Then he stood up to walk
down the road to the hardware store to check
on prices of new supplies. “We have to make
a plan to find another hammer,” he says.

Dwindling Resource
South Africa's gold output

The Wall Street Journal

Source: GFMS, Thomson Reuters
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Many illegal miners in South Africa dream of striking it rich, but most will end up with only small bits containing gold. Above, a miner rests be-
fore entering an illegal tunnel near Soweto. Below, a miner shows a piece of gold he collected outside of Johannesburg in late June.
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See a slideshow on the lives of illegal gold
miners at WSJ.com/InDepth.
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Volvo Car Shows Off
Improved Sport-Utility

STOCKHOLM—Volvo Car Corp.
officially unveiled its second-gener-
ation XC90 sport-utility vehicle, its
first model developed under the
ownership of China’s Zhejiang
Geely Holding Group Co., on Tues-
day.

The Swedish auto brand chose an
art venue in the Stockholm archipel-
ago for the launch to highlight its
heritage and commitment to Scandi-
navian design.

The new XC90, which is planned
to enter mass production early next
year, is the first vehicle that has
technology developed entirely by
Volvo, which Geely acquired from
Ford Motor Co. four years ago.

The architecture underpinning
the new XC90 and future models, as
well as a new engine family, mark “a
radical change” for Volvo, as the
company had to get rid of all tech-
nology from the Ford era and start
over, said Peter Mertens, Volvo’s se-

nior vice president of research and
development, in an interview.

After weighing the areas on
which the brand needed to focus to
try to outshine competitors, Volvo
decided to emphasize such features
as safety, design, and low-emission
technology, Mr. Mertens said.

“We can’t be great at everything,
but we want to be superb in
these…areas,” he said.

By stressing its vehicles’ safety
record and focusing on low-emission
technology, Volvo hopes to create a
premium brand for people seeking

something different from what Ger-
man luxury car makers, such as
BMW AG, Audi AG and Daimler
AG’s Mercedes-Benz, have to offer,
Alain Visser, senior vice president
of marketing at Volvo, said in a re-
cent interview.

Volvo expects the new seven-seat
XC90, which also will come in a
four-seat version for the Chinese
market, to sell at least as well as the
old version, which peaked at be-
tween 90,000 and 100,000 units a
year. Volvo is targeting total annual
sales of 800,000 vehicles by 2020.

Priced in the $65,000-to-
$135,000 range, with a sticker price
rivaling that of BMW’s X5 and the
Audi Q7, the new SUV is Volvo’s lat-
est attempt to close the price gap
with German competitors.

A limited edition of 1,927 XC90s
will go on sale beginning Sept. 3. on
Volvo’s website. Mass production of
the vehicle will start at Volvo’s
Torslanda plant in Sweden in the
first quarter of 2015.

BY CHRISTINA ZANDER

Volvo Chief Executive Håkan Samuelsson presented the auto maker’s next generation XC90 in Stockholm on Tuesday.
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China Begins Probe
At Volkswagen Unit

SHANGHAI—Chinese officials
have launched an anticorruption
probe into a former and a current
executive at one of Volkswagen
AG’s China joint ventures, in the lat-
est challenge for an auto maker al-
ready under the spotlight amid an
antitrust probe by Beijing.

The Communist Party’s Central
Commission for Discipline Inspec-
tion on Tuesday accused Li Wu, a
former deputy general manager at
FAW-Volkswagen Automobile Co.,
and Zhou Chun, a deputy general
manager of the joint venture’s Audi
sales division, of “suspected serious
violations of discipline and law.”
The phrase is typically used in
China in cases related to corruption.

Both executives are under inves-
tigation, the corruption regulator
said in a statement on its website,
without releasing further details.

A spokeswoman for state-run
FAW Group Corp., Volkswagen’s
Chinese joint-venture partner, de-
clined to comment. Representatives
for Volkswagen China and Audi said
they were unable to comment. Offi-
cials at the joint venture couldn’t be
reached.

The news comes at a time when
Audi and other foreign makers have
been accused by Chinese authorities
of earning exorbitant profits by
dominating their market, overcharg-
ing consumers and controlling the
sale of auto parts. It isn’t clear
whether the two are related.

Earlier this month, the National
Development and Reform Commis-
sion, China’s top economic planner
and pricing regulator, said it found
evidence that Audi, Daimler AG’s
Mercedes-Benz and Fiat SpA’s Chrys-
ler manipulated prices for spare
parts and aftermarket services. The
companies could face a fine of as
much as 10% of their revenue in the
previous year in the world’s biggest
market for cars. The companies have
said they are cooperating and have

already slashed prices for parts.
Official statements published on

FAW’s website show that both
Messrs. Li and Zhou were veterans at
FAW-Volkswagen. In 2005 Mr. Li—
then a deputy general manager at
the joint venture—delivered an Audi
A6 to an Olympic champion pistol
shooter. In 2008 Mr. Zhou, who over-
saw VW and Audi sales in China’s
eastern region, took part in the torch
relay for the Beijing Olympics.

Their detention comes amid
China’s anticorruption campaign,
which has gathered momentum
since President Xi Jinping took of-
fice two years ago. Communist Party
leaders have acknowledged that per-
ceptions of corruption threaten
their grip on power.

The austerity program for gov-
ernment officials has also included
state-run enterprises, which domi-
nate crucial sectors of the economy
such as energy and resources. In the
past year, China has put a series of
senior executives at state-run com-
panies, such as oil giant China Na-
tional Petroleum Corp. and con-
glomerate China Resources
(Holdings) Co., under investigation.
They were all cited for “serious vio-
lations of discipline and law.” In a
July report, the official Xinhua
News Agency said more than 50 se-
nior managers at state-owned enter-
prises have been removed as part of
the crackdown since late 2012, when
the current anticorruption drive
went into effect.

China has become Volkswagen’s
largest single market thanks to an
earlier arrival in the communist
country than its rivals. This year
through July, Volkswagen and its
Chinese partners, FAW and SAIC Mo-
tor Corp., sold 2.1 million vehicles in
China, up 17% from a year earlier. In
China, foreign auto makers are re-
quired to team up with local partners
to manufacture cars domestically.

—Rose Yu

FAW-Volkswagen’s operations include this factory in China’s Sichuan province.

A
ge
nc
e
Fr
an
ce
-P
re
ss
e/
G
et
ty

Im
ag
es

RBS Faces Fine Over Mortgage Advice
Royal Bank of Scotland Group

PLC is set to be fined millions of
pounds by the U.K.’s Financial Con-
duct Authority over mortgage ad-
vice it gave customers, people fa-
miliar with the matter said.

The bank is expected to be
found responsible for offering
faulty advice to several thousand
customers, and the fine, which may
come as soon as Wednesday, could
be as much as £15 million ($24.9
million), one person said.

While the size of the fine
shouldn’t put a dent in RBS’s bot-
tom line, it would be a setback for
the 80% government-owned bank,
which has recently refocused on its
U.K. retail operations. Under Chief
Executive Ross McEwan, RBS has
crafted a new strategy built around

appeasing customers and winning
back the trust of the British public
after a series of run-ins with au-
thorities.

Despite Mr. McEwan’s efforts
though, RBS still is facing a num-
ber of other regulatory fines. Some
of those could be big enough to
crimp the bank’s second-half re-
sults.

The bank is expected to be hit
in coming months with a fine from
U.K. authorities over failures in its
computer systems that left several
thousand clients without access to
their accounts, for instance.

Like several other British lend-
ers, RBS also has set aside a large
amount to cover claims from cus-
tomers who were wrongfully sold
insurance products. The bank said
the cost of such claims could total
£3.2 billion.

It isn’t known whether the
other major U.K. banks will be
swept up in a similar mortgage
probe. But regulators in the U.K.
have zeroed in on how financial
products were marketed to custom-
ers and whether they got a fair
deal.

Sky News had reported Tuesday
about RBS’s expected mortgage-re-
lated fine.

Analysts routinely cite the con-
tinuing litigation problems as one
of the biggest uncertainties that is
still hanging over the U.K. banking
sector.

A probe into allegations that
banks across the globe sought to
fix foreign-exchange rates could be
settled as early as the end of this
year. Fines related to the currency-
market investigation could be sub-
stantial, analysts say.

BY MAX COLCHESTER

BUSINESS & FINANCE

The auto maker plans to
offer seven- and four-seat
versions of the premium
vehicle, its first under
Chinese ownership.
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A Dangerous Economy Thrives
In Abandoned Gold Mines
In broad daylight, he is a thin, soft-spo-

ken 23-year-old who stays immaculately
clean in Converse All-Stars and khaki

pants. But to make ends meet, Mduduzi
Matjila has taken on another life, one that
takes him deep into the darkness of the
earth and leaves his skin coated with a yel-
low tint.

It is dangerous and illegal work, wander-
ing through the labyrinth of tunnels of
mines closed years before, in search of gold.
Donning overalls and a head lamp, he will
risk cave-ins, ambushes by gangs and arrest
by police. Most times, he prays before he
goes. “You wonder if you will come out
alive,” he says, eyes bloodshot from work-
ing overnight in an unlit shaft.

After years of watching its dominance
over the gold industry shrink dramatically,
South Africa has emerged as the world cap-
ital of illegal gold digging. In staggering
numbers—easily into the tens of thou-
sands—desperate former miners and gang
members have created a subterranean sub-
culture of abandoned mine-shaft wanderers.
Armed with a few crude tools, they dig into
blasted or cement-sealed mines, comb
through tunnels, and spend days chiseling
away at bedrock.

Once the world’s biggest gold producer,
South Africa accounted for 80% of the
global supplies as recently as 1970. Today,
that figure is less than 1%, in large part be-
cause China and other countries have

sharply picked up their own production,
forcing mine closures here that created an
opening for freelancers. Today, some 4,400
abandoned mines dot the countryside, al-
most four times the number in operation,
according to South Africa’s Council for Geo-
science. And while there are still about
150,000 formally employed gold miners in
South Africa, “we’re very close to the point
where there will be more illegal miners

than legal miners,” says Anthony Turton, a
South African mining consultant.

Although some of the miners dream of
striking it rich, most will end up—on a good
day—with golden specs no larger than the
size of a match head. In two months since
he started this, Mr. Matjila says he found
about $100 worth of gold, just enough to
make his rent.

But taken together, the output of these

swelling ranks are having a noticeable ef-
fect on the bottom-line of the country’s sag-
ging mining industry and tax revenues.
South Africa’s Chamber of Mines, a body
that represents mining companies, esti-
mates that the country loses about 5% of its
potential annual mineral output to illegal
mining activities, equivalent to around $2
billion. In 2010, the most recent year avail-
able, the government estimated losing $500

BY DEVON MAYLIE
Mathole, South Africa

IN DEPTH

Anatomy of
Illegal Mining

Access to more than
180 old mines was shut

off last year in South
Africa, but miners
can still dig around

seals to get in.

The Wall Street Journal

Dozens of illegal
workers may be in
the same mine at
once, staying as
long as a month.

Among the risks:
cave-ins, fires and
gangs that ambush
illegal miners.

In abandoned mines,
water levels determine
how deep miners can
go; operating mines
regularly pump out
water, allowing for
depths of up to 5,000
feet or more.

Gold miners near Soweto climb out of a makeshift hole that leads to underground tunnels, where multitudes of illegal miners search for gold, sometimes staying weeks underground.
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Daggafontein Extension 5, a township built by miners that now houses many illegal gold diggers, as a job shortage has created an alternative economy.
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QantasCEOFacesToughChoices
SYDNEY—As Qantas Airways

Ltd. prepares to report the deepest
loss in the airline’s history, Chief Ex-
ecutive Alan Joyce faces a painful
dilemma.

Mr. Joyce is under growing pres-
sure to sell assets—including Qan-
tas’s successful frequent-flier busi-
ness—to ease strain on the Australian
carrier’s balance sheet.

Regardless of whether he opts to
hold on to the airline’s more prized
possessions in the hope that better
conditions may prevail, it won’t be
an easy ride for Mr. Joyce—now in
his sixth year as boss—when Qantas
reports full-year earnings this week.
For one thing, industry analysts and
credit-rating firms will be standing
by to pounce on anything that mer-
its further downgrades.

Like many national airlines, Qan-
tas has long been hampered by high
jet-fuel costs, sluggish global demand
and competition fromMiddle Eastern
carriers, all of which have been gnaw-
ing away at its long-distance busi-
ness.

More recently, the so-called Fly-
ing Kangaroo has also faced chal-
lenges at home, where it has been
forced to cope with an economic
slowdown and intensifying rivalry
with Virgin Australia Holdings Ltd.,
which is backed by Etihad Airways
PJSC, Singapore Airlines Ltd. and
Air New Zealand Ltd.

“Hope springs eternal, but the
reality is that Qantas has struggled
to grow profits for a decade,” said
Roger Montgomery, chairman of
Montgomery Investment Manage-
ment. “There’s a belief that all the
value lies in the loyalty business,

but without it the true economics
of the company could be laid bare.”

Qantas has fortified its tradition-
ally strong balance sheet by cancel-
ing and deferring some aircraft or-
ders. But a string of poor earnings
has recently driven the airline to
even more desperate cost cutting—
including thousands of layoffs and
the scrapping of some routes.

Qantas booked a net loss of 235
million Australian dollars (US$218
million) for its first half, and ana-
lysts are expecting the airline on
Thursday to report a loss as deep as
A$1 billion for the fiscal year
through June. At the end of Decem-
ber, the carrier had A$2.4 billion in
cash and A$630 million in undrawn
facilities. Net debt including operat-
ing-lease liabilities amounted to
A$5.33 billion.

Until recently, Qantas’s long-dis-
tance losses had been offset by earn-

ings at its domestic unit, which ben-
efited from the growing need for
people to travel to remote parts of
the country for mining. But as Aus-
tralia’s resources boom has slowed
over the past two years, that part of
Qantas’s business has come under
pressure as well.

Adding to its woes are the in-
creasingly deep pockets of the air-
line’s main local rival, Virgin Austra-
lia, whose international backers have
been able to support aggressive price
cutting to erode Qantas’s market
share.

Aside from the highly valued loy-
alty business, Qantas may be consid-
ering spinning off its Jetstar budget
offshoot or selling stakes in its sub-
sidiaries in Singapore, Japan, Viet-
nam and Hong Kong.

Qantas said last week that it
hadn’t made a decision on the fate
of the frequent-flier business—the

only division to show an improve-
ment in first-half earnings from a
year earlier.

Mark Williams, an analyst at
CIMB, is urging Qantas to ride out
the storm amid signs that price
competition is easing. “We continue
to advocate the retention of the loy-
alty business, given its importance
to the overall Qantas customer prop-
osition,” he said.

Qantas’s biggest shareholder,
U.S.-based Franklin Resources Inc.,
also doesn’t appear to have lost faith
in the airline’s strategy, this year in-
creasing its holding to 18.7% from
17.5%.

But for others, there is no case for
buying airline shares—Qantas or oth-
erwise. “It’s a highly capital-intensive
industry and flying’s a commodity,”
Mr. Montgomery said. “People don’t
care who they fly with, they just go
with the cheaper price.”

BY ROSS KELLY

Space Junk: New Tactics to Curb Risk
CANBERRA, Australia—Space

junk has become a real-life worry of
the kind depicted in the hit Holly-
wood movie ‘Gravity,’ where a storm
of debris rips through a spacecraft
in orbit and leaves the surviving
crew stranded.

Now, U.S. defense giant Lock-
heed Martin Corp. has joined with
a Canberra-based tech company to
build a tracking station in the Aus-
tralian Outback that can follow de-
bris as small as a baseball threaten-
ing commercial and government
satellites orbiting the Earth.

“There are up to 200 threats a
day identified for orbiting satel-
lites,” said Trevor Thomas, a Lock-
heed Martin spokesman. “Most sat-

ellites can sustain some damage, but
little bits of junk hit satellites every
day and each, on average, is worth
around $500 million.”

Lockheed and partner Electro
Optic Systems Holdings Ltd. aim to
use optical and laser tracking tech-
nology first proven on the battle-
fields of Iraq and Afghanistan to
track debris moving at speeds of
17,500 miles an hour, or 28,200 kilo-
meters an hour. The equipment de-
ployed in Western Australia would
be in addition to radar-based sys-
tems, such as the U.S. Air Force’s
Space Fence, which can follow as
many as 200,000 objects.

There are nearly 2,000 satellites
in orbit and space junk is a constant
and potentially costly worry for
their operators. EOS estimates that

one satellite is destroyed each year,
on average. More than 21,000 pieces
of debris with a radius larger than
10 centimeters—similar to a tenpin
bowling ball—are known to exist in
orbit and are routinely tracked by
the U.S. Space Surveillance Network.
This debris includes tools dropped
by spacewalking astronauts and
shattered pieces of obsolete rockets
that exploded after being left to
drift in space.

But even the tiniest bits of debris
can cause damage. Windows on or-
biting space shuttles have had to be
replaced on return to Earth after be-
ing hit by minuscule flecks of paint
traveling at ballistic speeds, accord-
ing to the National Aeronautics and
Space Administration, or NASA. The
U.S. space agency estimates there

could be more than 100 million bits
of debris smaller than a fingernail
currently on the move about 500
miles above Earth’s surface.

Already, there have been several
collisions and close calls. In 1996, a
French satellite was hit and dam-
aged by debris from a French rocket
that had exploded a decade earlier.
Five years ago, a defunct Russian
satellite collided with and destroyed
a commercial satellite owned by
U.S.-based Iridium Satellite LLC-
adding more than 2,000 pieces of
debris to the inventory of space
junk, NASA said.

The biggest contribution to
space junk came in 2007 when
China demonstrated its ability to
eliminate potential military threats
in space by firing a ballistic missile
at its Fengyun-1C weather satellite.
Instantly, the projectile and the one-
ton spacecraft were reduced to
roughly 3,000 fragments.

To tackle the problem of orbiting
debris, satellite operators and NASA
mostly use radar-based sensors on
the ground to detect approaching
space junk and move astronauts and
equipment out of harm’s way.

Lockheed Martin and EOS’s pro-
posed tracking station aims to
boldly go where space-junk tracking
hasn’t often gone before. Optical
technology will find debris, and then
a laser can calculate its distance
from Earth and speed of movement.

“It’s like a giant version of a
hand-held laser-ranging system,”
said Craig Smith, chief executive of
space systems at EOS, referring to
the precision devices used by
everyone from keen golfers to
soldiers.

BY ROB TAYLOR

BUSINESS & FINANCE

Drug Firm
Holds Back
From Rush
To Big Deals

LONDON—The chief executive of
insulin maker Novo Nordisk A/S
said he has no plans to pursue any
big acquisitions, suggesting his
company will be sitting out the
deal-making frenzy that has con-
vulsed the global pharmaceutical in-
dustry this year.

Denmark-based Novo Nordisk is
controlled by a foundation that
makes it all but impossible for it to
be acquired by another company.
But it is among a handful of phar-
maceutical companies large enough
to be on the hunt for acquisitions it-
self. In the recent past, Novo Nor-
disk executives have said they might
be interested in small licensing
deals, but have ruled out sizable
purchases.

“We have no plans whatsoever in
buying anything larger than things
that we can finance through our
own cash flows,” Chief Executive
Lars Sorensen said in an interview
with The Wall Street Journal.

The company is in the process of
launching, and winning approval for,
so-called fourth-generation insulin
treatments for diabetes. In addition
to patented insulin and insulin-de-
livery-system products, Novo Nor-
disk sells generic insulin.

The insulin market is big enough
and growing fast enough that Novo
Nordisk doesn’t need to make acqui-
sitions, Mr. Sorensen said. He also
said he doesn’t want to destroy
value by moving in a big way into a
field outside of the company’s ex-
pertise.

“We can still improve the insu-
lins, perhaps another one or two
generations,” he said, adding: “I’m
not going to run out of innovation.”
He also said large mergers can be
disruptive.

“Major acquisitions and major
mergers like the ones being pro-
posed are hugely distractive and of-
ten destructive,” he said.

Mr. Sorensen also questioned the
wisdom of so-called inversion deals,
in which U.S. companies have
sought out acquisitions overseas in
order to relocate headquarters and
lower tax bills. The pharmaceutical
industry, in particular, has been
swept up in a wave of inversion
deals this year.

“I think it’s a little bit short-
sighted because I’m convinced we
will see political action in the U.S.
against this, and I think some com-
panies are feeling a little bit more
wary about it now since it’s gotten
a lot of public attention,” he said.
The Obama administration has criti-
cized the structure, threatening
rules to limit such moves.

“It’s almost been portrayed as
antinationalistic in the U.S., and
that’s not good because in a way
you’re alienating one of your biggest
customers, the U.S. government,”
Mr. Sorensen said.

BY CHIP CUMMINS

Talking Trash
More than 21,000 pieces of space
debris over 10cm wide are known to
be in orbit. The total might actually
be more than 100 million.
Pieces larger than 10cm are tracked
routinely and orbit within 2,000 km
of the Earth.
Spacecraft are regularly struck by
small fragments with little damage
done. The international space
station is the most shielded
spacecraft ever flown.

Note: Satellite ownership represents those
exclusively controlled by one group. Space junk
not actual size, but is drawn to scale.

Sources: Inter-Agency Space Debris Coordination
Committee (break ups); NASA (debris); Union of
Concerned Scientists (satellites)

Henry Williams/The Wall Street Journal

Tiny size, big impact
The fourth dimension: space junk's vital
statistics

Breaking up isn't hard
The last ten big breakups of rockets
and satellites have littered space

Deliberate
2007, China
Collision
2009, Russia / U.S.
Explosion
1970, U.S.
Explosion
2000, China / Brazil
Explosion
2001, India
Explosion
1996, U.S.
Explosion
1965, U.S.
Explosion
1986, France
Disintegration
2008, Russia

2,931 pieces of debris

1,763

248

187

115

60

36

33

8

Large Orbital Debris
u 22,000 objects
tracked
u Recent incidents
represent one-third of
all tracked debris
u Greatest
concentration of debris
found 750-800 km
above earth

Small Orbital Debris
uMaximum limit of
International Space
Station shielding
uMore than 100 million
particles in orbit

More than 10cm

Less than 1cm

Cash Conundrum
Weak financial results are eroding Qantas’s cash pile and putting pressure on its balance sheet.

Cash balance Share priceNet profit/loss

Sources: the company (cash, profit/loss); FactSet (share price) The Wall Street Journal
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Novo Nordisk’s CEO says
the insulin market is
growing fast enough that
the company doesn’t need
to make acquisitions.
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Insurgents in Iraq Adapt Battle Strategy
JALAWLA, Iraq—Islamist insur-

gents have booby-trapped roads to
stymie a newly launched Kurdish
counteroffensive for this town, part
of a battlefield strategy that oppos-
ing forces describe as relying heav-
ily on patience, the element of sur-
prise and a willingness to take
losses.

Islamic State fighters borrowed
the tactic from their predecessors,
al Qaeda in Iraq, who successfully
used improvised explosive devices,
or IEDs, to prevent U.S. forces
from retaking ground during the
decadelong war that ended in
2011.

The strategy has proved effective
in recent weeks as the Sunni mili-
tants held off a joint U.S.-Iraqi of-
fensive to recapture the Mosul Dam,
slowing the campaign significantly
despite American airstrikes that, in
the end, helped push the fighters
out.

Last week, Iraqi troops faced
similar problems with mines planted
along highways into the city of
Tikrit, causing a stalemate in a re-
newed counteroffensive against Is-
lamic State there. Repeated Iraqi
military attempts to retake Tikrit, a
city of about quarter of a million ap-
proximately 110 miles northeast of
Baghdad, have failed.

From the rooftop of an aban-
doned gas station in Jalawla on
Monday, a Kurdish officer peered
through binoculars at figures dart-
ing between a cluster of low-slung
buildings nearby. “Once we get the
command, we will take the center of
the town in 12 hours,” said Lt. Col.
Bakhtiar Hama Saleh, who estimated
that about 150 Islamic State fighters
have been holding back the counter-
offensive by Kurdish regional forces
known as Peshmerga. “But we have
to wait for the mines to be neutral-
ized.”

Hikmat Mohammed Kareem, the
regional commander of the Kurdish
forces near Jalawla, said two Pesh-
merga were killed by bullets taking
the areas around the town. “March-
ing to the center of Jalawla, 10 were
killed by mines,” he said.

The difficulties illustrate the lim-
its of U.S. airstrikes in helping Kurd-
ish and other Iraqi troops combat

the battle-hardened militants.
Clearing mines is a delicate,

time-consuming and deadly process
that Kurdish officials say is the
main obstacle to what they believe
could be a more efficient fight to re-
claim territory. U.S. airstrikes can
do little against the threat of land
mines and booby traps.

The battle for Jalawla, about 70
miles northeast of Baghdad and 19
miles from the border with Iran,
shows how Islamic State has been
able to take and hold more than a
quarter of Iraq in a lightning offen-
sive that began in early June.

The group has shown a resilience
and ability to adapt to the contours
of the ground fight. After capturing
the major northern city of Mosul at
the beginning of their blitz on June
10 with mostly light weaponry gath-
ered in Syria, the militants took ad-
vantage of the Iraqi military’s capit-
ulation.

They looted heavy and sophisti-
cated U.S.-made weapons that made
their quick advance into other cities
nearly impossible to contain. Once
Peshmerga and Iraqi forces re-

grouped, and were supported by
limited U.S. airstrikes, the insur-
gency employed mines and IEDs to
hold on to land they had seized.

The insurgents have so far ap-
peared willing to concede the high
ground after booby-trapping roads
into the center of Jalalwa, detonat-
ing several that collapsed the Jala-
wla Bridge. That considerably
slowed a ground advance by Pesh-
merga as the Kurds brought in
heavy bulldozers to forge a path
circumventing the destroyed
bridge.

It also bought the insurgents
time to replenish their weapons and
manpower, extending a fight Pesh-
merga officials had initially said
would be short and decisive.

Jalawla is strategically located,
bisected by a major highway linking
the semiautonomous Kurdistan re-
gion to the north with Baghdad, the
seat of Iraq’s central government, to
the south. It fell to insurgents on
June 13 when Iraqi forces capitu-
lated under the militants’ initial as-
sault.

“We hadn’t prepared ourselves

for an attack of this scale,” said Mr.
Kareem, a top official of the Patri-
otic Union of Kurdistan, one of two
main political factions in Iraqi Kurd-
istan. “The element of surprise was
a big factor.”

The retreat of Iraqi forces was
accompanied by an exodus of thou-
sands of residents, emptying the
town and giving Islamic State radi-
cals a base to operate unfettered for
more than 10 days, Kurdish officials
said.

On June 25, the Peshmerga
launched a counterattack and
claimed the town had been won
back. But on Aug. 9, the Islamic
State launched another assault that
routed the Kurdish forces in a 16-
hour battle, leaving 10 Peshmerga
dead and many injured.

“They control a 1,050-kilometer
[650-mile] border,” said Col.
Saleh, referring to the south and
west front line leading to Syria
where Islamic State has taken
hold. “They can move fighters and
equipment in and out. They are
very patient.”

But Col. Saleh and Mr. Kareem

said Saturday’s push to retake Jala-
wla has given the Peshmerga a tenu-
ous upper hand. Within three days,
the Kurdish forces took critical high
points in the hilly region, beating
the insurgents into a retreat in the
center of the town.

“They fight until they die or es-
cape,” said Sgt. Mohamed Hussein
Najaf, a Kurdish officer in Jalawla.
“They don’t seem to care about tak-
ing losses.”

The Peshmerga said their ad-
vance was abruptly stopped as IEDs
were detonated around them. Two
commanders were killed and several
troops were wounded as the fight-
ers melted into the town’s center.

“It was not a part of the strategy
they had used before here,” said Col.
Saleh. “We are not specialized in de-
mining, so it forced us to slow
down.”

Col. Saleh said he has seen evi-
dence the Islamic State fighters are
worn down by the fight, no longer
mounting attacks, instead taking a
defensive position in the buildings
and alleyways of the town.

Col. Saleh also noted a new de-
velopment in this latest round of
fighting for Jalawla that he believes
signals a victory for the Peshmerga.

“They are leaving their dead be-
hind,” he said, adding that his unit
recovered three bodies. “They
wouldn’t do that before.”

While Peshmerga leaders wel-
comed U.S. airstrikes that last week
helped Kurdish forces lead the Iraqi
military’s first real battlefield gains
against the Islamic State at the Mo-
sul Dam, they complained that the
strikes would be of limited use with-
out a U.S. troop presence or ad-
vanced demining technology.

As the American administration
considers the possible expansion of
airstrikes beyond Iraq to Islamic
State’s base in Syria, President Ba-
rack Obama cautioned Tuesday that
the U.S. must use its power carefully
and avoid sending Americans into
harm’s way unless absolutely neces-
sary.

“History teaches us of the dan-
gers of overreaching and spreading
ourselves too thin and trying to go
it alone without international sup-
port, or rushing into military adven-
tures without thinking through the
consequences,” Mr. Obama said.

BY TAMER EL-GHOBASHY

Kurdish forces positioned in the strategic Jalawla area are fighting a counteroffensive against Islamic State militants.
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ity for the crossings with Egypt and
Israel, as well as overseeing recon-
struction. Though Hamas has won
sympathy on the Palestinian street
for fighting Israel, that would be an
achievement for Palestinian Presi-
dent Mahmoud Abbas.

The latest truce went into effect
at 7 p.m. local time, the Egyptian
Foreign Ministry said.

“We fully support today’s cease-
fire agreement, and call on all par-
ties to fully and completely comply
with its terms,” said U.S. Secretary
of State John Kerry. “We are all
aware that this is an opportunity,
not a certainty.”

The agreement marks the tenth
cease-fire since the current conflict
began last month, and the first
that isn’t limited to a set time pe-
riod. The longest of the previous
nine cease-fires had a term of five
days, and all but three truces broke
down before reaching their full du-
ration.

Fighting between Israel and the
Islamist movement that rules the

Continued from first page

Gaza Strip continued in the hours
leading up to the accord.

Israeli warplanes destroyed one
high-rise building in Gaza City and
severely damaged another, further
escalating pressure on Hamas.

Residents of the 15-story Al

Basha Tower and the 17-story Italian
Complex were evacuated after re-
ceiving telephone warnings of the
imminent airstrikes. The callers,
some speaking only rudimentary Ar-
abic, were assumed by residents to
be Israeli military personnel.

The attacks leveled the Al Basha
Tower, an office building, and razed
all but a quarter of the Italian Com-
plex, a mixed-used development.

Twenty-five people were
wounded in bombing of the shops,
offices and apartments that made
up the Italian Complex, said Ashraf
al-Kidra, a spokesman for the Gaza
Health Ministry.

Israel said the buildings con-
tained multiple units that were used
by Palestinian militants as command
centers.

In Israel, a rocket fired from the
Gaza Strip struck a house in the
southern city of Ashkelon, causing
the home’s roof to collapse. There
were no casualties.

Since midnight, 50 rockets and
mortars have been fired from Gaza,
and the Israeli air force has carried
out 23 sorties, the Israeli military
said.

Since the breakdown of a cease-
fire a week ago, Israel has stepped
up air attacks, targeting Hamas
commanders and bases in residen-
tial areas.

At the same time, Hamas has in-
tensified rocket and mortar fire at
Israeli towns near the border, lead-
ing to a government-assisted evacu-
ation of thousands of Israeli resi-
dents along the frontier.

Hani Redwan, a lawyer who bor-
rowed money to help his son open a
supermarket on the ground floor of
the Italian Complex, was among the
men salvaging what they could from
the rubble hours after the attack.
Despite the risk of collapse, he said
people would still come back and
work in the neighborhood.

“You can stay home doing noth-
ing and die out of hunger, or you
will come here and take this risk,”
Mr. Redwan said. “If the building
collapses I’m dead, but I’m dying
anyway.”

The Palestinian death toll from
the war stood Tuesday at 2,143, ac-
cording to the Health Ministry.
Sixty-seven Israelis have been killed,
all but three of them soldiers. A
Thai farmworker died from injuries
suffered from a mortar attack from
Gaza.

Israel, Hamas Agree to Open-Ended Cease-Fire in Gaza

Palestinians inspect damage to the Italian Complex in Gaza City on Tuesday.
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When Wayne Ratkovich bought
the 28-acre former headquarters
of Hughes Aircraft Co. just north
of Los Angeles International
Airport with the intent of
converting it to modern office
buildings, he figured it would take
a while to attract tenants.

It didn’t.
“We barely had an opportunity

to clean things up before the
tenants began to submit
proposals,” said Mr. Ratkovich,
who bought the property in 2010
after a prior owner ran into
financial distress. He has since
leased the low-slung complex in
Los Angeles’s Playa Vista
neighborhood to firms such as

THE PROPERTY REPORT

The former Hughes Aircraft headquarters has been converted to office space.
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L.A. Story: A Neighborhood Transformed
BY ELIOT BROWN

Google Inc.’s YouTube and ad
company 72andSunny.

Mr. Ratkovich’s firm,
Ratkovich Co., has sold a
majority stake in the property,
excluding a still-vacant giant
hangar where Howard Hughes’s
famed Spruce Goose aircraft was
constructed.

Atlanta-based Invesco Ltd. has
purchased the stake in the
roughly 200,000 square feet of
leased properties that values the
seven buildings at more than $100
million. Ratkovich also invested
tens of millions of dollars to
upgrade the property and attract
the tenants. Mr. Ratkovich
declined to discuss specific terms
of the sale.

The deal is likely to result in a
big gain for the company and its
partner, Penwood Real Estate
Investment Management. They

paid $32 million for the entire
site, including the hangar, four
years ago.

“We did not predict an
outcome as attractive as this,”
said Mr. Ratkovich, who
redeveloped the property with his
son, Milan Ratkovich, and tried to
lure tenants by installing
amenities such as surfboard racks,
free bikes and barbecue pits.

The increased value of the
former Hughes headquarters is
the latest sign of the
revitalization of the Playa Vista
area, a dream that was envisioned
at least three decades ago. The
area, which used to be a
sprawling Hughes airfield, was
targeted to be transformed into a
master-planned minicity in the
1980s.

But for years, Playa Vista has
largely been characterized by

delays and deferred ambitions as
numerous planned projects never
took off.

This time, it’s a different story.
The area has emerged as an
unexpected hot spot among one of
the economy’s fastest-expanding
sectors—media, advertising and
tech companies—underscoring
how those industries are changing
neighborhoods and boosting the
fortunes of developers.

Mr. Ratkovich isn’t alone
among developers who are
capitalizing on the area’s
changing fortunes.

One mile away, a venture of
Los Angeles developer Worthe
Real Estate Group and San
Francisco-based Shorenstein
Properties paid $44 million for a
former postal distribution center
in 2011. A prior owner had
surrendered it to creditors after
the downturn.

The new owners replaced the
drab industrial walls with glass
and added a fitness center and
beach volleyball court. The
complex, named the Reserve, is
now fully leased with companies
including Sony Corp.’s PlayStation
unit and celebrity-gossip website
TMZ, the types of companies that
are prized by landlords for their
fast growth.

Playa Vista rents have risen,
even while many other
neighborhoods in Los Angeles,
including the downtown, have
seen sluggish growth.

Take the case of Vantage
Property Investors, which
redeveloped a former ATM
servicing facility in Playa Vista
into office space aimed at
entertainment companies. Ned
Fox, Vantage’s chief executive,
said he was expecting net rents of
about $24 a square foot when he
bought the 195,000-square-foot
complex in 2011. Since then, rents
have risen by more than one-
third, he said, to about $33.

The property, called Playa
Jefferson, is about 50% leased
today. Mr. Fox said he is in
discussions with several
companies to lease the rest of the
property.

The first developer to try to
redevelop the Hughes airfield and
headquarters was
Maguire/Thomas Partners, which
bought most of Playa Vista from a
successor to Hughes Aircraft in
the 1980s. At one point,
DreamWorks Animation SKG Inc.
considered the area for a giant
studio complex.

But Maguire/Thomas was held
back by lawsuits and sluggish
leasing progress. The company

struggled for years to get it off
the ground.

“Playa Vista’s taken a long
time,” said Mr. Fox, who was a
top executive at Maguire at the
time. “It shows how difficult it is
to make substantial returns on a
project that takes several cycles.”

Carl Muhlstein, managing
director at real-estate-services
firm JLL who has been working
on leasing the Reserve, compared
the experience of developers in
the area to Manhattan’s
Meatpacking District and San
Francisco’s South of Market a
generation ago.

“Those who pioneered and
those who took positions had
handsome payoffs, and Playa is no
different,” he said.

More development is in store.
New York-based Tishman Speyer
Properties, which built a
successful development in Playa
Vista before the recession but
also lost a large swath of land to
creditors after the economy
turned, is building another office
development aimed at creative
tenants. And Robert Maguire, who
built many of Los Angeles’s
downtown towers before losing

them in the recession, is looking
for investment partners to start a
new development at his property
in the area, known as Water’s
Edge.

The increase in office workers
has helped give rise to a long-
planned mixed-use complex being
constructed by Lincoln Property
across from Mr. Fox’s project,
where a Whole Foods, a movie
theater and hundreds of
residential units are planned.

For Mr. Ratkovich, another
payoff could be in store.
According to several people
familiar with the discussions,
Google is in early talks to lease
the hangar site on the property, a
complex with more than 300,000
square feet that has been used as
a Hollywood set for movies,
including “Transformers.”

Asked how much more the
property would be worth if he can
secure a tenant for the complex,
Mr. Ratkovich said it would be a
“very successful” investment.

[ Deal of the Week ]

‘We did not predict an
outcome as attractive as
this,’ says Wayne
Ratkovich of his Playa
Vista redevelopment.
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WORLD NEWS

U.S.-China
Rivalry Builds
Under the Seas

SHANGHAI—A close midair en-
counter between U.S. and Chinese
military planes last week reflected
long-running tensions in the skies—
a rivalry that is building under the
waters below, as well.

The Defense Department didn’t
explain the mission for the U.S.
Navy P-8 aircraft—a plane designed
to track submarines—that was in-
tercepted by a Chinese J-11 fighter
over the South China Sea to the east
of China’s Hainan Island on Aug. 19.
U.S. officials say in that encounter,
and several others in recent months,
Chinese fighter pilots have flown
dangerously close to U.S. aircraft.

One Chinese rear admiral said
the U.S. plane was likely spying on
China’s nuclear submarines.

The midair intercepts come as
the U.S. military has warned that
Beijing is quickly expanding its sub-
marine force, including a fleet of
Jin-class nuclear-powered ballistic
missile subs.

At least two of those appear to
be based at Hainan, according to
foreign defense experts who point
to a recently expanded sub base
there that features an undersea en-
trance.

The Pentagon has said it expects
the Chinese navy to use the Jin-
class to begin China’s first sea pa-
trols with fully armed nuclear weap-
ons at some point this year.

“The U.S. wants to know exactly
what’s going on in Hainan,” said
Chen Qi, an expert on Sino-U.S. rela-
tions at Beijing’s Carnegie-Tsinghua
Center. “China does not want the
U.S. to know.”

Both the U.S. and China are try-

ing to reduce the likelihood that
chance encounters between the mili-
taries could lead to accidents. The
Chinese defense ministry said Tues-
day that it sent a delegation to the
U.S. to take part in meetings this
week to discuss military rules at sea
and in the air.

The U.S. Embassy in Beijing de-
clined to comment, referring inqui-
ries on the matter to the Pentagon.

The U.S. patrols and China’s in-
tercepts are likely to continue, some
analysts said, given the stakes. The
U.S. military is concerned about
what it says is China’s growing in-
vestment in submarines as part of a
broad modernization program that
already includes an aircraft carrier
and an expanding fleet of navy
ships.

Like few other systems in the
military arsenal, submarines add
stealth to military power and allow
it to be projected virtually any-
where. China sees the force as vital
to its aspirations to be a super-
power.

The recently commissioned P-8
is the Navy’s most advanced sub-
hunter, notable for its relative speed
and long-range surveillance capabil-
ities. Since December, the U.S. has
sent six P-8s to bases in southern
Japan to boost its anti-submarine
forces.

China’s plan is to augment its
submarine fleet of around 60, many
acquired from Russia over the past
25 years, the U.S. military says.

“China’s advance in submarine
capabilities is significant,” Adm.
Samuel J. Locklear, commander of
the U.S. Navy’s Pacific Command,
testified to the Senate Armed Serv-
ices Committee in March. “They

possess a large and increasingly ca-
pable submarine force.”

The Defense Department points
in particular to submarines
equipped to carry a new ballistic
missile with an estimated range of
more than 4,000 nautical miles.
That would leave much of North
America in range, depending on
where in the Pacific the subs are.

“This will give China its first
credible sea-based nuclear deter-
rent, probably before the end of
2014,” Adm. Locklear told the Sen-
ate committee.

According to the Defense Depart-
ment’s latest annual report to Con-
gress, China operates three such
Jin-class Type 094 nuclear-powered
ballistic missile submarines and up
to five may enter service before it
unveils a next-generation type over
the coming decade.

“Make no mistake, the nuclear
ballistic missile submarine is the
most dangerous weapon on Earth,”
John Keller, editor of Military &
Aerospace Electronics, wrote in a

June report.
“Think of it as a stealthy, silent,

and mobile collection of nuclear
missile silos. They deploy quietly,
submerge quickly, and remain hid-
den under the waves for months at
a time. Tracking them is difficult
and imprecise.”

Experts in China said encounters
like the one last week are neither
new, nor likely to stop. Ni Lexiong, a
military expert at Shanghai’s Uni-
versity of Political Science, said the
U.S. feels threatened by China’s
“normal and reasonable” desire to
build a modern navy.

“This is an irreconcilable contra-
diction,” said Mr. Ni.

The U.S. augments surveillance
from aircraft with satellites, surface
ships and other submarines, looking
for favored routes and maneuvers,
experts say.

That adds complications to a re-
gion with busy commercial shipping
lanes and natural-resources explora-
tion, as well as periodic clashes be-
tween vessels from China, Vietnam

and the Philippines over disputed
maritime claims.

As in last week’s intercept in the
skies, submarines appear in the
background of past Sino-U.S. en-
counters near China’s southern
coast.

In March 2009, the U.S. said one
of its navy ships—the Impeccable, a
surveillance vessel designed specif-
ically to drag a sonar array to de-
tect submarines—faced harassment
from five Chinese vessels as well as
a low flyby from a Chinese air force
plane.

The U.S. called the Chinese ships’
actions reckless, unprofessional and
unlawful, while China said the Im-
peccable was illegally surveying
within its Exclusive Economic
Zone—an area extending 200 nauti-
cal miles from its coast.

The U.S. says countries are free
to carry out military surveillance
and mapping outside the 12-nautical
mile territorial waters.

—Kersten Zhang
contributed to this article.

BY JAMES T. AREDDY

A Chinese J-11 fighter jet is seen Aug. 19 east of Hainan Island in this U.S. Department of Defense photo.
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U.N. Says Funds Depleted for North Korea Food Aid
SEOUL—The United Nations’

food assistance agency says it may
have to stop operating in North Ko-
rea because of a lack of funding, as
donors continue to shy away from
the rogue state.

The World Food Program has
distributed aid in North Korea since
a famine in the mid-1990s, but the
amount has steadily dropped over
the past decade as Pyongyang has
defied the international commu-
nity’s calls to stop nuclear tests. In
2001, the WFP distributed 900,000
metric tons of food in North Korea;
in 2013, the figure was 46,000 met-
ric tons, the agency said.

The WFP, which is funded by vol-
untary contributions from private
donors and U.N. member states, says
North Korea continues to face regu-
lar food shortages. Its program for
the country has received only about
$5.7 million in aid this year, mostly
from Switzerland, Australia, Canada,
private donors and the U.N.’s Cen-
tral Emergency Response Fund. The
agency says that if it doesn’t receive
an additional $50 million by Novem-
ber, it could be forced to stop pro-
viding aid as early as January.

“We are deeply concerned about
the situation of vulnerable people in

DPR Korea and are exploring all
possible avenues to avert having to
close down our operations,” said
Kenro Oshidari, the WFP’s regional
director for Asia.

Giving aid to North Korea is po-
litically sensitive, particularly in
light of the widely held view that
Pyongyang is able to feed its people
but is instead developing its mili-
tary capabilities. North Korea has
launched about 100 missiles and

other projectiles this year and satel-
lite imagery suggests it has plans
for more.

The WFP works in North Korea
through a partnership with the gov-
ernment. Since 1998, the WFP has
been producing biscuits enriched
with vitamins and minerals in 14
government-operated factories
across the country. But only two of
these factories are now operational,
Mr. Oshidari said.

A lack of funding has also forced
the WFP to scale back a two-year,
$200 million operation aimed at
feeding 2.4 million women and chil-
dren in North Korea. Mr. Oshidari
said the program is now targeting
1.8 million women and children be-
cause of cutbacks. “Without further
donor support, the WFP’s nutrition-
based programs are at risk.”

The U.S. has donated more than
12.5 million metric tons of food aid
to North Korea since 1995, according
to a U.S. Congressional Research
Service report published in April.
Almost all of this has gone through
the WFP. Washington pulled the
plug on a new agreement to send
240,000 metric tons of food aid in
April 2012 after Pyongyang tried to
launch a long-range rocket.

The U.S. congressional report
said the North Korean government
restricts the ability of donors to op-
erate in the country and has re-
sisted reforms that would allow for
equitable distribution of food. It
also said the government is adept at
switching between donors, opportu-
nistically avoiding more stringent
terms, which include access to fam-
ine-hit areas and accountability on
getting aid to people in need.

The WFP says more than 80% of
North Korean households don’t eat

adequately during the so-called lean
season from May to August, with
many limiting portions or adding
water to food. The country of
around 25 million people receives
some aid from China, though it is
unclear how much.

Joshua Stanton, a Washington-
based lawyer and blogger who op-
poses the Pyongyang regime, noted
that it has continued to pour hun-
dreds of millions of dollars into
building sports facilities, including a
new ski resort, even as people have
gone unfed.

Mr. Stanton also criticizes the
WFP for operating in the country
without protesting about political
prison camps, where he says people
are believed to be starving.

“Hunger in North Korea is not a
function of the state’s resources, but
of the state’s policies,” he said. “In-
stead of criticizing those policies
and pressuring Pyongyang to change
them, the WFP has, despite the best
of intentions, become Pyongyang’s
tacit enabler.”

Mr. Oshidari said the agency has
to work in difficult circumstances.
“The WFP believes that its presence
in DPRK—even with imperfect oper-
ating conditions—has helped im-
prove the humanitarian situation of
people in need,” he said.

BY JONATHAN CHENG

A North Korean woman works on an apple farm near Pyongyang in 2012. The
WFP says more than 80% of households don’t eat adequately in lean months.
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U.S. Factories Still Await Energy Boost
America’s shale boom has raised

hopes of a revival in U.S. manufac-
turing, in part fueled by cheaper en-
ergy. But U.S. factories still are los-
ing ground to rivals in Asia and
Europe.

Much of the problem stems from
steel, trucks, car parts, industrial
machinery and furniture.

The U.S. deficit on trade in goods
swelled in the first half to $371.59
billion from $354.64 billion a year
earlier. Imports rose 3.3%, while ex-
ports increased 2.6%. Manufactured
exports, excluding petroleum and
coal, rose just 0.8%—far below last
year’s modest 2.1% gain.

Without a strong, sustainable in-
crease in exports, U.S. factories are
unlikely to have the kind of resur-
gence forecast by some pundits. But
achieving that growth is difficult as
China and other countries have pur-
sued aggressive export strategies
and the U.S. has lost manufacturing
skills and suppliers after shifting
production overseas. China isn’t the
only country winning the battle. U.S.
trade gaps with the three largest
members of the euro zone—Ger-
many, France and Italy—all increased
in the first half.

Some economists say it is just a
matter of time before the U.S. starts
to make gains in international trade.
IHS economist Michael Montgomery
says lower energy costs, the narrow-
ing wage gap and other factors have
a slow-motion effect that isn’t yet
visible in the trade balance.

And imports of steel and indus-
trial machinery in many cases are in-
vestments in the U.S. manufacturing
base, something that will bolster the
U.S. energy industry and factories in
ways that should help spur exports
down the line.

While the U.S. deficit in manufac-

tured goods has expanded over the
past 10 years, reaching $469 billion
last year, exports have increased
90% while imports have increased
70%, according to data from Global
Trade Information Services.

In some respects, U.S. manufac-
turers should be ahead of the global
pack in boosting exports.

Energy costs are dropping in the
U.S. as hydraulic fracturing and
other techniques have unlocked huge
deposits of oil and natural gas in
shale. Prices are falling for utilities
that use natural gas to generate elec-
tricity. Industrial users in Germany
pay 2.4 times more for electricity
than their U.S. counterparts, accord-
ing to the International Energy
Agency.

And U.S. wages are stable, while
wages in China have soared, narrow-
ing the wage gap between the U.S.
and its biggest economic rival. Add
shipping, inventory and other costs,
and the outlay for producing some
goods in the U.S. can be roughly
comparable with that of China, says
Boston Consulting Group.

Four years ago, the White House
aimed to double all U.S. exports over
five years. That would have meant a
rise to $3.16 trillion of exports this
year. But research firm IHS Inc. fore-
casts $2.34 trillion in exports this
year and $2.51 trillion next year.

The Commerce Department in
part cites “unexpectedly strong
global economic headwinds and mac-
roeconomic factors outside our con-
trol. But that just means that we
have more work to do.” The depart-
ment says it is providing information
to small and midsize companies to
help them pursue export opportuni-
ties, among other initiatives.

The best spots in the U.S. trade
picture are related to energy. Petro-
chemical exports are expected to
start rising rapidly in 2016 as new
plants begin operating, reaching
about $37 billion in 2019 from $26
billion this year, according to IHS.

That will help. But it won’t make a
big dent in the trade deficit on
goods, which totaled $702 billion last
year.

The reasons U.S. manufacturers
are losing ground depend on the
type of good. In electronics, produc-
tion has shifted abroad so the U.S.
doesn’t even compete in areas such
as smartphones and television sets.
Commercial truck makers fled to
Mexico over the past decade and see
no reason to come back.

“Certainly it’s the [lower] labor
costs,” says Navistar International
Corp. Chief Operating Officer Jack
Allen. “But it’s also a skilled and
highly educated workforce, and
we’ve had great cooperation from
the union there, as well as the gov-
ernment.”

Steel is a big part of the expand-
ing trade deficit. Production and
raw-material supplies were cut dur-
ing the recession, and now produc-
tion is falling short of rising demand,
partly because of competition from
imports. U.S. steel production was 95
million tons last year, while demand

was 107 million tons, according to
the American Iron and Steel Insti-
tute.

The U.S. is the “only mature econ-
omy” with a shortage of steel, says
Mark Millett, chief executive of Fort
Wayne, Ind., steelmaker Steel Dy-
namics Inc.

Just as drillers in North Dakota’s
Bakken Shale and elsewhere need
steel pipes for fracking, their suppli-
ers have to look overseas. Makers of
shelves and other steel-based prod-
ucts—cars, construction sites, for ex-
ample—also need to import steel.
U.S. imports of iron and steel rose
37.5% in the first half, to 21.9 million
tons.

U.S. pipe makers have been losing
ground to importers.

To cope with lost market share,
TMK Ipsco recently idled a pipe mill
in Kentucky and reduced working
hours at other plants. David Mitch,
CEO of the company, a unit of Rus-
sia’s OAO TMK, says government
subsidies help some overseas com-
petitors undercut his company’s
prices by 20%. U.S. Steel Corp., cit-
ing similar factors, has halted work
at plants in McKeesport, Pa., and
Bellville, Texas, that make steel pipes
and tubes, resulting in 260 layoffs.

Some relief may be in sight. The
U.S. International Trade Commission
last week ruled that imports of oil
pipes from South Korea and five
other nations are being sold below
fair value and should be subject to
antidumping duties.

Where steelmakers are increasing
output, they often are getting raw in-
gredients from abroad.

Charlotte, N.C., steelmaker Nucor
Corp. boosted pig-iron imports 10%
in the first half because of increased
production, says CEO John Ferriola.
Overall, U.S. pig-iron imports in-
creased 28% to 2.4 million tons,
much of it from Russia.

The trade gap for industrial ma-
chinery also expanded in the first
half.

AccuRounds Inc., which makes
parts for medical, aerospace and en-
ergy equipment, has spent more than
$2 million over the past 18 months
on computer-controlled machinery
to shape metal, says CEO Michael
Tamasi. All the machinery was made
in Asia.

In the truck industry, while U.S.
demand is rising, much of that de-
mand is being met by Mexico and
other countries. U.S. commercial-
truck imports rose 36% in the first
half. Mexico produced 297,229 com-
mercial trucks last year, 68% higher
than in 2010, says Power Systems
Research.

A decade ago, nearly all of
Navistar’s heavy-duty trucks were
assembled in Chatham, Ont., and
Garland, Texas. But the Lisle, Ill.,
company closed both sites and now
builds the bulk of its heavy-duty
models in Escobedo, near Monterrey,
Mexico. A “great portion of our sup-
ply base has already relocated to
Mexico or the southwest region of
the U.S.,” say Mr. Allen, the operat-
ing chief. Escobedo “is 150 miles on
a great highway to Laredo, Texas.”
Navistar also builds commercial
trucks in Springfield, Ohio.

Large trucks used in mining were
a bright spot for U.S. exports several
years ago, but sales have since
plunged as the mining industry re-
trenched. Sales of Caterpillar Inc.’s
large mining trucks—as big as small
houses—this year are expected to be
down about 80% from the 2012 peak.
“We’re well poised to respond to our
customers when the market im-
proves,” says a spokeswoman for the
Peoria, Ill., company.

At least one longtime importer is
hopeful of getting more supplies
within the U.S. in the next few years,
however. Sim-Tex LP President
Chuck Scianna says he imports about
95% of the roughly 500,000 tons of
steel a year he supplies to distribu-
tors who sell to oil and gas compa-
nies.

By James R. Hagerty,
JohnW. Miller
and Bob Tita
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A Stubborn Gap
U.S. trade deficit in goods,
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BorderPlan Irks SomeDemocrats
WASHINGTON—As President Ba-

rack Obama contemplates moves to
scale back deportations of illegal im-
migrants, he is courting a battle not
just with Republicans but with a few
members of his own party.

Some conservative-state Demo-
crats, all in tough election fights this
fall, say Mr. Obama would be making
an inappropriate end-run around
Congress if he were to act on his
own to ratchet back deportations.

That leaves Mr. Obama caught
between advocates for immigrants,
who have pressed him to ease de-
portations, and some red-state Dem-
ocrats who say the matter should be
left to Congress—an argument also
made by Republican lawmakers.

“This is an issue that I believe
should be addressed legislatively,
and not through executive order,”
said Democratic Sen. Kay Hagan of
North Carolina.

The president has said he is pre-
paring executive actions on immi-
gration, likely to be announced next
month, because House Republicans
have refused to pass an immigration
overhaul. Such a move may not be
popular in the Republican-leaning
states where the battle for control
of the Senate is being fought.

“I, too, am frustrated with the
partisanship in Washington,” Sen.
Mark Pryor (D., Ark.) said in a state-

ment. “But that doesn’t give the
president carte blanche authority to
sidestep Congress when he doesn’t
get his way.”

Sen. Mark Begich (D., Alaska),
another endangered incumbent, has
expressed similar concerns directly
to senior White House officials, an
aide said. “To me, securing our bor-
ders has to be the priority, and that
should be the president’s focus,” Mr.
Begich said in a statement.

In Kentucky, Alison Lundergan
Grimes, the Democrat hoping to un-
seat Republican Sen. Mitch McCon-
nell, also has said Mr. Obama would
be wrong to use executive orders to
set immigration policy. Like the
other Democrats, she blames the
GOP for blocking legislation.

White House officials say they
are examining the law, and the pres-
ident won’t take any action that ex-
ceeds his authority.

A bipartisan immigration bill
passed the Senate last year but died
in the GOP-controlled House. Many
Republicans there opposed the legis-
lation as a form of “amnesty’’ for
people who broke the law by enter-
ing the country without authoriza-
tion, while some wanted to avoid a
GOP fight in an election year.

Republican Senate candidates
have already been attacking Demo-
crats, arguing that lax immigration
rules have drawn new illegal mi-
grants.

GOP strategists are encouraging

Republican candidates to pounce if
Mr. Obama acts alone to ease depor-
tations and suggest they call any ac-
tion “executive amnesty’’ for illegal
immigrants.

“Executive amnesty would be the
political equivalent of a nuclear ex-
plosion for Democratic candidates,”
predicted Brad Dayspring, spokes-
man for the National Republican
Senatorial Committee. He said it
would “inject adrenaline into an
electorate already eager to send him
a message of disapproval.”

Mr. Obama’s administration has
deported a record number of people
in the U.S. illegally, prompting loud
protests from immigrant advocates.

Pressure remains intense from
immigrant-rights groups for Mr.
Obama to give millions of illegal im-
migrants safe harbor from deporta-
tion. Senate Democratic leaders
have said Mr. Obama should act uni-
laterally if the House failed to move
legislation this summer, offering the
White House a measure of cover for
its expected action.

The president has a range of op-
tions. He is almost certain to refine
the priorities used to determine
which illegal immigrants are pur-
sued for deportation. For instance,
the president may say that people
who have immigration violations on
their records, but no other criminal
convictions, aren’t priorities.

A bigger move would be to ex-
pand an existing program that shel-

ters from deportation some 700,000
people brought to the U.S. as young
people. New groups provided similar
shelter could include the undocu-
mented parents of these people or
of U.S. citizens.

Activists are worried the White
House will back down in the face of
pressure from red-state Democrats.
A coalition of immigrant-rights
groups called FIRM recently re-
leased an open letter to Democrats
saying: “Any attempts by our ‘allies’
in Congress to delay or dilute ad-
ministrative reforms will be viewed
as a betrayal of Latino and immi-
grant communities with serious and
lasting consequences.”

Frank Sharry, who leads the im-
migrant-rights group America’s
Voice, said Democrats would gain
long-term advantages from broad
executive actions by Mr. Obama,
starting in 2016, when the Latino
vote will be critical to the presiden-
tial contest, like it was in 2012.

“Democrats will be defined at the
party who stick up for immigrants,
and Republicans will be known as
the party that sticks it to immi-
grants,” he said.

But for endangered senators, a
sweeping move to protect undocu-
mented immigrants poses problems,
said a Democratic strategist working
on Senate campaigns, because it
puts immigration into the news in
states where it is politically difficult
to defend illegal immigrants.

BY LAURA MECKLER
AND KRISTINA PETERSON

Democratic Sens. Mark Pryor of Arkansas, left, Mark Begich of Alaska and Kay Hagan of North Carolina don’t back expected Obama order to ease deportations.
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Students
FindSchool
Security is
BeefedUp

Many students returning to
schools nationwide for the fall term
are finding a host of new security
measures, as administrators’ efforts
to safeguard their districts show no
sign of waning in the aftermath of
the Sandy Hook Elementary School
massacre.

The idea of “hardening” schools
against intruders took on urgency
after the December 2012 killing of
20 children and six educators in
Newtown, Conn., with districts con-
sidering a variety of measures, from
adding armed guards or giving guns
to employees to installing perimeter
fencing and bulletproof glass.

“Newtown was a nuclear bomb
that changed the whole landscape of
everything just because of the mag-
nitude of it,” said Jamie Grime, su-
perintendent of Montpelier Ex-
empted Village Schools in
northwestern Ohio. “Security has al-
ways been an issue, but maybe not a
huge issue. Now it is.”

Mr. Grime was one of several of-
ficials at three schools interviewed
by The Wall Street Journal in 2013
about how they were responding to
the Sandy Hook shooting.

Now, as students return for the
new academic year, all three dis-
tricts report they have boosted
safety provisions—after grappling
with budget concerns and balancing
the desire to keep students safe
while not creating fortresses.

In the beginning of 2013, officials
at Hillsborough County Public
Schools in Tampa, Fla., said plans to
hire more than 130 officers for the
district’s elementary schools met
strong resistance from some board
members and parents. But after
“months and months of workshops
and debate,” the eighth-largest dis-
trict in the U.S. by number of stu-
dents settled on a slower approach
of four phases to get safety up-
grades approved, spokesman Ste-
phen Hegarty said.

Returning students found 20 new
armed officers in the elementary
schools in the first year of a plan
costing about $1 million. The school
board also approved security train-
ing for employees, the hiring of a
safety consultant and more mea-
sures to control school access, such
as fencing and buzzers.

Meanwhile, all 16 schools in the
Coeur d’Alene, Idaho, public school
district have been enclosed in secu-
rity fencing and each school limits
visitors to a single entry point, offi-
cials said. This September, for the
first time, two police officers will
patrol elementary schools, at a cost
of about $68,000 from the district’s
state funding.

From a percentage standpoint,
schools remain a safe place. A joint
report by the U.S. Education Depart-
ment and Justice Department re-
leased in June found that less than
2% of youth homicides occurred at
schools between the 1992-93 and
2010-11 school years.

Bulking up on security also has
led some to question how it affects
students. “We would like greater at-
tention to the psychological safety
measures,” said Stephen Brock, pres-
ident of the National Association of
School Psychologists. “They need to
not just be safe at school but also
feel safe at school.”

BY CAROLINE PORTER

Connecticut Executive Picked to Run Health Website
WASHINGTON—Kevin Counihan,

who led one of the few successfully
launched insurance exchanges under
the Affordable Care Act health law,
was named chief executive officer of
HealthCare.gov on Tuesday.

Mr. Counihan, who ran Connecti-
cut’s exchange and is 59 years old, is
about to take on one of the toughest
jobs in the federal government.
Health and Human Services Secre-

tary Sylvia Mathews Burwell created
the executive job in June as part of
the administration’s effort to over-
haul the site in time for the second
enrollment season.

The health law called for the set-
ting up of online exchanges where
consumers can compare insurance
plans and apply for tax credits to-
ward the cost of coverage. Health-
Care.gov is the platform the federal
government uses to run exchanges
on behalf of more than 30 states

that were unable or unwilling to run
their own.

After its rocky rollout last fall,
the site is currently undergoing a
significant revamp at the same time
that many of its basic and back-end
functions are still being finished. It
will come under pressure again in
November when millions of Ameri-
cans are supposed to use it to sign
up for health coverage for 2015.

HHS said Tuesday that as well as
being in charge of the federally run

exchanges, Mr. Counihan’s responsi-
bilities would include working with
the states that run their own ex-
changes, and running the Center for
Consumer Information and Insur-
ance Oversight, the unit in charge of
regulating health plans under the
2010 health law. Connecticut’s on-
line exchange had few of the prob-
lems that plagued HealthCare.gov or
the exchanges in many of the other
13 states that opted to run their
own sites.

BY LOUISE RADNOFSKY
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Fund Scorecard

S&P 500Tops 2000
As Stocks Advance

The S&P 500 index edged up to
another record Tuesday, closing
above 2000 for the first time.

European stocks
also extended their
rally, buoyed by Euro-
pean Central Bank

President Mario Draghi’s speech late
last week that suggested further
stimulus could be on the way for the
region.

The S&P 500 gained 2.10 points,
or 0.1%, to 2000.02, scoring its 30th
record high of the year.

The Dow Jones Industrial Aver-
age briefly pushed into record terri-
tory before paring gains and ending
ahead 29.83 points, or 0.2%, at
17106.70. The Nasdaq Composite In-
dex climbed 13.29 points, or 0.3%, to
4570.64.

The Stoxx Europe 600 index
gained 0.7% to 342.96, following a
1.1% rise Monday.

Helping boost the market on
Tuesday was a report showing an
increase in optimism among U.S.
consumers. Consumer confidence
rose in August by more than ex-
pected, with the Conference Board’s
index rising to 92.4 from a revised
90.3 in July. That is the highest
level since October 2007.

Mr. Draghi’s speech on Friday, in
which he called for action to spur
growth, had sent the euro to an 11-
month low against the dollar, and
propelled a swath of euro-zone gov-
ernment bonds to record highs. The
common currency slipped again
Tuesday, trading at $1.3175 in late
New York trading from $1.3192 late
Monday.

In bond markets, the German 10-
year yield was steady at 0.95%, close
to Monday’s all-time low. Yields in
Spain, Italy, and Portugal all saw
fresh lows. Yields fall as prices rise.

Strategists said that the opti-
mism in the European stock market
was justified to an extent, but cau-
tioned that any hopes of imminent
ECB action would likely be dashed.

“To me, the reaction, especially

in equity markets, looks a little bit
knee-jerk and indicates that the
market may have moved a little too
much too fast,” said David Vickers,
a portfolio manager at Russell In-
vestments in London.

Royal Bank of Scotland Group
credit strategist Alberto Gallo said
that while Mr. Draghi’s speech did
put the potential for quantitative
easing on the table, it would be
wrong too read too much into his
words.

“Any major program is unlikely
before the end of October and more
possible at the December meeting,”
he said.

The U.K.’s FTSE 100 rose 0.7% to
6822.76, as it played catch-up after
a public holiday Monday. Germany’s
DAX gained 0.8% to 9588.15.

France’s CAC 40 was one of the
strongest performers across the re-
gion, adding 1.2% to 4393.41. Presi-
dent François Hollande on Monday
dissolved his government following
a public quarrel within his cabinet
over how to cure the ills of the euro
zone’s second-largest economy.

“From a market perspective, we
believe that the departure of (econ-
omy minister Arnaud) Montebourg,
who was seen as leaning toward the
more interventionist left, will be
seen as a positive,” economists at
Nomura wrote in a note.

“Also, press reports suggest the
new government may lean toward
the center in terms of nominations
of new cabinet members, which
should also be welcomed by markets
as it might be seen as a move to-
ward accelerating the reform
agenda,” they added.

In corporate news, shares in cop-
per producer Antofagasta dropped
1.2% in London after the company’s
earnings fell short of expectations.

In the U.S., Amazon.com rose
2.3% after it agreed to buy Twitch
Interactive for about $970 million in
cash, marking the e-commerce gi-
ant’s second-biggest deal.

Crude oil for October delivery
gained 51 cents a barrel, or 0.6%, to
$93.86 on the New York Mercantile
Exchange.

BY TOMMY STUBBINGTON
AND JOSIE COX
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Pictet Issues First-Ever Results
figures in its limited disclosure, but
senior managing partner Jacques de
Saussure suggested they compare
unfavorably to the first six months
of 2013.

“We hope the end of the year
will be stronger,” Mr. de Saussure
said in an interview.

Pictet’s size—an industry report
recently ranked it as the 10th-larg-
est wealth manager in the world,
one notch ahead of Goldman Sachs
Group Inc.—may help it become an
acquirer amid a historic shakeout
that experts say is imminent for
Swiss private banks. A global crack-
down on tax evasion led by the U.S.
has pushed up compliance costs for
the banks, forcing some out of busi-
ness.

A study of 94 private Swiss
banks published last week by KPMG
and the University of St. Gallen
found that more than one third
posted losses in 2013. The study
found that there were 139 Swiss pri-
vate banks as of last year, compared
with 182 in 2005.

Mr. de Saussure said Pictet could
be a buyer, but added the Zurich-
based arm of Coutts, which is
owned by Royal Bank of Scotland
Group PLC, is unlikely to be a tar-
get. RBS recently disclosed in a
memo to staff that it is exploring
options for the unit, including a
sale.

“It’s a bit big,” Mr. de Saussure
said of Coutts.

A Coutts spokeswoman declined
to comment.

Swiss banks have been forced in
recent years to shed the secrecy

Continued from first page that has long been their hallmark.
Legal authorities in the U.S. and
elsewhere have forced many banks
to provide internal data to expose
clients who may be tax evaders.

Meanwhile, banks seeking
growth opportunities in interna-
tional markets are finding that
transparency can help them navi-
gate regulators.

Mr. de Saussure said that as Pic-
tet looked to expand abroad, foreign
regulators often were uncomfortable
with the traditional partnership
structure that has been a corner-
stone of many Swiss private banks.

He also acknowledged that Pic-
tet’s structural change, shifting lia-
bility away from its partners to a
corporate entity, comes amid
heightened legal and regulatory

scrutiny of banks.
Still, he said the change doesn’t

provide individual partners with
more peace of mind.

“We still have most of our assets
in the bank, so that means if some-
thing goes wrong with Pictet Group,
then it’s most of our assets that go
away. Whatever happens, you al-
ways have, potentially, if not legal at
least moral liability.”

Pictet is one of about a dozen
Swiss banks that remain under
criminal investigation by the U.S.
Justice Department for allegedly
aiding American tax evasion. Zurich-
based Credit Suisse Group AG re-
solved its own U.S. probe earlier
this year by pleading guilty to aid-
ing tax evasion and agreeing to pay
$2.6 billion.

Other banks, including Lombard
Odier, are participating in a self-re-
porting program run by the Justice
Department, which may result in
fines for harboring undeclared U.S.
accounts, but also offers agreements
that banks won't be prosecuted.

Mr. de Saussure said he doesn’t
know when Pictet might reach a set-
tlement with the Justice Depart-
ment, or how significant it might
be. The bank’s case should be seen
as distinct from Credit Suisse, he ar-
gued, because he said Pictet didn’t
use a U.S. presence to recruit Amer-
ican clients.

“You do get U.S. clients, what-
ever you do, when you’re a large
and global wealth-management bou-
tique,” he said. “It’s certain that
there were [Pictet] clients who were
not tax compliant, but we never tar-
geted them as such.”

Europe’s Banks Ride
Asian Lending Wave

HONG KONG—European banks
are lending in Asia at the fastest
pace since 2008, attracted by the
region’s relatively strong economic
growth and expanding list of large
companies.

“All of us are lending more,” said
Borja Saez de Montagut, head of
structured and syndicated lending
in Asia at Banco Bilbao Vizcaya Ar-
gentaria SA, Spain’s No. 2 bank by
market value behind Banco Santan-
der SA. “By June of this year in
Asia, we had lent as much as we had
lent in the whole of last year.”

So far this year, syndicated-loan
volumes by European banks in the
Asian-Pacific region, excluding Ja-
pan, have reached $53 billion, data
provider Dealogic says, the highest
year-to-date figure since 2008 when
total lending was $67 billion.

For the same period in 2009, syn-
dicated loans, or corporate loans that
are bought or traded by a group of
banks, sank to around $23 billion.
The data exclude London-based, but
Asia-focused, Standard Chartered
PLC and HSBC Holdings PLC and
also doesn’t strip out the amount of
lending by individual banks.

“European banks are lending
more in Asia. We can see it in the
deal flow,” said Atul Sodhi, Crédit
Agricole SA’s head of loan syndica-
tion for the Asian-Pacific region and
chairman of the Asia-Pacific Loan
Market Association.

Because borrowing costs for Eu-
ropean banks are cheaper now than

they were immediately following the
euro-zone crisis, they can lend more.

And in some cases, the premium
offered by emerging-market Asian
borrowers can be higher than in Eu-
rope, though bankers caution against
drawing like-for-like pricing compari-
sons given the different stages of de-
velopment of both region’s capital
markets. Another attraction is Asian
companies’ still-low bad-debt levels.

“For new business, Asia offers
more opportunities,” said Didier Le-
blanc, managing director, head of
loan syndication and trading, Asia
Pacific at BNP Paribas.

Europe’s banks aren’t just offer-
ing plain-vanilla loans to Asian com-
panies or to multinationals doing

business there. They also are lending
in areas such as structured finance
and offering loans to fund exports,
acquisitions and complex projects.

One example: French bank So-
ciété Générale SA and the Nether-
lands’ ING Group NV were among a
group of six commercial banks that
this year arranged $1.2 billion in
project financing for the Sarulla
Geothermal Project in Northern Su-
matra, Indonesia, described as the
world’s largest greenfield geother-
mal-power generation project.

“In terms of the numbers of deals
and in terms of the amount we lent,
we are back to 2010 levels in Asia
and that was the highest point ever,”
said Ashley Wilkins, deputy chief ex-
ecutive and head of global finance
for the Asian-Pacific region at So-
ciété Générale’s corporate and invest-
ment-banking team. “The flow of
deals is as good as I have ever seen it
in my 25 years in Asia.”

Europe’s banks aren’t alone in
trying to put their mark on lending
in Asia. They face competition from
Japan’s three megabanks—Mizuho
Financial Group Inc., Sumitomo
Mitsui Financial Group Inc. and
Mitsubishi UFJ Financial Group
Inc.—which are targeting loan
growth across the region. There also
is rising competition from other
lenders such as Australia and New
Zealand Banking Group Ltd. and
DBS Group Holdings.

Borrowers also are being pre-
sented with alternative sources of
finance from the region’s fledgling
bond market.

BY ENDA CURRAN
Asian-Pacific Loans
Lending activity by European banks in
the Asian-Pacific region for the
year-to-date period.

The Wall Street Journal

Source: Dealogic
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Big-Ticket Orders Jump,
With a Lift From Boeing

WASHINGTON—Orders for big-
ticket manufactured goods jumped
to a record in July thanks to a surge
in aircraft purchases, while underly-
ing gauges of demand indicated
strong momentum in broad busi-
ness spending.

Purchases of durable goods—
products like airplanes, cars and
heavy machinery that are designed
to last at least three years—rose a
seasonally adjusted 22.6% to $300.1
billion in July from the prior
month, the Commerce Department
said Tuesday. That was the sharpest
increase and highest level in a data
series dating back to 1992.

Excluding aircraft and other
transportation equipment, orders
fell 0.8%, though the prior month’s
gain was revised up to 3%.

“Through the volatility, the
trend in orders growth looks fairly

strong,” said Jim O’Sullivan, chief
U.S. economist at High Frequency
Economics. Economists surveyed by
The Wall Street Journal had fore-
cast an overall rise in orders of 7.5%
last month.

The surge in orders largely re-
flected strong sales at Boeing Co.,
which had reported signing pur-
chases for a record 324 planes last
month. Because of the time it takes
for Boeing to produce and deliver
an aircraft, the jump in orders isn’t
expected to provide an immediate
lift to economic activity. And air-
craft orders will likely fall from
their record July levels in the com-
ing months.

But the report showed strength
in underlying gauges of business
spending over the past few months.
Orders excluding transportation
equipment fell last month, but they
have risen at an average monthly
rate of 0.8% so far this year, up

from a 0.3% monthly average last
year.

Another key measure of business
investment—orders for nondefense
capital goods excluding aircraft—
fell 0.5% in July, but the prior
month’s gain was revised up to
5.4%. This gauge is viewed as a
proxy for spending on equipment
and software.

“This was a healthy report that
suggests that capital spending
ended the second quarter on solid
footing, with that positive momen-
tum carrying over to start the third
quarter,” economists at RBS Securi-
ties said in a note to investors.

Other recent data have pointed
to strengthening demand for manu-
factured products. U.S. industrial
production—a broad gauge of out-
put from factories, utilities and
mines—rose by 0.4% in July, main-
taining the steady pace of growth
from the prior month.

The Institute for Supply Man-
agement’s gauge of manufacturing
activity rose to 57.1 in July, its high-
est level since April 2011. Readings
over 50 indicate expansion for the
sector.

A rebound in business spending

helped lift the overall economy in
the spring after unusually harsh
weather disrupted output over the
winter months. Most economists
expect business spending to
strengthen further in the months
ahead.

BY JONATHANHOUSE

Source: Commerce Department via the Federal Reserve Bank of St. Louis The Wall Street Journal
Note: Seasonally adjusted

Jet Fueled
New durable goods orders were up 22.6% in July to their best month on record,
driven primarily by a burst of new orders for civilian aircraft.
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QuakeRaises SafetyQuestions
Building safety in California is

getting renewed scrutiny in the
wake of Sunday’s powerful tremor
in Northern California’s famed wine
region, which proved that certain
types of construction are more dan-
gerous in quakes.

The city of Napa said inspectors
tagged 64 buildings as unsafe to en-
ter and more than 100 others that
required further inspection. The
quake demonstrated the long-recog-
nized fact that unreinforced ma-
sonry buildings—those made of
brick or stone—are particularly sus-
ceptible to crumbling and collapse.
Several such buildings in Napa saw
their facades fall onto the street.

Timothy Strack, chairman of the
state-run Seismic Safety Commis-
sion, said California would hold a
special hearing on building safety
and earthquakes on Oct. 8. Mr.
Strack said the chance of injury or
death could have been higher if the
quake hadn’t occurred at 3:20 a.m.

Experts have long known that

three types of construction common
in the state don’t hold up well in
quakes: brick or stone, those with
“soft” stories—floors not well-rein-
forced—and certain kinds of con-
crete structures. In California, new
construction of such buildings has
been banned. But the buildings ha-
ven’t disappeared, and efforts to
retrofit those remaining aren’t uni-
form. The state leaves enforcement
of such measures in the hands of lo-
cal jurisdictions.

To reinforce masonry buildings,
new structures typically are built on
the inside using steel beams. Bricks
and stones often are glued together
with adhesive to reinforce the grout
that binds them.

Reinforcing “soft” stories often
involves installing walls below the
floor at risk. The new walls resist
being moved sideways by a quake.

Reinforcing concrete buildings
can be more complicated and costly,
depending on what the issues are.
New walls may have to be put in
throughout the building if all that is
holding up the structure are col-

umns of concrete, experts say.
Lucile Jones, a seismologist with

the U.S. Geological Survey, who has
been hired by the city of Los Ange-
les to evaluate its buildings, said the
structural damage from Sunday’s
quake “was extremely predictable.”
Dr. Jones, who advises the state
commission on risk reduction,
added: “We now have to make a
choice to do something about it be-
fore the next earthquake hits.”

Napa passed a 2006 ordinance
requiring unreinforced masonry
buildings—which dot its historic
downtown—to be retrofitted.

Jennifer LaLiberte, Napa’s man-
ager for economic development,
said that before the city passed its
ordinance it identified 44 unrein-
forced masonry buildings. Through
a voluntary program, the city first
worked with building owners to get
the work done.

Once the law took effect, those
owners had three years to comply.
But about a half-dozen structures
were out of compliance when the
quake hit Sunday.

BY ALEJANDRO LAZO

Rubble that fell from the Vintner’s Collective tasting room lays on the sidewalk in Napa, Calif.
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Warning System Met Expectations,
But Funding Needed for Expansion

An early-warning system being
tested by scientists sounded an
alarm seconds before a magnitude
6.0 earthquake hit California’s wine
country Sunday morning, but more
funding is needed to make the sys-
tem available to the public.

Scientists at the University of
California, Berkeley, released a video
showing a 10-second warning be-
fore the quake that caused an esti-
mated $500 million to $1 billion in
potential financial loss and injured
dozens of people.

The system worked as expected,
sending alerts to scientists and
public agencies that are beta-test-
ing it, said Richard Allen, director of
the Berkeley Seismological Labora-
tory.

“The real question is, how big do
the earthquakes have to get before
we get the funding to make this a
public system?” he asked.

An early-alert system could give
residents time to get to safety, au-
tomatically slow trains to avoid de-
railments and open garage doors at
fire stations so they don’t get stuck
shut, Dr. Allen said.

Mexico City and Japan have such
systems. The Berkeley lab is work-
ing on a system for the entire West
Coast in conjunction with the U.S.
Geological Survey, the California In-
stitute of Technology and the Uni-
versity of Washington.

The system relies on sensors in
the ground in temblor-prone areas
to detect the first seismic waves
emitted by a quake and send an
alert before the secondary, and
more damaging, waves hit, geologi-
cal experts explained. Those farther
from the epicenter get a longer
warning time.

The Berkeley lab got a 10-second
warning when the temblor hit at
about 3:20 a.m. Sunday, but those
closer to the epicenter in Napa Val-
ley would have had less time.

The detection time for the quake
could have been faster if more sen-
sors were installed in the region,
scientists working on the project
said. That is something they hope
to do when the project is funded.

About $80 million would be re-

quired to build out the system and
fund its operation for five years in
California, or $120 million for the
entire West Coast, Dr. Allen said.

California Gov. Jerry Brown
signed a bill last year to develop a
state system that calls for funding
to be identified by 2016. But there
was reluctance among some law-
makers to use the state’s general
fund to pay for the project because
of financial woes, said State Sen.
Alex Padilla, who sponsored the bill.

“I’m optimistic that we’ll have
the funding in place sooner rather
than later,” he said. “I’m hoping that
yesterday’s incident is a reminder of
the sense of urgency to deploy this
system.”

Bay Area Rapid Transit, the San
Francisco area’s main commuter rail
system, is one of the agencies test-
ing the system.

Alerts received by BART auto-
matically slow its trains to a stop
via computer, said Alicia Trost, a
BART spokeswoman. Although no
trains were running when Sunday’s
quake hit, the system worked, she
said.

“That the computer is slowing
the trains down and eliminating hu-
man response—every second
counts,” she said.

In Napa County, injuries were
limited because of the size of the
temblor and the time it struck. Still,
an early-warning system could have
sent an alert to people’s smart-
phones and given them time to get
to a safer spot, said Dr. Allen.

“I think we would have been able
to reduce the number of injuries in
that earthquake,” he said.

For areas near the quake’s epi-
center, these warnings are likely
more useful for automated pro-
cesses, such as shutting down
trains, than for alerting the general
public because of the short time
frame, said Chris Goldfinger, an Ore-
gon State University marine geol-
ogy professor.

“Even in a short time like that
you can prevent some pretty disas-
trous things like train derailment,”
he added.

— Zusha Elinson
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Major stock market indexes Stock indexes fromaround theworld, grouped by region. Shown in local-currency terms.

PREVIOUS SESSION PERFORMANCE
Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.

EUROPE Stoxx Europe 600 342.96 2.50 0.73% 4.5% 12.6%

Stoxx Europe 50 3047.90 23.21 0.77 4.4 11.7

Euro Zone Euro Stoxx 321.76 3.05 0.96 2.4 12.4

Euro Stoxx 50 3197.54 32.07 1.01 2.8 13.3

Austria ATX 2334.28 14.11 0.61 -8.3 -6.6

Belgium Bel-20 3203.76 17.15 0.54 9.6 15.7

Czech Republic PX 993.39 -1.63 -0.16% 0.4 3.1

Denmark OMXCopenhagen 673.54 1.75 0.26 19.0 31.8

Finland OMXHelsinki 7668.86 23.13 0.30 4.5 19.2

France CAC-40 4393.41 51.30 1.18 2.3 8.0

Germany DAX 9588.15 78.01 0.82 0.4 13.7

Hungary BUX 18007.24 122.03 0.68 -3.0 -1.3

Ireland ISEQ 4760.90 38.37 0.81 4.9 12.7

Italy FTSEMIB 20645.54 270.15 1.33 8.8 21.6

Netherlands AEX 412.93 3.61 0.88 2.8 10.6

Norway All-Shares 682.39 5.52 0.82 13.2 25.4

Poland WIG 52781.56 436.73 0.83 2.9 5.9

Portugal PSI 20 5853.66 98.50 1.71 -10.8 -2.1

Russia RTSI 1259.47 -7.95 -0.63% -12.7 -3.4

PREVIOUS SESSION PERFORMANCE
Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.
Spain IBEX 35 10826.90 136.80 1.28% 9.2 25.2

Sweden OMXStockholm 451.17 1.18 0.26 6.5 15.1

Switzerland SMI 8673.29 61.71 0.72 5.7 10.0

Turkey BIST 100 80754.28 1491.9 1.88 19.1 17.4

U.K. FTSE 100 6822.76 47.51 0.70 1.1 5.1

ASIA-PACIFIC DJAsia-Pacific TSM 1532.83 -3.56 -0.23 5.8 14.0

Australia SPX/ASX 200 5637.60 2.70 0.05 5.3 9.7

China Shanghai Composite 2207.11 -22.17 -0.99 4.3 4.9

Hong Kong Hang Seng 25074.50 -92.41 -0.37 7.6 14.6

India S&PBSE Sensex 26442.81 5.79 0.02 24.9 47.2

Japan Nikkei Stock Average 15521.22 -92.03 -0.59 -4.7 14.6

Singapore Straits Times 3323.02 -7.26 -0.22 4.9 9.5

South Korea Kospi 2068.05 7.16 0.35 2.8 9.7

AMERICAS DJAmericas 505.14 1.27 0.25 8.5 20.1

Brazil Bovespa 60002.76 267.59 0.45 16.5 16.7

Mexico IPC 45564.88 60.54 0.13 6.6 12.7

Note:Americas index data are as of 3:00 p.m. ET. Sources: SIX Financial Information;WSJMarketDataGroup

Cross rates U.S.-dollar and euro foreign-exchange rates in global trading

USD GBP CHF SEK RUB NOK JPY ILS EUR DKK CDN AUD

Australia 1.0731 1.7779 1.1705 0.1545 0.0297 0.1738 0.0103 0.3005 1.4153 0.1898 0.9799 ...

Canada 1.0951 1.8144 1.1945 0.1577 0.0303 0.1774 0.0105 0.3067 1.4443 0.1937 ... 1.0205

Denmark 5.6526 9.3653 6.1655 0.8141 0.1564 0.9155 0.0543 1.5830 7.4549 ... 5.1615 5.2676

Euro 0.7582 1.2563 0.8270 0.1092 0.0210 0.1228 0.0073 0.2123 ... 0.1341 0.6924 0.7066

Israel 3.5709 5.9163 3.8949 0.5143 0.0988 0.5783 0.0343 ... 4.7095 0.6317 3.2607 3.3277

Japan 104.1337 172.5307 113.5833 14.9970 2.8819 16.8654 ... 29.1618 137.3377 18.4224 95.0875 97.0412

Norway 6.1744 10.2299 6.7347 0.8892 0.1709 ... 0.0593 1.7291 8.1432 1.0923 5.6380 5.7539

Russia 36.1338 59.8673 39.4128 5.2039 ... 5.8522 0.3470 10.1190 47.6554 6.3925 32.9949 33.6728

Sweden 6.9436 11.5044 7.5737 ... 0.1922 1.1246 0.0667 1.9445 9.1577 1.2284 6.3404 6.4707

Switzerland 0.9168 1.5190 ... 0.1320 0.0254 0.1485 0.0088 0.2567 1.2091 0.1622 0.8372 0.8544

U.K. 0.6036 ... 0.6583 0.0869 0.0167 0.0978 0.0058 0.1690 0.7960 0.1068 0.5511 0.5625

U.S. ... 1.6568 1.0907 0.1440 0.0277 0.1620 0.0096 0.2800 1.3189 0.1769 0.9131 0.9319

Source: ICAPPlc.

MSCI indexes
Developed and emerging-market regional and country indexes
fromMSCI as ofAugust 26, 2014

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE
yield ratio MSCI Index Last Daily YTD 52-wk.

2.50% 17 MSCIACWI* 430.68 -0.50% 5.4% 15.6%

2.50 18 World (DevelopedMarkets) 1,745.24 -0.53 5.1 15.7

2.40 17 World ex-EMU 215.14 -0.40 6.2 16.1

2.40 18 World ex-UK 1,765.29 -0.58 5.5 16.1

3.10 16 EAFE 1,925.92 -0.64 0.5 11.7

2.70 13 EmergingMarkets (EM) 1,085.29 -0.20 8.2 14.5

3.30 17 EUROPE 116.32 1.11 3.7 13.3

3.20 19 EMU 192.31 -1.49 -2.7 13.6

3.20 18 Europe ex-UK 124.13 1.49 3.2 13.9

4.20 14 EuropeValue 118.33 1.13 4.3 16.3

2.40 21 EuropeGrowth 110.04 1.09 3.2 10.4

2.40 18 EuropeSmall Cap 269.26 0.73 3.3 19.2

3.80 7 EMEurope 269.23 0.64 -2.0 -1.2

3.50 14 UK 2,000.33 0.00 0.4 2.2

3.30 16 Nordic Countries 214.79 0.85 6.5 15.9

4.70 5 Russia 747.61 0.48 -5.7 2.9

2.80 20 SouthAfrica 1,286.04 0.12 13.0 28.0

2.90 14 ACASIAPACIFICEX-JAPAN 512.13 0.16 9.4 16.4

1.90 15 Japan 789.60 0.36 -2.0 12.7

3.20 10 China 66.93 -0.02 6.1 18.0

1.40 19 India 995.20 -0.12 21.8 32.7

1.00 10 Korea 586.71 -0.22 -0.5 7.8

2.90 17 Taiwan 342.46 -0.14 13.1 19.1

1.90 19 USBROADMARKET 2,265.46 -0.46 7.6 18.4

1.50 31 USSmall Cap 3,339.41 -0.42 3.4 15.1

3.40 18 EMLATINAMERICA 3,560.98 -1.46 11.3 13.0

*Twenty-four developed and 21 emergingmarkets Source:MSCI

S&P Dow Jones Indices
Price-to-

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

2.40%19.34 Global TSM 3416.47 0.23% 18.2%

2.82 19.55 GlobalDOW 1876.81 0.34% 21.3% 2626.08 0.16 19.3

2.94 15.08 Global Titans 50 249.78 0.49 18.8 245.78 0.31 16.9

3.24 20.67 DevEuropeTSM 3400.21 0.56 13.7

2.36 20.03 DevelopedMarketsTSM 3422.99 0.24 17.9

2.78 14.95 S&PBMIEmgMarkets 279.62 0.10 20.1

3.40 20.49 S&PEurope 350 1407.54 0.77 15.4 1668.03 0.65 13.7

3.27 24.42 S&PEuro 1374.85 0.97 16.2 1651.16 0.85 14.5

3.87 25.59 EuropeDow 1431.92 0.78 15.0 2007.89 0.82 13.4

3.34 10.32 BRIC50 447.94 0.09 26.6 562.65 -0.09 24.6

1.91 20.64 U.S. TSM 20916.69 0.26 22.3

3.46 22.44 DJGlobal SelectRESI 3544.68 0.14 17.1

Price-to-
Dividend earnings PERFORMANCE (euros) PERFORMANCE (U.S.dollars)
yield* ratio* S&PDowJones Index Last Daily 52-wk. Last Daily 52-wk.

TurkeyTitans 20 -c 834.81 2.11% 25.4%

5.15%16.79 Global SelectDiv 264.16 0.21 17.3

5.20 16.43 Asia/Pacific SelectDiv 321.05 0.07% 13.8% 362.78 0.11 12.1

U.S. SelectDividend -d 1346.31 -0.13 21.4

3.12 28.15 S&PGlbNatResources 2179.90 0.68 13.9 2853.46 0.50 12.0

2.12 19.72 IslamicMarket 2939.42 0.27 19.7

2.40 17.80 IslamicMarket 100 3236.09 0.26 20.8

Islamic Turkey -c 4443.85 1.45 10.4

3.34 22.35 Sustainability Europe 114.42 0.75 15.7 166.06 0.79 14.0

3.48 29.96 S&PGlb Infrastructure 1714.30 0.13 25.0 2551.21 -0.05 23.0

2.17 16.15 Luxury 1955.96 0.48 1.5

DJCommodity 667.20 0.14 -7.5

*Fundamentals are based on data inU.S. dollar. Footnotes: a-inUSdollar. b-dividends reinvested. c-in local currency. Note:All data as of 2 p.m.ET. Source: S&PDowJones Indices

GLOBAL MARKETS LINEUP

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

Commodities Prices of futures contractswith themost open interest
EXCHANGE LEGEND: CBOT: Chicago Board of Trade; CME: ChicagoMercantile Exchange; ICE-US: ICE Futures U.S.MDEX:BursaMalaysia
Derivatives Berhad; LIFFE: London International Financial Futures Exchange; COMEX: Commodity Exchange; LME: LondonMetals Exchange;
NYMEX:NewYorkMercantile Exchange;ICE-EU: ICE Futures Europe. *Data as of August 22, 2014

ONE-DAY CHANGE Year Year
Commodity Exchange Last price Net Percentage high low

Corn (cents/bu.) CBOT 364.50 -3.00 -0.82% 517.00 358.00
Soybeans (cents/bu.) CBOT 1028.00 -1.25 -0.12 1,279.25 1,019.75
Wheat (cents/bu.) CBOT 555.75 1.25 0.23% 765.00 542.25
Live cattle (cents/lb.) CME 148.250 0.100 0.07 160.750 130.900
Cocoa ($/ton) ICE-US 3,226 7 0.22 3,269 2,639
Coffee (cents/lb.) ICE-US 196.70 9.05 4.82 222.60 119.90
Sugar (cents/lb.) ICE-US 15.73 0.37 2.41 18.91 15.30
Cotton (cents/lb.) ICE-US 66.79 0.64 0.97 84.74 62.02
Rapeseed (euro/ton) LIFFE 324.50 3.00 0.93 386 301
Cocoa (pounds/ton) LIFFE 2,035 13 0.64 2,050 1,651
Robusta coffee ($/ton) LIFFE 2,025 28 1.40 2,218 1,585

Copper ($/lb.) COMEX 3.2115 -0.0255 -0.79 3.3570 2.8845
Gold ($/troy oz.) COMEX 1284.70 5.80 0.45 1,390.80 1,207.00
Silver ($/troy oz.) COMEX 19.480 0.049 0.25 22.240 18.700
Aluminum ($/ton)* LME 2,060.50 -8.50 -0.41 2,069.00 1,686.50
Tin ($/ton)* LME 22,425.00 75.00 0.34 23,770.00 21,410.00
Copper ($/ton)* LME 7,077.00 92.00 1.32 7,422.00 6,430.00
Lead ($/ton)* LME 2,255.00 6.00 0.27 2,287.00 2,033.00
Zinc ($/ton)* LME 2,364.00 10.00 0.42 2,410.00 1,948.00
Nickel ($/ton)* LME 18,725 -145 -0.77 21,100 13,425

Crude oil ($/bbl.) NYMEX 93.90 0.55 0.59 105.55 88.34
Heating oil ($/gal.) NYMEX 2.8509 0.0092 0.32 3.0912 2.8080
RBOB gasoline ($/gal.) NYMEX 2.6006 0.0052 0.20 2.8999 2.5188
Natural gas ($/mmBtu) NYMEX 3.964 -0.015 -0.38 4.8790 3.7400
Brent crude ($/bbl.) ICE-EU 102.50 -0.15 -0.15 114.44 101.07
Gas oil ($/ton) ICE-EU 866.50 2.50 0.29 950.25 857.00

Sources: SIX Financial Information;WSJMarket Data Group

Currencies London close onAug. 26
Per In

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

Argentina peso-a 11.0905 0.0902 8.4092 0.1189

Brazil real 2.9970 0.3337 2.2724 0.4401

Canada dollar 1.4443 0.6924 1.0951 0.9131

Chile peso 773.37 0.001293 586.40 0.001705

Colombia peso 2486.04 0.0004022 1885.00 0.0005305

EcuadorUS dollar-f 1.3189 0.7582 1 1

Mexico peso-a 17.2851 0.0579 13.1061 0.0763

Peru sol 3.7392 0.2674 2.8352 0.3527

Uruguay peso-e 31.873 0.0314 24.167 0.0414

U.S. dollar 1.3189 0.7582 1 1

Venezuela bolivar 8.37 0.119406 6.35 0.157480

ASIA-PACIFIC

Australia dollar 1.4153 0.7066 1.0731 0.9319

1-mo. forward 1.4184 0.7050 1.0755 0.9298

3-mos. forward 1.4243 0.7021 1.0800 0.9260

6-mos. forward 1.4332 0.6977 1.0867 0.9202

China yuan 8.1145 0.1232 6.1527 0.1625

Hong Kong dollar 10.2220 0.0978 7.7506 0.1290

India rupee 79.7448 0.0125 60.4650 0.0165

Indonesia rupiah 15411 0.0000649 11685 0.0000856

Japan yen 137.34 0.007281 104.13 0.009603

1-mo. forward 137.31 0.007283 104.11 0.009605

3-mos. forward 137.25 0.007286 104.06 0.009609

6-mos. forward 137.12 0.007293 103.97 0.009619

Malaysia ringgit-c 4.1637 0.2402 3.1571 0.3168

NewZealand dollar 1.5822 0.6320 1.1997 0.8335

Pakistan rupee 134.497 0.0074 101.980 0.0098

Philippines peso 57.707 0.0173 43.756 0.0229

Singapore dollar 1.6482 0.6067 1.2497 0.8002

South Koreawon 1340.88 0.0007458 1016.70 0.0009836

Taiwan dollar 39.512 0.02531 29.960 0.03338

Thailand baht 42.103 0.02375 31.924 0.03132

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

Euro zone euro 1 1 0.7582 1.3189

1-mo. forward 0.9998 1.0002 0.7581 1.3191

3-mos. forward 0.9995 1.0005 0.7578 1.3196

6-mos. forward 0.9989 1.0011 0.7574 1.3203

Czech Rep. koruna-b 27.750 0.0360 21.041 0.0475

Denmark krone 7.4549 0.1341 5.6526 0.1769

Hungary forint 313.41 0.003191 237.64 0.004208

Norway krone 8.1432 0.1228 6.1744 0.1620

Poland zloty 4.1869 0.2388 3.1747 0.3150

Russia ruble-d 47.655 0.02098 36.134 0.02767

Sweden krona 9.1577 0.1092 6.9436 0.1440

Switzerland franc 1.2091 0.8270 0.9168 1.0907

1-mo. forward 1.2088 0.8273 0.9166 1.0910

3-mos. forward 1.2080 0.8278 0.9160 1.0917

6-mos. forward 1.2066 0.8288 0.9149 1.0930

Turkey lira 2.8558 0.3502 2.1653 0.4618

U.K. pound 0.7960 1.2563 0.6036 1.6568

1-mo. forward 0.7962 1.2559 0.6037 1.6564

3-mos. forward 0.7966 1.2553 0.6040 1.6555

6-mos. forward 0.7975 1.2540 0.6047 1.6538

MIDDLE EAST/AFRICA

Bahrain dinar 0.4973 2.0108 0.3771 2.6520

Egypt pound-a 9.4378 0.1060 7.1560 0.1397

Israel shekel 4.7095 0.2123 3.5709 0.2800

Jordan dinar 0.9341 1.0706 0.7083 1.4119

Kuwait dinar 0.3752 2.6654 0.2845 3.5153

Lebanon pound 1994.45 0.0005014 1512.25 0.0006613

Saudi Arabia riyal 4.9459 0.2022 3.7502 0.2667

South Africa rand 14.0953 0.0709 10.6875 0.0936

United Arab dirham 4.8444 0.2064 3.6732 0.2722

a-floating rate b-financial c-government rate c-commercial
rate d-Russian Central Bank rate.
Source: ICAPPlc.
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pean Union.
The two leaders, together for the

first time in two months, were
joined by officials from the EU, Be-
larus and Kazakhstan, who sought to
stress the need to end the bloodshed
in Ukraine, which has flared into the
biggest East-West crisis since the
end of the Cold War.

“Today in Minsk, without any
question, the fate of the world and
the fate of Europe are being de-
cided,” Mr. Poroshenko said.

The round-table discussion was
followed by a four-hour private
meeting involving all participants.
After dinner, Messrs. Putin and Po-
roshenko met one-to-one, according
to the Kremlin. No details were im-
mediately available.

Belarus President Alexander Lu-
kashenko said more talks could be
held on Wednesday.

“Of course all of us would like a
breakthrough,” including a cease-fire
and “a start to political dialogue in
Ukraine with all the sides of the con-
flict,” Mr. Lukashenko said. “But the
fact of today’s meeting itself is a
success, a step in the only proper di-
rection.”

Mr. Lukashenko said that Minsk

Continued from first page will become a “regular stage” for
talks between Moscow, Kiev and the
Organization for Security and Coop-
eration in Europe, which has been
called upon to act as a monitor.

In his public comments, however,
Mr. Putin stressed trade issues,
highlighting the dangers he said
Russia faces if Ukraine pursues
closer ties to the West. Since the on-
set of the crisis, Mr. Putin has ac-
cused the West of meddling in
Ukraine’s internal affairs and trying
to spoil its relations with Moscow by
luring it into an association.

Mr. Putin said that a trade agree-
ment between Kiev and Europe will
flood the Ukrainian market with Eu-
ropean goods, which may then find
their way into Russia.

“In this situation Russia cannot
stand idle. And we will be prompted,
I want to highlight this, will be
prompted to take retaliatory mea-
sures, to protect our market,” Mr.
Putin said.

Ukraine’s latest political crisis
began after Ukraine’s last president,
Viktor Yanukovych, abruptly moved
late last year to sign a trade agree-
ment with Russia instead of the EU.
Mr. Yanukovych was toppled in Feb-
ruary after months of street pro-

tests. Mr. Poroshenko, elected in
May, has since revived the agree-
ment with Europe.

At the same time, Ukraine is bat-
tling an insurgency in the east that
began in April. Kiev accuses Russia
of funneling men and arms across
the border to support the separat-
ists, a charge Russia denies.

Just ahead of the talks in Minsk,
Ukraine released videotaped interro-
gations of Russian soldiers it said
had been captured in Ukraine. Kiev
said they were part of a column of
Russian infantry vehicles that its
forces had attacked on Monday.

Moscow confirmed to Russian
news agencies that the soldiers were
Russian. “These servicemen did in-
deed participate in patrolling a sec-
tion of Russian-Ukrainian border,
and crossed it probably by accident
at an unequipped and unmarked sec-
tion,” the Defense Ministry told the
Interfax news agency. “They showed
no resistance to Ukraine’s armed
forces when they were detained.”

Ukrainian defense officials re-
ported new fighting Tuesday near
the port city of Mariupol on the
Azov Sea—which for weeks they
have said was solidly under govern-
ment control.

Government defense spokesman
Col. Andriy Lysenko said a column of
Russian armored vehicles and artil-
lery was shelling army positions a
few dozen kilometers from the city,
which had some 500,000 residents
before the crisis started.

Col. Lysenko said Ukrainian
forces had destroyed much of the
column Monday after it had crossed
the border, but that some remaining
tanks and howitzers were firing on
Ukrainian units from villages near
the border. Russia denies sending
the vehicles across the border.

In the videotapes, the soldiers
said they were part of a paratroop
unit based in Kostroma, 340 kilome-
ters (210 miles) northeast of Mos-
cow. They said they had been or-
dered to the Ukrainian border for
military exercises, and had been
given uniforms stripped of any indi-
cations that they were Russian mili-
tary units.

One of the soldiers said they
knew they were heading into
Ukraine, but another said they
thought they were on an exercise in-
side Russia. “They started shooting
at us, and my vehicle blew up,” said
one. “Then I knew this wasn’t an ex-
ercise; it wasn’t just a march.”

Russia-Ukraine Talks Yield Little
Photos released Tuesday by the Ukrainian security service show some Russian paratroopers purportedly captured this week by Ukrainian forces inside Ukraine.
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Austrian Finance Minister Resigns Over Tax Debate
VIENNA—Finance Minister

Michael Spindelegger resigned
Tuesday after eight months in the
role, citing differences within his
party over how to overhaul Austria’s
tax system and reduce its debt.

Mr. Spindelegger also stepped
down as Austria’s vice chancellor
and head of the center-right Aus-
trian People’s Party, or ÖVP, the ju-
nior partner in Austria’s governing
coalition.

Late Tuesday, the ÖVP chose Re-
inhold Mitterlehner, Austria’s cur-
rent economics minister, as new

party head. Mr. Mitterlehner said he
intended to have all personnel ques-
tions in the party settled by Sept. 2.

At a surprise news conference
Tuesday morning, Mr. Spindelegger
said he resigned due to a lack of
support from his own party. “When
there is no cohesion, it is time to
hand over the reins,” he told report-
ers.

Some ÖVP members have backed
calls for tax cuts from its coalition
partner, the center-left Social Demo-
crats. Mr. Spindelegger also rejected
the Social Democrats’ calls for a
new tax on wealth, whereas some
members of his party are open to

compromise on the issue.
Instead of cutting taxes, Austria

should focus on cutting its debt,
which is expected to reach about
80% of gross domestic product this
year, Mr. Spindelegger said.

“The Austrian way must be ori-
ented toward Berlin and not toward
Athens,” he said.

Mr. Spindelegger had been a tar-
get of criticism from within his own
party even before the debate over
taxes. He has been a “dead man
walking for many months,” said po-
litical commentator Peter Plaikner.

Mr. Spindelegger was criticized
for his inability to assert his policies

and for some of his cabinet choices
when building the government, Mr.
Plaikner said.

Many politicians from both sides
of the government were surprised
by Mr. Spindelegger’s resignation,
but seemed certain that the coali-
tion would be able to overcome the
loss of one of its party’s leaders.

“My expectation is that we [the
coalition] will lead this country out
of the crisis by 2018,” when the next
general elections will be held, Aus-
tria’s chancellor and head of the So-
cial Democrats, Werner Faymann,
said Tuesday in an interview with
Austrian state television ORF.

BY NICOLE LUNDEEN

EUROPE WATCH
 ITALY

Navy Finds 24 More Bodies
From Capsized Migrant Boat

An additional 24 bodies were
recovered from an overturned fishing
boat off Italy’s southern coast, as
would-be refugees fleeing increasing
instability in Libya saw their deadliest
few days this year, with more than
300 drowned.

On Tuesday, the Italian navy said
two of its patrol boats recovered 24
corpses from a capsized smuggler’s
boat Sunday night. Their remains, as
well as 364 survivors, were headed
toward Augusta on Sicily’s east coast.

The U.N. refugee agency said the
worst incident occurred Friday near
Garibouli, east of Tripoli. That boat
was reportedly carrying at least 270
people when it overturned and sank.
Only 19 people survived, according to
Melissa Fleming, spokeswoman for the
U.N. High Commissioner for Refugees
in Geneva.

The U.N. agency said that more
than 300 would-be refugees have died
since Friday and that 1,889 have died
since the start of the year, including
1,600 since the beginning of June.

—Associated Press

 SWITZERLAND

Economic Official Postpones
4-Day Trade Visit to Russia

Switzerland postponed a four-day
trade-promotion trip to Russia until
next year because of the conflict in
Ukraine, a government spokesman said
Tuesday.

Johann Schneider-Ammann, the
head of Switzerland’s economic affairs
department, had been scheduled to
attend meetings in Russia in October
with the leaders of several Swiss
companies, the spokesman said.

The decision to postpone the trip
comes as pressure mounts on
Switzerland to join the European
Union in sanctioning Russia for its role
in the Ukraine crisis, where pro-Russia
separatists are fighting government
forces.

Switzerland has argued that
imposing sanctions would jeopardize
its neutrality and make it difficult to
serve as a mediator in its role as chair
of the Organization for Security and
Cooperation in Europe.

Switzerland, which isn’t a member
of the EU, recently said it would
expand a list of defense equipment
that can’t be exported to Russia and
Ukraine. It has also frozen assets held
in the country by some Russian and
Ukrainian individuals and groups.

—Neil MacLucas

 SWEDEN

City Plays ‘Schindler’s List’
To Neo-Nazi Gathering

Neo-Nazis rallying in the Swedish
city of Norrkoping were greeted by the
theme song from “Schindler’s List”
ringing from the bells of city hall.

Local government spokesman Ulf
Mossberg said city officials decided
the tune from Steven Spielberg’s
Oscar-winning Holocaust drama was
an appropriate way to demonstrate
the city’s belief in “the equal value of
all people.”

He said the bells of the clock tower
played the song before and after a
political rally Tuesday by the Party of
the Swedes, a small extremist group
that wants to stop immigration and
reserve Swedish citizenship for people
with “Western genetic and cultural
heritage.” The party aims to win seats
in local assemblies across Sweden in
Sept. 14 elections.

—Associated Press

Online>>
For more breaking news, go to
WSJ.com/Europenews and follow
@wsjeurope on Twitter.
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Major players & benchmarks

Credit derivatives
Spreads on credit derivatives are oneway themarket rates
creditworthiness. Regions that are treading in roughwaters
can see spreads swing toward themaximum—and vice versa.
Indexes beloware for five-year swaps.

Markit iTraxx Indexes SPREADRANGE, in pct. pts.
Mid-spread, sincemost recent roll

Index: series/version in pct. pts. Mid-price Coupon Maximum Minimum Average

Europe: 21/1 0.60 101.91% 0.01% 0.81 0.56 0.66

Eur. HighVolatility: 20/1 0.71 101.24 0.01 1.11 0.68 0.84

EuropeCrossover: 21/1 2.46 111.12 0.05 3.11 2.19 2.62

Asia ex-Japan IG: 21/1 1.00 99.99 0.01 1.13 0.99 1.04

Japan: 21/1 0.65 101.67 0.01 0.72 0.63 0.66

Note: Data as ofAugust 25

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

In percentage points
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Tracking
credit
markets &
dealmakers

Dow Jones Industrial Average P/E: 16
LAST: 17106.70 s 29.83, or 0.17%
YEAR TO DATE: s 530.04, or 3.2%
OVER 52WEEKS s 2,330.57, or 15.8%

Note: Price-to-earnings ratios are for trailing 12 months
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Stoxx Europe 50: Tuesday's best and worst...

Previous
close, in STOCK PERFORMANCE

Company Country Industry Volume local currency Previous session YTD 52-week

BNPParibas France Banks 4,375,367 51.30 2.13% -9.4% 3.6%

Deutsche Bank Germany Banks 8,505,308 26.23 2.04 -24.4 -19.9

Sanofi SA France Pharmaceuticals 3,106,644 82.94 2.03 7.5 8.2

Tesco United Kingdom Food Retailers &Wholesalers 30,498,190 252.10 1.65 -24.6 -32.3

Credit Suisse GroupAG Switzerland Banks 5,622,310 26.47 1.61 -2.9 -7.2

Reckitt Benckiser Grp United Kingdom Nondurable Household Products 951,924 5,210 -1.04% 8.7 15.8

Rio Tinto United Kingdom GeneralMining 4,000,219 3,358 -1.03 -1.5 9.4

BHPBilliton United Kingdom GeneralMining 6,568,654 1,944 -0.03 4.0 1.8

Vodafone Group United Kingdom Mobile Telecommunications 43,743,691 205.85 unch. -16.1 3.8

BPPLC United Kingdom Integrated Oil & Gas 20,628,866 485.75 0.13% -0.5 9.7

...And the rest of Europe's blue chips
Latest,
in local STOCK PERFORMANCE

Company/Country (Industry) Volume currency Latest YTD 52-week

Total 4,624,548 50.03 1.56% 12.4% 19.1%
France (Integrated Oil & Gas)
Banco Bilbao Vizcaya Argn 24,211,160 9.35 1.47 5.5 26.6
Spain (Banks)
Banco Santander S.A. 40,164,113 7.69 1.44 21.7 42.3
Spain (Banks)
Bayer 1,380,490 102.85 1.43 0.9 19.1
Germany (Specialty Chemicals)
Unilever 1,791,113 2,659 1.33 7.1 4.3
United Kingdom (Food Products)
GlaxoSmithKline 6,658,132 1,448 1.26 -10.2 -13.5
United Kingdom (Pharmaceuticals)
AstraZeneca 1,751,757 4,468 1.12 25.0 37.6
United Kingdom (Pharmaceuticals)
ENI 11,286,821 19.06 1.11 9.0 10.9
Italy (Integrated Oil & Gas)
Barclays 31,724,712 225.25 1.10 -17.2 -21.5
United Kingdom (Banks)
BGGrp 2,761,548 1,201 1.05 -7.5 1.6
United Kingdom (Integrated Oil & Gas)
BASF 2,313,759 79.50 1.04 2.6 16.7
Germany (Commodity Chemicals)
UBS 6,702,121 16.49 1.04 -2.5 -12.1
Switzerland (Banks)
Moet Hennessy Louis Vuitt 697,355 133.15 0.99 0.4 -4.8
France (Clothing & Accessories)
AXA 6,683,430 18.95 0.99 -6.2 10.5
France (Full Line Insurance)
Daimler 2,439,713 63.49 0.97 0.9 20.0
Germany (Automobiles)
Royal Dutch Shell A 2,460,132 2,424 0.96 12.0 17.5
United Kingdom (Integrated Oil & Gas)
British American Tobacco 1,601,730 3,531 0.91 9.0 6.0
United Kingdom (Tobacco)
Glencore PLC 22,385,908 363.25 0.87 16.2 14.6
United Kingdom (GeneralMining)
INGGroep 12,892,767 10.52 0.86 4.2 21.4
Netherlands (Life Insurance)
Telefonica S.A. 8,970,551 12.13 0.83 2.5 12.5
Spain (Fixed Line Telecommunications)

Latest,
in local STOCK PERFORMANCE

Company/Country (Industry) Volume currency Latest YTD 52-week

L'Air Liquide 678,170 98.33 0.83% -4.3% -6.7%
France (Commodity Chemicals)
National Grid 4,989,142 892.00 0.79 13.2 20.1
United Kingdom (Multiutilities)
Siemens 1,691,268 96.84 0.73 -2.5 18.7
Germany (Diversified Industrials)
HSBCHldgs 19,950,429 648.70 0.70 -2.1 -6.6
United Kingdom (Banks)
Allianz SE 1,115,786 130.85 0.65 0.4 18.0
Germany (Full Line Insurance)
Nestle 3,313,392 70.80 0.64 8.4 13.2
Switzerland (Food Products)
RocheHolding Part. Cert. 768,719 269.40 0.64 8.1 11.4
Switzerland (Pharmaceuticals)
Novartis AG 3,117,192 82.20 0.61 15.4 18.3
Switzerland (Pharmaceuticals)
Zurich Insurance Group 293,190 275.50 0.51 6.6 13.2
Switzerland (Full Line Insurance)
Standard Chartered 6,787,242 1,222 0.49 -10.1 -18.1
United Kingdom (Banks)
ABB 3,967,730 21.02 0.48 -10.5 0.8
Switzerland (Industrial Machinery)
Financiere Richemont 1,100,192 88.15 0.46 -0.7 -5.4
Switzerland (Clothing & Accessories)
SAP 2,084,498 59.92 0.44 -3.8 5.5
Germany (Software)
Schneider Electric SE 1,201,806 65.27 0.42 2.9 8.1
France (Electrical Components & Equipment)
Anheuser-Busch InBev 1,239,279 85.26 0.38 10.4 17.8
Belgium (Brewers)
Diageo 3,141,765 1,761 0.34 -12.0 -12.2
United Kingdom (Distillers & Vintners)
Unilever CVA 3,532,067 31.62 0.33 8.0 7.4
Netherlands (Food Products)
Lloyds Banking Group PLC 106,530,153 76.49 0.31 -3.0 2.3
United Kingdom (Banks)
Telefon L.M. Ericsson B 3,787,845 87.45 0.29 11.4 10.5
Sweden (Telecommunications Equipment)
Deutsche Telekom 7,611,279 11.39 0.26 -7.5 20.0
Germany (Mobile Telecommunications)

Sources: SIX Financial Information

DJIA component stocks
Volume, CHANGE

Stock Symbol inmillions Latest Points Percentage

AT&T T 11.2 $34.50 –0.01 –0.03%
AmExpress AXP 2.3 89.17 –0.42 –0.47
Boeing BA 1.9 128.66 0.33 0.26
Caterpillar CAT 1.9 108.10 0.13 0.12
Chevron CVX 2.1 128.45 0.61 0.48
CiscoSys CSCO 14.4 24.84 0.14 0.55
CocaCola KO 6.3 41.58 0.17 0.41
Disney DIS 3.3 90.02 –0.36 –0.40
DuPont DD 1.6 66.15 ... ...
ExxonMobil XOM 6.2 99.78 1.03 1.04
GenElec GE 21.2 26.05 –0.15 –0.57
GoldmanSachs GS 2.8 178.00 0.13 0.07
HomeDpt HD 4.7 91.72 0.52 0.58
Intel INTC 17.1 34.81 ... ...
IBM IBM 2.3 193.12 1.96 1.03
JPMorgChas JPM 8.4 59.80 0.46 0.78
JohnsJohns JNJ 2.7 103.41 0.17 0.17
McDonalds MCD 4.7 94.06 –0.38 –0.41
Merck MRK 8.0 60.18 0.45 0.75
Microsoft MSFT 12.0 44.99 –0.18 –0.39
NikeB NKE 2.1 79.55 –0.46 –0.57
Pfizer PFE 14.2 29.24 0.33 1.14
ProctGamb PG 4.3 83.42 –0.12 –0.14
3M MMM 1.5 144.62 –0.08 –0.06
TravelersCos TRV 0.9 94.28 –0.01 –0.01
UnitedTech UTX 1.6 109.79 –0.03 –0.03
UtdHlthGp UNH 1.8 85.08 0.84 1.00
Verizon VZ 8.6 49.27 0.12 0.23
VISAClA V 1.3 217.22 1.20 0.56

WalMart WMT 3.5 75.53 –0.16 –0.21

Source: WSJ Market Data Group

Credit-default swaps: European companies
At itsmostbasic, thepricingofcredit-defaultswapsmeasureshowmuchabuyerhastopaytopurchase-and
howmuch a seller demands to sell-protection from default on an issuer's debt. The snapshot below gives a
sensewhichway themarketwasmoving yesterday.

Showing the biggest improvement...
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

ACELtd 27 –1 –1 ...

Rhodia 45 ... –1 1

CrAgricole SA 64 ... –3 –9

Iberdrola SA 71 ... –2 –1

ABVolvo 89 ... –2 –1

IKBDeutsche Industriebank 150 ... –7 –5

OldMutplc 104 ... –3 –2

Tyco Intl Ltd 48 ... –1 1

Prudential PLC 62 ... –2 –1

LLOYDSBKPLC 58 ... –3 ...

And the most deterioration
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

BANKIASA 132 2 –4 –11

NorskeSkogindustrier 2346 25 29 128

BASFSchweizAG 23 ... ... 1

LAIRLIQUIDESOCIETE
GEORGESCLAUDE 35 ... ... 2

Dexia Cr Loc 201 1 –2 –8

BarclaysBkplc 59 ... –3 –8

ArcelorMittal 231 1 –12 –7

Intelsat InvtsSA 101 ... ... ...

StagecoachGpPlc 79 ... 1 3

StdCharteredBk 75 ... –1 –3

Source:Markit Group

BLUE CHIPS & BONDS

WSJ.com>>
Follow the markets throughout the day, with updated
stock quotes, news and commentary at WSJ.com.

Also, receive emails that summarize the day’s trading in
Europe and Asia. To sign up, go to WSJ.com/Email.

Below, a look at the Dow Jones Stoxx
50, the biggest and best known
companies in Europe, including the U.K.

Behind global deals: Bank revenues from equity capital markets

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

Source: Dealogic
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EUROPE NEWS

Hollande Shuffles
Government to Center

PARIS—President François Hol-
lande appointed a new government
of core allies to push through his
pro-business platform, betting he
can pass laws without representa-
tives from the rebellious left of his
Socialist majority.

The French leader kept tough-
talking Manuel Valls as prime min-
ister and lifelong friend Michel
Sapin as finance minister. Mr. Hol-
lande promoted only loyal support-
ers, such as former adviser and
Rothschild investment banker Em-
manuel Macron, who was named
economy minister.

The snap reshuffle of a cabinet

Mr. Hollande appointed less than
six months ago comes after minis-
ters from the left of the Socialist
Party accused the president over
the weekend of inflicting damaging
austerity on the euro zone’s sec-
ond-largest economy, even as it is
mired in stagnation.

The critics, led by outgoing
Economy Minister Arnaud Monte-
bourg, were cast aside.

Mr. Hollande is hoping that
clarifying his economic line at
home will strengthen his voice on
the European scene. The French
president has been quietly lobbying
to tone down the German-inspired
austerity implemented across much
of the euro zone after the sover-

eign-debt crisis. Mr. Montebourg
endangered that strategy with
frontal attacks on Germany policy
and Chancellor Angela Merkel in
particular.

But Mr. Hollande’s decision to
evict rebels from his government
could throw France into a political
impasse. The bold move risks wid-
ening the rift between the presi-
dent and elements of his ruling co-
alition ahead of key budget votes.
The government will take the con-
flict to the brink in the coming
weeks when Mr. Valls seeks a fresh
confidence vote from lawmakers.

“If we fail to secure a majority,
it will be over, because we wouldn’t
be able to continue,” the prime
minister said in a television inter-
view after he was reappointed.

In the event of Mr. Valls losing
the confidence vote, the president
can either pick a new prime minis-
ter or dissolve the National Assem-
bly and call elections.

The left-wing revolt began
brewing in 2012, soon after Mr.
Hollande was elected on a Socialist
platform rich in pledges to tame
the financial industry—which he
described as his “enemy”—and pro-
tect the middle class.

In November 2012, however, the
president unveiled a program
aimed at supporting French busi-
ness through a series of tax cuts.

Despite a deluge of criticisms
from the left that the tax-credit
system was a gift to business with
nothing in return, Mr. Hollande
vowed in January to amplify the
move, saying business creates the
wealth French people need.

After a drubbing at the polls in
local elections in March, Mr. Hol-
lande shuffled his government and
handed Mr. Valls the responsibility
for marshaling the new pro-busi-
ness platform.

But as the economy stagnated,
opponents grew in strength.
Around 40 socialist lawmakers ab-
stained from voting on a program
of public spending cuts to fund the
business tax cuts in the coming
years.

In a television interview Tues-
day, the prime minister expressed
frustration with fellow Socialists.
“What happened in the last few
days?” he said. “The left created its
own problem.”

BY WILLIAM HOROBIN

Mr. Hollande, right, with banker Emmanuel Macron, the new finance minister.
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Hungary’s Central Bank Holds Interest Rate Steady
BUDAPEST—Hungary’s central

bank kept its main interest rate un-
changed for the first time in two
years Tuesday, leaving borrowing
costs at a record low.

The National Bank of Hungary
plans to maintain loose monetary
conditions for a sustained period to
help ensure the economy meets its
inflation target, the central bank’s
rate setters said after the decision.
Inflation pressures may remain
moderate in the medium term, and
unused capacities in the economy
persist, they added.

The central bank left its policy
rate at 2.1% after 24 consecutive
monthly cuts. At the start of the
central bank’s easing cycle in Au-
gust 2012, the main rate was at 7%.
Tuesday’s decision was in line with

the expectations of 16 economists
polled by The Wall Street Journal.

Hungary’s monetary policy will
likely remain in a holding pattern
for at least another year with inter-
est rates remaining at record lows,
London-based economics-research
consultancy Capital Economics said.
Economist Neil Shearing cited three
reasons for the loose monetary
stance: economic growth is set to
slow in the second half of this year;
inflation will remain extremely low
and below the central bank’s 3% tar-
get; and fiscal policy must remain
tight because strict European Union
deficit requirements put the onus on
monetary policy to support growth.

Hungary will raise interest rates
gradually, perhaps from the third
quarter of 2015 onward, to 2.5% by
the end of 2015 and 3% or so by the
close of 2016, although a sharp

weakening of the Hungarian forint
could force the bank to raise rates
sooner than that, Mr. Shearing said.

Goldman Sachs said in a research
note that a recent selloff in the Hun-
garian forint, equities and govern-

ment bonds—the result of escalat-
ing risks related to the Ukraine
conflict—combined with investors’
expectations for tighter U.S. mone-
tary policy “have underscored the

sensitivity of low-carry currencies
to external events. Therefore, more
[interest rate] cuts could undermine
the forint and the local market even
more.” A low-carry currency is one
that offers only low returns to in-
vestors.

After two years of rate cuts
“there is very limited premium left”
in Hungarian assets, Citigroup ana-
lysts said, adding that Hungarian
government bonds are “becoming
very vulnerable to nervous trading”
in U.S. Treasurys.

Exposing the forint to a major
weakening would also be detrimen-
tal to households because of their
high levels of debt denominated in
foreign currencies, SEB said.

Last month, the central bank
surprised markets by a deeper-than-
forecast cut to the main rate but
said it wasn’t planning to touch its

interest rates before the end of next
year, since the low rates ensure the
country will reach its 3% inflation
target by then and are sufficient to
boost the economy.

Strong growth in the second
quarter and an inching-up in infla-
tion support the rate decision, ana-
lysts said.

In July, headline inflation was
0.1% on the year, swinging into posi-
tive territory after three months of
negative readings. It is widely fore-
cast by analysts and the central
bank alike to pick up speed next
year when government-mandated
household energy-price cuts drop
from the year-earlier figures.

Gross domestic product in-
creased 0.8% in the second quarter
from the previous three months and
by 3.9% from a year earlier, beating
analysts’ forecasts of 3.5%.

BY MARGIT FEHER

Longtime Mayor
Of Berlin to Resign

BERLIN—Longtime Mayor Klaus
Wowereit said Tuesday he would re-
sign in December, following years of
sharp criticism over delays and cost-
overruns for a new airport for the
German capital.

Mr. Wowereit, a Social Democrat
first elected in 2001 after a decade
of conservative control, helped turn
reunified Berlin into one of Europe’s
top tourist destinations, promoting
arts and culture as well as the city’s
night life and club scene. He fa-
mously dubbed the city-state, which
suffers from high unemployment, as
“poor but sexy.”

The efforts paid off. Berlin tour-
ism has risen strongly over the past
decade, and the percentage of visi-
tors from abroad has risen to 43%
from about a third, according to
government figures.

At a news conference, Mr. Wow-
ereit cited the embarrassing delays
to opening the new Berlin Branden-
burg International airport as a major
reason for his resignation, two years
ahead of the next election. He also
said inner-party criticism hasn’t
made his job any easier.

“I leave voluntarily and I am
proud of my contribution to the pos-
itive development of this city,” Mr.
Wowereit said. “But one of the big-
gest defeats is of course the delayed
opening” of the new airport. “This is
a bitter defeat.”

Mr. Wowereit, who also serves as
chairman of the airport’s supervi-
sory board, has been blamed for in-

sufficient controls and the explosion
of costs to more than €5 billion
($6.6 billion), from an initial esti-
mate of around €2 billion.

Planning for a new gateway to
the capital began in 1989, just after
the fall of the Berlin Wall, but sev-
eral target dates for a grand opening
have been missed. No new date has
been set, as officials struggle to cor-
rect defects in its fire-safety system.

Mr. Wowereit has also come un-
der pressure for the way the city
handled more than 100 refugees who
occupied a public square and an
empty school in the Kreuzberg dis-
trict to protest the treatment of asy-
lum seekers in Germany.

“After 13 years, the shine has
worn off,” said Oskar Niedermayer,
professor of political science at Ber-
lin’s Free University.

“With the handling of the refu-
gees, and the third or whatever de-
lay of the airport opening, his image
suffered a severe blow. His popular-
ity rates tumbled and stayed there.
When somebody is no longer the
driving force, he must be replaced,”
he said.

Mr. Wowereit, 60 years old, also
was the first senior politician in Ger-
many to out himself as homosexual.
He said he would step down on Dec.
11, shortly after the 25th anniversary
of the fall of the Berlin Wall.

The Social Democrats in Berlin
will vote on a successor to fill the
rest of his term. Two front-runners
are Jan Stöss, the local party chair-
man, and Raed Saleh, who is floor
leader in Berlin’s parliament.

BY ANDREA THOMAS

Klaus Wowereit on Tuesday cited delays to an airport project in his decision.
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The White Lies of Research
Scientists Question When Deception Is OK; Ethical Uncertainty in Varying Degrees

When Geoff Pearson, a sports-
management and law professor at
the University of Liverpool,
wanted to study the behavior of
rowdy soccer fans in the U.K.—
“football hooligans” as they’re
known—he decided that just talking
to them wasn’t good enough. The
well-behaved fans sometimes exag-
gerated their role in mayhem while
violent ones played down theirs, Dr.
Pearson says.

So he went undercover.
Over a roughly 10-year period,

he joined the fans at football
matches to watch
how crowd behav-
ior went from calm

to rowdy. To maintain his guise, he
regularly committed what he de-
scribes as minor criminal offenses,
such as storming the field or bring-
ing alcohol on the train to the
game. He wrote down his observa-
tions while huddled in the rest-
room, talked into a recorder by pre-
tending it was a cellphone and
jotted down copious notes after
matches. Most important, he didn’t
tell fans he was studying them.

He studied the emotions and be-
haviors of fans on the way to the
games, in the stands and—because
most violent behavior tended to oc-
cur outside the stadium—what hap-
pened after the matches, in pubs
and public spaces. He was in the
crowd and tear-gassed during the
1998 World Cup in Marseille,
France, and hit with a water-cannon
in the 2000 European champion-
ship.

Dr. Pearson’s unusual research
techniques are one extreme exam-
ple of how deception can be used in
the name of science. “Deception” is
generally defined as when research-
ers intentionally act or withhold in-
formation from participants so that
they hold false beliefs, according to
Ruth Faden, director of the Johns
Hopkins Berman Institute of Bioeth-
ics. It occurs in many forms and
with varying degrees of ethical un-
certainty.

One of the main tenets of ethical
research is that participants should
be informed that they’re being
studied and for what purpose. De-
ception can upset participants who
feel misled. It can lead to mistrust
of scientists or the medical system
in general, experts say. Outrage
over a study published using Face-
book data is a recent example.

Often researchers use deception
when they want to study behavior
that people can’t or won’t honestly
engage in if they know why they are
being studied such as to learn
whether they use illegal drugs.
Other times researchers may be
concerned that bias or expectations
will color the results. A common ex-
ample of this is the double-blind
study of new drug treatments, in
which neither the researcher nor
the participant knows if a partici-
pant is getting the new drug or a
placebo.

New methods for research, such
as the ease of collecting large
amounts of data on the Internet,
are prompting scientists to think
even harder about deception.

Kypros Kypri, a professor in the
school of medicine and public
health at the University of Newcas-
tle in Australia, and his colleagues
in the U.K. have independently

studied the drinking habits of tens
of thousands college students in
New Zealand, the U.K. and Sweden.
They found that just asking heavy
drinkers about their alcohol use
sometimes changes their behavior.

The researchers surveyed stu-
dents about their drinking behavior
and, based on the responses, identi-
fied thousands of heavy drinkers.
They sent the students one or more
follow-up surveys to see if they
changed their behavior or sought
help for their drinking.

While in most cases the students
understood they were filling out
surveys as part of a research study,
at no point did the researchers tell
them they were participating in an
intervention—not even at the end
of the process, which is usually
when subjects learn the true pur-
pose of a study. (In one case, the
British team didn’t even tell the
students they were in a research
study.)

Disclosing the goal at the begin-
ning of the study would have
changed the very behavior the re-
searchers were studying—whether
students would decide to cut down
on their drinking after answering
questions that might prompt them
to think about whether they had a
problem, Dr. Kypri says. Disclosing
the true purpose at the end of the
study would have done more harm

than good because participants
might have felt misled about the
study, he says.

The researchers decided that not
disclosing was ethical, because the
intervention was subtle and unlikely
to cause negative consequences.

In addition, they reasoned, the
subjects were healthy college stu-
dents, not individuals who might
have been vulnerable because they
didn’t understand what was hap-
pening or couldn’t take care of
themselves.

However, when Dr. Kypri and his
colleagues published an article
about the ethics of their work in
the American Journal of Bioethics
in 2013, some scientists disagreed
with them on issues including the
researchers’ belief that participants
would have been upset about being
misled about the purpose of the
study.

Likelihood of public benefit is a
“necessary condition” for decep-
tion, Dr. Kypri says, and another is
that there wasn’t any other way to
answer the question. “I’m confident
in the studies we’ve reported, that
the research question is important
for public health, that the risk to
participants was very low, and that
there was no other way to answer
the question.”

Whether deception is ethical
comes down to whether the knowl-

edge gained through deception jus-
tifies the trickery and ultimately is
a matter of ethical judgment, says
Rebecca Dresser, a professor of eth-
ics in medicine at Washington Uni-
versity in St. Louis.

But there also are ways to mini-
mize the consequences of decep-
tion. It should be avoided if there
are alternative ways to get that in-
formation. It also should be time-
limited, in that participants ought
to be told about the deception at
the end of the study, Dr. Dresser
says.

Deception may not be as neces-
sary as researchers think, Dr.
Dresser says.

For instance, in a study pub-
lished in 2000 in the journal Chest,
participants were given asthma in-
halers that registered when they
were used. The data showed that
most participants didn’t use the in-
halers regularly even though they
said they did and instead dumped
the medicine before they came in
for a checkup.

Though deception may have
been necessary to get more accu-
rate information, and the informa-
tion was useful for the researchers
to know, Dr. Dresser says it is still
important to question whether de-
ception was needed. Why not just
tell participants that their use of
the inhalers would be monitored?

“I think that’s respectful of peo-
ple so they accept those condi-
tions,” says Dr. Dresser. “You can
tell them what’s going on, and you
don’t have to deceive them.”

Dr. Pearson, the football hooli-
gan researcher, says he remains
convinced that only by going under-
cover was he able to gain the in-
sight that added to a body of re-
search from other academics that
has led to changes in the way that
crowds now are policed at soccer
matches in Europe.

The researchers found that soc-
cer crowds were more likely to be-
come disorderly when there was a
“high-profile” show of force by po-
lice, such as when they dressed in
riot gear. It was more effective
when police engaged in friendly
conversation with the crowd.

These research insights led to
more training in the “friendly but
firm” approach, which was used by
the Portuguese police in 2004 at
the European Championship.

But he wouldn’t necessarily re-
peat everything he did during his
time as an undercover fan, such as
when he threatened a fan from an-
other team to a fight.

“I was 21 years old in the first
year of my Ph.D. and making snap
decisions in the field,” says Dr.
Pearson. “You do occasionally make
mistakes.”

BY SHIRLEY S. WANG
London

A new policing strategy, called
‘friendly but firm,’ supported by
research including Dr. Pearson’s,
is credited with keeping matches
more orderly. It was employed
by the Portuguese police at the
European Championships match
Portugal lost to Greece in Lisbon
in July 2004, right. Police engage
with the crowd instead of trying
for a show of force.

Geoff Pearson, a University of
Liverpool professor, above, tried to
blend in with soccer fans to study
their rowdiness. Fans take to the
streets at a game in Charleroi,
Belgium, in June 2000, above
middle. Tunisian fans light flares
in Marseille, France, before a 1998
World Cup match between England
and Tunisia, above right.

UNDERCOVER FAN |One Professor’s Quest to Study Rowdy Soccer Crowds
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Ebola Crisis Could Define
Career of Liberian President

Liberia’s Ebola crisis will likely
worsen in the weeks to come, the
country’s president warned, ac-
knowledging the toll the outbreak
has taken on her nation.

“It is unlikely we are yet at the
peak of Ebola’s spread,” President
Ellen Johnson Sirleaf said in an
email response to questions from
The Wall Street Journal.

The epidemic, which is shaking
up politics and the economy of the
tiny West African country, presents
75-year-old Mrs. Johnson Sirleaf
with a career-defining crisis two
years before the end of her term.

It has killed 1,426 of the 2,615
people that have contracted the vi-
rus in West Africa, with nearly half
of the deaths in Liberia. Her govern-
ment has been criticized for the rel-
atively slow response to the out-
break and authorities face an uphill
battle to contain the virus.

On Tuesday, Mrs. Johnson Sirleaf
dismissed all officials who defied
her ultimatum in early August to re-
turn from foreign trips, her spokes-
man Jerolimnek Piah said. He de-
clined to say how many officials she
had removed, or their seniority.

The outbreak has exposed a gulf
between how Mrs. Johnson Sirleaf—
the first woman elected president in
Africa—is viewed abroad and the
more-complex image she has at home.

Mrs. Johnson Sirleaf has a long
list of awards and honorary degrees
from U.S. universities. She was
among a trio of women to share the
2011 Nobel Peace Prize for advanc-
ing women’s rights. The rock singer
Bono once called her “the toughest
of minds, the tenderest of hearts.”
U.S. Presidents George W. Bush and
Bill Clinton have made similarly
fond remarks.

Back home, frustration has
grown over the slow pace of Libe-
ria’s recovery from a 14-year civil
war. Some Liberians suspect that
Ebola is a government scheme to
raise foreign-aid money.

“It’s because of lack of trust in
governance that we have” this cri-
sis, said Tiawan Gongloe, a former
solicitor general who has become
one of Mrs. Johnson Sirleaf’s fiercer
critics since he resigned from her
administration. “The government
said ‘Ebola is here’ and people
didn’t believe it.”

Mrs. Johnson Sirleaf said that
reports of Liberians denying the ex-
istence of Ebola had been over-
blown. “The vast majority of Liberi-
ans are listening to the
government,” she said. “Just be-
cause the media has amplified a few
incidents where citizens have not
listened to the government and re-
acted inappropriately does not make
this the norm.”

Doctors and health workers have
also criticized the government’s
handling of the crisis. They say the
death toll could have been reduced
if they had been given access to ba-
sic equipment, such as latex gloves
and sanitary smocks. Instead, doc-
tors have treated patients with their
bare hands and left themselves open
to infection. The virus spreads
through sweat, blood and other
bodily fluids.

Ms. Johnson Sirleaf said her gov-
ernment’s measures to control Eb-
ola’s spread are working. “We do
see an end in sight,” she said.

To curb the outbreak, Liberian
authorities have resorted to drastic
measures. They have quarantined

two high-density neighborhoods
outside the capital Monrovia, while
schools have been closed and con-
verted into holding centers to moni-
tor people showing symptoms of the
disease. Some markets have also
closed, and most government work-
ers are on forced leave.

“The biggest concern for most of
our citizens is that the disease will
not claim their lives, but their liveli-
hoods,” Mrs. Johnson Sirleaf said.
“What is heartbreaking is the meth-
ods we must use to combat the

spread of the virus—closing bor-
ders, erecting checkpoints and clos-
ing all but essential government of-
fices—strikes at the heart of
business and commercial activity.”

Mrs. Johnson Sirleaf was elected
Africa’s first female head of state in
2005 and quickly became one of the
continent’s most celebrated figures.
Yet the Ebola outbreak isn’t the only
issue that has dogged her adminis-
tration. Last year, not a single stu-
dent passed the nationwide univer-
sity-admissions test.

BY DREW HINSHAW

People gather around a man suspected of having died from Ebola in Monrovia,
Liberia, on Tuesday. The country is at the center of the virus’s latest outbreak.
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SPORTS

In Tennis, It Pays to Be No. 1
This year’s U.S. Open tennis tour-

nament will pay out a record $38.3
million in prize money, with $3 mil-
lion going to the winner of the men’s
and women’s singles titles, not in-
cluding potential bonus money. The
No. 1 seeds, Serena Williams and No-
vak Djokovic, are two of the world’s
highest-paid athletes.

But how much does tennis spread
the wealth?

Since 32 players are seeded at
Grand Slam tournaments, The Wall
Street Journal looked at how much
the 32nd highest-paid players have
earned so far this year—and how
that compares with the 32nd-best
players in other sports.

As of Aug. 18, those men’s and
women’s tennis players were Spain’s
Fernando Verdasco, 30, who has
made $757,446, and Australia’s Casey
Dellacqua, 29, who has made

$457,429, not including endorsement
money. By comparison, the 32nd
highest-paid player in Major League
Baseball, Colorado Rockies shortstop
Troy Tulowitzki, will earn over $16
million in 2014. In the NFL, the 32nd
highest-paid player, Dallas Cowboys
quarterback Tony Romo, will make
almost $12 million. And in the NBA,
the Detroit Pistons’ Josh Smith will
make $13.5 million.

Of course, players in major team
sports are salaried, while individual
sport athletes are paid by winnings.
But what about golf? At a glance, it
seems like the most similar to ten-
nis. Yet the No. 32 earner on the
PGA Tour this year, J.B. Holmes, has
made over $2 million.

That is because golf pays a lot
more in prize money. For 2014, the
PGA tournaments will pay out $308
million, while men’s tennis’s ATP
tournaments—plus Grand Slams—
will pay $160 million.

“At the end of the year, the dif-
ference in earnings between the top
guys and the rest is immense,” said
tennis player Marcel Granollers.

Currently ranked 42nd in the
world, Granollers has earned
$825,789 in 2014—$566,626 from
singles and $259,163 from doubles.
He is well aware that the PGA Tour
is more lucrative.

“If you take figures from golf,
[Rory] McIlroy has earned approxi-
mately $7 million this year, like No-
vak,” he said. “The No. 30 [golfer] has
earned over $2 million this year. If I
don’t count my doubles earnings, I
made little more than $500,000. That
is a 1-to-14 ratio compared to about 1-
to-3 in golf.”

For some perspective, the mini-
mum salary in MLB is $500,000, or
about as much as Granollers has
earned so far this year in singles.

And in tennis, players have to
pay their own expenses. In addition

to paying salaries to his coach and
his trainer, Granollers estimates that
he spends about $200,000 a year on
expenses for the three of them. “I
think I have quite good sponsors for
my ranking. But I think you probably
need to add a zero to my deals in or-
der to sign a top-30 golfer.”

Granollers got a large portion of
his winnings this year by advancing
to the round of 16 at the French
Open, earning nearly $200,000.

As poor as tennis players have it
compared with golfers and some
other high-profile athletes, bowlers
have it worse.

Ryan Ciminelli, who is ranked
21st on the PBA Tour, said profes-
sional bowling has been going
through a rough patch the past five
years, and that there are now only
about a dozen tournaments a year in
the U.S. Ciminelli made $57,942 in
2013, which placed him 16th on the
prize-money list. He has made

$14,421 this year, but says it costs
him between $1,000 and $1,500 a
week to travel to tournaments.

“To think I am living middle-
class to be one of the best in my
sport really frustrates me, as I watch
all of these athletes make millions of
dollars to be at the same level in
their respective sports,” Ciminelli
said. “I can say I am a huge fan of
golf and tennis and completely re-
spect what they do. And in my opin-
ion they deserve the money they get.
But I also believe we deserve so
much more in our sport.”

What one learns from these sala-
ries is that if your children show
signs of being exceptional athletes,
you should point them toward base-
ball or basketball if you’d like them
to be fabulously wealthy. But you
don’t necessarily need to fret if they
just like to play games in the base-
ment: Michael van Gerwen has made
$635,393 this year throwing darts.

BY STEVEN KUTZ
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Tennis (women) Tennis (men)

No. 1 vs. No. 32

FromBull Riding to Bowling: HowOther Sports Compare

NASCAR

#1 Zack Greinke
$26,000,000

#7 Lebron James
$20,644,400

PGA Golf (men) NHL NFL NBA MLB

#4 Sidney Crosby
$8,700,000

#32 Tony Romo
$11,773,000

#1 Rory Mcllroy
$6,965,896

#2 Jeff Gordon
$4,880,282

#5 Serena Williams
$2,714,208

The highest–paid
tennis star will
make almost 10
times more than
the 32nd–highest
paid player

The U.S. Open singles champions will win $3 milion as part of an event-record
$38.3 million purse. But how much money is distributed to the rest of the
players? Tennis has one of the largest gaps in its top players’ pay. Here is a
look at how the year–to–date earnings for the No. 1 and No. 32 highest earners
stack up in tennis—and a selection of other sports. All figures as of Friday.

Novak Djokovic, the No. 1–ranked tennis
player in the world, has made over $7 million
this year, including over $2.9 million for
winning Wimbledon.

Meanwhile, Fernando Verdasco, the No. 32
earner on the ATP Tour, has made $757,446
with one ATP tournament victory—his first
since 2010.

Each bar represents one player

Sport

#1
rank

#32

Maria Sharapova has won three tournaments
this year, including the French Open, and leads
the WTA with $4,011,860 in prize money.

Casey Dellacqua, the No. 32 WTA earner
with $457,429, hasn’t won a singles title in
2014 but earned $119,683 with a
fourth-round finish at the Australian Open.

J.B. Mauney, a 27-year-old bull rider
from North Carolina, has won two of
his 15 events this year after winning
five of 26 in 2013 for $1,810,711. In
2013, Brant Atwood made $70,179,
the 32nd–most on the PBR tour,
with six top-10 finishes in 21 events.

*Figures are from the full year of earnings in 2013

Note: Players on major team sports receive salaries while athletes in individuals sports
are paid by winnings. Figures include direct earnings and don’t include sponsorships.

The Wall Street JournalSources: Association of Tennis Professionals (men's tennis); WTAtennis.com (women's tennis); Spotrac.com (baseball, basketball, football, hockey); PGATour.com
(men's golf); ESPN.com (women's golf, NASCAR); Professional Bull Riding; DartsDatabase.co.uk; Association of Surfing Professionals; Professional Bowlers Association

Photos: Associated Press (Sharapova, Verdasco), Getty Images (Dellacqua, Djokovic),
Zuma Press (Mauney, van Gerwen, Medina); Getty Images (Belmonte)

Bull riding

J.B. Mauney: $1,810,711

Brant Atwood: $70,189

Twenty-year-old Brazilian surfer
Gabriel Medina has won 22
World Championship Tour events
in 2014, riding the waves for a
cool $252,000. Kai Otton has won
five events and his $46,000 is
32nd on the tour in 2014.

Surfing
Australian bowler Jason Belmonte's
$124,300 paces the PBA this year,
cashing in nine of his 10 events and
winning three with an average score
of 227.89. Ryan Shafer, No. 32 in
earnings with $6,550, has competed
in five events in 2014.*

Bowling

1

32

Michael van Gerwen, a
25-year-old from the Netherlands,
proves darts is far more than a
bar game with $635,393 in 2014.
Andy Smith, a 47-year-old from
England, has earned the 32nd
most in 2014 with $42,783.

Darts

Michael van Gerwen: $635,393

Andy Smith: $42,783

1

32

Gabriel Medina: $252,000

Kai Otton: $46,000

1

32

Jason Belmonte: $124,300

Ryan Shafer: $6,550
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Business & Finance

n The U.K.’s antitrust watch-
dog has joined a raft of global
regulators investigating possible
wrongdoing in the currencies
market, underscoring how the
probe might have expanded. 15

nWHO called for tougher re-
strictions on electronic ciga-
rettes, including curbs on ad-
vertising, indoor use and such
flavors as fruit and candy. 15

nWPP said it was optimistic
for the rest of the year as the
advertising firm posted a rise in
net profit despite lingering con-
cerns about currency swings
and geopolitical tensions. 17

n Novo Nordisk’s CEO said he
has no plans to make any big
acquisitions, suggesting his in-
sulin maker will be sitting out
the deal-making in the global
pharmaceutical industry. 19

n Volvo Car unveiled a rede-
signed XC90 SUV, the first
model developed since Zhejiang
Geely acquired the Swedish
auto maker four years ago. 18

n Qantas CEO Alan Joyce on
Thursday could face more pres-
sure to sell assets, when the
airline is expected to report the
deepest loss in its history. 19

n America’s shale boom has
raised hopes of a revival in U.S.
manufacturing, in part fueled
by cheaper energy. But U.S.
factories still are losing ground
to rivals in Asia and Europe. 21

i i i
World-Wide

n France’s Hollande appointed
a new government of core al-
lies to push through his pro-
business platform, betting he
can pass laws without repre-
sentatives from the rebellious
left of his Socialist majority. 4

n Austria’s finance minister
resigned after eight months in
the role, citing differences
within his party on tax and
debt reform, while also step-
ping down as vice chancellor
and head of his party. 5

n Hungary’s central bank kept
its main interest rate unchanged
for the first time in two years
after saying in July that it had
ended an easing cycle that had
left rates at a record low. 4

n Berlin’s mayor announced
his resignation effective Dec.
11, following years of sharp
criticism over his role in de-
lays over the opening of the
city’s new airport. 4

n The U.N.’s food-assistance
agency could stop providing aid
to North Korea as it struggles to
attract funds from donors wary
about Pyongyang’s apparent fo-
cus on developing its military
instead of feeding its people. 8

nU.S. orders for big-ticket
manufactured goods jumped to a
record in July thanks to a surge
in aircraft purchases, while un-
derlying gauges of demand indi-
cated strong momentum in
broad business spending. 6

What’s News—

SUBSCRIBE
TODAY

Advertising Sales worldwide through Dow Jones
International. Frankfurt: 49 69 29725 390;
London: +44 20 7573 4060; Paris: 331 40 17 17 01.
Printed in Belgium by Concentra Media N.V.
Printed in Germany by Dogan Media Group / Hür-
riyet A.S. Branch Germany. Printed in Switzerland
by Zehnder Print AGWil. Printed in the United
Kingdom by Newsprinters (Broxbourne) Limited,
Great Cambridge Road, Waltham Cross, EN8 8DY.
Printed in Italy by Telestampa Centro Italia s.r.l.
Printed in Spain by Bermont S.A. Printed in Israel
by Jerusalem Post Group. Printed in Turkey by
Dunya Super Veb Ofset A.S. Printed in Poland by
Polskapresse Printing Division.
Registered as a newspaper at the Post Office.
Trademarks appearing herein are used under license
from Dow Jones & Co. ©2013 Dow Jones & Com-
pany. All rights reserved. Editeur responsable. Tracy
Corrigan M-17936-2003. Registered address:
Avenue Cortenbergh 60, 1040 Brussels, Belgium

THE WALL STREET JOURNAL EUROPE
(ISSN 0921-99)
222 Grays Inn Road, London, WC1X 8HB

FOR ISSUES RELATED TO SERVICE:
CALL +44 (0) 20 3426 1313
EMAIL subs.wsje@dowjones.com
WEB service.wsje.com

CALL +44 (0) 20 3426 1313
VISIT wsjeuropesubs.com/wsje

What’s Online

Big tennis’s earnings gap
How the pay of the No. 1 and No. 32 ranked players stack up
graphics.wsj.com/us-open-32

In China, Some Firms’
Sweet Spot Turns Sour

and highly charged media
coverage that makes for a
troubling atmosphere for Western
companies.

Foreign executives have
learned two early lessons from the
antitrust probes. First, the law
provides little refuge. The
message that the National
Development and Reform
Commission, the government
agency that sets pricing rules,
delivers in private to
multinationals at the outset of a
price-fixing investigation is not to
bring in their foreign lawyers,
according to numerous accounts
by foreign executives, diplomats
and lawyers themselves.

The second lesson is connected
to the first: Resistance is futile.

There’s scant need for lawyers
when companies face a choice of
either bowing to demands for
quick remedies or becoming
involved in a protracted wrangle
with powerful regulators in what
is still a state-dominated economy.
In almost every antitrust case
launched so far, foreign companies
have capitulated without a fight.

Voluntary price cuts of up to
20% are the norm, accompanied
by board-level expressions of
remorse and promises to do
better.

And these cuts are offered at
the very outset of investigations—
and, sometimes, to get ahead of
them. Chrysler described its
abrupt decision to slash car-part
prices as a “proactive response” to
the price-fixing probe as it got
under way. These price-fixing
investigations have been
accompanied by heated
nationalistic rhetoric in the state
media with antiforeign overtones.
Taking down multinationals a peg
plays well among the large
sections of the public that view
them as arrogant.

Last year, when New Zealand
dairy giant Fonterra announced a
possible botulism problem and
recalled several products, Xinhua
News Agency took aim not just at
the company but the entire
country of New Zealand. The
“100% Pure New Zealand” tourism
slogan had become a “festering
sore,” Xinhua declared. It turned
out to be a false alarm: Tests
showed Fonterra products to be
safe.

This aggressive media coverage
is in turn playing out against a
backdrop of deepening political
turmoil in China. President Xi
Jinping’s efforts to turn around
the economy so it relies more on
services and consumption, rather
than investment, pits him against
entrenched interests in state
enterprises. Meanwhile, his all-out
war on corruption is taking down
some of the most powerful
officials in the country and
triggering anxiety across the
bureaucracy.

That combination—populism
along with high-level political
uncertainty—is unnerving many
foreign investors. They fear
they’re being caught in the middle
of powerful forces outside their
control.

Chinese regulators reject
criticism that they unfairly target
foreign players. “Before the
Antimonopoly Law, all enterprises
are equal,” the China Daily quoted
Shen Danyang, the spokesman of
the Ministry of Commerce, as
saying.

Still, it’s a rude surprise for
multinationals. Just as the China
market opens up, their profit
margins are headed down.

BEIJING—For Western
consumer brands in China, this is
the moment they’ve been longing
for.

The ranks of the middle classes
are swelling; foreign wares once
considered luxuries are now
affordable. Yet, just as the sweet
spot seems near for makers of

higher-end goods,
many of the
world’s biggest
consumer names
find themselves
under
unprecedented
attack.

German car companies and
Japanese auto-parts makers have
been the latest targets in a wave
of antitrust investigations that
have resulted in fines and steep
price cuts. Earlier probes have
homed in on makers of dairy
products, eyeglasses,
pharmaceuticals and software.
The campaign has embroiled
everybody from Microsoft to
Mercedes-Benz.

What’s going on? A
combination, it seems, of some
questionable practices by
multinationals, bullying by
overenthusiastic regulators and a
tense political atmosphere tinged
with antiforeign sentiment.

It’s certainly true, as the
Chinese media regularly point out,
that the cost of everything from a
Starbucks latte to a Jaguar sedan
is higher in China than in many
other places in the world.

Now that so many Chinese are
traveling abroad—they took more
than 100 million trips last year—
consumers are better able to
compare prices. And they’re
starting to complain vociferously.

Some of the price difference is
explainable by factors such as
transport and real-estate costs,
higher Chinese import taxes and
fragmented supply chains in which
multiple dealers each add a
markup. But at least some
multinationals have adopted sales
practices in China that might be ill
tolerated by customers—or
regulators—in Europe or the U.S.

Auto makers, for instance,
don’t always give their Chinese
customers a choice in their
purchase of spare parts. High
prices are the result. In response
to an antitrust investigation,
Mercedes maker Daimler AG and
Chrysler have both slashed prices
of their spare parts in recent
weeks.

Microsoft, which has been the
subject of surprise inspections
related to how it distributes its
products in China, has said it will
cooperate with any inquiries.

The fact that regulators are
going after allegedly dubious
practices by multinationals isn’t
what bothers trade officials at
Western embassies in Beijing,
even if they suspect that the
probes sometimes have the effect
of strengthening Chinese state-
owned competitors.

What concerns them the most
is the heavy-handed way that
investigations are being pursued—

CHINA’SWORLD | By Andrew Browne

Foreign wares once considered luxuries in China are now affordable, but many
companies, including auto makers, are being targeted in antitrust probes.
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Casino School Places Bet on Legalization
In 2004,Masayoshi OiwaneOpened a School in Japan; He’sStillWaiting forGambling toBeLegalized

Ten years ago, Masayoshi Oi-
wane made a big bet: that ca-
sinos would come to Japan.

A decade later, Japanese are
still forbidden by law to double
down at the blackjack table. But
Mr. Oiwane is sticking with his wa-
ger.

His Japan Casino School opened
in 2004 with a mission to teach
students the finer points of running
gambling tables and spinning rou-
lette wheels.

“I was so sure that casinos were
to be legalized soon,” says the 45-
year-old Mr. Oiwane, who serves as
the school’s principal. “So I didn’t
think starting a casino school in a
country where casinos are illegal
was a bad business idea.”

The odds may be finally tilting
in Mr. Oiwane’s favor. Legalized
gambling is one pillar of Prime
Minister Shinzo Abe’s pro-growth
agenda, and he has promised to
back a casino bill in the coming
parliament session this fall.

Mr. Abe’s support didn’t help
this spring, when a casino bill
failed to come up for a vote due to
bureaucratic delays. But legislators
say the chances are better this
time.

U.S. heavyweights—like Las Ve-
gas Sands Corp., Wynn Resorts Ltd.
and MGM Resorts International—
have already been talking up the
billions of dollars they are prepared
to spend on a casino resort in Ja-
pan if given the opportunity. And
already, casino executives have
stepped up their location scouting,
eyeing sites from Tokyo’s Tsukiji
fish market to a man-made island
in Osaka.

Meanwhile, Mr. Oiwane and his
students are preparing for action at
the still-to-materialize tables.

On a recent afternoon, about 20
pupils were practicing blackjack at
the school, located in a seven-story
building in Tokyo’s chaotic Shin-
juku district. On the walls are post-
ers of cruise ships and from the
television series “Las Vegas”—re-
minders of their profession’s allure.
A sign bears the school’s unofficial
oath. “We will never ever go into il-
legal casinos,” it reads.

Mr. Oiwane began his love affair
with the gambling culture as a stu-
dent while working at a mock ca-
sino in Tokyo, where
bettors win and lose
fake money. He also
did stints at hotel
events and on cruise
ships.

“Card dealers are
the best job in the
world,” says Mr. Oi-
wane, who married
a card dealer. “I
want my 2-year-old
son to be a card
dealer, too.”

One of his fond-
est memories is a
winning streak at a
casino on the Pacific
island of Tinian,
north of Guam,
where some Japanese go to gamble.
“I was a student, I was playing bac-
carat and was at the same table for
72 straight hours,” he recalls.

His says he used his winnings of
seven million yen, or nearly
$70,000 at current exchange rates,
to fund the school.

A trade school of sorts, it offers

a yearlong program to teach nov-
ices the art of handling cards, as
well as casino hospitality, such as
how to explain game rules in a
friendly way. At a news conference
announcing the school in 2003, Mr.
Oiwane wore a tuxedo and basked
in the attention of 100 reporters,
photographers and TV crews. Part
of his marketing pitch was his be-
lief that Japan would legalize casi-
nos within three years.

He wasn’t taking a flyer on the
claim. Tokyo’s governor at the time,
Shintaro Ishihara, was keen to
bring gambling to the city. And ca-
sino-industry analysts have said
that Japan could quickly become
the world’s second-biggest casino
market after Macau, which gener-
ated $45 billion in gambling reve-
nue last year, according Macau gov-
ernment data.

Mr. Oiwane borrowed money—
some from friends, some from
banks, he says—to open the school
and quickly attracted 192 students,
far more than the 30 he initially ex-
pected.

“I had no doubt that I was on
the winning side,” says Mr. Oiwane.

Speculation that Japan would
legalize casinos continued to bring
in students, mostly in their 20s and
30s, who paid an average of
600,000 yen, or about $6,000 a

year, in tuition.
Now, with the

law anticipated to
change, Mr. Oiwane
expects interest to
jump following so
many losing hands.
“This is for real,”
Mr. Oiwane says.

That would be a
switch from his cur-
rent projects. Aside
from the school, Mr.
Oiwane manages
mock casinos, one
of them called Ad-
dict.

Complete with
dim track lighting
and an array of

gambling tables overseen by card
dealers in black vests, the night
venue offers blackjack, Texas
hold’em, baccarat and roulette
games. The number of similar
amusement places is increasing in
Japan, driven by demand from peo-
ple anxious to get hands-on casino
experience. That said, the faux ca-

sino isn’t permitted to let bettors
exchange actual money or goods.
So despite its name, players at Ad-
dict—who pay an entrance fee—
can’t lose their shirts.

Mr. Oiwane hopes the popularity
of the mock venues can help fuel
demand for real play.

Many graduates who gambled
on gambling are less optimistic. Of
Mr. Oiwane’s 400 alumni, only 70

have full-time casino-related jobs,
according to the school.

“I didn’t believe his three-year
thing at all,” says Masatoshi Otani,
who attended the school in 2008
hoping to find adventure overseas.
For now, he works as a dealer in
Singapore.

Others have had to roll the dice
at some of the world’s most remote
casinos, including on Tinian Island

and in Bavet, Cambodia, which
draws Vietnamese gamblers from
just across the border. In exchange
for experience, local wage rates for
dealers can be as little as a few dol-
lars a day, industry executives say.

Though enrollment at the school
has rebounded recently, to 46 stu-
dents, the number of pupils had
been falling for years. The worst
was 2012, after a devastating earth-
quake and tsunami led to a nuclear
disaster, when only 28 students
signed up. To make ends meet, Mr.
Oiwane says he had to slash spend-
ing.

He cut his staff of 20 by half
and those who remained had their
salaries reduced by 30%. Mr. Oi-
wane has made some sacrifices,
too, giving up his golf and gym
memberships and cutting his own
salary by half, he says. Perhaps
most tellingly, he hasn’t traveled to
Las Vegas and hasn’t wagered at all
in recent years. “I don’t have
money,” he says.

Despite all the setbacks, he be-
lieves he is close to a jackpot.

His big hope is that casinos will
be operating in time for the Tokyo
Olympics in 2020—though few lob-
byists and lawmakers believe it can
happen that quickly.

If the chips fail to fall in his fa-
vor, Mr. Oiwane says he has a
backup plan.

“I would buy a small casino
overseas,” he says. “And send my
unhappy students there.”

BY TAKASHI MOCHIZUKI
AND KATE O’KEEFFE

Masayoshi Oiwane

Masayoshi Oiwane deals baccarat and roulette at his Japan Casino School in Tokyo in July. He opened the school in 2004.
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By Asa Fitch
in Gaza City

and JoshuaMitnick
in Tel Aviv

New Cease-Fire Agreed for Gaza
Israel and Hamas agreed

to an open-ended cease-fire in
their seven-week military
confrontation and to resume
Egyptian-mediated truce talks
in Cairo in the coming days, a
senior Israeli official said on
Tuesday.

Sami Abu Zuhri, a Hamas
spokesman, said earlier in the
day that the Islamist move-
ment had agreed to an Egyp-

tian-brokered deal to end the
fighting.

Though nine previous
cease-fires have collapsed
since Israel’s offensive against
Hamas began on July 8, the

latest deal was greeted in
Gaza City with celebratory
gunfire, street celebrations
and honking cars.

On the other side of the
border in southern Israel, the
mood was subdued as last-
minute rocket fire ahead of
the 7 p.m. truce killed one
person in a border kibbutz
and wounded several others.

“I don’t care what the gov-

ernment says, I don’t care
what the Hamas says,’’ said
Haim Yellin, the head of the
Ehskol regional council of kib-
butzim near the border. “No
one is coming back until I
know there is a real cease-
fire.”

An Israeli official said
Hamas’s demands for a sea-
port, an airport and the re-
lease of prisoners held in Is-

raeli jails would be discussed
in coming days in indirect
talks in Cairo, along with Is-
rael’s demands for the demili-
tarization of the Gaza Strip.
Israeli and Palestinian negoti-
ators would aim to reach a
detailed accord within a
month, the official said.

The negotiators will also
be discussing Israeli security
demands to boost monitoring

over imports into the Gaza
Strip to ensure they aren’t
used to rebuild Hamas mili-
tary infrastructure. Hamas is
pressing international de-
mands for tens of thousands
of its employees to be paid.

Also up for discussion is
the potential return of the
Palestinian Authority to the
Gaza Strip to take responsibil-

Please turn to page 9

Ukraine,
Russia Talks
Yield Little
Progress

Russian President Vladimir
Putin focused on trade at the
start of talks involving his
Ukrainian counterpart Tues-
day, sidestepping mounting

concern over the pro-Russia
insurrection in eastern
Ukraine that has claimed an
estimated 2,000 lives.

At a public round-table
discussion in the Belarusian
capital of Minsk, Mr. Putin
threatened to scrap trade
preferences with Ukraine if
President Petro Poroshenko
follows through on plans for
closer relations with the Euro-

Please turn to page 5

By Andrey Ostroukh
in Minsk, Belarus
and Alan Cullison

in Moscow

From left, Presidents Vladimir Putin of Russia, Alexander Lukashenko of Belarus and Petro Poroshenko of Ukraine at a regional meeting in Minsk on Tuesday.
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China’s Abundant Grain
Adds to Market Pressure

China’s grain cupboard is
overflowing.

As the harvest looms next
month, the country is on track
for an 11th year of bumper
grain crops. But production is
too much, even for the
world’s most populous nation,
with warehouses bursting at
the seams and posing a di-
lemma for policy makers.

Estimates from state me-
dia say the government will

be sitting on 150 million tons
of grains that include three of
the most important crops for
China: rice, wheat and corn.
That is double the 75 million
tons last year and adds to an
oversupply of these agricul-
tural commodities that is
pressuring prices lower.

“Chinese officials always
talk about having a big har-
vest,” said Fred Gale, an econ-
omist at the U.S. Agriculture
Department. “That sounds
like a good thing, as they have

been worried about supply
keeping up with demand. But
now, China seems to be strug-
gling with surpluses of most
of their commodities.”

The glut of grains is being
lauded in a country that grap-
pled with acute food short-
ages and starvation as re-

Please turn to page 17

BY ISABELLA STEGER
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Inside In Shift at Swiss Banks,
Pictet Posts Its Results

ZURICH—A 209-year-old
Swiss bank publicly disclosed
financial results for the first
time on Tuesday, underlining
the sea change in the coun-
try’s traditionally secretive
banking sector.

Geneva-based Pictet
Group published its results
because a recent structural
change, which shifts liability
for losses from its eight part-
ners to a corporate entity, ne-
cessitates the disclosure of fi-
nancial figures. On Thursday,

Lombard Odier Group, which
has undertaken a similar
structural change, is expected
to follow with its first public
report since the bank was
founded in 1796.

Pictet said profit for the
first half of 2014 was 203 mil-
lion Swiss francs ($222 mil-
lion) and assets under man-
agement totaled 404 billion
francs. The bank didn’t pro-
vide comparable year-earlier

Please turn to page 22
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Miner’s
View Isn’t
Copper-
Bottomed

Timing isn’t everything—
but it certainly helps.

For years Antofagasta
found favor as a conservative
copper miner that paid out
big dividends to shareholders.
Then, in late 2011 the London-
listed miner, controlled by
Chile’s Luksic family, ap-
proved a now $1.9 billion
growth project called Antu-
coya. The copper price has
been drifting lower ever
since.

In a market largely fo-
cused on cutting spending
and increasing free cash flow,
but which can always have its
head turned by low-cost
growth, Antofagasta seems to
offer neither one thing nor
the other.

The largest miners are
paying down debt and prom-
ising higher returns to share-
holders. Antofagasta appears
headed in the other direction.
Antucoya is close to three-
quarters complete. But Antof-
agasta expects to end the year
with perhaps $100 million in
net debt, whereas it has long
kept net cash on its balance
sheet.

On its own, that isn’t a
problem; most miners have
some debt. But Antofagasta’s
free cash flow may face con-
straints until 2019 given its
likely expansion plans, notes
Morgan Stanley. That makes
sizable payouts to investors
less likely. Over the past five
years the company has
boasted an average dividend
payout ratio of 78%. This
year’s forecast free cash flow
won’t cover the minimum 35%
payout under the company’s
policy, according to the bank.

Antofagasta’s earnings
have been under pressure, no-
tably from labor- and energy-
price inflation in Chile. The
company is starting to find
cost savings. But the falling
price of gold, a byproduct of
copper mining, has hurt. In
the longer term, lower-grade
ores and a dearth of high-
quality projects should sup-
port the copper price, but the
market could be oversupplied
this year and next.

Faced with that outlook,
copper bulls will likely gravi-
tate toward miners offering
low-cost, near-term growth.
But Antofagasta’s production
could grow by just 3% annu-
ally from 2013 to 2018, ac-
cording to J.P. Morgan Chase,
compared with 23% for First
Quantum Minerals or 5% for
Freeport-McMoRan.

The stock still commands a
hefty premium on a forward
price/earnings basis to mining
peers. That looks out of sync
with Antofagasta’s prospects.

—Helen Thomas

Amazon Investors Twitchy
Like many of Ama-

zon.com’s dealings, the bene-
fits of its new relationship
with Twitch can best be de-
scribed with an old standby:
It’s complicated.

How far that explanation
goes with Amazon’s investors
is anyone’s guess.

The e-retailer’s stock rose
Tuesday afternoon following
news of its $970 million ac-
quisition of Twitch, its largest
ever.

But the shares still are off
more than 14% so far this
year. That makes Amazon the
worst-performing large-capi-
talization technology stock in
a market that has seen the
Nasdaq Composite advance
more than 9% during the
same period.

The acquisition of Twitch,
which provides real-time
streaming videos of video-
game content, does little to
change the near-term invest-
ment thesis on Amazon.

The site’s revenues are un-
disclosed, but are unlikely to
be material in the context of
the $90 billion that Amazon is
expected to generate this
year.

Investors have largely
given Amazon a pass on its
uneven profitability over the
past five years as the com-
pany has pursued a breakneck

growth trajectory that has tri-
pled its revenue base and
boosted cash flow.

That cash flow has been
plowed right back into new
offerings such as tablets,

smartphones, streaming
video, same-day delivery and
cloud-computing services,
among other areas.

Buying Twitch fits into

this general pattern, espe-
cially when viewed in light of
Amazon’s efforts to build a
platform to make it competi-
tive with the likes of Apple
and Google.

Games remain one of the
more lucrative segments of
content. And buying Twitch
gives Amazon access to an au-
dience of more than 55 mil-

lion games fans who are ac-
customed to paying premium
prices for their content.

This also is what makes
them an attractive crowd for
advertisers to target, which
could play well into Amazon’s
reported efforts to build its
own advertising-placement
service.

And despite some qualms
about the price tag, buying
Twitch is likely a cheaper way
to gain exposure to the gam-
ing segment than buying a
studio or publisher. The latter
tend to depend on a few hits
in their roster to offset many
misses.

Note that even a strug-
gling game publisher such as
Zynga still carries a market
cap of $2.7 billion—nearly tri-
ple what Amazon is paying
for Twitch.

Still, the performance of
Amazon’s stock this year indi-
cates its investors are feeling
some nervousness about when
they might actually see tangi-
ble returns from the com-
pany’s never-ending invest-
ment cycle.

The acquisition of Twitch
is a clear indication that Chief
Executive Jeff Bezos isn’t fin-
ished making big bets that of-
fer an uncertain payoff. For
him, this is an old game.

—Dan Gallagher

Don’t Bet on Chinese Bank Funds
Chinese banks are batten-

ing down the hatches. But
preparations leave much to be
desired, especially when no
one knows how big a storm is
brewing.

Over the past several
months, Chinese banks’ stocks
have rallied. From lows in late
March, the five biggest state-
owned banks are up about
18% to 22% in Hong Kong
trading.

This is partly attributable
to relief among some that the
Chinese economy isn’t tank-
ing, as Beijing’s stimulus ef-
forts fed through.

Investors may also be
cheered by signs that the
banks are finally preparing
for losses on their loans
books through capital raising.

This includes issuance of
preferred shares and novel
“Basel III” bonds designed to
absorb losses in the event of a
crisis.

Still, investors shouldn’t
take too much comfort. On
the economic front, the most
recent data on total lending
and manufacturing activity
suggest China is already back
on a slowing trend.

With respect to capital, it
is far from clear whether
China would allow investors
to take losses on the Basel III
bonds issued by its state
champions.

This means the protection
they afford ordinary share-

holders is questionable.
For these investors, the

first line of defense against
losses is plain, old-fashioned
provisions, essentially losses
that banks book pre-emp-
tively against loans going
sour in the future. Here,
banks are actually heading
backward.

Take Bank of China, where
first-half net profit rose 11.2%
from a year earlier, slowing
from a 12.4% rate last year.
Provisions weighed heavily as
preprovision profit for the pe-
riod was up 20.1%, according
to Barclays.

But nonperforming loans
also ticked up, causing the
bank’s provision-coverage ra-
tio to actually decline, to 2.17

from 2.29 six months earlier.
The same trend can be seen
across the banking system,
where the provision coverage
ratio has fallen to 2.63 at the
end of June from 2.95 at the
end of 2012.

This still means banks can
manage more than a doubling
of nonperforming loans with-
out booking additional losses.
The problem is that official
figures, which show the sys-
temwide nonperforming-loan
ratio at just 1.08%, don’t have
any credibility with investors.

In a back-of-the-envelope
estimate, Amundi Asset Man-
agement figures that under a
stress scenario in which gross
domestic product growth
slows to 6%, the true nonper-
forming-loan ratio could rise
to 9%. Others have their own
estimates, but few put much
stock in the official figures.

Before the latest bank
rally, there was a case to be
made that extraordinarily low
bank valuations—well below
book value—baked in such
grim possibilities.

But three of the country’s
five largest lenders now trade
above end-2014 book value,
according to FactSet. Yet there
is no more clarity today on the
extent of problem loans.

And with provisioning ra-
tios dropping, springing a
leak could cause extensive
damage.

—Aaron Back

Sources: CEIC, China Banking Regulatory
Commission
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Banking Bad
China banks' ratio of
provisions to nonperforming
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More than most busi-
nesses, utilities have to
spend money to make
money. Regulators let them
earn a return on the money
spent on new wires, power
plants and other equipment.

And that spending has
surged. The U.S. Department
of Energy said Tuesday that
spending on electricity-trans-
mission infrastructure by
major investors and private
companies rose fivefold in
real terms between 1997
and 2012, to $14.1 billion, re-
versing a three-decade de-
cline. Efforts to prevent
blackouts and hook up mi-
grating populations to the
grid explain some of this.

A more troubling reason
for the increase is that grids
have to be rewired to ac-
commodate more renewable
energy. A battle between
utilities and proponents of
distributed solar power is
ongoing in some states. So-
lar panels reduce households’
payments to local utilities,
causing some companies to
call for special charges to be
applied to owners of panels
to cover grid-related costs.
Yet the higher those costs
are, the more incentive con-
sumers have to find alterna-
tive means of powering their
homes.

OVERHEARD

India Answers
Coal’s Prayers

Global commodity bulls
might want to think about
setting up a temple to Indian
officials.

On Monday, India’s top
court declared illegal the 200-
odd licenses for coal mines
the government awarded be-
tween 1993 and 2010, arguing
these were handed out arbi-
trarily. It is possible some of
the domestic power and met-
als firms that own these
mines will get them back.
Still, investors don’t feel too
great about the uncertainty.

This presents an opportu-
nity for international coal in-
vestors, who currently strug-
gle with too much supply. If
the mines in question remain
shut, power plants would sud-
denly need imported coal to
make up 38 million metric
tons of projected coal produc-
tion, according to government
figures. That is equivalent to
88% of the excess capacity in
seaborne thermal coal this
year, according to estimates
by Wood Mackenzie. Steel
mills would need an extra 14
million tons of coking coal,
which should cover the over-
supply in that market.

It is possible the decision
will only target the mines be-
longing to private firms, not

those associated with local
governments. In that scenario,
India would still gobble up
one-third of the excess capac-
ity in seaborne coal and all of
the extra coking coal supply.
This could put a floor on
some coal prices, and boost
companies such as Singapore-
listed Noble Group, which ex-
ports coal from Indonesia.

The court’s move on coal
mirrors a similar situation
with Indian iron ore. In 2011,
Indian courts began banning
iron-ore exports. India’s con-
tribution to seaborne trade in
iron ore has plummeted to 2%
from 10%.

India can assist coal and
iron ore for only so long. The
overcapacity in both commod-
ities could worsen next year.
Plus, Indian Prime Minister
Narendra Modi might use this
week’s court ruling to imple-
ment promises to improve
how minerals are extracted
and allocated.

Yet supporters of these
downbeat commodities should
count the few blessings they
get. While China slows down
demand and international
miners struggle to curtail sup-
ply, India is one country that
is answering their prayers.

—Abheek Bhattacharya

Videogames are one of the more lucrative
content segments, and buying Twitch gives
Amazon access to more than 55 million fans.

Undercurrent
Share price and index
performance

The Wall Street Journal

Source: FactSet

*As of midday Tuesday in New York
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