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KievForcesLoseGround toRebels
Government forces lost

more ground to Russian-
backed separatist fighters in
heavy fighting in eastern
Ukraine on Sunday, a day af-
ter European leaders threat-
ened to impose more sanc-
tions on Moscow if it doesn’t
end its support for the rebels.

Ukrainian President Petro
Poroshenko said he hoped a
new round of talks with rebels

and Russian officials in Minsk
on Monday could yield prog-
ress toward a cease-fire. It
wasn’t clear whether Kiev was

ready to accept a deal that
would leave the separatists in
control of strongholds in the
cities of Luhansk and Donetsk.

Previously, Mr. Poroshenko
had vowed to defeat them un-
less they surrendered. But af-
ter dramatic reversals on the
battlefield in recent days—fol-
lowing what Kiev and the
North Atlantic Treaty Organi-
zation say was an incursion of

more than 1,000 Russian
troops to fight alongside the
separatists—his negotiating
position seems weakened. Eu-
ropean leaders were cool to
his appeals for military aid
and held off immediately im-
posing more sanctions to give
Russia a chance to change
course.

The Kremlin on Sunday
stepped up its calls for Kiev

to lay down its arms and be-
gin talks, effectively recogniz-
ing the Moscow-backed reb-
els’ hold over a major
industrial region. Moscow
also hinted at support for the
rebels’ demands for indepen-
dence.

President Vladimir Putin,
in an interview on state tele-
vision Sunday, said Kiev
should begin “substantive,

meaningful negotiations, and
not on technical issues, but on
the political organization of
society and statehood in the
southeast of Ukraine.”

A Kremlin spokesman later
told reporters that the refer-
ence to “statehood” wasn’t
meant as an endorsement of
the separatists’ demands for
independence from Ukraine.
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Protesters turned out at a rally for democracy in a park in front of Hong Kong government headquarters on Sunday after China decreed
candidates for Hong Kong’s top leadership post must be approved by a committee heavily loyal to Beijing. Articles on pages 2 and 7

Anger in Hong Kong as Beijing Limits Vote on New Leader U.S.Airstrikes
HelpBreakSiege

BAGHDAD—U.S. airstrikes
helped break a two-month
siege by Sunni militants on a
Shiite town on Sunday, in ap-
parent coordination with
ground attacks by Shiite mili-
tias, local civilian fighters
and Kurdish troops.

The attacks around
Amirli, about 160 kilometers
north of Baghdad, helped to
avert what had been one of
the country’s biggest looming
humanitarian crises. Resi-
dents of the town of 17,000,
most of them Shiite Turk-
men, faced famine, thirst and
diseases such as diarrhea

from drinking dirty river wa-
ter.

Fighters from Amirli
thanked the militias and
Kurdish regional forces
known as Peshmerga for
helping them break the siege
by Islamic State insurgents,
speaking on Iraqi state tele-
vision. An Iraqi military
spokesman, Gen. Qassim
Atta, declared the town liber-
ated.

The breakthrough came
after the U.S. launched three
airstrikes against Islamic
State forces, the Pentagon

Please turn to page 8

BY MATT BRADLEY
AND JULIAN BARNES

In China, Yuan Takes
Earnings Down With It

BEIJING—Chinese compa-
nies increasingly have been
borrowing cheap money from
abroad. Now they are paying
for it.

Several Chinese companies
reported hits to their first-
half financial results from for-
eign-currency exchange rates,
after borrowing billions of
dollars from the U.S., Hong
Kong and elsewhere. The cul-
prit is the Chinese yuan,
which weakened against the
U.S. dollar in the first half and
still hasn’t gained back all the
ground. A weaker Chinese
currency makes Chinese ex-
ports cheaper abroad but also

makes paying interest on for-
eign debt more expensive.

The problem is likely to
continue. “It’s a legitimate
concern, given uncertainties
in the economy,” said Bei Fu,
an analyst at ratings firm
Standard & Poor’s. “It’s hard
to say if the yuan would con-
tinue to appreciate in the next
three to five years.”

Chinese energy producers
and airlines have long been
vulnerable to currency fluctu-
ations because the global oil
market conducts business in
dollars.

But the yuan’s prolonged
slump this year is broadening
the impact.

In many cases the affect of
foreign-exchange losses for

Chinese companies is dwarfed
by other factors, such as
heady growth in China’s Inter-
net industry or broader woes
in the country’s property
market.

But further weakness in
China’s currency could add to
pressures that include the
country’s slowing economic
growth. And borrowing is be-
coming more difficult in
China as Beijing tightens
credit following a lending
binge that rekindled growth
after the 2008 financial crisis
but saddled China’s financial
system with potentially bad
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Investors
In Solar
Start to
See Light

Solar power: The science
that converts the sun’s free
bounty into useful energy.

Yet, for years, the solar
sector’s strange alchemy
somehow converted public
subsidies into horrendous
losses for investors.

Evaporation of prefinan-
cial-crisis exuberance explains
some of the losses since 2008,
but the big problem was com-
petition. Generous subsidies
in markets such as Germany
fueled excess manufacturing
capacity, driving down prices
and crushing profit margins.

Now something has
changed.

From 2008 to 2012, solar-
module manufacturing capac-
ity expanded at a compound
annual rate of 52%, according
to Cowen. Demand, which ab-
sorbed only 70% of capacity
in 2008, rose at a slightly
slower pace over that time.

In contrast, Cowen esti-
mates that annual growth in
capacity from 2012 to the end
of this year will be only 10%,
but demand should rise twice
as fast.

Prices have stabilized as
growth in demand for panels
is finally outpacing capacity
expansion. This benefits man-
ufacturers. Most top-tier sup-
pliers of solar modules re-
ported profit margins that
topped 15% in the first quar-
ter, up from 10% toward the
end of 2013, according to
Matthew Feinstein of Lux Re-
search.

In cyclical businesses,
though, rising margins en-
courage investment. By 2017,
module-manufacturing capac-
ity will rise 72% compared
with the end of 2013, Cowen
estimates. This contains the
seeds of the next downturn in
margins.

Yet that needn’t mean a
crash like last time.

As Michael Parker of San-
ford C. Bernstein points out,
even as subsidies come under
pressure in the developed
world, falling costs for solar
power make it more competi-
tive with fossil-fuel-based
generation used in much of
the developing world. For ex-
ample, while the U.S. enjoys
relatively cheap natural gas at
about $4 a million British
thermal units, much of Asia
pays four times as much.

This pool of potential, un-
subsidized demand ought to
absorb excess solar module
capacity faster than previ-
ously, mitigating the severity
and longevity of cyclical
downturns.

That is hardly a new para-
digm, but it is reason enough
to invest.

—Liam Denning

Dollar Rises Above Fray
Change is coming to the

U.S. dollar.
The dollar has been any-

thing but mighty over the
past decade. Federal Reserve
figures show that on a trade-
weighted basis, the greenback
has fallen more than 10%
against other major curren-
cies in that time.

Lately, though, it is show-
ing a bit more vigor. The dol-
lar strengthened against the
euro, yen and pound in Au-
gust, building on a move
higher in July. It marked the
first time it has made back-to-
back monthly gains against all
three currencies since 2008.
And there may be more to
come.

Judging exactly what de-
termines exchange rates at
any given time is more than a
challenge. Differences in
countries’ economic growth
profiles and relative price lev-
els play a role. Trade flows
are also important. So, too,
are interest rates.

But what is interesting
now is how many foreign-ex-
change drivers seem to be
pushing in the dollar’s direc-
tion.

The U.S. economy, while
hardly gangbusters, has been
expanding at a much faster
clip than that of either Japan
or the euro zone. And with

both hiring and business
spending picking up, U.S. out-
performance looks likely to
continue.

That should mean better
returns on investment and
more reason for companies
and investors to put their
money to work stateside.
Prices run in the same direc-
tion, with figures from the Or-
ganization for Economic Co-
operation and Development
showing a dollar spent in the
U.S. buying about 10% more
than it would after being ex-
changed for the euro in Ger-
many or the yen in Japan.

The current-account defi-
cit, the broadest measure of

the U.S. trade gap, has nar-
rowed to 2.7% of gross do-
mestic product from the re-
cord 6.2% it hit in 2005. With
the U.S. becoming progres-
sively less dependent on for-
eign oil, the deficit is on
course to narrow further still.
That lessens the old fear that
other countries might call in
America’s IOUs, sending the
dollar lower.

Finally, interest rates favor
the dollar. The 2.33% yield on
the 10-year Treasury note is
higher than equivalent yields
in the U.K., any of the major
European countries, Canada
or Japan. With the Fed poised
to begin lifting its overnight

target rate next year, even as
the Bank of Japan is keeping
its foot to the floor and the
European Central Bank hints
at quantitative easing, rate
differentials may only widen.

That sets up a carry trade,
in which investors can gener-
ate returns by lending in the
U.S. with funds borrowed
abroad.

For investors, a firmer dol-
lar would present a mixed
bag. The many U.S. companies
that have aggressively ex-
panded their overseas opera-
tions in recent years could see
currency-related hits to earn-
ings.

Against this, there is the
intuitive, but often over-
looked, fact that a stronger
dollar makes the cash inves-
tors hold worth more.

More important, by lower-
ing the cost of imported
goods, a stronger dollar
would also help keep inflation
in check. That would, in turn,
offer some protection against
any risk that the Fed ends up
having to raise interest rates
sharply to cool an overheating
economy.

Given the centrality of the
central bank’s next steps in
moving the market, this may
be the most far-reaching im-
pact of a dearer dollar.

—Justin Lahart

New Diamond Bets Could Shine
All that glitters isn’t gold.
Rough diamond prices

have risen 5% to 10% this
year, according to analysts.
Investors now also have more
options to bet on the stones.

With a dearth of new dis-
coveries since the 1990s, sup-
ply of rough stones remains
below the precrisis peak hit in
2005 and is set to start falling
starting in 2018, forecasts
Bain.

Meanwhile, demand
growth looks strong, at more
than 5% annually from 2012 to
2023, according to Bain.
Growth in the emerging world
is part of the story.

Economic recovery in the
U.S., still the world’s largest
market for sales of polished
diamonds, provides another
boost. The U.S. market in-
creased 7% last year by value,
according to De Beers.

So rough diamonds could
be in short supply from 2016
or 2017. But investors seeking
a pure-play bet on a tight
market have had limited op-
tions. The largest diamond
miner globally by sales, De
Beers, is owned by diversified
miner Anglo American. The
diamond operations at Rio
Tinto are dwarfed by its iron-
ore side. Russia’s Alrosa
brings its own risks.

A crop of much smaller, in-
dependent diamond miners,
therefore, have been attract-
ing attention. Shares in Gem

Diamonds, Petra Diamonds
and Toronto-listed Lucara Di-
amond are up between 40%
and 50% this year. Lucara this
year announced its maiden
dividend; Gem plans its first
payout at the end of 2014.

Petra is further behind. It
could pay a dividend for its
fiscal year to June 2016. But
the company is arguably more
diversified than peers, with
five producing mines.

It also promises growth.
Petra aims to increase pro-
duction from 3.1 million car-
ats in fiscal 2014 to June to
five million carats by 2019.

The company is facing a
tricky year operationally. It
must live off mining old, low-
grade areas before expansion
starts up. Petra downgraded

its production forecast this
month for 2015 but still hopes
to eke out growth.

That, plus a recent sale by
a large shareholder, has
weighed on the stock. It is
back to levels last seen in
June when Petra said it had
found a 122.5 carat blue dia-
mond, expected to fetch about
$30 million. Petra is trading
at about 0.7 to 0.9 times most
analysts’ forecast of its net
present value of its cash
flows. Junior miners trade be-
tween about 0.5 and 1.3 times
net present value through the
cycle, according to BMO Capi-
tal Markets.

The diamond miner may
face a tough year, but Petra
still has potential to shine.

—Helen Thomas

Sparklers
Consumer demand for polished diamonds in 2013 by region

The Wall Street JournalSource: De Beers
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Carl Icahn isn’t, in fact, a
wizard. A chart recently filed
with the Securities and Ex-
change Commission by
Icahn Enterprises showed a
76% return on the stock of
eBay during the period in
which an Icahn designee
served on the online-auction
company’s board.

That is all the more im-
pressive because that period
lasted only 13 days, in June,
during which the stock
climbed just 2.2%. So how
did Mr. Icahn produce a 76%
return?

By using “annualizing.”
That is he adjusted the re-
turn to show it as if the
gains of that short period
extended across an entire
year. And indeed, the point
of Mr. Icahn’s filing is to de-
fend activism. His chart
shows that if you average
all the annualized gains and
losses while his designee sat
on a board from Jan. 1,
2009, through June 30,
2014, the total return would
be 27%. That isn’t bad. But
even if annualizing returns
allows comparison of differ-
ent investments, it makes
absolute returns on very
short-term trades, such as
the eBay one, look much
bigger to the naked eye
than they really are.

OVERHEARD

Getting to Core
Of ECB Problem

It is becoming difficult not
to feel a little sorry for the
European Central Bank.

Having erred by raising
rates in 2011 because headline
inflation was being pushed up
by commodity prices, it is
now under pressure to loosen
policy because energy and
food prices are dragging infla-
tion lower. The euro zone
seems at greater risk of a
panic about deflation than of
experiencing the phenomenon
itself.

With the drop in headline
euro-zone inflation to 0.3% in
August from 0.4% in July,
calls for further ECB action,
including large purchases of
sovereign bonds, are getting
louder. Clearly, inflation is far
adrift of the ECB’s target of
“below, but close to” 2%.

But, once again, virtually
all of the decline is down to
volatile prices for energy,
food, alcohol and tobacco. Ex-
cluding those, euro-zone in-
flation rose to 0.9% from
0.8%. Of the decline in head-
line inflation from 1.3% a year
ago, nearly 90% is attribut-
able to moves in energy and
food prices.

A central bank might feel
quite justified in giving such
moves little weight.

With core inflation stable,
it is hard to see deflation as a
threat, even if market-based
measures of inflation expecta-
tions have proved wobbly re-
cently. More relevant in any
case is the attitude of con-
sumers and entrepreneurs to
inflation. If lower food and
energy prices are proving a
cushion for stretched individ-
uals and businesses, that may
be no bad thing. But the lon-
ger low inflation persists, the
more it may become a prob-
lem if, for instance, it starts
to drive wage settlements.

Of course, the euro zone
faces other problems, includ-
ing a lack of credit and lack-
luster growth. But the ECB al-
ready announced a raft of
policies in June to help. With
the euro falling, bond yields
at record lows and a round of
fresh loans for banks to get
under way, the conditions
could see inflation, and
growth, pick up again.

Perhaps a bigger risk is
the escalation of tensions
with Russia, which threaten
to derail the already fragile
euro-zone economy. Geopoli-
tics could be a far stronger
reason for the ECB to ease
policy sharply than low infla-
tion. —Richard Barley

Bottomed Dollar

The Wall Street Journal
Sources: Federal Reserve (index); Organization for Economic
Cooperation and Development (price levels)
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Business & Finance

n After two years of oversup-
ply that has battered coal
prices and strained mining
towns, the world’s top coal-ex-
porting companies are signaling
that the worst may be over. 15

n A heart drug developed by
Novartis reduced cardiovascu-
lar deaths by 20% when com-
pared with a rival treatment,
according to recent data. 15

n Alibaba plans the Chinese
e-commerce company’s U.S.
IPO, which could raise more
than $20 billion, early in the
week of Sept. 8. 15

n Rovio said CEO Mikael Hed
will step down in January as
the Finnish company that
makes “Angry Birds” struggles
to refresh its games lineup and
revenue model. 16

nDubai’s Emaar Properties
said it plans to launch the IPO of
its profitable malls business this
month, which would likely be
one of the largest equity offers
since the 2008 financial crisis. 20

nBoeing is struggling to sell
787s built during the height of its
problems with the Dreamliner’s
design and supply chain. 18

n Apple and Google are pro-
viding programing tools and
inviting software coders as
young as 13 years old to con-
ferences, looking to land whiz
kids interested in writing apps
for smartphones and tablets. 17

i i i
World-Wide

n Europe’s struggle to pre-
vent ultralow inflation from
discouraging business invest-
ment and undermining its
fragile economy deepened as
consumer prices dropped in
August to a five-year low. 4

n The U.S. imposed a range of
sanctions designed to exert
new pressure against Iran and
deter business leaders from cir-
cumventing existing measures
as talks continue over the
country’s nuclear program. 8

n Turmoil engulfed the tiny
kingdom of Lesotho after
troops stormed police stations
and forced the prime minister
to flee the country. 8

n Three protesters died and
more than 400 people were
injured following hourslong
clashes with security forces
in Pakistan’s capital Islam-
abad, hospital officials said,
as the country’s growing po-
litical crisis turned violent. 9

n Indian Prime Minister Nar-
endra Modi spent his first full
day of a five-day visit to Japan
sightseeing in the ancient city
of Kyoto, accompanied by
Prime Minister Shinzo Abe. 9

n An experimental drug
cocktail called ZMapp has
cured monkeys inoculated
with a lethal dose of the Ebola
virus, setting the stage for
scientists to test the treat-
ment in people. 3
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Strange Bedfellows
Fear over the spread of Islamic State means parties often at odds now
share a common enemy. http://graphics.wsj.com/isis-strange-bedfellows

China Less Willing to Be
Pragmatic on Hong Kong

and welfare reform. In fact,
protests are common on the
mainland, too. But there, tempers
flare and riot police often wade in
with tear gas and batons. By
contrast, Hong Kong protests are
overwhelmingly peaceful.

Instances of protests that turn
ugly are so rare that they are
remembered, like devastating
typhoons, as traumatic moments
seared in history. Hong Kong
people still talk about the 1966
Star Ferry riots triggered by a
small fare increase on the cross-
harbor passenger boats.

All this reflects a moderate
society that knows all about the
dangers of political turmoil. The
majority of Hong Kong people are
either refugees, or the
descendants of refugees, who fled
man-made starvation in the 1950s
and then the murderous decade of
the Cultural Revolution.

Now, however, politically edged
violence is creeping back. Last
year, a car rammed the home of
Jimmy Lai, a media tycoon and
prominent supporter of the
Occupy Central movement: its
occupants left behind an ax, a
knife and a threatening note. Last
Thursday, Mr. Lai’s home was
raided by Hong Kong’s
Independent Commission Against
Corruption in connection with his
contributions to pro-democracy
politicians.

In February, the former chief
editor of the Ming Pao newspaper
was gravely wounded in a mafia-
style knife attack seen by some as
an assault on press freedom.

Inevitably, the National
People’s Congress decision will
add to political tension and
further polarize society. More
than a million people have
marched in Hong Kong already
this year, both for and against the
aims of Occupy Central.

Hong Kong’s views of China
have always mixed hope with fear:
hope that its rise will lift its own
economic prospects; fear that
Marxist-Leninist political controls
will cross the border.

And now, it seems, both have
come true. Chinese prosperity has
enormously improved Hong
Kong’s position as a trading
entrepôt and filled its emporiums
with Mandarin-speaking shoppers

from the mainland.
It has also brought problems.

The crowded territory has been
swamped by Chinese day-trippers,
creating social frictions. Urbane
Hong Kong people are easily
offended by earthy mainland
habits, for instance allowing
children to urinate in public.
Wealthy mainlanders, meanwhile,
have bid up the price of local
property, making home ownership
more difficult for the local middle
classes.

But these are irritants. Political
meddling from Beijing stirs a
more fundamental kind of anxiety.

In his book “East and West,”
the last British governor of Hong
Kong, Christopher Patten, mocks a
former Hong Kong civil servant
who asserted that Chinese
authorities don’t want to rig
elections—“they just want to
know the result in advance.”

That is certainly the longer-
term effect of Sunday’s decision
by China’s parliament. The most
immediate outcome will be more
civic strife.

BEIJING—Distrust of the
Chinese Communist Party runs
deep in Hong Kong, a city built
largely by refugees from famine
and party-sponsored political
violence in mainland China.

Deng Xiaoping understood this
and deftly worked around it. His

formula for
recovering Hong
Kong from Britain
in 1997—One
Country, Two
Systems—was an
acknowledgment
that the party’s

credibility in Hong Kong was low
and that if it simply moved in and
took over it would destroy public
confidence and likely wreck the
economy.

Hence, Hong Kong was allowed
to keep its British-style law courts
and administration. And it was
promised democratic elections for
its future leaders.

Today’s Chinese leadership
shows far less willingness to
embrace such political
pragmatism, or to employ subtlety
and compromise in its dealings
with the territory.

That is the main conclusion to
be drawn from Sunday’s decision
of the Chinese National People’s
Congress to adopt arrangements
for the election of Hong Kong’s
top leader that effectively give the
party a veto. Candidates for the
chief executive, according to
China’s rubber-stamp parliament,
must be prescreened. In the past,
Beijing has made clear that only
those who are “patriotic” will
qualify. In party-speak, patriotism
means “Love the Party.”

The upshot is that the party is
likely to find itself in a protracted
standoff with large sections of the
Hong Kong population—the very
situation that Deng tried so
strenuously to avoid.

Public confidence in Hong
Kong’s future will be damaged,
certainly. There is likely to be
knock-on impacts on the economy
amid civic unrest.

The pro-democracy group
Occupy Central has threatened
mass civil disobedience to
paralyze the main business
district if China doesn’t offer the
city a real choice in the next
election scheduled for 2017. It is
now all systems go for protests, as
such choice has just been
dramatically narrowed.

A recent article attacking
Occupy Central in the People’s
Daily, the flagship party
newspaper, asked: “Why do people
want to mess up their own
homeland?” Of course, they don’t.
This is the paradox behind
looming confrontation in Hong
Kong. Few places are less prone to
civil disobedience, or show more
responsibility and civic virtue.

The city’s people are famously
orderly, even when they join
protest marches. There have been
hundreds of these in recent years,
dominated by middle-class
residents, some strolling along in
family groups, and focused on
practical issues such as education

CHINA’SWORLD | By Andrew Browne

An exhibit about Deng Xiaoping, shown here, is currently on view in Hong Kong.
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Will‘KnuckleBusters’GetaSecondCrack?
With Security Breaches, Manual Devices Can Still Come in Handy; ‘Like Trying to Sell Typewriters’

B iff Matthews is up to his
eyeballs in knuckle busters.

The 68-year-old Ohio
businessman has stockpiled more
than 8,000 of the old-fashioned
credit-card-processing machines,
known for their tendency to
scrape the fingers of the mer-
chants who operate them.

Mr. Matthews keeps the ma-
chines boxed up individually on
the shelves of his 12,000-square-
foot warehouse, ready to be
shipped at a moment’s notice. He
has enough spare parts to assem-
ble another 2,000 if need be.

“I’m not going to run out,” he
says.

There is little danger of that
happening soon. Knuckle busters
were overtaken more than two
decades ago by electronic card-
processing devices as the pay-
ment apparatus of choice at
checkout counters around the
world.

“You mention a knuckle
buster, imprinter or chunk-a-
chunk to a majority of today’s
merchants and they give you that
inquisitive look, saying ‘a
what?’ ” says Mr. Matthews.

But Mr. Matthews has been
ringing up a few more sales
lately. He credits a series of high-
profile security breaches—includ-
ing an incident that prompted
restaurant chain P.F. Chang’s
China Bistro Inc. in June to start
using manual imprinters at its
200 restaurants—for easing the
knuckle-buster bust, at least tem-
porarily.

“We have probably sold as
many of them in the past month
or two as we sold in the preced-
ing six months,” says Mr. Mat-
thews, president and founder of
CardWare International, an Ohio
company that also sells receipt
paper, equipment and other items
to the credit-card industry.
Breaches have raised awareness,
he says, that manual devices can
be used when electronic systems
are down.

Knuckle busters were the card
industry’s workhorse for decades.
They came into use in the 1950s
when credit cards started becom-
ing popular.

But the clunky manual process
has earned a bad rap in the age
of electronics. A merchant places
the credit card onto the device,
then layers on a small stack of
thin paper layered with carbon
paper. Next, the merchant moves
the slider across the paper, im-
printing the card’s embossed in-
formation, and then slides it back
to capture merchant data. One
copy goes to the customer and
the other to the merchant, who
will input the data when the elec-
tronic system is operating again.

There are more downsides.
Manual transactions are less se-
cure than electronic ones because
they rely on paper that can be
copied or stolen. What’s more,
the machines can’t process trans-
actions from a growing number
of credit cards that don’t have an
embossed account number on the
front. And banks charge mer-
chants more for manual transac-
tions.

Selling knuckle busters today
“is like trying to sell typewrit-
ers,” says Dan Harrison, vice
president of a Waterloo, Ont.,

company called Addressograph
Bartizan that makes the devices.

“I was a little bit shocked” by
P.F. Chang’s decision to switch to
knuckle busters, says Henry Hel-
geson, chief executive of Mer-
chant Warehouse, which pro-
cesses electronic credit-card
payments on behalf of small mer-
chants. He says he was so unfa-
miliar with the devices that he
had to ask some of his employees
which companies still sell them.

A spokeswoman for P.F.
Chang’s declined to discuss the
move, saying only that the res-
taurants had the devices on hand.
P.F. Chang’s said last month that
the breach occurred between
mid-October and mid-June and
may have led to the theft of card
data from 33 of its restaurants.
The company began using manual
devices at all restaurants after it
learned of the breach. Then it
started using a combination of
manual devices and a separate
electronic system.

William Huber celebrated his
wedding anniversary with his
wife at a P.F. Chang’s in West
Chester, Ohio, on June 11, the day
after Secret Service alerted the
company about a potential credit-
card breach. He never saw the
knuckle buster because the server
took his credit card into a back
room, but he and his wife recog-
nized the manual process when
the server returned with a paper
imprint of his card information
for him to sign.

“It was kind of funny because
we are old enough to remember
that stuff,” says the 60-year-old
Web developer.

Mr. Matthews has been fid-
dling with knuckle busters since
the 1970s when he worked at a
department store and a bank. He
began repairing them in his ga-
rage, realized “there was a real
opportunity,” and founded a com-
pany that eventually turned into
CardWare International.

Mr. Matthews says he was
selling about $3 million worth of
the things annually during the
1980s.

But there was no stopping
technology’s charge. By 2008,

CardWare’s manual imprinter di-
vision was too small to be a sepa-
rate unit and got wrapped into
another part of the company.
CardWare sold about $30,000
worth of knuckle busters last
year—about 4,300 devices—rep-

resenting 1.2% of his company’s
sales.

Today, Mr. Matthews pitches
the machines to merchants as a
reliable backup device to the
electronic systems that become
useless amid a power failure or

technology glitch.
That is no swipe at the mod-

ern technology, he insists.
“You get insurance for your

car. Manual imprinters are insur-
ance for your credit-card transac-
tions,” says Mr. Matthews.

The Mandarin Oriental Hotel
in Miami recently ordered 10
knuckle busters from CardWare
for its front desk, spa, bar and
restaurant. The hotel rarely uses
the devices, but “we want to be
sure that we can still serve the
customer,” says Jorge Gonzalez,
the hotel’s manager. He says he
recently was forced to pay cash
at a bar while vacationing in Lake
Tahoe because a sudden storm
knocked out power and the res-
taurant didn’t have a knuckle
buster on hand.

The devices are also some-
times used by merchants who
don’t have immediate access to
an electronic system, such as a
car-service driver or a seller at a
street fair.

Still, those are exceptions.
Knuckle busters are so rare these
days that even a random sighting
can cause excitement in Mr. Mat-
thews’ company.

“We love to see television
shows or movies with imprinters
sitting on someone’s desk,” says
Mr. Matthews, adding that ex-
cited employees send emails
around the office when they spot
one.

BY ROBIN SIDEL

Credit-card processing machines like this one came into use in the 1950s and were the industry’s workhorse for years.
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NewTreatmentfor
EbolaVirusCures
InfectedMonkeys

An experimental drug cocktail
has cured monkeys inoculated with
a lethal dose of the Ebola virus, set-
ting the stage for scientists to test
the treatment in people.

Other drugs that have shown
some success in protecting monkeys
against Ebola had to be dispensed
within two days of exposure. The
latest treatment, known as ZMapp,
saved the animals when it was ad-
ministered up to five days after in-
fection, when the monkeys were
days or even hours from death.

“These results are very encour-
aging,” said Peter Piot, co-discov-
erer of the Ebola virus and director
of the London School of Hygiene
and Tropical Medicine, who didn’t
participate in the study. Four de-
cades after Ebola was first identi-
fied, “we may be on our way to an
effective treatment.” The study was
published this past Friday in the
journal Nature.

There are currently no approved
treatments or vaccines against Eb-
ola. The National Institutes of
Health said it would begin testing
an experimental Ebola vaccine on
humans this week.

The scale of the Ebola outbreak
sweeping West Africa has high-
lighted the need for a post-infection
drug. At least 1,552 people have
died after contracting the virus, and
the World Health Organization has
warned that the number of people
infected could jump to 20,000 in the
next nine months.

There also are worrying signs
that Ebola is spreading beyond
Guinea, Liberia, Sierra Leone and
Nigeria. The Democratic Republic of
the Congo, which stretches eastward
to the center of the continent, re-
corded its first cases this past week.
On Friday, Senegal announced that a
21-year-old Guinean man believed to
have contracted the virus was in
quarantine in a hospital in Dakar.

In the study published in Nature,
researchers described how they con-
ducted tests on guinea pigs until

they arrived at a particularly potent
cocktail of three so-called monoclo-
nal antibodies, which are designed
to bind to the Ebola virus and neu-
tralize it.

The cocktail, ZMapp, was tested
on rhesus monkeys who were in-
jected with a lethal dose of Ebola.
Three groups of infected animals,
consisting of six monkeys each, then
received doses of the drug cocktail
in varying intervals.

To the researchers’ surprise, all
18 animals survived, with none hav-
ing detectable levels of the virus
three weeks after exposure. Severe
symptoms of the disease—heavy
bleeding, rashes and a large in-
crease in liver enzymes—disap-
peared. Three monkeys that didn’t
receive the drug died by day eight.

“The level of improvement was
beyond my expectations,” said Gary
Kobinger of the Public Health
Agency of Canada and a lead author
of the Nature study.

It remains to be seen whether
the drug will be effective in people.
So far, seven people infected with
Ebola have received the drug on a
“compassionate use” basis. Some
pulled through, but it is unclear
whether or to what extent the drug
was a factor in their survival.

It could be two years before
early-stage clinical trials determine
whether ZMapp is safe for people,
which makes it out of reach for
those imperiled in this epidemic.

At that juncture, if the drug is
shown to be safe, some countries
may amass a small stockpile of the
experimental medicine that can be
administered in the event of an
emergency.

One complication is that there
are different strains of Ebola, which
may require different drug cocktails.
The Ebola strain used in the Nature
experiment is different from the
new Zaire strain rampaging through
West Africa. But Dr. Kobinger and
his colleagues reported that ZMapp
also worked against the new Zaire
strain when tested in a lab dish.

ZMapp is made by Mapp Biop-
harmaceutical Inc. of San Diego. The
drug is manufactured in tobacco
plants that have been engineered so
they mass-produce the antibodies
that make up ZMapp.

A unit of tobacco-products
maker Reynolds American Inc.
manufactures the drug using to-
bacco plants in Kentucky.

—Drew Hinshaw
in Monrovia, Liberia,

contributed to this article

BY GAUTAM NAIK

Liberian health workers carry a possible Ebola victim in Monrovia, on Friday.
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One complication is that
there are different
strains of Ebola, which
may require different
drug cocktails.
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HEARD ON
THE PITCH

SPORTS

TheDayThat Soccer Loses ItsMind
Transfer Deadline Day Is aMix of Intrigue, Fear, Paperwork—And Lots of Spending

LONDON—As the clock ticks to-
ward 11 p.m. here on Monday night,
star soccer players will scramble to
hospitals for late-night checkups.
Others will sit in private jets on the
tarmac, waiting for negotiations to
end. And multibillion-dollar soccer
teams closing multimillion-dollar
player deals will rely on their fax
machines.

This is the twice-a-year circus of
transfer deadline day, the final
hours of a two-month window when
European soccer clubs can buy and
sell as many players as they can af-
ford.

Unlike in American sports such
as baseball and basketball, where
only a handful of top players hit the
free-agent market each year, pretty
much any soccer player is available
for the right price—at least in
theory—regardless of his contract
situation. Once the window shuts,
rosters are set until the season’s
second window opens in January.

In other words, shopping on
deadline day is like running around
the supermarket on Thanksgiving.
Only all of the turkeys have agents.

“You can’t give the impression
that you’re as desperate as you actu-
ally are,” said Niall Quinn, an ex-
player who spent five years as chair-
man of English club Sunderland.

The closest equivalent in U.S.
sports would be trade deadlines or
the major-league drafts, except soc-
cer doesn’t do trades (stars are
bought and sold for fees that can
reach nine figures) and the drafts
come with guaranteed, predictable
news. College stars will get drafted.
Your team will definitely do some-

thing, for better or worse.
Deadline day makes none of

those promises.
The transfer window system has

been in effect in Europe since the
2002-03 season, when it was intro-
duced to improve team stability.
That coincided with an explosion in
transfer fees that has continued
pretty much unchecked since then.
Clubs from Europe’s top five leagues
have already spent more than $1.9
billion to sign new players this sum-
mer, according to FIFA. The Premier
League alone accounted for about
$1.2 billion of that as of Friday.

But before anyone can cash in,
there are mountains of paperwork.
Completing a single transfer re-
quires more than 20 signatures from
clubs, agents, players and lawyers
before the stacks of forms can be
submitted to the relevant governing
bodies.

When Sunderland signed six
players on deadline day in 2006, its
transfer operation kicked into over-
drive. The club rented four extra fax
machines and female secretaries
wore flat shoes to run between
them. It sent cars and drivers to
players’ homes before they signed to
whisk them to their final medical
checkups, Quinn said, although they
had to wait a half-mile down the
road to comply with interference
regulations.

The club also lined up slots at
private hospitals to conduct pre-
signing checkups—without knowing
whose names to give. “We’ll let you
know his name when we know,”
Quinn told them.

While the clubs scramble, the
British sports media spend the day
feeding fans’ appetite for transfer

news. The day that “the last day of
the summer transfer window” grew
into the modern hype extravaganza
came in 2008, according to Andy
Cairns, executive editor at Sky
Sports News, a 24-hour sports-news
channel in the U.K. Manchester City
delivered more drama than anyone
thought possible, because the com-
modity changing hands wasn’t just a
player: It was the whole club. A
group backed by members of the
royal family of Abu Dhabi bought
City and pledged to turn it around.
Then it blew some $50 million on
Brazilian star Robinho.

Not every club enters the final
24 hours with that kind of intrigue.
But because of the window’s timing,
most European leagues have already
kicked off—which gives teams time
to start losing or suffer injuries and
ratchet up the panic factor.

“In England, as soon as you have
a problem, people want you to buy,”
said Arsenal manager Arsène
Wenger, who deflected questions
about his own potential shopping.

And once you dip into the mar-
ket, you can only hope the informa-
tion you’re getting is accurate. For
all you know, an agent might only be
dangling a player to jack up the
price.

“This isn’t a friendly trust,”
Quinn said. “This is a horrible
trust.”

That is when there is any trust to
begin with. In January 2013, striker
Peter Odemwingie made the two-
hour drive down from Birmingham
to London, thinking his deadline-day
move from West Bromwich Albion
to Queen’s Park Rangers was all but
done. When he arrived, he even gave
an interview out of his car window
to convey his excitement. He re-
ferred to QPR as “we.”

But when the deadline came and
went, no deal was in place. West
Brom said it had no intention of
selling. Odemwingie drove back and
had to face his own fans for the rest
of the season.

Even without misunderstandings,
sometimes the clock just runs out
on you. Quinn remembered a time
when Sunderland failed to get a
deadline-day fax off in time because
the telephone lines went down. It
took an apologetic explanation from
British Telecom, he said, to convince
the league to approve the transfer.

The league has tried to simplify
things with the introduction of a so-
called Deal Sheet, a shorter docu-
ment that clubs send to the league
to confirm a done deal. It can only
be used in the final two hours of the
window, and clubs must still file the
complete paperwork by 1 a.m.

The Premier League points out
on its website that while the fax ma-
chine “is still there and it does come
in very handy,” it now also accepts
scans via email. Only once those
scans and faxes go through does the
whirlwind of speculation, rumor and
half-truths around a deal die down—
though just for a few days.

“I learned one thing in our job,”
Wenger said. “You say nothing cate-
gorically.”

BY JOSHUA ROBINSON

Newly acquired midfielder Ángel Di María, left, holds a team shirt with Manchester United manager Louis van Gaal at a presentation at Old Trafford on Aug. 28.
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Liverpool Rout at Spurs
For Second Season in Row

Less than a year ago, losing 5-0 to
Liverpool at home sealed the fate of
Tottenham manager Andre Villas-
Boas and kicked off the brief, un-
happy reign of Tim Sherwood. But
this season, with a new manager in
place on the White Hart Lane sideline
and a couple of victories in the bag,
that result was beginning to fade into
the past.

On Sunday, Liverpool returned to
North London. And with a 3-0 victory,
Brendan Rodgers’ breakneck attack
reminded Spurs of the gulf that re-
mains between the two sides.

“They built the team for more
than two years,” new Tottenham
manager Mauricio Pochettino said.
“It’s a big advantage. But it’s not an
excuse for today.”

Adjusting to life without Luis
Suárez, Liverpool introduced Mario
Balotelli, signed last week from AC
Milan, to complement Daniel Sturridge
and Raheem Sterling up front. He
didn’t score on his return to the Eng-
lish Premier League, despite taking
five shots, as the goals came from
Sterling, Steven Gerrard and defender
Alberto Moreno. But Balotelli seemed
to keep up with the side’s speedy ap-
proach, which yielded 101 goals in the
league during the club’s run to second
place in 2013-2014.

“We probably clicked back into
where we were last season,” Rodgers
said.

Balotelli showed his commitment
to the cause by even picking up de-
fensive duties, much to his manager’s
surprise. “For the first time in his life,
he marked at a corner,” Rodgers said.
“I’m serious.” —Joshua Robinson

Zimbabwe Posts First Win
Over Australia in 31 Years

Zimbabwe’s cricketers beat Austra-
lia for the first time in 31 years on
Sunday as captain Elton Chigumbura’s
52 not out led his team to a three-
wicket win in the ODI triangular se-
ries in Harare.

Chigumbura carried the tourna-
ment host to 211-7, overhauling Aus-
tralia’s below-par 209-9 on a tough
batting strip at Harare Sports Club.

Opposite number Michael Clarke
also made an unbeaten half-century
for Australia on his return from injury,
but then reinjured his hamstring in
only his country’s second loss ever to
the African team.

It was Zimbabwe’s first win over
the Australians since they met in
ODIs for the first time at the 1983
World Cup. Chigumbura had valuable
help from Prosper Utseya, who was
30 not out in a match-winning half-
century partnership at the end.

—Associated Press

HEARD ON
THE PITCH

Reuters

Mario Balotelli dribbles the ball
during his Liverpool debut Sunday.

The British media spend
the day feeding fans’
appetite for transfer news.
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FallingPricesCloud
EuropeRecovery

FRANKFURT—Europe’s struggle
to prevent ultralow inflation from
discouraging business investment
and undermining the continent’s
fragile economy deepened as con-
sumer prices dropped in August to a
five-year low.

The data released Friday keep
pressure on the European Central
Bank to take more dramatic stimu-
lus measures to boost demand and
inflation, and come just days after
ECB President Mario Draghi warned
of the risks of investors’ falling ex-
pectations for consumer-price
growth. His remarks were seen as
suggesting the ECB is moving closer
to large-scale purchases of public
and private debt, known as quanti-
tative easing, at a time when the
U.S. Federal Reserve is nearing an
end of its stimulus program.

Most analysts expect the ECB to
refrain from taking that step when
it meets on Thursday, but some
economists expect smaller easing
measures, such as rate cuts, to un-
derscore the ECB’s resolve to act.

Consumer prices in the euro
zone grew 0.3% in August from the
previous year, the European Union’s
statistics office said Friday, down
from 0.4% in July and far below the
ECB’s target of inflation just below
2%. Much of the decline reflected
falling energy prices. Prices grew
0.9% when food, energy and other
volatile items were excluded, up a
bit from July. That removes some of
the urgency for the ECB to respond
as soon as this week.

Still, “the euro zone is one big
shock away from deflation,” said
Stephen Cecchetti, a professor at
Brandeis University.

The effects of deflation have al-
ready started to hit several euro-
zone members, particularly in
southern Europe. Spain’s consumer-
price drop deepened to 0.5%. Italy
on Friday reported its first annual
decline in consumer prices since

1959, by 0.1%, based on its national
measure. Five of the euro zone’s 18
countries have falling prices, ac-
cording to BNP Paribas.

“The cost of production is con-
stantly on the rise,” said Giovanni
Ferrero, chief executive of Ferrero
International SA, the Italy-based
maker of candies and chocolates.
“It’s unthinkable to expect that
prices couldn’t recover costs with-
out cutting cash-flow generation, in-
vestments and jobs.”

“We’re not only in a situation of
low inflation. In some markets, dis-
tributors are asking us for defla-
tion,” he said, referring to price
cuts. Although this can be a positive
for consumers, the trend “in reality
destroys value,” he said.

The threat of deflation is more
pronounced in Spain, which has a
public and private debt load equal
to about three times the size of its
gross domestic product.

Though the danger of too-weak
prices was once limited to Greece
and other struggling economies, it
has spread to healthier economies.

The ECB has said quantitative
easing is an option, but has resisted
it on the expectation that inflation
will gradually rise. Mr. Draghi ap-
peared to change course earlier this
month when he said: “Over the
month of August financial markets
have indicated that inflation expec-
tations exhibited significant declines
at all horizons.”

Inflation expectations are key to
whether temporary, and sometimes
beneficial, price declines morph into
more pernicious deflation. Financial
measures of how inflation will look
starting in five years fell in August,
as did consumer-based expectations.

Yet with the ECB having waited
so long to try bold steps like bond
buying, the question may arise
“whether it is already too late,”
warned analysts at BNP Paribas.

—Manuela Mesco, Ruth Bender
and Neetha Mahadevan

contributed to this article.

BY BRIAN BLACKSTONE

The Euro Zone Flirts With Deflation

Inflation slowed in August in the euro zone and was unchanged in Germany.
Prices fell in Italy and Spain. Change from a year earlier in consumer-price
indexes*

Slowing, Stalling and Falling

Sources: national statistics offices via Thomson Reuters (Germany, Spain); Istat (Italy); Eurostat (euro
zone); Royal Bank of Scotland (inflation forward swap rates)

*National consumer-price indexes for Spain and Germany; harmonized indexes for Italy and the euro zone
†Market expectations of annual inflation rates that will prevail beginning one year and five years in the
future.

Germany 0.8%
IN AUGUST

Euro zone 0.3%
Italy –0.2%
Spain –0.5%

Anchors Aweigh
Financial-market measures of how investors expect consumer prices will
evolve, once firmly anchored, now show that investors expect inflation to
weaken.
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But the spokesman said Ukraine
would have to discuss autonomy
with a region he referred to as “No-
vorossiya.” That tsarist-era word,
referring to a swath of territory that
includes much of present-day south-
ern and eastern Ukraine, has be-
come a rallying cry for Russian na-
tionalists. It had faded from official
Kremlin statements since the spring
but reappeared this week.

The latest events on the ground
were a dramatic reversal for Kiev,
whose forces had been close to re-
taking the rebel strongholds in Do-
netsk and Luhansk in early August,
officials said. The introduction of
several units of Russian troops over
the past week or so has dramatically
turned the tide.

Security officials in Kiev say the
combination of Russian troops,
tanks and antiaircraft systems—
which helped neutralized Kiev’s ad-
vantage in air power—allowed the
separatists to reopen key supply
lines to Luhansk and Donetsk and
open a new front for the strategic
port city of Mariupol. Moscow de-
nies deploying troops, though rebels
say Russian military personnel are
fighting on their side, though while
on vacation.

On Sunday, Ukraine exchanged 10
Russian paratroopers captured on
its territory last week for 63 Ukrai-
nian troops who had crossed into
Russia after becoming surrounded.
Moscow has said the paratroops
crossed into Ukraine by accident.

Ukraine’s setbacks have
prompted alarm among Western of-
ficials, but little signs of outright
military aid.

Mr. Poroshenko returned Sunday
from a European Union summit in
Brussels after the EU agreed to
draw up options within a week for
possible new sanctions against Rus-
sia. He left, though, without any
promise of military support from

Continued from first page the bloc’s 28 governments.
In Washington, the White House

welcomed the EU’s moves and said
it remained committed to a diplo-
matic solution. But some legislators
said the sanctions weren’t enough.

“If you’re looking at it from
Vladimir Putin’s viewpoint, he’s
done pretty well with minimum of
penalty and as long as the Europe-
ans are dependent on his energy
supply, they’re not going to do
much,” Sen. John McCain (R., Ariz.)
said on CBS’s Face the Nation.

He added the U.S. should provide
Ukraine’s military with weapons and
battlefield intelligence. “For God’s
sake, can’t we help these people de-
fend themselves?” he said.

While European leaders said
there was a clear determination to
press ahead with sanctions if Russia
didn’t scale back its intervention,
European Council President Herman
Van Rompuy said leaders hadn’t de-
fined clear criteria for triggering
fresh measures at Saturday’s meet-
ing. But governments were ready to
quickly move ahead given the dete-
rioration of the situation in eastern
Ukraine, he said at a postsummit
news conference.

On Saturday, after a meeting
with Mr. Poroshenko, European
Commission President José Manuel
Barroso warned the situation was
approaching “a point of no return.”
He said the bloc hoped to see a
cease-fire but made clear that any
agreement would necessitate a with-

drawal of Russian troops and quick
measures to genuinely stem the flow
of weapons and fighters over the
border.

A senior EU aide who partici-
pated in Saturday’s summit said
that such conditions would likely be
the prerequisite for any decision to
delay sanctions.

“A strict conditionality for ‘what
if’ wasn’t discussed, [but] the crite-
ria would be the same as last time:
cease-fire with secured border and
international monitoring would rep-
resent a positive step,” the aide
said.

The aide said the bloc wouldn’t
support steps that allow Russia to
turn eastern Ukraine into a perma-
nent conflict zone that Moscow can
use to openly exert its influence. A
cease-fire must lead to “a process of
disarming militias and national dia-
logue, decentralization with Donbas
as part of Ukraine,” he said.

Still, some member states remain
wary about pursuing tougher mea-
sures, partly because of concerns
about economic retaliation. Some
governments also believe that eco-
nomic tensions will make a political
solution less likely.

Any further sanctions will need
unanimous support among the EU. A
handful of countries—including
Hungary, Slovakia, Cyprus and Aus-
tria—have aired concerns about
ramping up sanctions. Austrian
Chancellor Werner Faymann, on his
way into Saturday’s meeting, was
blunt about those concerns, al-
though he didn’t rule out increasing
economic pressure if Moscow con-
tinued to block a political solution.

“The effect of sanctions as they
have been applied so far hasn’t al-
ways produced what some ex-
pected,” he said. “We should be
speaking less about sanctions,” he
said.
—William Mauldin in Washington

contributed to this article.

Kiev Forces Lose Ground
To Rebels Ahead of Talks

A pro-Russia separatist walks near trains destroyed in fighting in the eastern Ukrainian town of Ilovaysk on Sunday.
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After reversals on the
battlefield in recent days,
Mr. Poroshenko’s
negotiating position
seems weakened.
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A City Caught in Crossfire

On a muggy evening this July, I
was in a car with two colleagues on
my way to a wealthy suburb of Kara-
chi, where we were shooting a soap
opera. As we drove down a heavily
trafficked bridge, our car screeched
to a halt—a dozen men in their
early 20s had surrounded us. When
our driver got out and gestured with
his hand, as if to ask, “Why are you
stopping us?” one of the men hurled
a large rock toward the windshield.
It shattered. The driver jumped back
inside and locked the doors. As I
dove to the floor, another rock
slammed against the glass.

The incident took place during
the month of Ramadan, an hour af-
ter the end of the daily fast. The po-
lice officers who normally trawl
high-security zones, such as the
bridge, had left to pray. It was the
perfect time for disaffected youth to
launch a protest. To our shock and
relief, the mob soon turned its atten-
tion to the burning of spare car
tires, which they had brought along,
chanting anti-government slogans.
But what if they had decided instead
to torch our car and those lined up
behind us on the bridge?

As Laurent Gayer shows in his
vivid book, “Karachi: Ordered Disor-
der and the Struggle for the City,”

this sort of violence is an everyday
reality for the city’s 20 million citi-
zens. In this, Mr. Gayer argues, Kara-
chi is a “microcosm” of Pakistan,
and the fault lines that run through
the city—criminality, sectarian turf
wars and political violence—run
through the country itself.

Once described to American sol-
diers posted there during World War
II as the “Paris of the East,” the fate
of the buzzing port city shifted be-
ginning in the early 1970s. In a two
year period, from 1971 to 1973, an Is-
lamic constitution was adopted and
Bangladesh was born amidst much
bloodshed. Unlike Punjab, over
which a well-known center-right
party had begun strengthening its
hold, Karachi’s territory was as yet
unclaimed, and so Pakistan’s most
cosmopolitan city became a site for
violent political clashes.

Yet before the Soviet invasion of
Afghanistan in 1979, access to and
demand for firearms in Pakistan was
limited. To be sure, there were
brawls between rightist and leftist
groups competing for dominance at
Karachi’s universities, where local
politics coalesced in the decades fol-
lowing partition in 1947. But it was
only when Pakistan entered the Af-
ghan fight against the Soviets with
the support of the U.S. that the black
market was flooded with guns. Ka-
lashnikovs replaced sticks and
stones in campus fights. In the
northwestern Frontier Province,
writes Mr. Gayer, the price of an
AK-47 fell from 40,000 rupees in
1980 to 16,000 rupees in 1989, with
inflation running as high as 10% dur-
ing the decade. “The sudden influx
of firearms,” he writes, “contributed
to the rapid escalation of political
conflicts that, until then, had re-
mained relatively benign.” Then-dic-
tator Gen. Zia-ul-Haq, whose unapol-
ogetic aim was to Islamize Pakistan,
didn’t do anything to defuse the sit-

uation: According to Mr. Gayer, Zia
once congratulated the country’s
most powerful Islamist student or-
ganization, which had begun storing
arms in the campus dormitories, for
“ ‘the splendid job of maintaining
peace on campus and the safety of
Islam.’ ”

Mr. Gayer’s central thesis is that
Karachi today functions within an
“ordered disorder,” a democracy
that constantly teeters on the brink
of civil war. In order to survive in
this precarious society—one in
which last year more than 2,700
were murdered—political parties
make deals with criminals: Protec-
tion and security in exchange for
state patronage.

In one of the book’s most memo-
rable chapters, Mr. Gayer describes
the center-left Pakistan People’s
Party’s affiliation with one of Kara-
chi’s most notorious criminals, Ab-

dul Rehman. Rehman was known,
among other crimes, for having mur-
dered his own mother. With a Ka-
lashnikov in hand, Rehman had
styled himself as the Robin Hood of
Lyari, a decrepit, densely-populated
town in Karachi. And it was through
a relationship with Rehman that the
PPP was able to secure an electoral
foothold in Lyari.

In October 2007, when Benazir
Bhutto, the late chairwoman of the
PPP, returned to Pakistan after a 10-
year exile, two bombs planted by the
Taliban exploded in Karachi, target-
ing Bhutto’s convoy. Minutes after
the explosion, in which 140 people
were killed, Bhutto was whisked
away in a white car. But there was
another passenger in the car, assist-
ing Bhutto’s security: Rehman. It
was “under the protection of Kara-
chi’s most wanted criminal,” writes
Mr. Gayer, “that Benazir dealt with

this life-threatening crisis.”
Much to the bewilderment of Ka-

rachi’s citizens, “violent entrepre-
neurs” like the late Rehman now
seem to be establishing control over
the city: Islamist student leaders,
Urdu-speaking, secular nationalists,
and Pashtuns from the north who
have moved to the city in the hopes
of both enjoying—and destabiliz-
ing—civic urban life.

Because of its colonial history, its
capitalist economy and its diversity
of language and people, Karachi was
once regarded as Pakistan’s most
secular city. Mr. Gayer’s book ex-
plodes that myth. He shows that Ka-
rachi was as much a part of Paki-
stan’s embrace of political Islam as
any other place in the country. And
though the author doesn’t say so di-
rectly, his reporting speaks for itself:
The idea of a secular Pakistan—
where religion is distinct from the
business of the state—is nearly ex-
tinct.

Still, there are pockets of produc-
tivity in Karachi and one wishes that
Mr. Gayer had also told the stories
of the nonviolent entrepreneurs who
exist in Pakistan’s “only megalopo-
lis.” Karachi is home to a booming
news and entertainment industry,
yet there is no mention in the book
that hundreds of soap operas and
serials are shot every year in the
city and exported to India, where
they have quickly attracted a cult
following. When I finally arrived on
set after the ordeal on the bridge, I
told the other actors what had hap-
pened. There were murmurs of sym-
pathy. One of my female co-stars
looked up from her cell phone.
“Thank Allah you are alive. By the
way, today you should wear that
coral pink lipstick. It looks delicious
on you.”

—Ms. Sethi, a former assistant
books editor at the Journal, is a

writer living in Lahore.

BY MIRA SETHI

Karachi
By Laurent Gayer
C. Hurst & Co., 336 pages, £25

SMOLDERING A riot in Karachi in 2013.
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The Permafrost Express

The golden spike that marked the
completion of America’s Transconti-
nental Railroad was hammered into
Promontory Summit, Utah, in 1869.
At that point, the entire Russian em-
pire could boast barely 3,000 miles
of rail. A few short lengths of track
had been laid in the 1820s, including
one that serviced silver mines in the
Altai mountains, but the location, on
the border with Mongolia and China,
was so remote that almost no one
knew the things existed. Russia had
to wait until the 1870s for its railway
boom. It was the great reforming
emperor, Alexander II, who finally
encouraged a national plan, and by
1900 over 30,000 miles of new rail
had been laid.

The focus of this frenzy of con-
struction, however, remained Euro-
pean Russia, itself a vast enough ter-
ritory for any team of engineers. No
business would fund a line to the Pa-
cific; the undertaking was a strategic
and military initiative from the first,
conceived as a means of integrating
the Far East to Russia’s land empire.
Like all St. Petersburg’s decisions,
too, it took years to settle. Serious
progress on the line through Sibe-
ria’s inhospitable forest and swamp
did not begin until 1891, when re-
formers in the czarist government

prevailed over the conservatives,
who considered all change to be ab-
horrent and all railways politically
destabilizing. As it turned out, the
latter assumption proved correct.

Christian Wolmar is a fervent
railway enthusiast. He is not quite a
trainspotter (that phase ended when
he discovered girls), but as a journal-
ist he has devoted his career to the
campaign for better rail transport. In
spare moments, he’s found the time
to write at least 11 books, including
several histories of epoch-making
routes. In view of these credentials,
the conclusion he reaches at the end
of his latest volume “To the Edge of
the World” should probably be
trusted. “There can be no other rail-
way,” he writes of the Trans-Sibe-
rian, “that has had such a profound
influence on the history of not only
the nation in which it was built, but
that of the world.” The book is all
about that history, a narrative that
combines the worlds of engineering
and politics, geography and war.

Sergei Witte, the man behind the
project, is the hero of Mr. Wolmar’s
tale. Though he is better-known as a
path-breaking minister of finance,
Witte began his public-service career
in the 1860s as railway ticket clerk in
the provincial city of Odessa. Pro-
moted rapidly to management, he
was tested by a spell in prison for
his part in an accident that claimed
dozens of lives. Undaunted and irre-
pressible, he become the railways’
tireless advocate at court, trouncing
and then, in 1892, supplanting the

parsimonious finance minister, Ivan
Vyshnegradsky.

Railways, for Witte, were more
than arteries for trade. The Trans-Si-
berian was also an extension of na-
tional muscle, a guarantor of Russia’s
future in the glamorous Pacific
world. The line, as he wrote in his
memoirs, “not only served the obvi-
ous political needs of the state, but
also provided a foundation on which

to build devotion and respect at
home and abroad.” It was this strate-
gic case that won over the Czar of
the day, and, given the project’s jaw-
dropping costs—a bill for one nota-
bly difficult section of track
amounted to a seventh of the em-
pire’s annual income—such state
support proved indispensible.

Witte may be the book’s human
hero, but the other principal charac-
ter is Siberia itself. Mr. Wolmar does
not compete with the likes of Eric
Newby (“The Big Red Train Ride,”
1978) and Dervla Murphy, (“Through
Siberia By Accident,” from 2005, and
“Silverland,” 2006), though he cites
them admiringly. But it is difficult to
resist the drama of virgin forest and
treacherous permafrost as teams of

engineers and hapless laborers at-
tempt to build almost 6,000 miles of
level, stable tracks. Flooding was a
constant danger, and there were so
many rivers on some stretches that
two bridges had to be built for every
mile of rail.

An even more formidable barrier
was Lake Baikal, one of the largest
freshwater lakes in the world, whose
southern shores–nearly 400 miles of
them—are edged with precipitous
cliffs. The solution, for years, was to
take all the passengers and freight
off the line at one end and send
them across the lake by steamer—at
least until the water froze. But
swamps, earthquakes and even out-
breaks of bubonic plague would all
torment the early pioneers; the com-
pletion of the line in the early 20th
century was a truly epic feat. “It was
slow and unreliable,” Mr. Wolmar
concludes, “but it could nevertheless
lay claim to being the longest and
greatest railway ever built.”

War is often called the locomo-
tive of history, but Mr. Wolmar ar-
gues that war, to say nothing of rev-
olution, is also driven by real
locomotives. The original Trans-Sibe-
rian was bound to cause trouble. The
Russian government of the 1890s
made the extraordinary decision to
build part of it across what was then
Chinese territory, securing line and
stations with military police and
shipping Russian citizens to the
brand new railway towns to settle in
subsidized imperial splendor. The
Russian push to the east was a prin-

cipal cause of the 1904-5 Russo-Japa-
nese war (and thus, indirectly, of the
1905 Russian revolution). The con-
flict with Japan continued well into
World War II; their experience of St-
alin’s army in May 1939 may have
helped persuade the Japanese to fo-
cus on America and Pearl Harbor.

It is harder to blame the Trans-
Siberian for events like the Soviet
Union’s eventual collapse, though Mr.
Wolmar does his best. The culprit
here is the Baikal-Amur Railway
(BAM), which Mr. Wolmar dubs “the
other Trans-Siberian,” a project that
so disillusioned those who worked
on it that “many turned against the
system and become supporters of
the opposition to the Communists.”
At points like this, where Mr. Wol-
mar freights his railway with the
whole of Russian life, the story rat-
tles over fragile track at breakneck
speed, and here and there jumps a
rail.

Overall, however, the message of
this absorbing book is convincing. Its
ecological cost—including permanent
damage to the fragile permafrost—
may lead some readers to question
whether the Trans-Siberian was
truly the “best thing that ever hap-
pened to Siberia,” as Mr. Wolmar
suggests. But he is surely right to
say that its creation helped to shape
the destiny of Russia and with it,
that of Europe and the modern
world.

—Ms. Merridale’s latest book is
“Red Fortress: History and Illusion

in the Kremlin.”

BY CATHERINE MERRIDALE

To the Edge of theWorld
By ChristianWolmar
Atlantic Books, 283 pages, £22

Pakistani political parties
make deals with criminals:
Protection in exchange
for state patronage.

Laying one particularly
difficult section of track cost
one-seventh of the Russian
empire’s annual income.
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Poland Premier Gets a Senior EU Role
BRUSSELS—Polish Prime Minis-

ter Donald Tusk and Italian Foreign
Minister Federica Mogherini were
named to top European Union roles
after several hours of negotiation
between heads of state and govern-
ment in Brussels on Saturday.

Mr. Tusk, 57, replaces Herman
Van Rompuy as European Council
president, a job focused on building
compromise among the bloc’s 28
leaders on key policy issues and at
summits for euro-zone leaders. He is
the first person from one of the
newer Eastern European members
to hold so senior a role.

Over the past few months, “the
situation around Europe has dra-
matically changed,” Mr. Tusk told
reporters after his appointment was
announced. “The presence of people
with Eastern European experience
will be badly needed in Europe.”

Mr. Van Rompuy tweeted the de-
cision from his official account. The
former Belgian prime minister steps
down from his EU leadership role in
late November, handing over to Mr.
Tusk on Dec. 1 for a 2½ year man-
date. He said his successor had
“managed to steer Poland through
the crisis…without ever falling into
recession,” and called him “a states-
man for Europe.”

Mr. Van Rompuy said the three
biggest issues Mr. Tusk would face
in his new role are the Ukraine-Rus-
sia Situation, which he called the
“gravest threat to continental secu-
rity since the Cold War,” ending the
economic stagnation of Europe and
the relationship between the EU and
the U.K.

British Prime Minister David
Cameron has pledged to hold an in-
or-out referendum on Britain’s EU
membership by 2017 if his party
wins next year’s general election.
The euroskeptic UK Independence
Party also performed well in the
May European elections.

“I’m sure the future of the EU is
not about making it smaller, about
contraction, no reasonable person
can imagine the EU without the
U.K.,” Mr. Tusk said. He said Mr.
Cameron had put forward many pro-
posals for reforms, and was confi-
dent they could reach an agreement.

He also hinted he had limited tol-
erance for slacking when it comes to
meeting euro-zone membership
rules.

Under President François Hol-
lande’s supervision, France has al-
ready negotiated a two-year delay to
2015 from 2013 to get its budget
deficit within the EU rule of 3% of
GDP, and others hope to follow suit.

“My experiences as [prime min-
ister] points to the fact that fiscal
discipline on the one hand and
growth on the other, combining
these is possible,” he said. “We had
cumulative growth in my term of
20% and we managed to maintain
budget discipline.”

The leaders also named Ms.
Mogherini, 41, as the new foreign
policy chief for the bloc, replacing
Britain’s Catherine Ashton. The se-
lection process was far from
straightforward: Last month, a
group of mainly Eastern European
leaders blocked her candidacy, ex-
pressing concerns about her ap-
proach to the Ukraine crisis, with
some diplomats saying she was too
pro-Kremlin.

Asked by reporters about a re-
cent visit to Moscow, Ms Mogherini
pointed out she’d also visited the
Ukrainian capital Kiev, meeting Pres-
ident Petro Poroshenko, foreign
minister Pavlo Kilmkin and others
there, before traveling to Russia
“trying to facilitate a form of dia-
logue.”

“We still all know the military
way is not the solution to the crisis,
for the Ukrainians first,” she said.
“As we work on sanctions we also
have to keep the diplomatic way
open, that’s our job to do both.”

She also promised to focus on
the Mediterranean region and Mid-
dle East, saying threats such as the
radical Islamic group calling itself
Islamic State and European militants
returning from fighting in the re-
gion.

In the lengthy process to decide
who will join former Luxembourg
Prime Minister Jean-Claude Juncker,
recently chosen as the new Euro-
pean Commission president, in the
top tier of EU leadership, Ms. Mogh-
erini was also criticized for her lack
of foreign-policy experience. She be-
came Italian Foreign Minister this
past February and has been a mem-
ber of parliament since 2008.

“Age is something you cannot
change,” she said, joking that Italian
Prime Minister Matteo Renzi, who
has pressed her nomination, is
younger than she. Moreover, she

added, her youth compared with
other senior EU figures could be an
asset, with young people feeling in-
creasingly disaffected.

“There is a new generation of
European leaders and I think it’s
very good to have it represented in
the European Institutions,” she said.
“I hope this can help in bridging the
gap that is sometimes is felt by
some of our citizens in Europe.”

Mr. Juncker will nominate his
full team for the Commission, the
EU’s executive body, next month. He
has said member states need send
more female nominees for the roles.
There are currently just four among
holders of the 28 positions. Ms
Mogherini will serve a five-year
term like the rest of the commis-
sion, where she will also be a vice
president.

Meanwhile, Mr. Tusk received ac-
colades from neighboring Germany.
“This decision was taken with great
consensus and I look forward to
working together,” Chancellor An-
gela Merkel said, adding German-
Polish relationships were stronger

thanks to Mr. Tusk’s work. “We all
know large challenges lie before Eu-
rope and therefore it is good that we
have such a qualified, a so engaged,
a so passionate European.”

The outgoing Polish PM is seen
as a careful political operator who
has prioritized very close ties with
Berlin and is seen as a strong propo-
nent of the EU. He has been an out-
spoken critic of Russia’s interven-
tion in Ukraine. Mr. Tusk is from the
same center-right bloc as Ms.
Merkel, while Ms. Mogherini is a so-
cialist. Still, his hesitant English and
complete lack of French have been
cited as a cause for concern for a job
which centers on backroom negotia-
tions with EU leaders. “Nothing is
good enough for you, including my
English today,” Mr. Tusk said,
switching out of Polish to say he
would work on his languages. “I will
polish my English and as I men-
tioned, I will be ready in December
100%.”

—Laurence Norman in Brussels
and Nicole Lundeen in Vienna

contributed to this article.

BY FRANCES ROBINSON

Polish Prime Minister Donald Tusk, left, and Italian Foreign Minister Federica Mogherini were named to top European Union roles Saturday.
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From the EU’s East, a Champion of Europe Takes Senior Post in Brussels
Well before his appointment to

one of the most senior posts within
the European Union, Polish Prime
Minister Donald Tusk had honed a
reputation as one of the bloc’s most
pro-European and politically savvy
leaders.

The 57-year-old Mr. Tusk has been
active in domestic politics for most
of his adult life, playing a minor role
in the anticommunist Solidarity labor
movement that helped usher in de-
mocracy in Poland in the 1980s. Af-
ter the 1989 collapse of the Iron Cur-
tain, he served in various roles in the
country’s parliament

But it wasn’t until 2005, when he
ran for his nation’s presidency, that
Mr. Tusk emerged as a political
heavyweight, despite an election de-

He also has been criticized for his
sometimes shaky command of Eng-
lish and a lack of French. Indeed, he
spoke Polish for most of his first
news conference after his election to
the EU top job on Saturday.

At the start of the news confer-
ence, he spoke English competently,
albeit briefly. Toward the end, when
asked about his language skills, he
pledged in English to “polish my Eng-
lish” before starting in the European
Council post Dec. 1, promising to hold
an English-only news conference af-
ter he assumes his new role.

The EU council president is seen
as the bloc’s principle representative
to the outside world, presiding over
the bloc’s council of national leaders.

—Marcin Sobczyk

feat. In 2007, his center-right Civic
Platform party won national elections
on a free-market platform, and Mr.
Tusk became prime minister. Four
years later, he became the first pre-
mier in Poland’s recent history to be
elected for a second term.

A skilled orator, he has managed to
maneuver his way around political cri-
ses in Poland during his tenure. On the
international stage, he has gained rec-
ognition by his European peers for
leading Poland through the Continent’s
financial crisis. The country was the
only EU member to avoid falling into
recession in 2009 amid the global fi-
nancial crisis.

His departure from Poland’s politics
will likely create a vacuum within his
party, which he has dominated over

the past few years, ahead of parlia-
mentary elections scheduled for next
year.

Poland’s conservative opposition
has frequently claimed Mr. Tusk is too
accommodative of Russia and Ger-
many—Poland’s biggest neighbors and
former military occupiers. Mr. Tusk has
disputed such claims, and during this
year’s Russian-Ukrainian crisis he has
been one of the EU’s most outspoken
critics of the Kremlin.

He remains a close ally of German
Chancellor Angela Merkel. Mr. Tusk
hails from an ethnic minority in the
northern Polish region of Kashubia, in
the former Polish-German borderland,
while Ms. Merkel has said she has Pol-
ish ancestors.

Mr. Tusk’s selection as council

president is a great step forward for
the EU’s Eastern European members.
“It’s certain that over last months the
situation around Europe has dramati-
cally changed,” Mr. Tusk told report-
ers after his appointment was an-
nounced on Saturday. “The presence
of people with Eastern European ex-
perience will be badly needed in Eu-
rope.”

Poland’s turbulent 20th-century
history with its neighbors has colored
Mr. Tusk’s own political career. He
landed in hot water during the 2005
presidential election when his politi-
cal contenders revealed Mr. Tusk’s
grandfather, a native of Gdansk, had
been conscripted in the German mili-
tary after Nazi Germany invaded Po-
land in 1939.
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The Doctor Will See You Now

If you were sick in 1831, the year
that Thomas Mütter graduated from
medical school in Philadelphia, you
might have been wise to avoid physi-
cians altogether. America was a back-
water of medicine. Doctors still clung
to the ancient dogmas of Hippocrates
and Galen, with grisly results. They
drained lakefuls of blood with lancets
and leeches, raised mountainous blis-
ters with mustard poultices and gave
mercury pills enough to cause a flood
of diarrhea, turning their patients’
bodies into topographies of pain.

At best, these treatments were
fearsome placebos for patients with
depression and hypochondria. At
worst, for those with typhoid, cholera
and other serious infections, they in-
creased the risk of death from dehy-
dration and organ failure.

Mütter, the long-neglected subject
of this lively and engaging biography
by Cristin O’Keefe Aptowicz, was one
of a handful of physicians who
dragged American medicine into the
modern era, helping to transform it
into a powerhouse of scholarship and
innovation.

When Mütter was born in 1811, he
seemed to be a child of fortune. His
mother was a bookish and beautiful
product of Virginia’s planter aristoc-
racy, and his father was a well-to-do
wheeler-dealer of Scottish stock. But
both parents were tubercular and
sickly, and their prosperity would
prove illusory. By age 7, Mütter was
an orphan. The son inherited his fa-
ther’s delicate lungs, restless ambi-
tion and debt-ridden estate.

Young Tom was packed off to
boarding school and college, thanks
to the erratic charity of a distant
cousin, and eventually emerged as a
cigar-smoking fop with mutton chop
sideburns and a penchant for leghorn
hats and silk cravats. After attending
the young republic’s premier medical
school, the University of Pennsylva-
nia, he went abroad to Paris, at that
time the world’s Mecca of medicine.

French medicine was skeptical,
progressive and cruel, combining En-
lightenment rationality and medieval
brutality. Paris had two hospitals de-
voted entirely to the care of syphilis,

one of which required all patients to
be publicly whipped before and after
treatment. The city also had a re-
nowned school of anatomy, which
solved the problem of cadaver dis-
posal by feeding the remains to a
pack of ravenous mongrels.

On the plus side, an American in
Paris could watch technical wizards
such as Roux, Lisfranc and Dupuytren
at work in the operating theater. Phi-
libert Roux was the most beloved of
Parisian surgeons. His colleagues said
he was “without fear, and beyond re-
proach.” He was the first surgeon to
successfully repair a ruptured female
perineum, a dreaded complication of
childbirth. Mütter greatly admired
Roux’s pioneering work in plastic sur-
gery and cleft-palate correction.

Jacques Lisfranc was a surgical
innovator and original thinker, daring
to a fault. He treated a series of
women with cervical cancer by am-
putating the cervix, leading to more
deaths from hemorrhage and infec-
tion than cures. He is mainly remem-
bered for describing a midfoot crush
injury in a Napoleonic cavalryman
who got his foot tangled in a stirrup
while falling from his mount. Today,
the Lisfranc injury is an occupational
hazard of running backs and offen-
sive linemen, and a bane of fantasy
football owners.

Mütter also saw Paris’s greatest
surgeon, the brilliant and dastardly
Baron Dupuytren, presiding over its
greatest hospital, the Hôtel-Dieu.
Pierre-François Percy, chief surgeon
to the Grande Armée of Napoléon I,
called Dupuytren “the best of sur-
geons, the worst of men.” To Lis-
franc, Dupuytren was “the brigand of
the Hôtel-Dieu.” Dupuytren was a
self-made man, the workaholic son of
a bankrupt country lawyer. As an im-
poverished medical student during
the French Revolution, he had stud-
ied by the light of candles made of
tallow filched from cadavers. In the
operating room, he was a perfection-
ist, abiding by the motto “nothing is
more to be despised than medioc-
rity.” Driven by greed and sporadic
fits of empathy, he outmaneuvered
his colleagues to rise to the top of his
profession and was awarded a barony
by Louis XVIII. By the time of Müt-
ter’s sojourn in Paris, Dupuytren had
become a brutal and domineering
monster of conceit, literally leading
patients around his clinic by their
noses and throttling those who didn’t

follow his prescriptions.
Mütter admired the creativity,

meticulous technique and cleanliness
of Parisian physicians, while deplor-
ing their callousness. Seeing patients
in agony was almost unbearable for
Mütter. Colleagues said that he was
“painfully sympathetic with the suf-
fering of the patient,” perhaps be-
cause as a child he had seen his par-
ents waste away, and was himself
always in poor health.

The young man made one addi-
tional discovery in the course of his
travels: the umlaut. On his return to
America in 1832, poor Tom Mutter
the orphan became the more impos-
ing Thomas Dent Mütter, Philadelphia
social climber.

Mütter eventually found an aca-
demic home at the city’s Jefferson
Medical College (now Sidney Kimmel
Medical College). Jefferson was
brand new but had quickly become
an elite institution, thanks to two dis-
tinctions that may not seem like
much to us, but were remarkable at
the time: The students saw patients
early on in their training, in an era
when live bodies were an after-
thought at most medical schools, and
the teachers actually put time and ef-
fort into their teaching.

Mütter was one of the first plastic
surgeons in America. Plastic surgery
seems to have been born in India,
where the cutting off of noses was an
ancient means of public punishment
and private revenge. The absence of
a nose being a grave social liability,
there were many patients desperate
for help. An anonymous Hindu brick-

maker of genius came up with a solu-
tion, probably many centuries ago,
and passed the secret down to his de-
scendants. A wide flap of skin was
cut from the middle of the forehead,
swung downward, shaped into a
plausible facsimile of a nose and
sewn into place. A London surgeon
named Carpue heard of the Indian
method and used it in the early 1800s
to restore noble British noses that
had been lost to syphilis. Mütter used
his own modification of this proce-
dure to replace Yankee noses which
had been bitten off in barroom
brawls.

Mütter was also a pioneer of burn
surgery. Victorian women worked
around open fires while imprisoned
in petticoats and corsets. Minor do-
mestic mishaps could result in hor-
rific burns, as with Miss Havisham in
“Great Expectations.” According to
Ms. Aptowicz, the neck area was par-
ticularly vulnerable, being a “virtual
powder keg in its combination of air,
restrictive dense fabrics, and light
airy layers of decorative cloth.” Müt-
ter operated on one young woman
who had suffered such a burn in
childhood. Thick layers of scar tissue
on her neck had made her head im-
mobile and distorted her face and
jaw. He removed the scars and ro-
tated a flap of skin from the neck and
shoulder to fill in the defect. The pro-
cedure, now known as the “Mütter
flap,” was a complete success and is
still used today.

Mütter bonded with his patients
to a degree that his contemporaries
must have found bizarre. He insisted

that the medical school take care of
patients overnight after surgery, in-
stead of jolting them home over the
Philadelphia cobblestones with their
still-bloody incisions. Before his plas-
tic surgeries, Mütter spent hours
massaging the cleft palates, scars and
gaping wounds that he planned to re-
pair. He believed this would desensi-
tize the tissues and make the opera-
tion easier. If nothing else, it
promoted trust between patient and
physician, enabling him to perform
complex operations before the devel-
opment of anesthesia. But Mütter
was never satisfied with the status
quo. When the first case report of an-
esthesia was published, Mütter be-
came the first physician in Philadel-
phia to adopt it and championed its
use.

Every hero needs a good antago-
nist and Mütter had a great one, a
professor and blowhard named
Charles D. Meigs who was as con-
trary as a Missouri mule. Meigs was
a highly regarded obstetrician and
one of Mütter’s colleagues at Jeffer-
son. He rejected Mütter’s namby-
pamby notions by reflex. Anesthesia?
Pshaw! Men and women are put on
earth to suffer. Handwashing? Hum-
bug! The very idea that physicians
could spread disease was preposter-
ous. As Meigs wrote, “a gentleman’s
hands are clean.” Unfortunately, bad
ideas die hard, especially those that
flatter our vanity. The fight to make
medicine as humane as possible con-
tinues long after Mütter’s premature
death from tuberculosis in 1859.

Mütter is mainly remembered to-
day for the splendid museum of med-
ical curiosities that he bequeathed to
the College of Physicians of Philadel-
phia. One might surmise that there
was something morbid or unsound in
Mütter that spurred him to amass a
collection of freakish and bizarre
medical specimens, but these were
staples of teaching in 19th-century
medicine. Ms. Aptowicz rescues Müt-
ter the man from undeserved obscu-
rity, recreating his short life and hard
times with wit, energy and gusto. Her
book, like the Mütter Museum, is a
reminder that the course of human
suffering and the progress of medical
science are often messy, complex and
stranger than can be imagined.

—Dr. Ross is the author of
“Shakespeare’s Tremor and

Orwell’s Cough: Medical Lives of
Great Writers.”

Just Desserts
For nearly all food lovers, the

dessert course is the most addictive.
Of no one was this more true than
Pierrette Brillat-Savarin, the 100-
year-old sister of the 18th-century
French gastronome Jean Anthelme
Brillat-Savarin. Having polished off
a hearty dinner in bed, Pierrette’s
last words urged her servants to
“bring on the dessert, I think I am
about to die!”

Add booze to dessert and it can
seem even more necessary—on
death’s door or otherwise. Lynn
Marie Hulsman offers up more than
100 appealingly addictive recipes in
“Bourbon Desserts” (University
Press of Kentucky, 206 pages,
$19.95).

Bourbon, compared with its
older cousin, Scotch, has a hint of
caramel sweetness to it, making it a
natural flavoring agent for dessert.
Ms. Hulsman’s recipes for cakes,
cookies, custards, ice creams and
other confections are not designed

for the calorie-shy, but they may
well enchant anyone with a sweet
tooth and an interest in traditional
and modern American cuisine. Her
presentations are clear and concise,
with short introductory paragraphs
preceding her instructions. “Bread
pudding was at one time thought of
as peasant food, a way to use up the
leftover stale loaves in order to
economize,” she writes ahead of one
recipe. “Fair enough. Food is food.
But add bourbon and dark choco-
late, and the bread is transformed
into a pastry.”

On the innovative side, “Bourbon
Desserts” describes a Kentucky-ized
version of an old “Arabian Nights”
standby: rose-petal syrup. The addi-
tion of bourbon and lemon juice
gives it extra zing and makes it a
perfect accompaniment to Greek yo-
gurt. Elsewhere, Watermelon Julep
Pops combine two Southern favor-
ites, watermelon and mint juleps, to
make a bourbon-enriched sorbet on
a stick. Similarly, the bourbon-based
Manhattan cocktail, currently enjoy-

ing a nostalgic revival, is the inspi-
ration for an ice cream that includes
sweet vermouth, bourbon,
Angostura bitters and orange-peel
garnish.

Colonial classics like rice pud-
ding and Cherry Slump (a first
cousin to Cherry Cobbler) are en-
hanced by bourbon-soaked apricots
in the former and a quarter-cup of
the straight stuff in the latter. For
purists, there is a classic formula for
Kentucky eggnog using near-lethal
amounts of egg yolks, whipped
cream and beaten egg whites, along
with plenty of bourbon. The result
is a criminally delicious treat for the
holiday season.

In “Seriously Delish” (Hough-
ton Mifflin Harcourt, 303 pages,
$29.99), Jessica Merchant offers
only a few recipes that include Ken-
tucky’s favorite tipple, most notably
a decadent Fleur de Sel Caramel
Bourbon Brownie Milk Shake. But
she is guided by the same “if it
tastes good, eat it” philosophy that
Ms. Hulsman appears to endorse.
“It’s quite possible,” Ms. Merchant
writes, “that I could survive on a
diet of high-quality chocolate for
breakfast, cheesecake for lunch and
brownies for dinner.” But the reci-
pes she shares include spicy and sa-
vory items as well.

Stand-outs include a grilled
cheese sandwich gone ballistic,
adding olive oil, leeks, fresh spin-
ach and pesto sauce to a base of
grated cheddar and Fontina cheese
to produce layers of flavor in what
is usually a one-dimensional dish.
Fairly conventional mini crab cakes
are lent a novel edge by a Sweet
Corn and Blueberry Salsa laced
with cilantro and lime juice. A fa-

miliar comfort food like marinated
flank steak is given an Asian-Medi-
terranean fusion boost with a yo-
gurt- and buttermilk-based
“Crema” heated by a dash of Srira-
cha sauce (a hot-sweet concoction
of chili peppers, distilled vinegar,
garlic, sugar and salt named after
the Thai coastal city where it origi-
nated).

Both Ms. Hulsman and Ms. Mer-
chant write in a style that is lighter
than most of their ingredients, with
a helping of personal anecdotes
along the way. “Even now,” Ms.
Hulsman observes, “one sip of
warming bourbon gives me a Christ-
massy feeling, the spicy heat teasing
out memories of the fragrant liquor
my mother added to her locally fa-
mous, creamy-centered, chocolate-
covered bourbon balls the way one
would pure vanilla extract. Mother
was never a drinker, but she was an
alchemist when it came to blending
flavors.” From different perspec-
tives, these authors prove that they,
too, are masters of kitchen alchemy.

BY JOHN ROSS

BY ARAM BAKSHIAN JR.

Dr. Mütter’s Marvels
By Cristin O’Keefe Aptowicz
Gotham, 369 pages, £16.22

TOOL OF THE TRADE An amputation saw made in England in the 19th century.
The top edge of the blade is reinforced to prevent it from buckling while cutting.
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Bourbon’s hint of caramel
sweetnessmakes it a natural
flavoring agent for cakes,
cookies and ice cream.



6 | Monday, September 1, 2014 THEWALL STREET JOURNAL.

U.S. NEWS

Big Election
Gains Unlikely
For House GOP

Overshadowed by their party’s
battle for control of the Senate,
House Republicans are setting their
own ambitious goal for the midterm
elections: Expanding their majority
to near a post-World War II high.

It won’t take much to get there:
House Republicans say they hope to
pick up 11 seats, which would bring
them to a 245-190 majority—
strength the GOP hasn't seen since
1947, when it had 246 House seats.

But hitting that target might
prove difficult. A gerrymandered
political map has left few incum-
bents of either party vulnerable to
serious challenge, leaving the fall
midterms to be waged on a small
battlefield. Voter interest in the
election has been low, and many
voters have soured on the GOP over
the last four years.

Those factors suggest that, al-
though Republicans enjoy many po-
litical advantages this year, 2014
isn't yet shaping up as a “wave”
election, where one party swamps
the electoral landscape.

“This is going to be a good Re-
publican year,’’ said Bill McInturff, a
GOP pollster who oversees the Wall
Street Journal/NBC News poll with
Democrat Fred Yang. “However, the

classic elements of a political
wave…are not yet clearly visible.’’

Typically, he said, a “wave’’ year
is accompanied by high turnout for
primaries, high interest among vot-
ers in the election, and a lead for
one party when voters are asked
whether Republicans or Democrats
should control Congress. Those ele-
ments were in place in the strong
GOP years of 1994 and 2010.

Indeed, after a series of volatile
elections that have swung dozens of
seats from one party to the other in
2006, 2008 and 2010, the era of
wave elections may be over, if only
because the number of contested
races has become so small. The non-
partisan Cook Political Report has
identified 16 House races close
enough be called a tossup. In 2010
there were 45 tossups at this point
in the campaign.

Rep. Greg Walden (R., Ore.),
chairman of the GOP’s House cam-
paign arm, said he is upbeat about
the prospect of pushing the GOP
majority to near its postwar high.
“You have to redefine what a wave
is,” he said. “We’ve pushed the en-
velope to the point we’ve not seen
in modern history.”

Republicans believe they have
the wind at their backs: Second-
term presidents historically lose

seats in midterm House elections,
and polls show Americans in large
numbers think the country is on the
wrong track. President Barack
Obama’s approval rating is at a re-
cord low in the latest Journal/NBC
poll. His signature legislative
achievement, the 2010 health-care
law, has received a mixed reception.
And polls show Republicans are
more interested in the midterms
than Democrats.

But other signs suggest GOP mo-
mentum isn’t nearly as strong as it
was in 2010, when the party picked
up 63 House seats and swept to a
majority. Then, the tea party was
just becoming a force, and women
voters, a traditional Democratic bas-
tion, moved toward the GOP.

Rep. Steve Israel (D., N.Y.), chair-
man of the Democratic Congressio-
nal Campaign Committee, said the
political landscape is different from

2010, in part because of voter back-
lash against the way the GOP has
used its House majority. “In 2010,
the tea party was a shiny new coin;
in 2014, it is badly damaged. In
2010, there was no gender gap; in
2014 we have a double-digit lead
among women,” he said.

National polls show voters’ posi-
tive feelings about Republicans have
fallen from 34% in early 2011 to 19%
in the latest Journal/NBC News poll.
Turnout in primaries, an indication
of voter engagement, is headed to
historically low levels for a midterm
election, according to an analysis of
the first 25 primary states by the
nonpartisan Center for the Study of
the American Electorate. Turnout in
those states was down 18% from
2010, with GOP turnout down 15%.

At the same time, enough time
remains for a wave to build. In past
years when large numbers of seats

moved to one party or other, the
wave often didn’t materialize until
September.

A measure of the political cli-
mate can be taken in districts like
that of Democratic Rep. Dan Maffei,
in upstate New York. He was de-
feated after one term in 2010, after
a late barrage of attack ads by out-
side conservative groups. He re-
gained the seat in 2012, aided by re-
drawn boundaries that brought
more Democrats into his district.

This time, Mr. Maffei is better
prepared. He has built a fundraising
advantage, and is running early TV
ads designed to portray him as
more centrist and to appeal to
women voters. Mr. Israel is confi-
dent his party will hold the seat. Mr.
Walden said it would be “an upper
reach” to defeat Mr. Maffei. “If we
win that seat,” he said, “it’s as close
to a wave as we’re going to get.”

BY JANET HOOK

Wave Goodbye
Republicans look to do well in November congressional races but are likely to fall short of achieving a ‘wave’ election,
such as Democrats achieved in 2006 and the GOP enjoyed in 2010. Interest in the election is lower than recent
midterms, and there are fewer competitive races.

Note: Election interest for 2006 and 2010 based on aggregated quarterly data. Competitive races are those rated as tossups or just leaning toward one party.

Sources: WSJ/NBC News polls, most recent of 839 registered voters conducted July 30–Aug. 3,
full-sample margin of error: +/–3.38 pct. pts (interest); Cook Political Report (competitive races) The Wall Street Journal
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Atlantic City’s Wager on Casinos Suffers a Setback
ATLANTIC CITY, N.J.—Early

Tuesday morning, gamblers at the
Revel Casino Hotel will be asked to
leave, and security guards will take
over at the gleaming, 47-story build-
ing on the north end of the board-
walk. The sudden closing of the
two-year-old Revel, plus two other
casinos shutting their doors in the
next few weeks, will mark a turning
point in the city’s decadeslong reli-
ance on gambling to stay afloat.

When Atlantic City opened its
first casino in 1978, state and local
officials talked up gambling as the
path to revival for a shore resort
plagued by high unemployment and
white flight to the suburbs. While
the city had its moments—even sur-
passing the Las Vegas Strip in gam-
bling revenue for much of the 1980s
and 1990s—many politicians, resi-
dents and business people are giv-
ing up on the dream.

The city is bracing for the loss of
more than 6,000 jobs at the Revel,
Showboat and Trump Plaza, and col-
lateral damage to businesses and
the city government. In January, the
Atlantic Club Casino Hotel, with
about 800 rooms, closed.

“Looking back, people should
have been preparing for this day for
the past couple of decades,” said
John Palmieri, who leads the New
Jersey state redevelopment efforts
here, citing the proliferation of gam-
bling locations across the U.S.

Other places have been hit, too.
Some casinos in Pennsylvania, Dela-
ware, Connecticut and Maryland are
seeing their fortunes decline, along
with some near Lake Tahoe in Ne-
vada. But few wagered as much as

Atlantic City, where casino prop-
erty-tax revenue makes up about
65% of the city’s budget. The city of
40,000 is now a prime example of
the danger of putting too many eco-
nomic development eggs in the
same basket, and failing to invest in
other avenues of growth.

As other parts of the nation ex-
perience a slow economic rebound,
Atlantic City is going in the other
direction. Annual property-tax reve-
nue from the three casinos that are
closing totaled more than $30 mil-
lion, or about 15% of the city’s bud-
get, city officials said.

Mayor Don Guardian said Atlan-
tic City would have to cut hundreds
of employees and slash the city bud-
get to make up for the losses. The
city also is proposing a 29% prop-
erty-tax increase for homeowners.
The jobless rate, at 13% and likely to
rise, already is more than twice the

U.S. rate of 6.2%.
“This is worse than Sandy,” said

Eric McCoy, a local minister who
leads a regional church association.
“The storm eventually went away.
This is going to continue.”

When the Revel opened just two
years ago, it was hailed by Republi-
can Gov. Chris Christie and others
as a game-changer. Instead, it was
hurt by competition from Pennsyl-
vania’s casinos and by poor business
decisions, including building its own
power plant that lost as much as $2
million a month. The casino hotel
had an operating loss of $185 mil-
lion in 2013, and filed for bank-
ruptcy protection from creditors
twice before this summer’s an-
nouncement it would close for good.

Atlantic City boomed through
the 1920s Prohibition Era, with
fancy restaurants and grandiose ho-
tels, along with Hollywood perform-

ers. Trains were often packed with
vacationers headed to the swanky
resort. Its heyday is captured in
HBO’s “Boardwalk Empire,” featur-
ing the ups and downs of Mayor
Nucky Thompson. Its streets in-
spired the modern “Monopoly”
board game.

After World War II, the city’s
fortunes declined. Paul Steelman, a
casino architect who grew up here,
said he would run red lights late at
night because he was afraid of get-
ting carjacked. The 1964 Democratic
convention here wound up focusing
national attention on a city in disre-
pair.

By the 1980s, casinos had turned
Atlantic City into one of the most
visited destinations in the nation, as
tourists came not just to gamble,
but to watch heavyweight bouts fea-
turing Mike Tyson and rousing con-
certs at Boardwalk Hall. Revenue
from the boom brought improve-
ments—new schools, a shopping
center, new roads and playgrounds.

But the resort once known for a
horse that dived from a pier into the
Atlantic Ocean became a one-trick
pony. Even as gambling revenues
reached a peak of $5.2 billion in
2006, the city didn’t market its
beaches, which are often eerily
empty. It now spends $30 million a
year on marketing, far less than Las
Vegas, with a budget of about $120
million. It had no tourism alliance
until 2011.

Las Vegas also faced increased
competition in the late 1980s, and
“was worried about Atlantic City”
as a competitor, said David
Schwartz, director of the Center for
Gaming Research at University of
Nevada, Las Vegas. Officials focused

on creating a different kind of econ-
omy, with pirate shows for children,
luxury retail shops, amusement
rides, performers like Celine Dion
and shows like Cirque de Soleil. Bil-
lions of dollars in investment
poured into the Mirage, the Bellagio,
the Venetian and Mandalay Bay,
among other properties.

Some Atlantic City casinos have
bucked the down trend. Resorts Ca-
sino Hotel, the first to open in 1978,
remade itself with new restaurants
and a full-scale makeover. The Bor-
gata, a property with penthouse
spas, tropical indoor pools and high-
end restaurants, remains more than
95% occupied most nights. Analysts
say the closures could help the re-
maining eight casinos survive as
customers try their gaming floors.

Mr. Guardian, the mayor, said At-
lantic City has made significant im-
provements in cleaning up residen-
tial blight. Mr. Christie has a five-
year plan for the city that includes
another convention center, more
flights into the small airport and
more efforts to promote offerings
such as beach concerts, aerospace
shows and wine tastings. Officials
talk eagerly about the Bass Pro
Shops hunting and outdoors-goods
store that is expected to open next
year.

Some are skeptical. “There are a
lot of convention centers sitting va-
cant in a lot of cities,” said Mr.
Steelman. So far, Christie adminis-
tration officials have declined to say
if they have new ideas for Atlantic
City beyond ones discussed in their
previous plans. The governor has
called for a special meeting of state
and local officials on Sept. 8 to dis-
cuss the city’s future.

BY JOSH DAWSEY

People walk by a convention center on the boardwalk in Atlantic City this year.
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Not All Box Office Dollars Are Equal
As Summer U.S. Cinema Sales Fall, Big Movies Can’t Always Make Up the Difference Overseas

“Transformers: Age of Extinc-
tion,” released in July, made just
over $1 billion in movie theaters
around the world, about the same
as its predecessor, 2011’s “Trans-
formers: Dark of the Moon.”

But not all box office dollars are
created equal. The recent film will
likely generate tens of millions of
dollars less in revenue for Viacom
Inc.’s Paramount Pictures than the
previous installment in the hit se-
ries. The reason: “Age of Extinc-
tion” took in far less than its pre-
decessor in the U.S. and Canada—
and far more in China.

The cut of each box office dollar
that studios take varies from as lit-
tle as 25 cents in China to about 50
cents in the U.S. On top of that,
more-developed nations have ro-
bust DVD, digital and television
markets that generate additional
revenue following a movie’s run in
theaters. Developing countries, as
well as ones with high piracy rates,
have small or practically nonexist-
ent post-theatrical businesses.

“A dollar of box office is not a
dollar of revenue,” said Bill Block,
chief executive of film finance and
production company QED Interna-
tional.

The actual revenue value for
Hollywood studios of a box office
dollar—the only financial data
point typically reported publicly—
varies widely. In China, where prac-
tically no one buys DVDs—at least
not legitimately—and digital and
TV distribution businesses are min-
imal, studios receive only about 27
cents on the box office dollar, ac-
cording to internal studio analyses
viewed by The Wall Street Journal.

In the U.S., with its comparatively
robust post-theatrical businesses,
$1 of box office translates into
about $1.75 of total revenue over a
decade.

“It’s a question of how much of
that you can collect and how ro-
bust the ancillary markets are, and
that really varies between territo-
ries,” Mr. Block said.

A U.S. movie that sold $100 mil-
lion of tickets domestically would
allow a studio to collect about $50
million during its theatrical run,
but over the next decade could
bring in another $125 million from
sources including DVD sales, video-
on-demand, and airings on HBO,
basic cable and Netflix.

Russia generates about 65 cents
per box office dollar, according to
the studio analyses, while South
Korea brings in 55 cents, Japan 83
cents, and the U.K. about $1.30
over a decade.

Box office is a strong, though
imperfect, predictor of DVD sales.
In addition, higher ticket sales typ-
ically trigger higher payments, up
to a cap, for future TV airings.

Domestic box office sales are
down 15% in the U.S. and Canada
this summer, according to Rentrak
Corp., which collects movie sales
data. That is largely because stu-
dios released only 12 movies with
budgets close to or more than $100
million between May and August,
compared with 22 during the same
period in 2013. Production delays
on several would-be blockbusters
contributed to the downturn in re-
leases.

At the same time, domestic au-
diences seemed to lose interest in
certain franchises.

This summer’s “Transformers”

took in $244 million in the U.S. and
Canada—a low for the series and a
full $108 million less than the pre-
vious installment in 2011. In China,
meanwhile, where Paramount
signed several partnerships in a
major push for the movie, “Age of
Extinction” made $301 million,
compared with $165 million for
“Dark of the Moon.”

Combined, that is a $28 million
gain in ticket sales for “Age of Ex-
tinction.” In terms of ultimate reve-
nue to Paramount, however, it is
expected to lead to significantly
less.

Revenue formulas are estimates
and vary for any particular movie
based on a number of factors in-
cluding genre, competition, and
word-of-mouth. A movie’s ultimate
profitability depends in large part
on what a studio spent to make
and market it. Despite the apparent
drop in revenue, “Transformers:

Age of Extinction” is the highest
grossing movie world-wide so far
this year and almost certainly prof-
itable.

“The Amazing Spider-Man 2,”
from Sony Corp.’s Sony Pictures
Entertainment and “Edge of To-
morrow,” from Time Warner Inc.’s
Warner Bros., also underperformed
in the U.S. and made more in for-
eign countries with less-favorable
box office splits and smaller home
entertainment and television busi-
nesses.

“Trading U.S. dollars for dollars
from other countries typically
means your profitability is not as
strong,” said a senior executive at a
major studio.

Sony’s “22 Jump Street” took in
less than “Edge of Tomorrow”
world-wide—$304 million versus
$364 million—but will likely bring
in significantly more revenue. That
is because the comedy sequel
“Jump Street” collected $190 mil-
lion domestically, while “Tomor-
row,” a science-fiction film starring
Tom Cruise, made just $100 million
in the U.S. and Canada.

Other summer movies whose
revenue may be better than their
global box office totals suggest,
thanks to disproportionately strong
performances in the U.S. and West-
ern Europe, include Walt Disney
Co.’s “Guardians of the Galaxy,” “X-
Men: Days of Future Past,” from
21st Century Fox Inc.’s Twentieth
Century Fox, “Neighbors” from
Comcast Corp.’s Universal Pictures,
and Warner Bros.’ “Tammy.”

Despite the smaller revenue op-
portunities, studios are expending
more effort to reach moviegoers in
fast-growing foreign markets. Their
goal is to find new audiences in

China, Russia and Brazil without
losing viewers in the U.S., where
theatrical attendance has been
roughly flat for the past decade.
That can be a tricky balancing act,
however, as Paramount found with
“Transformers.” Producing and
marketing a movie with foreign
viewers in mind can make it less
appealing to Americans.

April’s “Captain America: The
Winter Soldier,” for instance,
brought in $83 million more than
the first “Captain America” movie
domestically and collected $116
million in China, where its prede-
cessor wasn’t even released under
that country’s foreign film quota
system.

“What we’re all striving for is
that when these foreign markets
explode, they bring in additional
revenue, rather than cannibalize
existing markets,” said Joe Drake, a
founding partner of the indepen-
dent film company Good Universe.

Marketing costs also tend to
be lower overseas, particularly in
China, where government restric-
tions forbid most studio-spon-
sored advertising.

Although physical DVDs are
unlikely to make a comeback, film
producers are betting that as
moviegoing increases in foreign
countries, other post-theatrical
businesses such as digital distri-
bution and television will grow
significantly in coming years, in-
creasing the ultimate value of a
box office dollar.

“You have to invest in these
markets for the long term,” said
Nick Meyer, CEO of international
film sales and production com-
pany Sierra/Affinity, “and ingrain
the cinema-going habit.”

BY BEN FRITZ

Studios take varying cuts of box office dollars in different countries, from as little as 25 cents in China to about 50 cents in the U.S. Above, people watch ‘Titanic 3D in Taiyuan, China.
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Reel to Real
What film studios expect $100
million of ticket sales in several
countries to produce in revenue over
a decade

The Wall Street Journal

Source: studio documents
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China Limits Hong Kong Vote
China’s government ruled that

candidates for Hong Kong’s top
leadership post must be approved
by a committee heavily loyal to Bei-
jing, providing a clear demarcation
of how far it will allow democracy
to proceed in the territory.

The decree capped months of
blunt reminders from Beijing of who
is in charge in the former British
colony, and quickly drew ire from
pro-democracy voices in Hong Kong,
who have threatened a mass civil-
disobedience campaign if they
aren’t offered “genuine choice” in
2017 elections.

“Hong Kong people have the rea-
son to believe they have been be-
trayed,” said Alan Leong, a Hong
Kong pro-democracy legislator. “We
cannot be the boss, we cannot have
genuine choice,” he said. Another
lawmaker, Lee Cheuk Yan, said the
fight for “true democracy” would
continue.

Democracy activists in Hong Kong
gathered Sunday evening outside the
city’s government headquarters,
where police beefed up security and
erected barricades. In pouring rain,
hundreds of people sat banging pots
and plastic containers and cheered
the speakers. Benny Tai, one of the
organizers of Occupy Central, said,
“Hong Kong is now entering a new
era—a new era of resistance.”

Several in the crowd said they
weren’t surprised by the decision. “I
knew it wasn’t possible for Beijing
to grant Hong Kong democracy, but
I still have to fight,” said 80-year-
old Ng Hung. “I am here for the next
generation.”

The Standing Committee of the
National People’s Congress, China’s
largely ceremonial parliament, said
future chief-executive candidates
will be nominated by a “broadly
representative” committee.

Candidates will need to secure
support from at least 50% of mem-
bers on a nominating committee,
and their numbers will be capped in
any given race at two or three can-
didates. Currently, the chief execu-
tive is appointed by the central gov-
ernment via a 1,200-member
committee heavy on Beijing backers
as well as business leaders. Candi-
dates have until now needed to get

support from just one-eighth of the
panel, which in 2012 allowed a pro-
democracy legislator to run as one
of three candidates.

“Since the long-term prosperity
and stability of Hong Kong and the
sovereignty, security and develop-
ment interests of the country are at
stake, there is a need to proceed in
a prudent and steady manner,” Bei-
jing said in its ruling Sunday.

The committee again emphasized
that potential candidates must be
“patriotic” and “love the country and
love Hong Kong,” though it left un-
clear how that would be determined.

The electoral-reform plan must
secure the backing of Hong Kong’s
legislative council to proceed. With
just over a third of 70 seats, Hong
Kong pro-democracy lawmakers
have veto power over the decision.

Mainland officials had lobbied
heavily to sway pro-democracy
voices to support the plan even
without the direct-nomination pro-
vision.

China’s government has for years
been contending with a democracy
campaign in Hong Kong, a major in-
ternational financial center. It has
counted on support from Hong
Kong’s business elites and what lo-
cal media have sometimes called a
silent majority of locals more inter-

ested in steadily rising living stan-
dards than politics.

Democracy advocates, however,
say Beijing has been infringing on
the autonomy it guaranteed the ter-
ritory under the “one country, two
systems” policy and have decried
growing inequality and rising prices.
They say universal suffrage—a one-
person-one-vote system—would
make the local government more re-
sponsive to the public.

Sunday’s announcement, the de-
tails of which had been well-tele-
graphed by Chinese officials in re-
cent weeks, came in response to a
report previously submitted by Hong
Kong’s government on electoral re-
form. Beijing had called universal
suffrage the “ultimate aim” for Hong
Kong as it took control of the terri-
tory in a 1997 handover from Britain.

Nevertheless, for large swaths of
Hong Kong society, economic con-
cerns trump political considerations
and Hong Kong residents are di-
vided on the issue of street protests.
According to a May survey by the
University of Hong Kong, 56% of re-
spondents said they were opposed
to the Occupy Central movement,
with 24% of respondents saying
they approved of it.

Wong Shun-kwong, a 50-year-old
chef, said he is more concerned

about property prices, his job and
retirement fund than about political
freedom.

“With or without Occupy Cen-
tral, my life is still the same, and
the same goes for many people in
Hong Kong,” he said. “I think Beijing
has already been very tolerant to
people in Hong Kong, in a way that
you can’t find elsewhere in China.”

Mr. Wong like others in the mid-
dle of the political spectrum hadn’t
demanded or expected Beijing to al-
low direct nomination for the top
leader—an unusual system in any de-
mocracy—but some have expressed
disappointment that any candidate
will now need at least 50% support
from a nominating committee heavy
on pro-Beijing members.

Beijing has made it clear that it
believes pro-democracy activists are
a minority and that most Hong Kong
residents will ultimately be con-
tented with democratic progress of
some form, however limited.

A U.S. State Department official
said it was watching developments in
Hong Kong and that the U.S. believes
the “legitimacy of the chief executive
will be greatly enhanced if the prom-
ise of universal suffrage is fulfilled.”

—Olivia Geng, Te-Ping Chen
and William Mauldin

contributed to this article.

By Brian Spegele in Beijing,
and Chester Yung and

Isabella Steger in Hong Kong

Pro-democracy demonstrators gather outside the chief executive’s office in Hong Kong on Sunday.

A
ge
nc
e
Fr
an
ce
-P
re
ss
e/
G
et
ty

Im
ag
es

Taiwan Groups
See Red Flag
In Election Ruling

Beijing’s decision to restrict who
can run to be Hong Kong’s leader
was closely watched by civic groups
across the Taiwan Strait, where ties
with some Hong Kong political fac-
tions have strengthened.

The decision “should serve as a
red flag for Taiwan that Beijing
could also break its promises to
Taiwan no matter how rosy cross-
strait ties appear right now,” said
Wu Jieh-min, a researcher at Aca-
demia Sinica’s Institute of Sociol-
ogy.

In recent years, Beijing has used
a two-pronged approach to Tai-
wan—which broke away from the
mainland in the 1949 Communist
revolution and which Beijing still
views to be part of its territory. It
has offered economic trade advan-
tages and investment incentives to
Taiwanese businesses while step-
ping up pressure on the govern-
ment to engage with Beijing in a
political dialogue.

The local business community
supports closer trade ties with
China, but the Taiwan public remains
largely suspicious of Beijing’s inten-
tions, fearing it is preparing to re-
claim the island through any means
necessary, including the use of force.

“If China is successful in strong-
arming Hong Kong into submission,
it would further embolden China to
use the same tactic on Taiwan in
the future,” said Chen Yan-ming, a
53-year-old businessman in the
food industry.

Hong Kong groups participated
in Taiwan’s “Sunflower Movement”
in March in which hundreds of
thousands of people protested a
trade deal with mainland China.
Some Taiwan activists also took
part in Hong Kong’s pro-democracy
rallies over the summer after China
issued a policy statement reinforc-
ing that Beijing holds ultimate con-
trol over Hong Kong.

In Taiwan, several groups who
advocate formal independence from
China issued a joint statement in
July expressing their support for
Hong Kong activists’ pursuit of full
democracy.

Lin Fei-fan, a student leader of
the Sunflower Movement, wrote on
his Facebook page that he wished
he could stand “shoulder-to-shoul-
der” with the people in Hong Kong.

Benny Tai, one of the co-founders
of the pro-democracy Occupy Central
movement in Hong Kong, urged Tai-
wan to be on guard with Beijing.

“Beijing’s blatant rejection of our
demand should show the Taiwan-
ese people that they should not to
have any expectations for Beijing’s
promise of ‘one country-two sys-
tems,’ ” Mr. Tai said Sunday.

But despite growing collabora-
tion, Leung Man-to, a political-sci-
ence professor at Taiwan’s National
Cheng Kung University, said, “It re-
mains to be seen how the Taiwan-
ese people would really react once
Beijing steps up political pressure,
as Beijing has taken a different and
more grass-root approach to win
Taiwan over, versus the more top-
down, heavy-handed approach seen
in Hong Kong.”

The Mainland Affairs Council,
Taiwan’s government body in
charge of cross-strait affairs, ex-
pressed regret Sunday that Beijing’s
decision fell short of the Hong Kong
people’s expectation for universal
suffrage, according to the Central
News Agency.

—Jenny W. Hsu

Wide Gap Revealed Over Rights Issue
BEIJING—The debate over how

Hong Kong elects its leader has
helped expose the wide gap between
what pro-democracy groups and
Beijing consider acceptable.

Beijing has agreed to allow Hong
Kong residents the right to vote for
their leader from 2017, but wants to
maintain control over the slate of
candidates. From its perspective,
any steps toward a one-person, one-
vote system is already concession
enough.

“For Hong Kong’s democratic de-
velopment, this is a leap forward,”
said Beijing’s top representative in
the city, Zhang Xiaoming, director of
the central government’s Liaison Of-
fice.

Pro-democracy activists in Hong
Kong, on the other hand, have de-
manded a choice of candidates with-
out Beijing’s interference. But to in-
sist that Beijing stay out of the

selection of candidates, Mr. Zhang
suggested, is to deny the reality that
Beijing ultimately has jurisdiction
over the city’s affairs.

Peking University Law School
professor Chen Duanhong said he
didn’t believe authorities had let the
threats of mass protests by Hong
Kong pro-democracy group Occupy
Central sway their decision. “They
have to have the ability to make de-
cisions, to have the ability to with-
stand things,” he said. “If you don’t
make a decision, your risks will be
even greater.”

China’s official media has worked
for months to undercut the image of
the Occupy Central movement. Fol-
lowing a recent well-attended march
to oppose the movement’s activities,
for example, party flagship newspa-
per the People’s Daily covered the
event with the headline: “Major
Aug. 17 March Demonstrates the
True Feelings of Hong Kong People.”

Another recent People’s Daily arti-

cle, headlined “Five Questions About
the Absurd Logic of ‘Occupy Cen-
tral,’ ” asked: “Why do people want to
mess up their own homeland?”

Beijing had telegraphed its inten-
tions firmly in advance of this week-
end’s decision, stressing in state
media that the requirement for can-
didates to “love the country and
love Hong Kong,” was a “bottom
line” that couldn’t be shaken.

In a recent editorial, the state-
run Global Times declared that it
was better to clash with Occupy
Central activists than for China to
face what it described as an even-
tual “constitutional crisis with the
rise of a chief executive confronting
Beijing that will later be compelled
to outlaw him.”

Another argument in the debate:
It is important that China protects
the interests of Hong Kong’s ty-
coons. While that stance may seem
counterintuitive for a Communist
Party-led government, it was put

forward by mainland legal scholar
Wang Zhenmin at an event at Hong
Kong’s Foreign Correspondents Club
last Thursday.

“Universal suffrage means the
redistribution of economic interests
amongst society,” he said. Acknowl-
edging that a small elite of pro-Bei-
jing business interests currently
dominate Hong Kong politics, he in-
dicated it would be destabilizing to
take too much power away from this
group. “The business community’s
slice of pie will be shared by others.
Their interests must be taken into
consideration.”

Mr. Wang, dean of Tsinghua Uni-
versity’s School of Law in Beijing,
said Hong Kong’s democracy can be
perfected gradually. Arguing that no
democracy is perfect, he pointed to
the example of slavery in the early
days of U.S. nationhood.

—Edward Ngai
and Isabella Steger

contributed to this article.

BY TE-PING CHEN
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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 0.59 101.93% 0.01% 0.81 0.56 0.66

Eur. HighVolatility: 20/1 0.70 101.29 0.01 1.11 0.68 0.83

EuropeCrossover: 21/1 2.40 111.43 0.05 3.11 2.19 2.61

Asia ex-Japan IG: 21/1 0.98 100.11 0.01 1.13 0.97 1.03

Japan: 21/1 0.63 101.75 0.01 0.72 0.63 0.66

Note: Data as ofAugust 28

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: 17098.45 s 18.88, or 0.11%
YEAR TO DATE: s 521.79, or 3.1%
OVER 52WEEKS s 2,288.14, or 15.4%

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

Previous
close, in STOCK PERFORMANCE

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

AstraZeneca United Kingdom Pharmaceuticals 3,698,557 4,567 1.95% 27.8% 42.4%

Sanofi SA France Pharmaceuticals 3,218,129 83.50 1.25 8.3 12.5

Total France Integrated Oil & Gas 4,845,122 50.19 1.23 12.7 18.1

ENI Italy Integrated Oil & Gas 10,699,883 18.98 1.23 8.5 9.8

Reckitt Benckiser Grp United Kingdom Nondurable Household Products 1,404,250 5,250 1.06 9.5 18.5

Tesco United Kingdom Food Retailers &Wholesalers 130,449,361 229.95 -6.64% -31.2 -38.2

Standard Chartered United Kingdom Banks 6,203,817 1,213 -0.66 -10.8 -17.0

Deutsche Telekom Germany Mobile Telecommunications 10,657,996 11.38 -0.44 -7.5 18.6

Financiere Richemont Switzerland Clothing & Accessories 1,026,478 87.55 -0.40 -1.4 -2.1

Vodafone Group United Kingdom Mobile Telecommunications 56,403,707 206.75 -0.29 -15.7 -2.4

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

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

Nestle 4,747,597 71.25 0.99% 9.1% 17.6%
Switzerland (Food Products)
AXA 5,642,341 18.85 0.91 -6.7 11.8
France (Full Line Insurance)
Bayer 1,719,630 102.05 0.89 0.1 21.4
Germany (Specialty Chemicals)
BHPBilliton 6,161,044 1,908 0.87 2.1 1.4
United Kingdom (GeneralMining)
GlaxoSmithKline 7,473,250 1,475 0.79 -8.5 -11.9
United Kingdom (Pharmaceuticals)
HSBCHldgs 38,890,538 652.00 0.77 -1.6 -5.1
United Kingdom (Banks)
UBS 6,809,886 16.46 0.73 -2.7 -9.0
Switzerland (Banks)
British American Tobacco 2,977,076 3,554 0.67 9.7 8.6
United Kingdom (Tobacco)
Zurich Insurance Group 316,341 277.00 0.65 7.2 21.1
Switzerland (Full Line Insurance)
Credit Suisse GroupAG 3,385,979 25.88 0.58 -5.1 -5.3
Switzerland (Banks)
Telefon L.M. Ericsson B 4,932,173 87.15 0.58 11.0 11.9
Sweden (Telecommunications Equipment)
BGGrp 3,693,002 1,202 0.54 -7.4 -3.5
United Kingdom (Integrated Oil & Gas)
Glencore PLC 22,874,807 362.40 0.53 15.9 17.6
United Kingdom (GeneralMining)
Unilever CVA 3,637,155 31.64 0.52 8.1 10.5
Netherlands (Food Products)
Novartis AG 3,591,419 82.35 0.43 15.7 21.6
Switzerland (Pharmaceuticals)
Unilever 1,768,845 2,659 0.42 7.1 7.6
United Kingdom (Food Products)
Anheuser-Busch InBev 1,387,092 84.55 0.30 9.4 19.0
Belgium (Brewers)
National Grid 5,884,983 899.00 0.28 14.1 20.3
United Kingdom (Multiutilities)
BASF 2,559,657 78.29 0.27 1.0 18.4
Germany (Commodity Chemicals)
Allianz SE 1,186,184 129.80 0.23 -0.4 19.7
Germany (Full Line Insurance)

Latest,
in local STOCK PERFORMANCE

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

RocheHolding Part. Cert. 907,456 267.70 0.22% 7.4% 14.4%
Switzerland (Pharmaceuticals)
INGGroep 13,147,020 10.47 0.19 3.6 23.7
Netherlands (Life Insurance)
Moet Hennessy Louis Vuitt 585,628 132.05 0.19 -0.4 -1.9
France (Clothing & Accessories)
Barclays 29,719,811 224.45 0.18 -17.5 -21.1
United Kingdom (Banks)
Rio Tinto 3,980,222 3,214 0.14 -5.7 9.1
United Kingdom (GeneralMining)
Daimler 2,895,158 62.24 0.13 -1.0 19.9
Germany (Automobiles)
Siemens 2,035,560 95.34 0.12 -4.0 19.0
Germany (Diversified Industrials)
Diageo 4,479,504 1,776 0.11 -11.2 -11.3
United Kingdom (Distillers & Vintners)
Banco Santander S.A. 31,688,215 7.59 0.08 20.2 47.9
Spain (Banks)
SAP 2,249,499 59.20 0.05 -5.0 5.8
Germany (Software)
L'Air Liquide 723,987 97.24 ... -5.4 -3.8
France (Commodity Chemicals)
Lloyds Banking Group PLC 89,276,642 76.27 -0.01 -3.3 3.3
United Kingdom (Banks)
Schneider Electric SE 1,500,886 64.32 -0.02 1.5 9.0
France (Electrical Components & Equipment)
ABB 3,472,376 20.83 -0.10 -11.3 3.4
Switzerland (Industrial Machinery)
Royal Dutch Shell A 4,349,340 2,438 -0.14 12.7 15.2
United Kingdom (Integrated Oil & Gas)
BPPLC 27,674,998 481.65 -0.15 -1.3 6.8
United Kingdom (Integrated Oil & Gas)
Telefonica S.A. 13,313,576 12.07 -0.17 2.0 17.5
Spain (Fixed Line Telecommunications)
BNPParibas 3,830,901 51.38 -0.17 -9.3 6.2
France (Banks)
Banco Bilbao Vizcaya Argn 16,399,610 9.21 -0.18 4.0 30.1
Spain (Banks)
Deutsche Bank 5,772,855 26.04 -0.29 -24.9 -20.5
Germany (Banks)

Sources: SIX Financial Information

DJIA component stocks
Volume, CHANGE

Stock Symbol inmillions Latest Points Percentage

AT&T T 11.9 $34.96 0.22 0.63%
AmExpress AXP 2.6 89.55 0.53 0.60
Boeing BA 2.9 126.80 –0.31 –0.24
Caterpillar CAT 3.8 109.07 0.42 0.39
Chevron CVX 3.4 129.45 0.70 0.54
CiscoSys CSCO 16.9 24.99 0.14 0.56
CocaCola KO 7.1 41.72 0.09 0.22
Disney DIS 4.0 89.88 –0.35 –0.39
DuPont DD 3.1 66.11 –0.04 –0.06
ExxonMobil XOM 8.3 99.46 –0.11 –0.11
GenElec GE 20.8 25.98 –0.03 –0.12
GoldmanSachs GS 2.5 179.11 1.46 0.82
HomeDpt HD 7.5 93.50 0.99 1.07
Intel INTC 30.8 34.92 0.27 0.78
IBM IBM 2.8 192.30 0.30 0.16
JPMorgChas JPM 8.4 59.45 0.29 0.49
JohnsJohns JNJ 5.0 103.73 0.78 0.76
McDonalds MCD 4.5 93.72 –0.42 –0.45
Merck MRK 5.3 60.11 0.11 0.18
Microsoft MSFT 19.8 45.43 0.55 1.23
NikeB NKE 3.1 78.55 –0.27 –0.34
Pfizer PFE 15.9 29.39 0.01 0.03
ProctGamb PG 4.6 83.11 0.08 0.10
3M MMM 1.5 144.00 0.02 0.01
TravelersCos TRV 1.3 94.71 0.37 0.39
UnitedTech UTX 4.6 107.98 –1.13 –1.04
UtdHlthGp UNH 3.1 86.68 0.34 0.39
Verizon VZ 10.8 49.82 0.41 0.83
VISAClA V 3.6 212.52 –2.08 –0.97

WalMart WMT 4.9 75.50 –0.40 –0.53

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

HBOS 48 –6 –9 4

ONOFin II 38 –3 –4 –4

Metso 70 –2 –3 –4

CompassGp 32 –1 –1 –1

ProSiebenSat 1Media 93 –2 –6 –9

ISSGlob 68 –2 –5 –4

DanskeBk 68 –1 –6 –5

GroheHldg 64 –1 –4 –8

BASFPersCare Nutrition 33 ... –1 –1

ASSAABLOY 53 –1 –1 –1

And the most deterioration
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

Rallye 217 18 4 –33

VOUGEOTBIDCO 354 24 10 –20

LADBROKES 278 16 4 –1

TUI 194 10 2 –17

WENDEL 114 6 –2 –3

BcaNazdel Lavoro 60 3 –1 –11

Deutsche Lufthansa 127 6 5 17

Finmeccanica 195 9 –3 –12

CrAgricole 62 3 –2 –22

BNPParibas 59 3 –1 –12

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 US 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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A U.S. military photo shows water supplies being loaded Saturday onto a transport plane for an airdrop on Amirli, Iraq.
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Lesotho’s Leader Flees Country
JOHANNESBURG—Turmoil en-

gulfed the tiny kingdom of Lesotho
early Saturday, after troops stormed
police stations and forced the prime
minister to flee the landlocked
country, according to a member of
Lesotho’s parliament and the South
African government.

But the army appears to have
stopped short of toppling the gov-
ernment.

In addition to raiding two police
bases in Lesotho’s capital, Maseru—
and exchanging gunfire at at least
one of them—the military also ap-
parently blacked out radio and tele-
vision stations.

The government in South Africa,
which encircles the mountainous
country, said the army’s activities
“bear the hallmarks of a coup
d’état.” Pretoria warned “such un-
constitutional change of government
shall not be tolerated.”

Since it gained independence
from Britain in 1966, Lesotho has
experienced several coups and
abrupt changes of governments. In
2012, it created a coalition govern-
ment under former opposition
leader, Thomas Thabane. But the co-
alition’s political grip has been
shaky, while its ties with the coun-
try’s military has been contentious.
The country has a population of
about two million people.

Mr. Thabane told the BBC in an
interview Saturday that he had fled
to South Africa after a coup at-
tempt. An official with the Depart-
ment for International Relations and
Cooperation, which is South Africa’s
foreign ministry, said the prime
minister had gone into hiding, but
declined to confirm that Mr.
Thabane was in the country.

Mr. Thabane couldn’t immedi-
ately be reached for comment.

A member of the Lesotho parlia-
ment, who asked not to be identi-
fied discussing the incident, said the

prime minister had been taken out
of the country for protection but
was still in charge. He said the trou-
ble stemmed from an attempted
change in leadership of the army
but soldiers had later withdrawn
from the streets and hadn’t an-
nounced any new government. “It’s
taking it too far to say there was a
coup,” said the parliamentary mem-
ber.

Lesotho’s defense forces spokes-
man Ntlele Ntoi also said the army
had returned to its barracks. “As we
speak now, the situation in Lesotho,
in the capital, is back to normal. It’s
business as usual,” he told the Asso-
ciated Press. Mr. Ntoi was reported
as saying the military had gathered
intelligence that the police were go-
ing to arm factions participating in
a demonstration planned for Mon-
day by one of the coalition parties,
the Lesotho Congress for Democ-
racy. The military disarmed police
to avoid bloodshed, the spokesman
was quoted as saying.

Meanwhile, a receptionist at a
central Maseru hotel, the Lesotho
Sun, said guests had been arriving
there throughout the morning.

“We’ve had no sign of trouble here,”
said Alesa Wonga.

Earlier Saturday morning, Ber-
nard Nthoaea, a guard at the U.S.
Embassy in Maseru, said there had
been commotion outside and the ra-
dio signal had dropped for a few
hours. He said he believed what had
happened was a coup attempt.

The foreign ministers of South
Africa, Namibia and Zimbabwe were
expected to meet on Sunday to dis-
cuss the apparent attempted coup,
according to a spokesman for South
Africa’s Department of International
Relations and Cooperation, Clayson
Monyela.

Lesotho plays a vital role in
South Africa’s economy. The moun-
tainous kingdom supplies water to
many of South Africa’s provinces, so
Pretoria has traditionally kept a
tight grip on security there.

South African President Jacob
Zuma’s spokesman, Mac Maharaj,
said he wasn’t aware of any meet-
ings between Mr. Zuma and Prime
Minister Thabane, who was believed
to have spent the night in South Af-
rica after fleeing Lesotho the day
before.

BY PETER WONACOTT

A man stands next to an advertisement for a newspaper Sunday in Maseru.
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U.S.StrikesHelp
BreakSiege inIraq
said. The strikes were in conjunc-
tion with a U.S.-led international
airdrop of relief supplies on the
town.

The intervention was a modest
expansion of U.S. military opera-
tions in Iraq. But military officials
were careful to put constraints on
the mission.

“These operations will be lim-
ited in their scope and duration as
necessary to address this emerging
humanitarian crisis and protect the
civilians trapped in Amirli,” the
U.S. Central Command said.

The U.S. began airstrikes in Iraq
in early August partly to avert an-
other humanitarian disaster. Is-
lamic State militants at the time
had besieged thousands of mem-
bers of the Yazidi religious minor-
ity, surrounding and trapping them
on a mountain in northern Iraq.

Members of the ancient reli-
gious group had spent about two
weeks stranded on the Sinjar
Mountains before Kurdish and
other Iraqi fighters, supported by
U.S. airstrikes, pushed back the in-
surgents and allowed the Yazidis to
escape.

These are the first U.S. air-

Continued from first page strikes on Iraq since a decadelong
war ended in 2011. The U.S. is con-
sidering whether to expand attacks
on Islamic State to target the group
in its base in Syria.

Iraqi volunteers and local fight-
ers from Amirli said the U.S. air-
strikes were a decisive part of the
victory over Islamic State, which
has taken over about a quarter of
Iraq’s land in a surprising blitz
since June.

“Certainly the U.S. airstrikes
played a major and crucial role in
weakening and defeating the mili-
tants,” said Ali Al Bayati, the head
of the Turkmen Salvation Founda-
tion, a charitable group that works
in Amirli. “U.S. airstrikes struck all
the positions of the Islamic State.
The Iraqi air force also did a good
job, but the American airstrikes
were more important.”

Both Shiites and Turkmen are
among groups targeted by Islamic
State. The extremists consider
them, as well as Yazidis and Chris-
tians, apostates deserving of death.
Shiite Muslims are a religious ma-
jority in Iraq, but Turkmen are an
ethnic minority.

Residents of Amirli said the
ground assault on the Islamic State

fighters began Saturday at around
noon with coordinated attacks from
three different directions. By noon
on Sunday, the three groups had
beaten back the Islamist militants

to several villages on Amirli’s out-
skirts, where some local fighters
reported that combat operations
were continuing into Sunday eve-
ning.

Many of the Islamic State fight-
ers beat a retreat toward Suleiman
Bec and Tikrit, two cities held by
the insurgents, and to the town of
Hawija.

U.S.AddsIranSanctions
AmidNuclearNegotiations

WASHINGTON—The U.S. im-
posed a range of sanctions designed
to exert new pressure against Iran
and deter international business
leaders from circumventing Wash-
ington’s existing punitive measures
as talks continue over the country’s
nuclear program.

The steps announced Friday
come amid growing concern in the
Obama administration that Iran isn’t
ready to make the concessions
needed to clinch a nuclear deal.

The U.S. Treasury and State de-
partments said the sanctions will
punish a bank that provides U.S.
dollar bills to the Iranian govern-
ment; a group that helped Iran
evade sanctions on oil and petro-
chemicals; transportation firms that
helped deliver weapons and person-
nel to the regime in Syria; and some
individuals and organizations that
support Iran’s nuclear program.

The new measures put the U.S. in
the delicate position of imposing
new sanctions at the same time it is
rolling back others following initial
progress in talks on Iran’s nuclear
program. Senior U.S. officials said
Friday’s measures are mainly de-
signed to prevent Iran and its part-
ners from evading sanctions that
are still on the books and as a de-
terrent against support for terror-
ists and the regime of Bashar al-As-
sad in Syria.

The latest steps are allowed un-
der the so-called joint plan of action
with Iran, a product of the nuclear
talks, officials said.

In July, Iran agreed to new steps
to contain its nuclear work in ex-
change for additional sanctions re-
lief, including unfreezing $2.8 bil-
lion in oil-export revenues, as the
two sides extended talks for four
more months to reach a comprehen-
sive deal. Some congressional critics

have charged that Iran appears to
be gaming the Obama administra-
tion by using the diplomacy to re-
vive its economy while taking no
permanent steps to dismantle its
nuclear program.

“The United States remains com-
mitted to working with our P5+1
partners toward a long-term, com-
prehensive solution that provides
confidence that Iran’s nuclear pro-
gram is exclusively peaceful,” said
Caitlin Hayden, a spokeswoman for
the White House National Security
Council.

A spokesman for the Iranian mis-
sion to the United Nations didn’t
have an immediate comment.

Taking part in the Iran talks are
the U.S., Russia, China, the United
Kingdom, France, and Germany, the
group known as the P5+1.

Friday’s sanctions, which target
firms in Italy and the United Arab
Emirates, are also a warning to
business leaders and financiers that
they can’t resume normal business
with Iran just because some sanc-
tions have been suspended, accord-
ing to one senior administration of-
ficial. Some companies in Germany
have quietly rekindled old commer-
cial ties with Iran, industry officials
said in recent weeks.

An Egyptian shipping firm was
targeted in the latest sanctions for
allegedly helping Iranian freight
lines that carries oil through the
Suez Canal to Syria.

BY WILLIAM MAULDIN

Some in Congress say
Iran appears to be gaming
the Obama
administration in the
nuclear negotiations.
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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 600 342.00 0.95 0.28% 4.2% 15.0%

Stoxx Europe 50 3044.49 12.98 0.43 4.3 14.0

Euro Zone Euro Stoxx 319.65 0.73 0.23 1.7 15.5

Euro Stoxx 50 3172.63 8.19 0.26 2.0 16.6

Austria ATX 2301.52 11.14 0.49 -9.6 -5.2

Belgium Bel-20 3192.72 -3.84 -0.12% 9.2 19.4

Czech Republic PX 980.01 4.10 0.42 -0.9 3.7

Denmark OMXCopenhagen 669.69 -1.89 -0.28 18.3 32.2

Finland OMXHelsinki 7636.68 58.31 0.77 4.1 22.2

France CAC-40 4381.04 15.00 0.34 2.0 11.4

Germany DAX 9470.17 7.61 0.08 -0.9 16.9

Hungary BUX 17779.76 130.86 0.74 -4.2 -2.3

Ireland ISEQ 4783.13 -21.03 -0.44 5.4 14.2

Italy FTSEMIB 20450.49 109.40 0.54 7.8 22.6

Netherlands AEX 413.13 0.99 0.24 2.8 13.8

Norway All-Shares 677.43 -4.13 -0.61 12.4 24.9

Poland WIG 51868.77 -13.24 -0.03 1.1 6.1

Portugal PSI 20 5942.78 35.34 0.60 -9.4 2.3

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

Russia RTSI 1190.23 -29.26 -2.40% -17.5 -7.8

Spain IBEX 35 10728.80 6.60 0.06% 8.2 29.4

Sweden OMXStockholm 448.31 1.02 0.23 5.8 17.0

Switzerland SMI 8658.97 36.74 0.43 5.6 11.8

Turkey BIST 100 80312.94 -524.8 -0.65 18.5 21.0

U.K. FTSE 100 6819.75 13.95 0.20 1.0 6.3

ASIA-PACIFIC DJAsia-Pacific TSM 1530.14 -2.77 -0.18 5.6 15.1

Australia SPX/ASX 200 5625.90 1.50 0.03 5.1 9.6

China Shanghai Composite 2217.20 21.38 0.97 4.8 5.7

Hong Kong Hang Seng 24742.06 1.06 0.004 6.2 13.9

India S&PBSE Sensex 26638.11 Closed 25.8 44.8

Japan Nikkei Stock Average 15424.59 -35.27 -0.23 -5.3 15.2

Singapore Straits Times 3327.09 -3.13 -0.09 5.0 9.8

South Korea Kospi 2068.54 -7.22 -0.35 2.8 7.4

AMERICAS DJAmericas 506.37 2.13 0.42 8.7 22.3

Brazil Bovespa 61288.15 997.28 1.65 19.0 22.6

Mexico IPC 45628.09 126.81 0.28 6.8 15.5

Note:Americas index data are as of 5:00 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 1.0701 1.7748 1.1667 0.1534 0.0288 0.1730 0.0103 0.2995 1.4073 0.1889 0.9855 ...

Canada 1.0858 1.8009 1.1838 0.1557 0.0293 0.1756 0.0104 0.3039 1.4280 0.1917 ... 1.0147

Denmark 5.6646 9.3950 6.1758 0.8121 0.1526 0.9159 0.0545 1.5856 7.4496 ... 5.2169 5.2935

Euro 0.7604 1.2611 0.8290 0.1090 0.0205 0.1229 0.0073 0.2128 ... 0.1342 0.7003 0.7106

Israel 3.5725 5.9252 3.8949 0.5122 0.0963 0.5776 0.0344 ... 4.6983 0.6307 3.2902 3.3385

Japan 103.9854 172.4654 113.3691 14.9080 2.8016 16.8134 ... 29.1072 136.7530 18.3571 95.7675 97.1742

Norway 6.1847 10.2576 6.7428 0.8867 0.1666 ... 0.0595 1.7312 8.1336 1.0918 5.6959 5.7796

Russia 37.1166 61.5600 40.4661 5.3213 ... 6.0014 0.3569 10.3895 48.8127 6.5524 34.1833 34.6854

Sweden 6.9752 11.5687 7.6046 ... 0.1879 1.1278 0.0671 1.9525 9.1732 1.2314 6.4239 6.5183

Switzerland 0.9172 1.5213 ... 0.1315 0.0247 0.1483 0.0088 0.2567 1.2063 0.1619 0.8447 0.8571

U.K. 0.6029 ... 0.6573 0.0864 0.0162 0.0975 0.0058 0.1688 0.7929 0.1064 0.5553 0.5634

U.S. ... 1.6586 1.0902 0.1434 0.0269 0.1617 0.0096 0.2799 1.3151 0.1765 0.9210 0.9345

Source: ICAPPlc.

MSCI indexes
Developed and emerging-market regional and country indexes
fromMSCI as ofAugust 29, 2014

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

2.50% 17 MSCIACWI 430.56 0.39% 5.4% 15.6%

2.50 18 World (DevelopedMarkets) 1,744.35 0.36 5.0 15.7

2.40 17 World ex-EMU 215.06 0.25 6.2 16.0

2.40 18 World ex-UK 1,763.62 0.36 5.4 16.0

3.10 16 EAFE 1,922.86 0.68 0.4 11.5

2.70 13 EmergingMarkets (EM) 1,086.98 0.62 8.4 14.7

3.30 17 EUROPE 116.54 -0.63 3.9 13.6

3.20 19 EMU 192.05 1.17 -2.9 13.4

3.20 18 Europe ex-UK 124.13 -0.84 3.2 13.9

4.20 14 EuropeValue 118.58 -0.67 4.5 16.5

2.40 21 EuropeGrowth 110.23 -0.59 3.4 10.6

2.40 18 EuropeSmall Cap 269.84 -0.83 3.5 19.5

3.80 7 EMEurope 264.97 -2.14 -3.5 -2.8

3.50 14 UK 2,008.72 -0.38 0.8 2.6

3.30 16 Nordic Countries 213.37 -1.01 5.8 15.1

4.70 5 Russia 730.64 -2.09 -7.8 0.5

2.80 20 SouthAfrica 1,287.83 -0.67 13.2 28.2

2.90 14 ACASIAPACIFICEX-JAPAN 512.20 0.38 9.4 16.4

1.90 15 Japan 782.31 -0.46 -2.9 11.7

3.20 10 China 65.87 -0.94 4.4 16.1

1.40 19 India 1,000.29 0.04 22.4 33.4

1.00 10 Korea 590.93 0.18 0.3 8.6

2.90 17 Taiwan 345.39 -0.08 14.1 20.2

1.90 19 USBROADMARKET 2,264.74 0.20 7.5 18.4

1.50 31 USSmall Cap 3,338.84 0.45 3.4 15.0

3.40 18 EMLATINAMERICA 3,604.29 0.58 12.6 14.3

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 3416.32 0.24% 18.9%

2.82 19.55 GlobalDOW 1873.39 0.27% 20.3% 2620.67 0.24 20.1

2.94 15.08 Global Titans 50 249.99 0.35 17.6 245.93 0.32 17.5

3.24 20.67 DevEuropeTSM 3389.67 0.23 15.7

2.36 20.03 DevelopedMarketsTSM 3423.33 0.24 18.8

2.78 14.95 S&PBMIEmgMarkets 233.65 0.16 19.0 279.60 0.14 18.9

3.40 20.49 S&PEurope 350 1404.17 0.33 15.7 1659.30 0.13 15.4

3.27 24.42 S&PEuro 1365.76 0.25 16.6 1635.59 0.05 16.2

3.87 25.59 EuropeDow 1423.26 0.16 15.1 1990.99 0.14 15.0

3.34 10.32 BRIC50 448.19 0.52 24.3 562.83 0.49 24.1

1.91 20.64 U.S. TSM 20936.01 0.38 22.3

3.46 22.44 DJGlobal SelectRESI 3259.57 0.34 18.8 3550.32 0.32 18.6

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 830.00 -0.89% 23.3%

5.15%16.79 Global SelectDiv 234.49 0.18% 19.1% 264.33 0.16 18.9

5.20 16.43 Asia/Pacific SelectDiv 320.58 -0.08 13.0 361.37 -0.11 12.9

U.S. SelectDividend -d 1378.43 0.48 22.9 1356.04 0.46 22.7

3.12 28.15 S&PGlbNatResources 2174.79 0.20 13.0 2846.14 0.17 12.9

2.12 19.72 IslamicMarket 2937.31 0.26 20.1

2.40 17.80 IslamicMarket 100 2866.62 0.25 21.4 3231.42 0.23 21.2

Islamic Turkey -c 4470.63 0.18 12.8

3.34 22.35 Sustainability Europe 114.05 0.37 16.4 165.12 0.34 16.3

3.48 29.96 S&PGlb Infrastructure 1727.66 0.36 24.5 2570.51 0.34 24.4

2.17 16.15 Luxury 1735.65 -0.14 2.8 1938.19 -0.16 2.7

DJCommodity 671.78 0.25 -5.5

*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 28, 2014

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

Corn (cents/bu.) CBOT 366.00 -3.25 -0.88% 517.00 358.00
Soybeans (cents/bu.) CBOT 1024.50 -4.25 -0.41 1,279.25 1,019.75
Wheat (cents/bu.) CBOT 563.00 -8.75 -1.53 765.00 542.25
Live cattle (cents/lb.) CME 151.525 1.425 0.95% 160.750 130.900
Cocoa ($/ton) ICE-US 3,229 1 0.03 3,300 2,639
Coffee (cents/lb.) ICE-US 200.70 0.70 0.35 222.60 119.90
Sugar (cents/lb.) ICE-US 15.46 -0.10 -0.64 18.91 15.30
Cotton (cents/lb.) ICE-US 66.54 -0.04 -0.06 84.74 62.02
Rapeseed (euro/ton) LIFFE 324.00 -4.50 -1.37 386 301
Cocoa (pounds/ton) LIFFE 2,016 -8 -0.40 2,061 1,651
Robusta coffee ($/ton) LIFFE 2,059 20 0.98 2,218 1,585

Copper ($/lb.) COMEX 3.1640 0.0135 0.43 3.3570 2.8845
Gold ($/troy oz.) COMEX 1287.80 -2.60 -0.20 1,390.80 1,207.00
Silver ($/troy oz.) COMEX 19.495 -0.114 -0.58 22.240 18.700
Aluminum ($/ton)* LME 2,089.00 2.50 0.12 2,089.00 1,686.50
Tin ($/ton)* LME 21,805.00 -195.00 -0.89 23,770.00 21,410.00
Copper ($/ton)* LME 7,001.00 -29.00 -0.41 7,422.00 6,430.00
Lead ($/ton)* LME 2,253.00 -6.00 -0.27 2,287.00 2,033.00
Zinc ($/ton)* LME 2,360.00 6.00 0.25 2,410.00 1,948.00
Nickel ($/ton)* LME 18,755 25 0.13 21,100 13,425

Crude oil ($/bbl.) NYMEX 95.86 1.31 1.39 105.55 88.34
Heating oil ($/gal.) NYMEX 2.8585 0.0067 0.23 3.0912 2.8080
RBOB gasoline ($/gal.) NYMEX 2.6222 0.0314 1.21 2.8999 2.5188
Natural gas ($/mmBtu) NYMEX 4.078 0.034 0.84 4.8790 3.7400
Brent crude ($/bbl.) ICE-EU 103.66 0.54 0.52 113.81 101.87
Gas oil ($/ton) ICE-EU 869.75 1.50 0.17 950.25 857.00

Sources: SIX Financial Information;WSJMarket Data Group

Currencies London close onAug. 29
Per In

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

Argentina peso-a 11.0567 0.0904 8.4074 0.1189

Brazil real 2.9436 0.3397 2.2383 0.4468

Canada dollar 1.4280 0.7003 1.0858 0.9210

Chile peso 775.91 0.001289 590.00 0.001695

Colombia peso 2478.99 0.0004034 1885.00 0.0005305

EcuadorUS dollar-f 1.3151 0.7604 1 1

Mexico peso-a 17.1875 0.0582 13.0692 0.0765

Peru sol 3.7416 0.2673 2.8451 0.3515

Uruguay peso-e 31.529 0.0317 23.975 0.0417

U.S. dollar 1.3151 0.7604 1 1

Venezuela bolivar 8.35 0.119746 6.35 0.157480

ASIA-PACIFIC

Australia dollar 1.4073 0.7106 1.0701 0.9345

1-mo. forward 1.4102 0.7091 1.0723 0.9325

3-mos. forward 1.4163 0.7061 1.0769 0.9286

6-mos. forward 1.4250 0.7018 1.0836 0.9229

China yuan 8.0792 0.1238 6.1433 0.1628

Hong Kong dollar 10.1923 0.0981 7.7501 0.1290

India rupee 79.6303 0.0126 60.5500 0.0165

Indonesia rupiah 15425 0.0000648 11729 0.0000853

Japan yen 136.75 0.007312 103.99 0.009617

1-mo. forward 136.72 0.007314 103.96 0.009619

3-mos. forward 136.66 0.007317 103.92 0.009623

6-mos. forward 136.53 0.007324 103.82 0.009632

Malaysia ringgit-c 4.1594 0.2404 3.1628 0.3162

NewZealand dollar 1.5719 0.6362 1.1953 0.8366

Pakistan rupee 133.563 0.0075 101.560 0.0098

Philippines peso 57.417 0.0174 43.660 0.0229

Singapore dollar 1.6420 0.6090 1.2485 0.8009

South Koreawon 1333.46 0.0007499 1013.95 0.0009862

Taiwan dollar 39.296 0.02545 29.881 0.03347

Thailand baht 42.000 0.02381 31.936 0.03131

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

Euro zone euro 1 1 0.7604 1.3151

1-mo. forward 0.9998 1.0002 0.7603 1.3153

3-mos. forward 0.9994 1.0006 0.7599 1.3159

6-mos. forward 0.9987 1.0013 0.7594 1.3168

Czech Rep. koruna-b 27.769 0.0360 21.115 0.0474

Denmark krone 7.4496 0.1342 5.6646 0.1765

Hungary forint 314.99 0.003175 239.52 0.004175

Norway krone 8.1336 0.1229 6.1847 0.1617

Poland zloty 4.2138 0.2373 3.2041 0.3121

Russia ruble-d 48.813 0.02049 37.117 0.02694

Sweden krona 9.1732 0.1090 6.9752 0.1434

Switzerland franc 1.2063 0.8290 0.9172 1.0902

1-mo. forward 1.2059 0.8292 0.9170 1.0905

3-mos. forward 1.2051 0.8298 0.9163 1.0913

6-mos. forward 1.2033 0.8310 0.9150 1.0929

Turkey lira 2.8426 0.3518 2.1615 0.4627

U.K. pound 0.7929 1.2611 0.6029 1.6586

1-mo. forward 0.7931 1.2608 0.6031 1.6581

3-mos. forward 0.7935 1.2602 0.6034 1.6573

6-mos. forward 0.7944 1.2589 0.6040 1.6556

MIDDLE EAST/AFRICA

Bahrain dinar 0.4958 2.0168 0.3770 2.6524

Egypt pound-a 9.4057 0.1063 7.1520 0.1398

Israel shekel 4.6983 0.2128 3.5725 0.2799

Jordan dinar 0.9317 1.0733 0.7085 1.4115

Kuwait dinar 0.3743 2.6718 0.2846 3.5137

Lebanon pound 1989.58 0.0005026 1512.85 0.0006610

Saudi Arabia riyal 4.9320 0.2028 3.7502 0.2667

South Africa rand 14.0059 0.0714 10.6499 0.0939

United Arab dirham 4.8306 0.2070 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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Three Die in Violent Pakistan Protests
ISLAMABAD—Pakistan’s military

warned the government against
“further use of force” after three
protesters demanding the resigna-
tion of Prime Minister Nawaz Sharif
died and more than 400 people
were injured in clashes with police
in the country’s capital.

Amid a spiraling political crisis
that has cast doubt over the ability
of Mr. Sharif’s government to con-
tinue in office, thousands of demon-
strators were still facing off late
Sunday with security forces in Is-
lamabad’s official zone, which
houses Parliament, ministries and
the prime minister’s house.

The protesters had camped
peacefully in Islamabad since Aug.
15, demanding that Mr. Sharif resign
because his party allegedly rigged
last year’s elections, a claim that the
prime minister denies. More than
30,000 security forces are deployed
in Islamabad, according to the Inte-
rior Ministry. Police officials said
more than 20,000 protesters were
camped in front of Parliament.

Running battles with security
forces broke out when the protest-
ers, led by cricketer-turned-politi-
cian Imran Khan and Islamic cleric
Tahir ul Qadri, tried to march on the
prime minister’s official residence
Saturday night, an attempt that se-
curity forces repelled with rubber
bullets and tear-gas shells. The pro-
testers did get into the compound of
the Parliament building, in front of
the prime minister’s house.

Government officials say they be-
lieve the protest movement is backed
by the country’s military establish-
ment, which has been at odds with
Mr. Sharif’s government over a range
of issues since he assumed power in
June last year, and which carried out
several coups in the past. Mr. Sharif’s
previous government was ousted in
one such coup in 1999.

“The military wants to force a
change but without direct assump-
tion of power. They would like to
knock Nawaz Sharif out,” said Hasan
Askari Rizvi, a defense analyst
based in Lahore.

Although the military’s aim is
widely thought to be a weakened ci-
vilian government, analysts warn
that the unpredictable course of
events in recent days might still
lead to an outright coup because the
prime minister is resisting the pres-
sure to step down.

An emergency meeting of the top
military commanders was convened
late Sunday by the army chief, Gen.
Raheel Sharif, who was appointed
by the prime minister in November.
The two men aren’t related.

“While reaffirming support to
democracy, the conference reviewed
with serious concern the existing
political crisis and the violent turn
it has taken, resulting in large-scale
injuries and loss of lives,” a state-
ment from the army said after the
meeting. “It was once again reiter-
ated that the situation should be re-
solved politically without wasting
any time and without recourse to vi-
olent means.”

Mr. Khan is now demanding that

Mr. Sharif leave office for a month,
while a judicial commission promised
by the government probes allegations
of fraud in the 2013 election.

In the crowd outside the Parlia-
ment building on Sunday, protesters
said they were optimistic about
forcing the prime minister out. “The
police were brutal, but that is good
because whenever blood is shed in a
movement, it turns into a revolu-
tion,” said Sajida Abdul Samad, a
supporter of Mr. Qadri.

The prime minister’s office said
that Mr. Sharif had called a joint
session of Parliament for Tuesday
and condemned the protesters’
move on government buildings.

“The government adopted the
path of negotiations but was be-
trayed and an invasion was made

despite prior commitment. It was
agreed that this undemocratic on-
slaught should be withdrawn and
parties should come back to the ne-
gotiation table,” said a statement
from the prime minister’s office af-
ter Mr. Sharif met other officials.

The statement said the Interior
Ministry was directed to “utilize all
resources to ensure protection of
state institutions without loss of life.”

The political crisis was ignited in
June, when at least 10 of Mr. Qadri’s
supporters were shot and killed by
police in Punjab province, where the
provincial government is run by Mr.
Sharif’s party and is headed by his
brother, Shahbaz Sharif. The killings
happened when police stormed Mr.
Qadri’s headquarters in Lahore’s
Model Town area. The government

has set up a judicial inquiry into the
incident.

“Pakistanis, this is your defining
moment,” Mr. Khan said in a speech
Sunday, imploring more supporters
to reach the protest site. “If you want
to be free, if you want to have a real
democracy, the time has come.”

Hospital officials said at least
470 people were injured in the
clashes, including members of the
security forces. Ayesha Esani, a
spokeswoman for Islamabad’s PIMS
hospital, said one protester was al-
ready dead on arrival at the hospi-
tal, after suffering a heart attack,
falling into a ditch and drowning
during the clashes.

Two others died in hospital, hav-
ing been admitted with “high veloc-
ity projectile wounds.” It was un-
clear whether these were caused by
rubber bullets, she said.

“The events of Saturday evening
were highly choreographed and
scripted by some power other than
Imran Khan and Tahir ul Qadri,”
wrote Dawn, a Pakistani daily news-
paper in an editorial published Sat-
urday. “The biggest question: can
Nawaz Sharif survive? The answer,
in these frantic hours, must surely
be a miserable, despondent no.”

The military has used the pro-
tests to press Mr. Sharif to hand
over control of foreign policy and
security issues, government aides
said. The military has been alarmed
by the pace of Mr. Sharif’s plans to
make peace with enemy India, and
his determination to prosecute for-
mer army chief Pervez Musharraf
for treason.

BY SAEED SHAH
AND QASIM NAUMAN

Supporters of Imran Khan listen to his speech in Islamabad on Sunday.
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India’s Modi Starts
Japan Visit in Kyoto

TOKYO—Indian Prime Minister
Narendra Modi spent his first full
day of a five-day official visit to Ja-
pan sightseeing in the ancient city
of Kyoto, accompanied by Prime
Minister Shinzo Abe.

On a visit during which the two
Asian countries are looking to
deepen defense and commercial ties
as they grapple with an increasingly
assertive China, the two leaders be-
gan Sunday by taking in the Toji
Buddhist temple, a Unesco World
Heritage site, whose pagoda is an
enduring symbol of the city.

As the two leaders examined rare
Buddhist relics, temple attendants
explained that India and Japan
shared deep cultural connections
through the legacy of Buddhism.

Mr. Modi arrived at Kansai Inter-
national Airport south of the major
industrial city of Osaka on Saturday

evening. He traveled directly to the
State Guest House in Kyoto, where
he was met by Mr. Abe, the two
leaders hugging warmly before an
informal dinner. Afterward, they fed
koi fish in the guesthouse pond.
speaking about the cultural and reli-

gious links between the two coun-
tries, local media reported.

Mr. Abe had flown from Tokyo
several hundred kilometers to the
east to meet his Indian counterpart,
a rare gesture for a Japanese prime
minister, who wouldn’t normally
travel to host a dinner for a foreign
leader in another city and act as
guide.

After their temple visit Sunday
morning, Mr. Modi visited Kyoto
University’s Center for iPS Cell Re-
search, where Nobel Prize-winning
stem-cell scientist and center direc-
tor Shinya Yamanaka acted as guide.
Mr. Modi has said he hopes stem-
cell research can offer solutions to
some of India’s health challenges.

From Monday, the two leaders
and other officials are expected to
engage in wide-ranging discussions
about regional security as well as a
possible deal on civil nuclear coop-
eration.

BY ATSUKO FUKASE

WORLD NEWS

The two leaders and
other officials are
expected to engage in
wide-ranging discussions
about regional security.

Narendra Modi and Shinzo Abe during a
visit to a temple in Kyoto on Sunday.
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Emaar Malls IPO
Set for September

DUBAI—Emaar Properties,
Dubai’s flagship real-estate devel-
oper, said it is planning an initial
public offering of its profitable
malls business this month, which
would likely be the largest share
sale in the United Arab Emirates
since the 2008 financial crisis.

The IPO underscores Dubai’s re-
bound from the global meltdown
that saw local equity and real-estate
markets collapse, forcing several of
the emirate’s main holding compa-
nies into multibillion-dollar restruc-
turings. Analysts say a successful
IPO of Emaar Malls Group could re-
ignite listing activity on the coun-
try’s main exchanges, which re-
ceived a shot in the arm earlier this
year after being upgraded to emerg-
ing-market status by index compiler
MSCI Inc.

It also reflects Dubai’s improving
economic prospects, attributable to
a steady increase in trade and tour-
ism numbers. In the first six months
of the year, Dubai’s hotels welcomed
5.8 million guests, a record for the
period. The emirate has continued
to pour billions into improving its
airport, public transport and hotels,
investments that are geared toward
attracting more visitors.

Emaar Properties said Sunday
that the IPO of its malls business,
which was announced earlier this
year, is open to both individual and
institutional investors, with each
taking 30% and 70%, respectively, of
the offering. Emaar expects to sell
at least 15% of EMG as part of the
offering and it aims to return about
$1.44 billion of the proceeds to
shareholders in the form of a divi-
dend.

Companies are usually required
to list at least 55% of their shares
on the Dubai Financial Market, but
Emaar received exemption.

“For Dubai to have an IPO of this
size is a real test of the recovery
that we’ve talked about for the past
three years,” said Mohammed Ali
Yasin, managing director of NBAD
Securities. “The climate is very pos-

itive for a successful IPO and, if it
succeeds, you will see others en-
couraged to follow.”

Dubai’s government owns 29.2%
of Emaar Properties, the developer
that helped build the tallest tower
in the world, the Burj Khalifa, and
the surrounding downtown area.

EMG’s main source of revenue
stems from Dubai Mall, one of the
largest shopping centers in the
world. The mall has an aquarium
and ice-skating rink, and with 75
million visitors in 2013 is one of the
emirate’s most popular tourist at-
tractions. The mall accounted for
half of the sales of luxury goods by
value in the emirate in 2013. Its rev-
enue climbed 13% to 1.25 billion dir-
hams ($340 million) in the first half
from a year earlier.

“The IPO of EMG is a milestone
for the development of the U.A.E.
capital markets as, for the first
time, it combines institutional and
retail shareholders in the same of-
fering on the DFM,” said Emaar
Properties Chairman Mohamed Al-
abbar. Emaar hopes to list the unit
in October, according to a spokes-
person.

Emaar Properties is the largest
listed stock on the Dubai Financial
Market, with a market value of
around $22 billion. The market’s total
value is close to $94 billion, accord-
ing to data from Zawya.com. Emaar
estimates the fair market value of its
malls business at $10.6 billion.

Emaar Properties had initially
suggested it wanted to list the malls
group in London, as some other re-
gional companies have done in re-
cent years to tap more overseas in-
vestors and diversify internationally.

BY NICOLAS PARASIE

China Bad Loans Surge
BEIJING—China’s biggest state-

owned banks reported a surge in
soured and castoff loans in the first
half, as China’s slowing growth
takes a toll on its lenders.

The five biggest state-owned
banks—Industrial & Commercial
Bank of China Ltd., China Construc-
tion Bank Corp., Agricultural Bank
of China Ltd., Bank of China Ltd.
and Bank of Communications Co.—
wrote off and transferred out of their
books a total of 46.91 billion yuan
($7.64 billion) of bad loans in the first
half, according to calculations by The
Wall Street Journal. That is more
than twice the 22.07 billion yuan
from a year earlier and marks an ef-
fort to clean up their books amid the
prospects of more bad loans.

The five lenders also reported a
total of 423.49 billion yuan of non-
performing loans outstanding at the
end of June, up 21% from a year ear-
lier. They also reported a slowdown
in profit growth.

Bad-loan levels within China’s
banking industry remain low in
terms of total portfolios. Still, the
level is expected to creep upward as
cooling economic growth hampers
borrowers’ ability to repay debts.

China reported 7.4% economic
growth in the first half from a year
ago, below the 7.7% growth rate of
last year. Economists are worried
that China may miss the 7.5% annual
growth target set by the govern-
ment this year if the economy
doesn’t show significant improve-
ment in coming months.

“Asset quality of Chinese banks

is still under downward pressure,
and we haven’t seen when it could
bottom out,” said Standard & Poor’s
bank analyst Liao Qiang. “It is very
likely that the deterioration could
accelerate in the future.”

In the first half, new bad loans
throughout the banking system had
already exceeded the increase for all
of last year, according to official data.

Chinese regulators have in recent
years urged lenders to expunge
more bad loans while their earnings
are still robust, and the government
has also relaxed the rules for some
write-offs.

The top five banks reported a to-

tal of 509.29 billion yuan in net
profit in the first half, up 9% from
same period last year but down sub-
stantially from the 20% growth rate
seen during China’s boom years. The
result, however, was still robust by
international standards.

All five banks said they have
have sold loans to entities such as
so-called bad banks. ICBC, Agricul-
tural Bank of China and Bank of
China said they sold 19.3 billion
yuan of bad assets in the first half.

Banks said the increase in non-
performing loans is coming from the
steel, manufacturing and small-busi-
ness sectors. —Grace Zhu

China’s Yuan Takes Earnings Down With It
debt.

State-run Baoshan Iron & Steel
Ltd. last week posted 270 million
yuan ($44 million) in foreign-ex-
change losses for the first half as
the weaker yuan increased financing
costs on its dollar-denominated
debt. The steelmaker said the cur-
rency losses were the largest factor
in its 15% decline in its net profit.

Property developers listed in
Hong Kong also have been hurt. Shui
On Land Ltd., already battling
China’s real-estate slump, said last
week it took a 126 million yuan hit in
the first half from the weak yuan,
compared with gains of 205 million
yuan a year earlier as the currency
appreciated. The company’s first-half
profit fell 24% to 797 million yuan.

Shui On Land, which had about
20.58 billion yuan in dollar-denomi-
nated debt as of June 30, cited gains
the Chinese currency made in July
and August. “We are still positive
about the renminbi over the long
term,” a spokesman said.

Tencent Holdings Ltd. said in
August that foreign-exchange losses
were the main reason for a sharp
jump in financing costs to 354 mil-
lion yuan in the second quarter,
compared with net financing income
of 14 million yuan a year earlier. The
Internet conglomerate in April com-
pleted a $2.5 billion bond sale in the
U.S. Tencent’s overall second-quar-
ter profit rose 59% to 5.84 billion
yuan. Tencent declined to comment
for this article.

Banks, property developers and
energy companies have led the rise
in offshore borrowing among
China’s corporations. Mainland busi-
nesses had $169.2 billion of bonds
outstanding held by investors out-
side China last year, up 60% from
2012 and more than double the
amount in 2011, according to No-

Continued from first page

mura Holdings. The value of China’s
offshore debt issued this year is
around $82 billion, already more
than for all of last year and more
than double the level of 2012, ac-
cording to data provider Dealogic.

U.S. interest rates are lower than
China’s in part because of efforts by
the U.S. Federal Reserve to add li-
quidity to the system. One result: A
10-year Chinese government bond is
now trading at 4.2%, compared with
2.35% on a comparable 10-year U.S.
Treasury note.

That coincides with a period of
Chinese policy designed to quell in-
flation and overcapacity—legacies of
a $586 billion stimulus program in
late 2008. Many of those policies
have limited the ability of Chinese
companies in areas such as real es-
tate to tap the country’s vast pools
of capital. Beijing also wants to
drive out short-term speculators
who assume yuan appreciation is an
easy bet, according to central-bank
officials. China’s central bank keeps
a tight grip on the currency’s value.

Over the longer term, investors

and analysts widely believe China
will allow the yuan to resume its
rise against the dollar. But the U.S.
currency has risen steadily in recent
years, making the case for yuan ap-
preciation less likely.

So far this year, the Chinese cur-
rency has fallen 1.5% against the
dollar, hitting its weakest level this
year at 6.2676 yuan on April 30—
also its weakest in nearly two years.

“Managing the risks from the
yuan-dollar exchange is becoming
increasingly complex,” Baosteel
General Manager Dai Zhihao said.

Baosteel said it began to accu-
mulate dollar-denominated debt in
recent years because of compara-
tively low interest rates. The com-
pany holds about 70% of its debt in
U.S. dollars, out of a total debt port-
folio valued at about $9 billion.

Such foreign-exchange losses are
common at other Chinese steel
mills, though the scale of their
losses may not be as large as at
Baosteel, said Xue Heping, a senior
analyst at Yida Steel Research Cen-
ter. “It’s not confined to Baosteel.
Many steelmakers made foreign-ex-
change losses because of such debt
in the first half, but they choose not
to report it,” he said. Mills were
able to use lower raw-material
prices in the first half to offset for-
eign-exchange losses, he said.

The state-backed China Iron and
Steel Association said foreign-ex-
change losses are a rising problem,
identifying the weaker yuan as a
factor driving a 29% increase in fi-
nancing costs for mills in the first
half. “We need to watch operational
risks and strengthen financial man-
agement to stop debt gearing from
rising,” said association President
Xu Lejiang.

—Wynne Wang in Shanghai
and Fiona Law in Hong Kong

contributed to this article.

Sources: the banks The Wall Street Journal

Burdened Books
China’s biggest state banks step up efforts to move bad loans off their books.

Write-offs and transfers in Chinese banks, in billions of yuan
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Brutal Rise of Islamic State
Turns Old Enemies Into Friends
I n the brutal calculation of Middle East

politics, the baseline for friendship
has always been simple: The enemy of

my enemy is my friend.
By that standard, the Islamic State

extremist group is creating friendships
aplenty. An odd set of bedfellows or po-
tential bedfellows, transcending geo-
graphical, ideological and alliance
bounds, is emerging from the ranks of
those threatened by what many see as
the most dangerous militant movement in
a generation.

Shiite Muslim Iran and Sunni Muslim
Saudi Arabia, for instance, have been bit-
ter foes since at least 1979, when the Ira-
nian revolutionary government of Ayatol-
lah Ruhollah Khomeini hoped to inspire
similar revolutions in the Sunni world.
But both countries now fear Islamic
State’s armed radical Islamist movement,
which seeks to usurp their own claimed
leadership of the Muslim world.

That led Iran and Saudi Arabia to in-

dependently back the same candidate to
lead Iraq, in a push for a new govern-
ment that might unite Sunnis and Shiites
to battle Islamic State. Last week, Iranian
and Saudi diplomats held a rare meeting
to consult.

Turkey has long distrusted and
worked against ethnic Kurds, especially a
violent splinter group known as the PKK
that operates out of the mountainous en-
virons of northern Iraq. But the Turks
looked the other way when Syrian Kurd-
ish militias affiliated with the PKK played
a starring role in the rescue from Islamic
State fighters of thousands of Yazidis
stranded on a mountainside.

Russia and the U.S. are at loggerheads
in Ukraine and elsewhere, including the
Middle East. But they agree that the sort
of violent Islam practiced by Islamic
State, which now controls large swaths of
Iraq and Syria, endangers the global or-
der in which both countries compete for
influence.

Islamic State even has had a falling
out with al Qaeda, the group that

spawned it. Al Qaeda’s official Syrian
branch, known as the Nusra Front, is
outflanked and mocked by Islamic State.
So Nusra has joined the fight against Is-
lamic State, clashing violently on the bat-
tlefields of Syria.

These countries and movements may
be at odds over nearly everything else,
but nothing focuses the mind like a mor-
tal threat, say some analysts and former
top security officials. Given not only Is-
lamic State’s savagery but its potential to
overthrow regimes and spill over bor-
ders, they all seem to agree on only one

thing: It needs to be stopped.
Lacking a coalition of the willing, the

Obama administration should muster up
a sort of alliance of the unwilling, these
analysts argue. Whether that is possible,
and whether the U.S. has the guile and
clout to unite such disparate forces—ei-
ther formally, or more likely in a combi-
nation of overt, covert and arm’s-length
arrangements—is an open question.

“It has to be patched together, some-
what ad hoc, with maybe some sort of in-
formal and even clandestine agreements
on who does what,” says Zbigniew Brze-
zinski, a former U.S. national-security ad-
viser.

In a region where states such as Iraq
and Syria are literally fragmenting, Mr.
Brzezinski urges an approach focused on
the handful of what he categorizes as
truly “viable” states—Turkey, Iran, Egypt,
Israel and Saudi Arabia—to confront Is-
lamic State, which also is known by the
acronyms ISIS and ISIL.

U.S. officials, who privately concede
they have no great options for bringing

BY GERALD F. SEIB AND BILL SPINDLE

Nations long at loggerheads, such as Iran and Saudi Arabia, are finding common ground in their wish to curb extremists dominating part of Iraq and Syria. Above, the flag used by Islamic State militants.
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Russia and the U.S. are at
loggerheads in Ukraine, but they
agree that the violent Islam
practiced by Islamic State
endangers the global order.
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AIG Takes New Tack: Data Into Dollars
For clues about what direction

Peter Hancock is taking American
International Group Inc., check
out his tennis racket.

“It’s the coolest thing,” said Mr.
Hancock, the insurer’s incoming
CEO, of the $350 racket. “It tells
you exactly how many forehands,
backhands you hit, where on the
strings you hit the ball, how many
were top spins…” He called it “just
one tiny example of the kinds of
things [technology] can measure
now.”

Mr. Hancock, an active sports-
man whose first day at the helm is
Sept. 1, is betting that data crunch-
ing can improve more than just his
serve: The 56-year-old is pushing
AIG to wring greater efficiency—
and profits—out of the vast reams
of information it keeps about its
customers, among other sources.

If the strategy works as he ex-
pects, the results will include new
products, better identification of
fraud and potentially lower premi-
ums for certain customers.

“If we can do that, we become
not the biggest insurance company,
but the most valued in the eyes of
those customers,” he said.

The emphasis on analytics is
one of the clearest signs of how
Mr. Hancock hopes to address the
main challenge now facing AIG:
boosting profits.

Mr. Hancock is taking over from
Robert Benmosche, the chief execu-

tive since 2009, who initially fo-
cused on morale and keeping AIG
afloat after its financial-crisis bail-
out. Through a series of divesti-
tures, Mr. Benmosche slimmed
down AIG considerably; in 2012,
the company repaid the last of the
bailout money. AIG announced Mr.
Hancock’s promotion in June. Mr.
Benmosche, 70, had indicated he
would stay into early next year, but
he advanced his retirement to al-
low the new CEO to move ahead
with decisions and as he continues
to be treated for a 2010 cancer di-
agnosis.

AIG is now built primarily
around two large, valuable fran-
chises: a world-wide property-ca-
sualty insurance business, which
Mr. Hancock has run since 2011,
and a U.S. life-insurance and retire-
ment-services unit. Analysts say a
key challenge for Mr. Hancock is to
catch up to many of AIG’s peers in
profitability metrics such as return
on equity.

Mr. Hancock wants AIG to use
its expertise “to manage down the
cost of risk” by investing heavily in
computers and people to dive
deeper into data, he said in an in-
terview in his 30th-floor downtown
Manhattan office, which features
an ergonomic stand-up worksta-
tion.

Mr. Hancock said he was re-
cruiting a chief information officer,
who will report directly to him “to
raise the profile of technology” at
the company. Already, Mr. Hancock
has a “chief science officer,” a posi-
tion he added in 2012 to the prop-
erty-casualty unit as part of his ef-
fort to focus on science-driven
decisions about strategy. The sci-
ence team numbers about 130,
many of them Ph.D.s.

As an example of how the con-
cepts he champions can work in
practice, Mr. Hancock points to re-
cent analysis by AIG, in conjunction
with Johns Hopkins University, of

about 23 million of its workers’
compensation claims. The effort
identified addiction and other
problems stemming from overuse
of opiates.

“It is a terrible cost to the in-
dustry, a terrible cost to employ-
ers, and it’s a terrible cost to soci-
ety,” Mr. Hancock said. AIG now
has teams of doctors and nurses
who reach out to injured workers
and their primary-care physicians
early in treatment to suggest non-
addictive pain solutions, he said.

Mr. Hancock also has been
tweaking the business mix, includ-
ing reducing sales of certain types
of workers’ compensation accounts,
such as those the company doesn’t
see as profitable enough. AIG is
also boosting sales of property in-
surance and aiming to expand in
many emerging markets.

But significant improvement in
AIG’s return on equity—a measure
of profit relative to shareholders’
investment in a company—may be
a ways off. That figure stands in
the single digits, in part because

AIG sends a larger percentage than
do many rivals of each dollar
earned in premiums back out the
door to pay claims and other ex-
penses.

Some analysts have raised con-
cerns about a deceleration of price
increases for property-casualty in-
surers industrywide and whether a
tougher pricing environment is
slowing AIG’s turnaround. In the
company’s second-quarter earnings
call, Mr. Hancock said the company
was “clearly experiencing some
headwinds in the pricing” of cer-
tain business lines.

Mr. Hancock’s data push also
adds to costs at a time when the
company is shaving expenses.

“His approach to the business is
still a work in progress,” said Jan-
ney Capital Markets analyst Larry
Greenberg. For now, Mr. Greenberg
believes shareholders care more
about share buybacks—which AIG
has under way as well—as a way to
boost the stock price than they do
about data analysis.

“Our businesses continue to

demonstrate our discipline and re-
silience, underscoring our focus on
improving the results of our core
insurance businesses,” an AIG
spokesman said.

Other analysts are more bullish.
Josh Stirling of Bernstein Research
applauds the decision “to aggres-
sively embrace data and analytics,”
and especially likes what he calls
AIG’s “hiring binge” of scientists
and other talent.

Mr. Hancock arrived at AIG in
2010 with extensive risk-manage-
ment experience. In the 1990s, he
worked at J.P. Morgan, now part of
J.P. Morgan Chase & Co., where he
helped develop the market for
products such as credit-default
swaps. In those early years, banks
and their corporate clients typi-
cally used the swaps to mitigate
risk on debt exposure.

AIG went to the brink of col-
lapse in 2008 after a now-defunct
financial-products unit used credit-
default swaps to essentially bet on
the subprime-mortgage market. Mr.
Hancock chafes at the suggestion
he indirectly contributed to AIG’s
difficulties.

“That was certainly not some-
thing I anticipated the tool to be
used for,” said Mr. Hancock, who
was hired to beef up the insurer’s
risk management and to help un-
wind the bad bets.

Mr. Hancock said he looked for-
ward to the challenge of running
AIG. A novice in the extreme sport
of kitesurfing, he grew up in Hong
Kong, where his father worked at a
Canadian insurer and was involved
in competitive sailing.

The family had sessions in
which they ran through scenarios
for what could go wrong in a race,
and who would do what if it did.

“My dad taught me an impor-
tant lesson,” Mr. Hancock said. “If
you rehearse every maneuver
ahead of time, people don’t panic
when things get really intense.”

BY LESLIE SCISM
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Andfs. Anglaterra UK EQ AND 11/16 GBP 8.47 2.8 3.6 14.9
Andfs. Borsa Global GL EQ AND 08/28 EUR 6.36 -4.4 0.4 4.5
Andfs. Emergents GL EQ AND 11/02 USD 14.77 -20.4 -19.2 -4.7
Andfs. Espanya EU EQ AND 08/28 EUR 15.13 7.1 34.9 26.3
Andfs. Estats Units US EQ AND 08/28 USD 23.19 10.9 26.2 21.1
Andfs. Europa EU EQ AND 08/28 EUR 7.25 -3.7 9.4 7.9
Andfs. Franca EU EQ AND 02/24 EUR 10.98 0.2 17.7 13.7
Andfs. Japo JP EQ AND 08/28 JPY 696.84 -0.1 12.4 28.5
Andfs. Plus Dollars US BA AND 10/22 USD 9.66 2.3 3.0 6.2
Andfs. RF Dolars US BD AND 08/28 USD 12.45 2.4 4.3 1.5
Andfs. RF Euros EU BD AND 08/28 EUR 11.88 1.9 3.3 2.6
Andorfons EU BD AND 08/28 EUR 16.01 2.3 4.1 3.6
Andorfons Alternative Premium GL EQ AND 12/31 EUR 109.45 16.9 16.9 8.3
AndorfonsMix 30 EU BA AND 08/28 EUR 10.27 -0.5 3.2 2.9
AndorfonsMix 60 EU BA AND 12/19 EUR 8.96 4.4 7.1 -2.5

nCGPortfolio FundLtd
NAV OT OT CYM 06/07 GBP 25839.68 5.3 10.9 9.8

nCHARTEREDASSETMANAGEMENTPTELTD -TELNO: 65-6835-8866
FaxNo: 65-68358865,Website:www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited OT OT MUS 08/22 USD 360342.21 8.5 5.3 -1.5

nCitadele
Republikas square 2a, Riga, LV-1522, Latvia
Citadele Eastern Europ Bal EU BD LVA 08/28 EUR 16.51 -0.4 2.4 2.9
Citadele Eastern Europ Bd EU BD LVA 08/28 USD 20.43 0.2 3.1 3.6
Citadele Russian Eq EE EQ LVA 08/28 USD 18.51 -17.7 -9.4 -4.6

nDJE INVESTMENTS.A.
internet:www.dje.lu email: info@dje.lu phone:+0035226925220 fax:+0035226925252
DJE Real Estate P OT OT LUX 08/29 EUR 3.37 -7.4 -10.5 -9.0
DJE-Absolut P OT OT LUX 08/29 EUR 251.20 -0.3 6.9 8.4
DJE-Alpha Glbl P OT OT LUX 08/29 EUR 185.77 -4.4 5.6 7.3
DJE-Div& Substanz P OT OT LUX 08/29 EUR 296.33 4.8 12.3 10.2
DJE-Gold&Resourc P OT EQ LUX 08/29 EUR 136.71 12.7 1.9 -11.3
DJE-Renten Glbl P EU BD LUX 08/29 EUR 157.36 5.8 7.2 4.7
LuxPro-Dragon I AS EQ LUX 07/20 EUR 144.57 -8.5 5.0 7.6
LuxPro-Dragon P AS EQ LUX 07/20 EUR 140.29 -8.8 4.4 7.0
LuxTopic-Aktien Europa EU EQ LUX 08/29 EUR 20.21 -0.8 3.1 5.0
LuxTopic-Pacific OT OT LUX 08/29 EUR 21.19 6.3 8.3 6.1

nMERIDENGROUP
Tel: + 376 741 175 Fax: + 376 741 183Email:meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 08/22 USD 201.49 -4.0 -19.5 -12.3
AntantaMidCap Fund EE EQ AND 08/22 USD 348.66 -3.4 -10.8 -10.4
Meriden Opps Fund GL OT AND 02/05 EUR 22.68 0.0 -11.2 -11.0
Meriden Protective Div GL EQ AND 11/24 EUR NS.00 -2.8 NS NS

nHSBCTrinkaus InvestmentManagersSA
E-Mail: funds@hsbctrinkaus.lu
Telephone: 352 - 47 18471
HSBC Trinkaus Golden Opportunities OT OT LUX 08/28 USD 81.26 16.1 -11.8 -20.6
Prosperity Return Fund A JP BD LUX 12/06 JPY 8577.68 -9.3 -8.4 0.3
Prosperity Return Fund B EU BA LUX 12/06 JPY 9032.12 4.6 11.0 13.2
Prosperity Return Fund C EU BA LUX 12/06 USD 79.01 -12.2 -11.1 -1.0
Prosperity Return Fund D EU BA LUX 12/06 EUR 121.37 -9.0 -8.8 8.1
Renaissance Hgh Grade Bd A EU BA LUX 12/06 JPY 10807.34 3.5 5.1 11.3
Renaissance Hgh Grade Bd B EU BA LUX 12/06 JPY 11130.39 17.9 25.6 23.9
Renaissance Hgh Grade Bd C EU BA LUX 12/06 USD 96.94 -0.9 0.7 8.4
Renaissance Hgh Grade Bd D EU BA LUX 12/06 EUR 102.83 -4.6 -4.1 6.9

nMPASSETMANAGEMENT INC.
Tel: + 386 1 58747 77
MP-BALKAN.SI EE EQ SVN 08/12 EUR 19.29 -1.9 -8.4 -10.9
MP-TURKEY.SI OT OT SVN 08/28 EUR 43.35 19.7 19.0 0.1

Latin America USDA GL EQ CYM 06/30 USD NS.00 NS NS NS
Paragon Limited USDA EU EQ CYM 12/31 USD NS.00 12.7 12.7 14.2
UK Fund USDA OT OT CYM 04/13 USD 157.94 1.8 NS NS

nPTCIPTADANAASSETMANAGEMENT
Tel: +6221 25574883 Fax: +6221 25574893 Website:www.ciptadana-asset.com
Indonesian Grth Fund GL EQ BMU 08/27 USD 178.61 31.0 18.5 -1.1

nTHENATIONAL INVESTOR
POBox47435, AbuDhabi, UAEWeb:www.tni.ae
MENASpecial Sits Fund OT OT BMU 07/31 USD 1190.81 6.7 7.8 7.9
MENAUCITS Fund OT OT IRL 08/26 USD 1588.83 22.5 28.8 24.8
UAE Blue Chip Fund OT OT ARE 08/27 AED 12.30 31.9 56.2 57.0

nHERMITAGECAPITALMANAGEMENTLTD.
Tel: +7501 258 3160 www.hermitagefund.com
TheHermitage Fund GL EQ JEY 03/12 USD 963.12 4.5 105.6 -23.2

nHORSEMANCAPITALMANAGEMENTLTD.
T: +44(0)2078387580, F: +44(0) 2078387590,www.horsemancapital.com
Horseman EurSelLtd EUR EU EQ GBR 07/31 EUR 306.00 NS NS NS
Horseman EurSelLtd USD EU EQ GBR 07/31 USD 332.93 NS NS NS
Horseman Glbl Ltd EUR GL EQ CYM 07/31 USD 549.44 NS NS NS
Horseman Glbl Ltd USD GL EQ CYM 07/31 USD 549.44 NS NS NS

nHSBCALTERNATIVE INVESTMENTSLIMITED
T+442078603074 F +442078603174www.hail.hsbc.com
HSBCALTERNATIVESTRATEGYFUND
Special Opp EUR OT OT GGY 08/15 EUR 129.11 5.6 11.8 14.8
Special Opp Inst EUR OT OT GGY 03/31 EUR 88.51 0.7 -0.3 13.3
Special Opp Inst USD OT OT GGY 03/28 USD 123.18 4.2 18.5 10.6
Special Opp USD OT OT GGY 08/15 USD 136.39 5.6 11.9 14.9

nHSBCPortfolio SelectionFund
GH Fund CHFHdg OT OT GGY 08/15 CHF 127.32 1.6 5.7 7.2
GH Fund EURHdg (Non-V) OT OT GGY 08/15 EUR 141.97 1.8 5.7 7.1
GH Fund GBPHdg OT OT GGY 08/15 GBP 157.15 2.0 6.1 7.7
GH Fund Inst USD OT OT GGY 08/15 USD 135.86 2.3 6.7 8.0
GH FUNDS EUR OT OT CYM 08/15 EUR 159.06 2.6 7.1 8.3
GH FUNDSGBP OT OT CYM 08/15 GBP 166.71 2.7 7.2 8.6
GH Fund S USD OT OT CYM 08/15 USD 186.99 2.6 7.2 8.5
GH Fund USD OT OT GGY 08/15 USD 322.37 1.8 5.9 7.3
Hedge Investments OT OT GGY 08/16 USD 158.48 NS NS 3.6
Leverage GHUSD OT OT GGY 08/15 USD 150.82 2.4 9.9 12.8
MultiAdv Arb CHFHdg OT OT JEY 08/15 CHF 101.93 2.0 3.9 3.4
MultiAdv Arb EURHdg OT OT JEY 08/15 EUR 113.88 2.2 4.4 3.7
MultiAdv Arb GBPHdg OT OT JEY 08/15 GBP 124.26 2.4 4.6 4.1
MultiAdv Arb S EUR OT OT JEY 08/15 EUR 129.22 2.9 5.5 4.9
MultiAdv Arb S GBP OT OT JEY 08/15 GBP 136.62 2.9 5.6 5.3
MultiAdv Arb S USD OT OT JEY 08/15 USD 147.64 2.8 5.3 5.0
MultiAdv Arb USD OT OT JEY 08/15 USD 215.40 2.3 4.5 3.9

nHSBCUni-folio
Asian AdbantEdge EUR OT EQ JEY 06/30 EUR 91.36 -6.2 -4.5 2.5
Asian AdvantEdge OT EQ JEY 06/30 USD 171.19 -6.2 -4.4 2.8
Emerg AdvantEdge OT EQ JEY 09/28 USD 151.22 3.4 -2.4 -5.5
Emerg AdvantEdge EUR OT EQ JEY 09/28 EUR 82.99 2.8 -3.0 -5.9
Europ AdvantEdge EUR OT EQ JEY 06/30 EUR 127.84 -3.4 -1.3 2.2
Europ AdvantEdge USD OT EQ JEY 06/30 USD 135.07 2.0 4.3 5.1
Real AdvantEdge EUR OT OT JEY 04/30 EUR 104.69 1.3 -9.5 -1.9
Real AdvantEdge USD OT OT JEY 04/30 USD 105.31 1.5 -8.8 -1.7
Trading AdvantEdge OT OT GGY 08/15 USD 135.48 4.0 4.7 -5.2
Trading AdvantEdge EUR OT OT GGY 08/15 EUR 122.46 4.5 4.7 -5.3
Trading AdvantEdge GBP OT OT GGY 08/15 GBP 130.66 4.0 4.7 -5.3

nOTHERFUNDS
For information about these funds, please contact us onTel: +44 (0) 2078429694/9633
Medinvest Plc Dublin OT EQ IRL 09/30 USD NS.00 NS 1.3 -4.4

nWINTONCAPITALMANAGEMENTLTD
Tel: +44 (0)2076105350Fax: +44 (0)2076105301
Winton Evolution EUR Cls H GL OT CYM 07/31 EUR 1146.06 -2.6 4.4 1.3
Winton Evolution GBP Cls G GL OT CYM 07/31 GBP 1161.60 -2.5 4.7 1.7
Winton Evolution USD Cls F GL OT CYM 07/31 USD 1461.46 -2.5 4.6 1.6
Winton Futures EUR Cls C GL OT VGB 07/31 EUR 247.99 -1.5 3.7 1.6
Winton Futures GBP Cls D GL OT VGB 07/31 GBP 270.33 -1.3 4.0 2.0
Winton Futures JPY Cls E GL OT VGB 07/31 JPY 17346.38 -1.5 3.8 2.0
Winton Futures USD Cls B GL OT VGB 07/31 USD 885.47 -1.4 3.9 2.0

nPOLARCAPITALPARTNERSLIMITED
International FundManagers (Ireland) LimitedPH - 353 1 670660Fax - 353 1 670 1185
Global Technology OT EQ IRL 08/28 USD 23.93 4.8 23.2 18.2
Japan Fund USD JP EQ IRL 08/29 USD 21.50 -4.8 3.5 12.0
Polar Healthcare Class I USD OT EQ IRL 08/28 USD 34.09 20.2 44.5 41.8
Polar Healthcare Class R USD OT EQ IRL 08/28 USD 33.31 19.7 43.7 41.1

nHemisphereManagement (Ireland) Limited
Discovery USDA GL OT CYM 12/31 USD 101.35 NS NS NS
Elbrus USDA OT OT CYM 07/31 USD 9.90 NS NS NS
Europn Conviction USDB EU EQ CYM 07/31 USD 162.33 0.8 4.5 3.2
Europn Forager USDB EU EQ CYM 07/31 USD 334.39 5.9 14.4 10.7

Peter Hancock takes over Monday as chief executive of AIG.
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Already, Mr. Hancock
has a ’chief science
officer,’ and the science
team numbers about 130,
many of them Ph.D.s.
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IN DEPTH
Islamic State to heel, recognize the allure of
such a new alignment. President Barack
Obama has referred obliquely to the possi-
bility in several public comments in the
past week or so, and officials say privately
they are exploring ways to form a working
coalition.

But U.S. officials agree that matchmak-
ing such often bitterly antagonistic bedfel-
lows is no simple task. When asked about
the possibility that U.S. warplanes might be
attacking Islamic State alongside the army
of Syrian President Bashar al-Assad—whose
overthrow is an explicit goal of American
policy—State Department spokeswoman
Jen Psaki last week cautioned: “Just be-
cause the Syrian regime may be taking on
ISIL or speaking publicly about that, and
certainly the United States is, that certainly
doesn’t mean we’re on the same side of the
coin here.”

The challenges go well beyond simply
getting mortal enemies to work together.
Even when such arrangements can be
forged, they are by nature fraught, filled
with internal contradictions and practical
pitfalls.

Because the deals are often secret, all
sides tend to freeload, collecting the bene-
fits from the other side while not really co-
operating themselves. For example, the
Obama administration worries that the As-
sad regime could take advantage of U.S. air-
strikes against Islamic State fighters to
keep its own ground troops focused on
fighting U.S.-backed Syrian rebel groups.

And the closer the U.S. moves toward an
enemy, the more likely it is that longtime
friends get upset. For example, edging too
close to Iran could spike efforts to keep Is-
rael and Saudi Arabia on board, and vice
versa.

“If you cooperate with one group, you
lose another,” says Emile Hokayem, a Mid-
dle East security analyst with the Interna-
tional Institute for Strategic Studies. “It
looks good on paper, but it’s impossible to
implement.”

Still, recent events in the region have
shown how nations normally or publicly at
odds can work together behind the scenes
when their separate interests converge. Re-
lations between Egypt and Israel have
grown increasingly strained. But the two
have worked in lock-step recently to
squeeze the Palestinian Hamas organiza-
tion, which both see as a threat.

And even as the U.S. and Iran have vied
for power and influence in Iraq they have
learned to coordinate when they perceive
common interests.

“We are watching you, and you are
watching us. If you look for cooperation in
the field, you can find it. And when you find
it, it will be with the permission of the
leaderships,” says Hossein Sheikholeslam, a
former Iranian parliamentarian and now a
foreign-policy adviser to Iran’s hard-line
speaker in parliament.

Indeed, the most intriguing reality
emerging in the struggle against Islamic
State is how the U.S. finds itself pulling in
the same direction as Iran, the main re-
gional supporter of Mr. Assad’s Syrian re-
gime. Islamic State’s hyper-sectarian Sunni
fighters already have taken over a big chunk
of Syria, and have gone on the offensive
against Shiite militias and the Shiite-led
Iraqi government Iran supports.

Both the U.S. and Iran deny overt or co-
vert coordination. Yet Iran joined the U.S. in
pressuring Iraq’s polarizing leader Nouri al-
Maliki to step down. And both the U.S. and
Iran are lending direct military aid to Kurd-
ish fighters in Iraq to counter Islamic State.

Both sides are quick to point out their
many disagreements, and are careful to
fence off other issues from negotiations
over Iran’s nuclear program. At the same
time, some observers on both sides believe
that a nuclear deal could improve U.S.-Ira-
nian cooperation in other areas, such as
fighting Islamic State.

“I am cautiously optimistic about what
we might be able to do with Iran,” says
Brent Scowcroft, another former national-
security adviser. “If in fact we can make any
kind of breakthrough on the nuclear issue,
I think that opens the possibility that we
may be able to treat Iran very differently,
and their attitude may be very different.”

Mr. Scowcroft, who advised Presidents

Gerald Ford and George H.W. Bush, cautions
that he “wouldn’t try to oversell” the possi-
bilities with Iran. In an indication of the ob-
stacles, the Obama administration on Friday
announced some additional economic sanc-
tions against Iran because of its nuclear
program.

Others are more skeptical of a working
U.S. relationship with Iran or, especially,
Syria. That is partly because of a problem
in trying to exercise influence through in-
termediaries: It is never clear how much in-
fluence the intermediaries actually have.

While Iran has been a major backer of
Mr. Assad, that doesn’t mean his regime fol-
lows every Iranian order, according to Ira-
nian and many U.S. analysts. The Assad re-

gime has resisted or undermined several
Iranian initiatives to broker deals to tamp
down violence in Syria, say people familiar
with these situations.

“I can tell you who are not bedfellows:
Iran and the Assad regime,” says Ryan
Crocker, former U.S. ambassador to both
Iraq and Syria. Mr. Crocker, however, sug-
gests an even more provocative possibility:
a de facto alliance with the Nusra Front—
the al Qaeda offshoot in Syria (and U.S.-des-
ignated terrorist outfit) that is one of the
few groups directly battling Islamic State.

Nusra already works openly with U.S.-
backed rebel groups in Syria, and it main-
tains communication with U.S.-ally Qatar,
which last week helped engineer the release

of an American journalist being held by
Nusra. Many took this as a signal that Nusra
wants to work through the Qataris to be
seen as player in any anti-Islamic State con-
figuration.

If the U.S. chooses to launch airstrikes
Mr. Obama is considering against Islamic
State inside Syria, and Nusra fighters then
make inroads battling them, the U.S. would
confront “a very interesting decision” on
whether to openly include Nusra as part of
a larger group willing to help take on Is-
lamic State, Mr. Crocker says.

Another U.S. ally critical to winning the
battle is Turkey, a Muslim country whose
long border with Syria includes areas Is-
lamic State controls. The U.S. and other
countries have been concerned about Tur-
key’s support for some hard-line Islamist
groups, though not Islamic State, and hope
it now will work harder to prevent Islamic
State’s growing body of foreign recruits
from moving across the Turkish border to
reach Syria.

Turkey already is averting its eyes to the
arming of Iraqi Kurdish groups by both the
U.S. and Iran as Kurdish militias battle Is-
lamic State. The Iraqi Kurdish groups have
forged close ties with the Turks in recent
years, after decades of enmity. Some ana-
lysts say Turkey, as well as the U.S., also
may eventually have to accept a more active
role for Syrian Kurdish militias who are fac-
ing down Islamic State directly, despite
those militias’ links with Kurdish militants
who have attacked Turkey in the past.

Mr. Crocker suggests that, in a coopera-
tive international effort, a wealthy country
such as Saudi Arabia might be persuaded to
give preferential loans to financially
strapped Turkey in return for helping more
in the struggle against Islamic State.

The Saudis, for their part, have already
had to swallow hard and accept for the first
time a Shiite-led government in Iraq. They
will now have to swallow harder, many ana-
lysts say, and encourage Sunni tribes within
Iraq to follow that government’s lead
against Islamic State if it is to be defeated.

But the Saudis also are deeply suspicious
of other players in a potential coalition, not
least the U.S. They mistrust the Obama ad-
ministration because it didn’t robustly sup-
port less-extreme Syrian opposition groups
when Islamic State was just emerging. They
are angry at Turkey and Qatar for support-
ing Islamic groups the Saudis consider too
radical. And they consider Iran a threat to
their interests at least as large as Islamic
State.

Still, in a sign that a common enemy
may be pulling even the Iranians and Saudis
a bit closer, Saudi Arabia’s foreign minister
last week met with an Iranian deputy for-
eign minister, the highest-level encounter
since the election of Iranian President
Hasan Rouhani last year.

The Islamic State threat also is providing
at least some common ground among the
U.S. and its colleagues in the big-powers
club, Russia and China.

The U.S. sees Islamic State as not only a
threat to its interests in the Middle East but
also a potential source of terrorist attacks.
Russia sees a force that threatens to build
ties and stir up more activism among the
Chechen Islamists with whom President
Vladimir Putin has waged a bloody struggle.
China sees a group that threatens to inspire
more activity among already-restive Isla-
mists in its northwestern Xinjiang province.

Still, Washington’s tensions with both
China and Russia on other fronts are get-
ting in the way of cooperation these days,
especially since Russia’s annexation of Cri-
mea and its intervention in eastern Ukraine.

Whatever the level of international coop-
eration against Islamic State, one question
is what form it might take. There is little
communication between some of the odd-
bedfellows candidates, and few existing alli-
ances that would kick in elsewhere in the
world under such conditions.

This means that cooperation likely would
be ad hoc or secret, or that some new
structure would be improvised. Zalmay
Khalilzad, who served as ambassador to
both Iraq and the United Nations, has sug-
gested establishing a “contact group” in
which regional players could coordinate
strategy, and a presidential envoy to over-
see execution of joint efforts on the ground.

Strange Bedfellows
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The U.S. and Iran share an
interest in fostering an Iraqi
government strong enough to
fend off Islamic State.

The U.S. and Syria’s Bashar
al-Assad share an interest in
quashing Islamic State in
Syria, even if the regime
appears to put a higher
priority on fighting other rebel
groups.

Groups of colored lines
between parties
represent shared
interests.

Turkey and Syria, long fearful
of building up the region’s
Kurds, have a shared interest
in building up the Kurdish
Peshmerga to combat a more
immediate threat, Islamic
State. Iraq has acquiesced.

Turkey and Qatar suddenly
have a shared interest in
keeping the Islamist
movement they separately
helped foster in check before
Islamic State absorbs and
consolidates it.

Egypt’s military ruler sees
Qatar, Turkey and the U.S. as
hostile to his suppression of
the Muslim Brotherhood.
They all now fear Islamic
State will consolidate the
Islamic threat.

Russia and China have plenty
of disputes with the U.S., but
they agree that, as big
powers, they are threatened
in similar fashion by the
expansionist Islamic
extremism of Islamic State.

The greatest odd bedfellow
of all: Islamic State threatens
al Qaeda as well as the West,
meaning that, in fact, al
Qaeda and the U.S. now have
a shared enemy.

Israel and Egypt have come
together to oppose Hamas,
and they now have a similar
long-term interest to do the
same in confronting Islamic
State.
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Saudi Arabia supported
Sunnis in Iraq while Iran
supported Shiites. They now
have an interest in aiding the
Shiite-led Iraq government to
counter a common threat.

Parties that display friction or outright aggression toward one another are
finding themselves aligned in a desire to counter Islamic State.

Analysis by Gerald F. Seib, graphic by Chris Kaeser/
The Wall Street Journal
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Fiat Avoids Pitfall
In Chrysler Merger

MILAN—Fiat SpA Chief Execu-
tive Sergio Marchionne avoided a
shareholder mutiny that could have
hobbled his plans to combine the
Italian auto maker with Chrysler
and finance an ambitious multibil-
lion-dollar growth strategy.

Too few Fiat shareholders ten-
dered their stock to block the reor-
ganization, the company said Friday.
That opens the way for the company
to move its tax residency to the
U.K., legal headquarters to Amster-
dam and primary stock market list-
ing to New York while also changing
its name to Fiat Chrysler Automo-
biles NV.

The shuffle, first approved by
shareholders five weeks ago, should
be completed by mid-October when
shares in the merged company make
their debut on the New York Stock
Exchange, the auto maker said.

“I am delighted,” said John El-
kann, the scion of the Agnelli family,
Fiat’s controlling shareholder, and
chairman of the auto maker who
will keep the same position at the
new Fiat Chrysler.

The creation of Fiat Chrysler is a
crowning achievement for Mr. Mar-
chionne, also CEO of Chrysler. He
took over control of Fiat a decade
ago and brought the company back
from the brink in part by engineer-
ing the takeover of Chrysler. When
he arrived at the Italian car maker
in 2004 it had just reported a €2
billion ($2.6 billion) loss for the pre-
ceding year. The Agnelli family that
has controlled Fiat since its found-
ing 115 years ago risked losing its
grip.

The challenge now for Mr. Mar-
chionne, adept at financial and or-
ganizational maneuvering as well as
a skillful negotiator, is to prove he
can also come through with some
operational successes.

The five-year, €48 billion plan
presented in May forecasts that Fiat
Chrysler—together the world’s sev-
enth-biggest car maker—will sell
seven million vehicles in 2018 com-
pared with 4.4 million last year, a
target many analysts and industry
watchers reckon will be tough to
meet.

“Marchionne has had some suc-
cesses so far such as the nice bump
Chrysler has had in the past few
years, but it was starting from such
a low point,” said Erik Gordon, a
professor at the University of Michi-
gan’s Ross School of Business. “If
you are flat on your back and can
lift your head that is good, but can
you get up and run?”

To have any chance of winning
that race—which pits Fiat Chrysler
against much bigger rivals such as
Volkswagen AG, Toyota Motor
Corp. and General Motors Co.—Mr.
Marchionne will have to sell new
debt, something he has said would
happen once the company had ac-
cess to U.S. capital markets through
the New York stock listing.

The combined company’s tax bill
should fall with the new U.K. tax
residency, though Mr. Marchionne
has provided few details on what
the savings might amount to.

“Leveraging U.K. tax law and
Dutch company law isn’t new tech-
nology, Gucci did this 15 years ago
establishing a Dutch-listed company
with management sitting in Lon-
don,” said Carlo Galli, a tax lawyer
with Clifford Chance in Milan.

The U.K. tax residency would al-
low non-Italian Fiat shareholders to
receive dividends tax-free, instead
of taxed up to 26%, said Mr. Galli.
Italian shareholders, including the
Agnelli family that owns 30% of
Fiat’s stock, will continue to pay
dividend tax.

Fiat also will benefit by having
the income the parent company gen-
erates outside of Italy taxed at the
U.K.’s 21% corporate rate, 10 per-
centage points below Italy’s average
corporate tax rate. Profits earned at
foreign entities owned by Fiat, such
as the wholly owned Chrysler, will
be taxed at rates set by the country
where they are based, said Mr. Galli.

Fiat’s €9.7 billion in net debt and
junk credit rating does raise ques-
tions about how it can finance in-
vestment in new factories and mod-
els only with debt, leaving some
analysts skeptical about Mr. Mar-
chionne’s pledge not to issue new
stock.

By placing its legal headquarters
in the Netherlands, Fiat can issue
loyalty shares that will give share-
holders who hold their stock for
more than three years extra voting
rights.

That will help the Agnelli family
keep control of Fiat even if the hold-
ing is diluted by the sale of new
shares.

A shareholders’ meeting voted
earlier this month to approve the
reorganization, but those who didn’t
support the motion were allowed to
tender their shares to Fiat. Italian
law required Mr. Marchionne to of-
fer shareholders so-called cash-exit
rights, but the value of shares ten-
dered fell short of the limit he had
set of €500 million above which Fiat
would have shelved the reorganiza-
tion.

BY ERIC SYLVERS

since the start of July, while shares of
Indonesian producer PT Adaro En-
ergy Tbk have gained 12%, and Glen-
core PLC’s stock has increased 11%.

Supply rose more quickly than
demand over the past couple of
years, as mines that were planned
when the market was booming be-
gan production. Glencore says ther-
mal coal shipped by sea rose 22%
between 2011 and 2013, outpacing an
18% rise in demand.

As a result, the price of thermal
coal, which is used to generate elec-
tricity, has been trading near its
lowest level in five years. Metallur-
gical coal, which is used to make
steel, is near its lowest point in
seven years.

That has hit the balance sheets
of mining companies—even diversi-
fied ones. BHP Billiton, the world’s
largest miner, says weaker coal
prices wiped $1.5 billion off its un-
derlying earnings for its last fiscal
year.

Some miners have closed their
most expensive pits, contributing to
more than 10,000 jobs cut in Aus-
tralia’s coal sector. Populations
have shrunk and housing markets
have crashed as workers were laid
off in towns that rely on coal min-

Continued from page 15 ing, such as remote Moranbah in
Queensland.

But the world’s biggest shipper
of thermal coal, Glencore, expects
demand for that fuel to start out-
pacing supply again starting next
year, shoring up prices. “They seem
to have bottomed, stabilized, [and]
improved a little bit in recent peri-
ods,” Glencore Chief Financial Of-
ficer Steven Kalmin told investors
in August.

Analysts expect a rise in Indian
thermal-coal imports—after lower-
than-usual monsoon rains led to
weaker hydropower generation—to
send prices higher. Citi analyst Ivan
Szpakowski forecasts a lift in Chi-
nese industrial activity toward
year-end, which he thinks will drive
up demand.

Buyers in China and elsewhere
are also looking to switch to
higher-quality coal that generates
lower emissions and meets environ-
mental targets. That is a plus for
Australia, with its abundant re-
serves of high-grade coal. Miners
with low-quality reserves or high
costs could face continued chal-
lenges and be forced to cut output
further.

Production cutbacks could spark
a recovery in metallurgical coal.

Whitehaven estimates that 20 mil-
lion tons of output has been cut in
the past few months.

A recent decision by India’s Su-
preme Court that all coal-mining li-
censes distributed since 1993 are il-
legal has been another jolt for the
market, raising uncertainty over
supplies that could prove a positive
catalyst for prices, says White-
haven’s Mr. Flynn. The court didn’t
cancel the roughly 200 mining li-
censes granted during that period
and is to decide Monday what will
happen to them.

Even with all its mines in opera-
tion, India is a big buyer of foreign
coal because of rising power-gener-
ation demands.

“There is an urgent need in In-
dia to add significant capacity gen-
eration in a short time frame. This
generation will largely be coal-
based,” says Anil Sardana, manag-
ing director of Tata Power Co., one
of India’s largest integrated power
companies.

Citi’s Mr. Szpakowski says he re-
cently told clients to buy Australian
thermal-coal futures as Indian im-
ports were poised to increase, Chi-
nese demand was going to rise and
supply was likely to fall in the com-
ing months.

Miners See Light at Top of the Pit

Boeing Struggles to Sell
EarlyDreamlinerModels

For sale: about 10 new Boeing Co.
787 Dreamliners that no one seems to
want.

Even as Boeing racks up record
orders for its commercial jets, the
plane maker has a pack of its flag-
ship Dreamliners that it is struggling
to move off the lot. Two customers
this month canceled orders for nine
of the planes, and finding new buy-
ers could be tough without steep
discounts, analysts say.

The problem: the jets come from
a batch of early 787s built in 2009
and 2010 during the depths of Boe-
ing’s struggles with Dreamliner de-
sign and supply chain problems.
Dubbed by some industry insiders as
the “terrible teens,” the jets are the
10th-to-19th and 22nd Dreamliners
built. They have early design short-
comings that make them less effi-
cient than more recently con-
structed units.

Boeing has largely recovered
from its early stumbles with the
Dreamliner, which boasts a light-
weight composite fuselage and ad-
vanced electronics systems that has
drawn huge interest from airlines.
The 787 has amassed more than
1,000 orders faster than any other
widebody jet in history, and more
than 180 have been delivered since
the first one entered commercial
service in September 2011.

“Requests to change orders—be
they accelerations of deliveries, de-
ferrals, option exercises or cancella-
tions—are a daily part of our busi-
ness,” a spokesman said when asked
about cancellations. “Demand for the
787 remains high, and when we have
cancellations we begin marketing
those airplanes to other customers.”

Each Dreamliner is expensive to
build, but the earliest planes were
the costliest as Boeing ironed out
kinks in its design and manufactur-
ing process. The first three 787s

were so heavily modified after being
repeatedly assembled and disassem-
bled that Boeing wrote them off as a
$2.7 billion research-and-develop-
ment charge in 2009.

Even by mid-2012, when Boeing
had worked through the worst of its
production glitches, analysts esti-
mated that each Dreamliner cost as
much as $242 million each to build.
That compares to a list price of
$218.3 million before customary dis-
counts, that can cut the sales price
by about half.

Manufacturing costs for each new
787 that Boeing delivers continue to
exceed the sales price, analysts say,
but costs have come down consider-
ably. Boeing counts the Dreamliner
program as profitable based on ac-
counting that spreads estimated
costs and revenue out over many
years, effectively taking credit for fu-
ture profit in today’s earnings.

All but one of the teens jets were
built before Boeing engineered an in-
crease in carrying capacity into the
787, starting with the 20th plane.
That means the early version jets

can’t fly as far as those built later,
plus they burn more fuel.

Some of the first 20 or so planes
have been sold successfully, includ-
ing Nos. 20 and 21. Remaining teens
Dreamliners have changed prospec-
tive buyers several times.

Some were originally intended
for Chinese carriers, and later desig-
nated for airlines in Japan and Mo-
rocco. In 2012, Indonesian discount
airline Lion Air Group ordered five
of the planes, and Russian carrier
Transaero Airlines ordered four, ac-
cording to two people familiar with
the deal. Financial terms weren’t
disclosed.

In August, Lion Air said it can-
celed its five orders. A spokesman
didn’t respond to a request for com-
ment. On Thursday, Boeing said an-
other four 787 orders had been can-
celed, which a person briefed on the
matter said were the teens jets or-
dered by Transaero.

The Russian carrier didn’t re-
spond to a request for comment.

Analysts say Boeing could still
find buyers for the other planes.

BY JON OSTROWER

Boeing has largely recovered from its stumbles with the 787 Dreamliner, but
models built in 2009 and 2010 have been unpopular with buyers.
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OPINION: REVIEW & OUTLOOK

S ay this about Vladimir Putin. The
Russian strongman has taken the
measure of German Chancellor An-

gela Merkel and President Obama. He
knows they dread a showdown over
Ukraine, so he is ignoring their rhetorical
protests and moving to carve out even
more of Ukraine for Greater Russia.

That’s the meaning of the Kremlin’s
decision last week to move Russian
forces into the Ukrainian coastal town of
Novoazovsk while shoring up Russian-
backed separatists in eastern Ukraine. A
NATO official said “well over” 1,000 Rus-
sian troops, backed by heavy armor, have
joined the separatists in fighting
Ukraine’s military.

The Kiev government is calling this an
“invasion,” while NATO clings to “incur-
sion,” but that’s a distinction without a
difference. Russia invaded Ukraine in
February by grabbing Crimea. It has
since escalated its military intervention
in multiple ways, including with special
forces and by firing artillery at Ukrainian
positions from both Russian territory and
inside Ukraine. If Spanish-speaking men
in army garb grabbed El Paso and Mexi-
can artillery fired at the Texas National
Guard, Americans would call it an inva-
sion.

The strategy behind Mr. Putin’s move
into Ukraine’s southern coast is to open
a land bridge between Russia and Cri-

mea. The goal is to reduce Crimea’s isola-
tion so Russian military garrisons can be
reinforced by land instead of by air, and
the peninsula’s economy can be knit more
closely to Russia’s.

The escalation also opens up another
front for the Ukrainian military as it tries
to regain control over the east. Ukraine’s
military has been making
progress against the sepa-
ratist forces occupying
Donetsk and Luhansk, and
Mr. Putin may figure he
had to act now to prevent
the rebels from being
overrun. Kiev’s forces will now have to
fight on a third front against Russian sol-
diers and armor.

The timing is notable, but not surpris-
ing, on the heels of the much-ballyhooed
Tuesday meeting between Mr. Putin and
Ukrainian President Petro Poroshenko.
Western Europeans, in their desire to
have this crisis go away, had hoped the
meeting would yield progress toward a
negotiating solution.

But Mr. Poroshenko can’t concede ter-
ritory to Russia without betraying his
country, and Mr. Putin can’t be seen in-
side Russia to have abandoned his sepa-
ratist proxies in Ukraine. When Mr. Po-
roshenko wouldn’t yield, Mr. Putin
decided to improve his leverage by creat-
ing more military facts on the ground.

The Russian advance is a particular
humiliation to Mrs. Merkel, who more or
less invited Mr. Putin to escalate. Last
weekend she visited Kiev with a public
message that there had to be a negoti-
ated solution and Europe had no plans
for further sanctions against Russia. That
was ample incentive for the Russian to

refuse any compromise.
His latest grab for terri-
tory follows the familiar
Putin pattern of respond-
ing to every concession
with a new provocation.

Mrs. Merkel is sup-
posed to be a formidable statesman but
she has been soft clay in Mr. Putin’s
hands. Every time she backs away from
tough sanctions, the Russian advances.
He knows Mrs. Merkel’s government in-
cludes a Social Democratic foreign minis-
ter who is soft on Moscow’s depreda-
tions.

He also knows that she and her fellow
European leaders will go to great lengths
to avoid imposing sanctions that might
harm their own weak economies. Russia
also has economic troubles, but Mr. Putin
is an autocrat willing to gamble a weak
hand for what he considers to be long-
term strategic gain. The West Europeans
won’t take any risks for anything.

European leaders and Mr. Obama say
they will impose new sanctions unless

Mr. Putin backs off in Ukraine. But if they
follow form in this crisis, they will stomp
their feet, sanction a couple of more
banks and oligarchs, and then beg Mr.
Putin to “negotiate in good faith.” This
would be risible if the consequences for
Ukraine, and for the future of Europe,
weren’t so grim.

Mr. Putin’s escalation is also a slap at
Mr. Obama, who has pleaded with the
Russian that people don’t act this way “in
the 21st century.” Oh, yes, they do. Mr.
Obama’s refusal to help Kiev with even
small arms and antitank and antiaircraft
weapons was also a signal to the Kremlin
that the U.S. would prefer to look away.
The U.S. President has subcontracted out
this crisis to the Europeans, which means
doing little or nothing.

i i i
A serious response to this serious chal-

lenge to Europe’s political order remains
now what it was when we first suggested
it six months ago. Arm the Ukrainians so
they can defend themselves. Impose puni-
tive sanctions on Russian energy and fi-
nance that will damage the economy and
raise the domestic political costs for Mr.
Putin. Deploy arms and soldiers to Poland
and the Baltic states, and demonstrate the
political will to rearm NATO.

Alas, Mr. Putin has concluded that the
chances that Mr. Obama and Mrs. Merkel
will do this also remain the same—zero.

H ow will Democrats seeking re-
election in conservative states
manage to navigate around their

support for President Obama’s agenda?
Alaska Sen. Mark Begich seems to have
settled on giving voters the silent treat-
ment.

On Wednesday Mr. Begich and GOP
challenger Dan Sullivan met for the
first debate. According to the Alaska
Dispatch News, Mr. Begich “didn’t give
a direct yes or no answer” when asked
if he would vote again for ObamaCare.

And when asked to write down how he
had voted on a recent state referendum
on oil taxes, Mr. Begich
wrote “private.”

We respect the secret
ballot. But when an in-
cumbent Senator in one
of the country’s largest
energy-producing states
is asking voters to re-elect him, can he
really claim that his opinion on oil
taxes is a personal matter that voters
aren’t entitled to know?

The Begich campaign seemed equally
reticent on Thursday. His website fea-

tured a large photo—not
of Mr. Begich—but of his
opponent Mr. Sullivan,
along with attacks on Mr.
Sullivan’s record as state
Attorney General and Ma-
rine Corps officer.

Our liberal friends keep telling us
that ObamaCare has finally become a
political asset for Democrats, as they’ve
been saying since the debate began in

2009. But if that’s true, you have to
wonder why Mr. Begich won’t man-up
and embrace that he and every other
Democrat running for re-election this
year provided the 60th vote to pass
ObamaCare.

Maybe it’s because Mr. Begich, a
crafty fellow trying to persuade Alaskans
he’s different from his voting record,
knows it would sink him. So the silent
strategy gives him the best chance of
winning, if Alaska voters are willing to
buy it.

P resident Obama and the 113th Con-
gress finally resolved the show-
down of the immovable object

meeting the irresistible force—in the end,
nothing much happened. But the political
standstill doesn’t mean that the U.S. bud-
get troubles have solved themselves.

On Wednesday the Congressional Bud-
get Office updated its fiscal and economic
outlook for the next decade, and to adapt
Ronald Reagan for a new era, the report
could be called the Morning After in
America. The excesses of Mr. Obama’s
first term continue to spread through the
fisc despite the modest restraint of the
Republican House, creating new dangers
in the years ahead.

The CBO revised downward its eco-
nomic growth projections for 2014 to
1.5% from 3.1%, which was hardly a
bombshell given that real gross domestic
product has increased by only 1.05% so
far this year. The budget shop’s Keynes-
nians are perkier about the future, pre-

dicting 3.4% for 2015 and 2016. But the
boom that typically follows a deep reces-
sion has always been just around the cor-
ner, every year since 2009. Maybe the
sixth time’s the charm.

Tax receipts will rise
smartly this year, climbing
8% over 2013 to $3.01 tril-
lion, led by a 15% increase
in corporate income tax
revenue and 6% among in-
dividuals. One promise Mr.
Obama can say he’s kept is
soaking the affluent: Revenue from indi-
viduals will rise to 9.4% of GDP by 2024
absent reform, higher than any year of
the preceding half-century except for two.

This revenue burst means total taxes
will consume 17.5% of the economy this
year, up from 16.7% last year, and rising to
18.3% in 2015. The CBO expects they’ll
stay in that 18% to 18.3% range over the
decade, well above the 40-year average of
17.4% of GDP. The reality is that America

is not undertaxed.
Maybe the larger news is how little dif-

ference this revenue windfall makes in
CBO’s deficit forecast. The short-term

deficit relative to the size
of the economy is falling
only slightly, because
spending is increasing
much faster.

Entitlements will cruise
on autopilot by 4% this
year, despite an histori-
cally low increase of 2% in

Medicare that could be temporary. The
major budget driver now is Medicaid,
which will surge by 15% on ObamaCare’s
expansion of that program. The figure
would be still higher had not 23 states
opted out to protect the integrity of their
own budgets.

Some 85 cents of every increased dollar
of spending over the next 10 years will
flow to entitlements, mainly health care.
Medicare, Medicaid and ObamaCare will

rise to 5.9% of GDP from 4.9% today. All
other spending except for these programs,
Social Security and interest on the debt
will grow by 20% but fall to the lowest
share of GDP since 1940. So everything
else the government is supposed to do—
defend the country, fund basic research,
build roads and bridges, and even the basic
social safety net like unemployment insur-
ance—is being crowded out by these in-
come transfers.

In a word, the debt problem hasn’t
gone away. The Obama spending binge
and slow growth have brought debt held
by the public to 74.4% of the economy this
year, up from 72% last year and 35% as re-
cently as 2007. The debt-to-GDP ratio will
rise to 77.2% a decade out, CBO predicts,
but that assumes that the U.S. doesn’t ex-
perience another recession or become the
casualty of a crash overseas. The U.S. has
very little cushion for errors or economic
surprises—which are becoming the hall-
mark of the Obama Presidency.

Putin Marches Ahead

The Silent Treatment

Morning After in America

Mark Begich adopts
a novel re-election
strategy in Alaska.

He plays Merkel and
Obama for naifs as he
grabs more of Ukraine.

Medicaid spending
will climb by 15% this

year, thanks to
ObamaCare.
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Google Drones Lift Industry’s Hopes
When Amazon.com Inc. CEO Jeff

Bezos unveiled a plan in December to
deliver packages by drones, it was
widely viewed as a public-relations
stunt during the holiday shopping
season. Less than nine months later,
Google Inc.’s similar drone initiative
is landing in a different climate.

The changed atmosphere reflects
Google’s financial and lobbying heft,
which should help overcome techni-
cal and regulatory obstacles. But it
also reflects growing confidence in
technology until now more often as-
sociated with missiles than pack-
ages, and surging interest in poten-
tial uses.

Since June, the Federal Aviation
Administration has fielded 31 re-
quests to fly drones commercially,
from companies involved in agricul-
ture, pipeline inspection, aerial sur-
veying and movie production. BP
PLC won clearance in June to oper-
ate drones in Alaska. Walt Disney
Co. has applied for three drone pat-
ents. And dozens of others are fly-
ing the devices commercially with-
out permission.

“I’m thrilled to see big compa-
nies like Google get into the game
precisely because they can help ef-
fect policy change,” said Russ Te-
drake, a robotics expert at the Mas-
sachusetts Institute of Technology.
“People have had time to get more
comfortable with the idea since the
Amazon announcement. Many of us
think it’s almost inevitable at this
point.”

There are still hurdles to using
drones to deliver packages. The FAA
effectively bans almost all commer-

cial use in the U.S. That policy may
change in the next couple of years.
But the FAA has said that for the
foreseeable future it will require pi-
lots for drone flights, which would
hurt the economics of delivery
drones.

Drones need better navigation
tools to avoid people, trees, power
lines, birds, and other drones. And
they need better batteries if they
are to carry packages more than a
few miles.

The FAA plans to propose rules

for small drones in November and
finalize them one or two years later.
But the regulator has missed other
deadlines, in part because of a lack
of data on how the devices operate.
Drone-industry executives fear the
U.S. is falling behind countries like
Australia and Canada that already
have more open regulations.

Google’s entry announced Thurs-
day will further advance drones’
cause, given the Internet search gi-
ant’s more than $50 billion in cash,
previous experience with autono-

mous vehicle regulation and lobby-
ing muscle.

Google has hired law firm Akin
Gump Strauss Hauer & Feld LLP to
lobby government officials on civil-
ian use of drones. Amazon and other
drone companies including 3D Ro-
botics Inc., DJI Technology Co. and
Parrot SA hired the same firm.
Google has experience with a re-
lated task: persuading regulators in
California and Nevada to permit its
self-driving cars on public roads.

Companies like Google “have a

track record of doing what they said
they were going to do and have
massive lobbying power and money
to spend,” said Patrick Egan, direc-
tor of special programs at the Re-
mote Controlled Aerial Platform As-
sociation, a drone-industry group.

Computer and Internet firms
spent $141 million on lobbying last
year, far exceeding defense and
aerospace companies that spent $58
million, according to the Center for
Responsive Politics, a nonpartisan
group that tracks money in politics.
Google has spent almost $9 million
this year through late July, data
from the group’s website Opense-
crets.org show. Google declined to
comment Friday.

The FAA has talked to Google
about its delivery drone effort,
known as Project Wing. Les Dorr, a
spokesman at the agency, said the
project is at “very early stages” in
the U.S. and noted that Google
hasn’t applied to do anything with
its drones in the country so far. Am-
azon applied earlier this year for an
exemption to test its drones in
tightly controlled areas.

As it considers new rules, the FAA
commissioned six drone test sites
across the U.S. Google is conducting
its own tests. Its Project Wing proto-
types made test deliveries in Austra-
lia this month, taking candy bars, dog
treats, cattle vaccines, water and ra-
dios to two farmers in Queensland.

Google can share data from such
tests with the FAA, said Mike
Toscano, president of the Associa-
tion of Unmanned Vehicle Systems
Integration, a trade group. “The way
you convince regulators is with data
that proves this is safe,” he said.
“Real testing also helps identify
what needs to be changed and
Google is already doing this.”

By Alistair Barr,
Jack Nicas

and Greg Bensinger

Google has tested its Project Wing prototype drones to deliver packages to two farmers in Queensland, Australia.
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Apple and Google Compete to Find Wunderkinds
The rivalry between Apple Inc.

and Google Inc. to dominate the
smartphone business is fueling the
technology industry’s newest talent
search: software prodigies as young
as 13 who are creating apps for
their mobile devices.

Grant Goodman sensed an op-
portunity when Apple removed the
preloaded YouTube app from its
iPhones last year. He quickly built
an advertising-free app called
Prodigus to play online videos “fast
with no compromises.”

Prodigus, Grant explains, was his
second iPhone app. He recently
built a third, a game called “iTap
That,” and incorporated a company,
Macster Software Inc., to manage
the business. Next week, the 14-
year-old will take a break from his
business to start high school in
Glen Head, N.Y.

“If you start young, you will
have an advantage over people who
start in their 20s,” he said. “Your
brain has more plasticity when
you’re younger.”

Grant is among a generation of
teenage developers seizing oppor-
tunities afforded by the spread of
smartphones and the ready market
for their work through the app
stores. Overall, Google has paid de-
velopers more than $5 billion over
the last year, and Apple paid about
$10 billion over the same period—
and $20 billion since it opened its
app store in 2008.

Software wunderkinds are being
courted by Apple and Google to

write for their mobile-operating
systems. Apple in 2012 lowered the
minimum age to attend its devel-
oper conference to 13 from 18 and
made the younger teens eligible for
scholarships that waive the $1,600
registration fee. Minors had
roughly half of the 200 scholar-
ships at this year’s conference,
where Apple introduced a new pro-
gramming language that stream-
lines the app-making process.

Google started its own youth
program at its Google I/O devel-
oper conference in June. It hosted
200 children between the ages of 11
and 15 for a half-day, introducing
them to some basic tools used by
its developers.

Grant, an Apple scholarship
winner, has created an app for

Google Glass that displays remain-
ing battery power of the Web-con-
nected eyewear. But he said he pre-
fers making apps for Apple’s iOS
devices because he is “obsessed”
with the iPhone maker and its em-
phasis on simplicity.

Mother Becky Goodman says
paying for summer camps for pro-
gramming and computer equipment
is a financial sacrifice, but worth it
to see Grant happy and fulfilled.
“We’re not emotionally invested in
him being the next Mark Zucker-
berg,” she said. “We just want him
to be happy.”

Nick D’Aloisio is a hero to many
of whiz kids. Now 18, Mr. D’Aloisio
last year sold his news-summariz-
ing app Summly to Yahoo Inc. for
$30 million. At Apple’s June con-

ference, Mr. D’Aloisio won a design
award for a different news-reading
app he developed at Yahoo.

“I hope that’s me one day,” said
16-year-old Douglas Bumby, as he
watched Mr. D’Aloisio accept the
award. Douglas drove 14 hours
from Langley, British Columbia,
with his grandparents to attend the
conference in San Francisco. He
spent more than 70 hours honing
the app about himself that was part
of the scholarship application, add-
ing features such as a counter that
tracked his age to the second.

Douglas’s first app—Just Go!, a
stopwatch for runners—became
available in the App Store during
the conference. The app is listed
under his grandfather’s name be-
cause he is only 16.

Developers younger than 18
years old can’t publish apps in Ap-
ple’s App Store, so many children
register using a guardian’s name.
Google has no age restrictions for
its Google Play store, but a devel-
oper needs to register an account
with a credit card—something that
many children don’t have.

Douglas said he is sometimes
mocked at school as a nerd, but en-
joyed being around tech-savvy
teens at the conference. He also
found a business partner in 17-year-
old Jason Pan from Australia.

The pair quickly formed a com-
pany, Apollo Research, and set to
work on a collaboration app they
are calling Slate. But Douglas said
it’s still difficult for young develop-
ers to get taken seriously by inves-
tors or customers. “I kind of wish I

was older,” he mused.
Twenty-one-year-old Sarah Rust

stood out among Apple’s mostly
male student developers. Unlike
her peers who are weighing
whether to skip college, the Univer-
sity of North Carolina student and
Apple scholarship winner is in no
rush to start her career and is con-
sidering pursuing a master’s degree
in computer science. But she has
been impressed by her peers’ drive.

“They are incredibly smart,
probably smarter than most
adults,” she said. “Age isn’t a re-
quirement to do well.”

Ahmed Fathi, 15, said he taught
himself how to create iPhone apps
in Egypt. “Even my computer
teacher has no idea what program-
mers do,” he said. “My friends
think I’m crazy. They often ask
‘what the hell are you doing?’”

Ahmed said he became inter-
ested in programming after an un-
cle taught him how to create web-
sites two years ago. He learned how
to build mobile apps by watching
YouTube videos and combing Stack
Overflow, a question-and-answer
site for programmers. This month,
he published Tweader, an app that
reads Tweets aloud for drivers or
bikers, in the App Store.

Attending the conference was
eye opening. He spent time touring
San Francisco, Apple’s campus and
Stanford University. He also partic-
ipated in local “hackathons”—in-
tense collaboration sessions to cre-
ate new software.

“People here care about technol-
ogy,” Ahmed said.

BY DAISUKE WAKABAYASHI

Ahmed Fathi, a 15-year old app developer from Egypt, with Apple CEO Tim Cook.

A
hm

ed
Fa
th
i



THEWALL STREET JOURNAL. Monday, September 1, 2014 | 13

OPINION

Now is the time for Saudi Ara-
bia to man up.

There is broad agreement that
the black-clad savages of the Is-
lamic State of Iraq and al-Sham
pose a profound threat first to
neighboring Arab regimes and only
then to Europe and the United
States. Yet amid the debate over
how a reluctant U.S. or timid Eu-
rope should respond, there is no
discussion of what Saudi Arabia
should do. This is a remarkable
omission that ought to shame the
Saudis.

Saudi Arabia is the wealthiest
country in the region. It has by far
the largest air force, equipped
with hundreds of U.S. and British
advanced fighter aircraft. With its
oil reserves and stature as the
birthplace of Islam, the kingdom is
an inevitable target for the rolling
brigades of ISIS.

Moreover, the Saudis have am-
ple reason not to want to be seen
again as wards of the West, a frag-
ile society requiring military pro-
tection from America which, under
the Obama administration, may
well not provide it. So why aren’t
well-trained Saudi pilots flying
bombing runs over Mosul or
against ISIS command and control

centers in Syria? The problem is a
failure of will even in pursuit of
their own interests.

The House of Saud, which has
ruled the kingdom off and on for
more than 270 years, historically
has survived by ducking and weav-
ing, by seeking to avoid confronta-
tions while trying to satisfy every-
one. As a result the kingdom has
been reliant on others—essentially
the U.S.—for its security.

An ostrich strategy may no lon-
ger be viable. Given President
Obama’s ducking and weaving on
Syria and his cozying up to Iran,
Saudi Arabia’s Shiite nemesis, the
Saudis have ample grounds to con-
clude that the U.S. cannot be
counted on as a reliable protector.

ISIS also poses a fundamental
challenge to the House of Saud’s
legitimacy as ruler of Saudi Ara-
bia. Since the 18th century, the Al
Saud kings have justified their rule
by claiming to be the protector
and promoter of the one true Is-
lam—the austere version preached
by Muhammad ibn Abd al Wahhab,
who joined forces with the Al Saud
to conquer Arabia and return it to
the Islam of the Prophet Muham-
mad. Now Abu Bakr al-Baghdadi,
the commander of ISIS, declares
the creation of an Islamic caliph-
ate, in essence branding Saudi Ara-
bia and the Al Saud as usurpers
and himself as the protector of
true Islam.

ISIS is thus a clear threat and
the need to confront it is inevita-
ble. Yet the royal family fears be-
ing seen by Saudis—particularly
the Wahhabi religious establish-

ment and young male fundamen-
talists—to be opposing what many
see as the belated coming of an Is-
lamic caliphate that the Al Saud
rulers have failed to deliver.

At least 1,600 militant young
Saudis, according to the Saudi in-
terior ministry, have joined ISIS
despite a royal decree imposing up
to 20 years in prison for such be-
havior. Many more young Saudis
are taking to social media to sup-
port the liberation of Mecca, Is-
lam’s holiest site, from the Al
Saud. Hashtags like #TheAgeofthe-
ISISConquest and #ABillionMus-
limsfortheVictoryoftheISIS origi-
nate repeatedly from Saudi Arabia.

Some wealthy Saudis have pro-
vided financial support to ISIS.
Some of these funders may be
seeking to buy insurance against
an ISIS victory, but others appar-
ently share a desire for a Wahhabi
resurgence in a kingdom that they

see as corrupt and unjust—a king-
dom in which royal rulers put their
own profligacy ahead of the needs
of Allah’s flock. A Wahhabi resur-
gence that originates from outside
the kingdom but is supported in-
side the kingdom is a serious
threat—and another reason to con-
front the terrorist army. Internal
Saudi support for the “caliphate”
will only increase if ISIS grows.

King Abdullah, like President
Obama, has so far been long on
talk and short on action. Last
month he criticized religious
scholars for their “laziness” and
“silence” in failing to condemn
ISIS terrorists. He called on Mus-
lim leaders and scholars to “carry
out their duty toward Allah Al-
mighty and stand in the face of
those trying to hijack Islam and
[present] it to the world as a reli-
gion of extremism, hatred and ter-
rorism.” Weeks later the Saudi

Grand Mufti, its senior religious
scholar, finally declared that “ex-
tremism, radicalism and terror-
ism” have “nothing to do with Is-
lam and are the enemy Number
One of Islam.”

The words are on target but the
kingdom’s only action so far has
been donating $100 million to a
United Nations Counterterrorism
Center, a move unlikely to slow
ISIS. Meanwhile, the Saudi air
force that the U.S. has been help-
ing to modernize since the late
1970s sits grounded.

The Saudis by their own esti-
mates have at least 250 combat-
ready aircraft, refueling planes, the
U.S. Airborne Warning and Control
System and at least 20,000 air-
force personnel. While some Saudi
airstrikes alone would not be mili-
tarily decisive, they would demon-
strate that the self-proclaimed
guardian of Islam is willing to
stand up to Islamic zealots. Such
action by the Saudis surely would
make it easier for other Muslim
countries and the West to take
more resolute military action
against ISIS.

Now is the time to confront
ISIS in Syria and Iraq, not cower in
Riyadh. Maybe if the Saudis man
up, Mr. Obama and Congress will
too.

Ms. House, a former publisher of
The Wall Street Journal who won
a Pulitzer Prize as a reporter for
her coverage of the Middle East,
is the author of “On Saudi Arabia:
Its People, Past, Religion, Fault
Lines—and Future” (Knopf, 2012).

Jet fighters of the Saudi royal air force flying over the Riyadh military airport,
Jan. 1, 2013
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It’s Time for the Saudis to Stand Up
BY KAREN ELLIOTT HOUSE

U.S. Secretary of State John
Kerry said during his January
2013 confirmation hearings that
he would be a “passionate advo-
cate” on climate-change issues,
and he’s living up to that promise.
In a speech last month in Hawaii,
Mr. Kerry called climate change
“the biggest challenge of all that
we face right now.” Not 10, 20 or
100 years from now—right now.

If only Mr. Kerry were right.
Unfortunately, America faces
much bigger immediate challenges
and threats than climate change.
Our enemies around the world are
intent on harming us—right now.
America’s secretary of state
should worry more about them
and less about the Earth’s temper-
ature decades from now.

Here’s a list of a few chal-
lenges, all of which pose a greater
threat to the world than climate
change. It might help the presi-
dent and his colleagues under-
stand why Mr. Obama’s foreign-
policy approval rating is about
36%, according to an August poll
by Gallup.

• Iraq is a greater challenge
than climate change. While the
president now likes to pretend

that he didn’t force a total with-
drawal of U.S. troops, Americans
remember his 2008 campaign
promise to do exactly that. When
the U.S. leaves a vacuum, others
will fill it. The barbaric Islamic
State of Iraq and al-Sham, or ISIS,
is trying to build a base of opera-
tions in Iraq and Syria from which
to attack the U.S. and its allies.
The recent beheading of American
journalist James Foley showed
how serious ISIS is about “drown-
ing” our nation in blood, as the
group said in the video of the
murder posted on YouTube.

• Afghanistan. The administra-
tion says it still intends to pull
out the remaining 30,000 troops
by the end of 2016. If it does, the
country will quickly become a ter-
rorist haven once again. As with
Iraq, the timetable seems to be
mostly about the political calen-
dar. The Obama administration
seems to have lost the will to win.
The terrorists have not.

• Russia. President Obama was
so intent on “resetting” U.S. rela-
tions with the Kremlin that he
telegraphed a lack of resolve.
President Vladimir Putin has only
become more aggressive. That’s
led to Russian troops in Ukraine
and Russian-supplied weapons
shooting a passenger plane out of
the sky.

• An Iranian nuclear weapon.
America’s enemies have shown
they are content to stall for time,
while President Obama gets dis-
tracted. That’s what’s happening
as the president continues to ne-

gotiate indefinitely on Iran’s il-
licit nuclear program. An Obama
administration desperate to
strike a deal is likely to strike a
bad one. It could leave in place
an enrichment program that
would be a pathway to a nuclear-
armed Iran.

• Syria. It has been more than
three years since President Obama
said the time had come for Presi-
dent Bashar Assad to step aside.
The administration drew a “red
line” on the use of chemical weap-
ons, then did nothing when Assad
crossed that line last summer. ISIS
already has strongholds in Syria,

while the Free Syrian Army des-
perately needs more U.S. assis-
tance.

• North Korea. The North Kore-
ans continue to test nuclear weap-
ons. They have held multiple tests
of missile technology designed to
reach the continental U.S. Presi-
dent Obama has done nothing at
all about this.

i i i
The White House has said its

foreign policy rule is “don’t do
stupid stuff,” but putting climate
change ahead of global threats
fails that simple test. The United
Nations will hold yet another con-

ference on climate change this
month, while the world burns.

The greatest threat to Ameri-
cans “right now” is not climate
change. The greatest threat is
people with the intent and capac-
ity to do us harm—and the presi-
dent’s failure to lead the fight
against them. Mr. Kerry’s fixation
on climate change is one reason
America’s friends no longer trust
us and our enemies no longer fear
us. The world is growing more
dangerous as a result.

Dr. Barrasso, a Republican, is a
U.S. senator from Wyoming.

BY JOHN BARRASSO

Six Threats Bigger Than Climate Change

The Al Saud are the biggest
regional target of ISIS, yet
Riyadh seems paralyzed.

The Obama administration
talks global warming
as the world burns.

Notable & Quotable
Madeline Grant and Damien

Sharkov writing in newsweek.com,
Aug. 20:

There are now more than
twice as many British Muslims
fighting for Islamic State than
there are serving in the British
armed forces, according to a Brit-
ish Member of Parliament (MP).
Khalid Mahmood, the MP for
Perry Barr in Birmingham, esti-
mates that at least 1,500 young
British Muslims have been re-
cruited by extremists fighting in
Iraq and Syria in the last three
years.

Mahmood told Newsweek that
this figure had been building since
the start of the Syrian conflict: “If

you look across the whole of the
country, and the various communi-
ties involved, 500 going over each
year would be a conservative esti-
mate.”

According to the Ministry of
Defence, there are only around
600 British Muslims currently
serving in the Armed Forces, mak-
ing up approximately around 0.4%
of total personnel. 4.3% of the
British population are Muslim. The
UK Foreign Office said that they
believe over 400 individuals have
travelled to Syria since the upris-
ing began, but said that they could
not give exact numbers.

However Mahmood described
such low estimates as “nonsense”
and said that the British govern-

ment was failing to deal with the
problem of home-grown extrem-
ists. “We’ve not concentrated on
the prevention work, we haven’t
invested enough in de-radicalisa-
tion. It’s tragic, somebody’s got to
wake up to it.” The role of British
jihadists fighting in the Middle
East has been brought into sharp
focus after Islamic State released a
video showing the apparent be-
heading of U.S. journalist James
Foley by a masked jihadist who
spoke with a British accent.

In June, three militants in-
volved in an ISIS propaganda
video were identified as Cardiff
students Reyaad Khan, 20, Nasser
Muthana, also 20, and his younger
brother Aseel, 17.
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Corrections  Amplifications

The government of the Austrian region of Carinthia guaranteed much of the liabilities
of Hypo Alpe-Adria-Bank International Group AG. A Page One article in the Friday-Sun-
day edition about the small bank’s downfall incorrectly said the guarantees were written
for the bank’s loans.

The first name of U.S. State Department spokeswoman Jen Psaki was incorrectly given
as Jan in a Europe News article in the Friday-Sunday edition about fighting in Ukraine.

Hong Kong’s antigraft watchdog searched the homes of pro-democracy figures Thursday.
A World News article in the Friday-Sunday edition about the searches incorrectly said they
were conducted by China’s antigraft watchdog.

Twenty people suffered light injuries in Ashkelon when a rocket fired from the Gaza Strip
struck a house Tuesday, according to Israel’s emergency paramedic service, Magen David
Adom. A Page One article Wednesday about a new cease-fire between Israel and Hamas
incorrectly said there were no casualties based on an incorrect police report.

Vanguard Group has surpassed Pimco in the amount of bond-fund assets it manages, ac-
cording to Morningstar. A Markets article in the Aug. 22-24 edition about Vanguard left
a misimpression that its Total Stock Market Index fund had surpassed Pimco in bond-fund
assets managed.

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.

BUSINESS & FINANCE

‘AngryBirds’ Maker CEODeparts
STOCKHOLM—Finland’s Rovio

Entertainment Ltd., maker of the
blockbuster mobile game “Angry
Birds,” said Friday that Chief Execu-
tive Mikael Hed will step down in
January—a surprise move that
comes amid the company’s struggles
to refresh its games lineup and rev-
enue model.

Mr. Hed will be succeeded by
former Nokia Corp. executive Pekka
Rantala, who joined Rovio earlier
this year.

Rovio and its iconic Angry Birds
game series have struggled in recent
years amid stiff competition from a
new breed of mobile games develop-
ers, such as Supercell Oy and An-
glo-Swedish King Digital Entertain-
ment PLC, the maker of “Candy
Crush Saga.”

Mr. Rantala is a veteran of
Nokia, where he led some of the
company’s marketing operations.
Before joining Rovio, Mr. Rantala
worked at Oy Karl Fazer AB, a Finn-
ish food and candy company.

His immediate task will be to re-
ignite growth at the company and
diversify its business so it is not as
reliant on Angry Birds, which is
showing signs of fatigue.

Rovio didn’t make Messrs. Rant-
ala or Hed available for comment.

Mr. Hed has tried to overhaul the
Finnish company’s games revenue
model, making downloads free and
charging users for purchases made
in the games, but recent releases
haven’t made much of an impact.

In a May interview, Mr. Hed said

the company’s efforts to transfer its
business from a pay-to-play to what
is known in the games industry a
free-to-play model has taken longer
than anticipated. He also acknowl-
edged that Rovio’s most recent
games haven’t been financial hits.

In 2013, the closely held com-
pany booked €156 million ($205 mil-
lion) in revenue, up slightly from
€152.2 million in the previous year.

Net profit, however, fell 52% to
€26.9 million.

Almost half of Rovio’s revenue is
licensing income from the Angry
Birds brand. Rovio has struck mer-
chandise deals with companies such
as Hasbro Inc. and Sweden’s clothes
retailer Hennes & Mauritz AB to
sell a raft of consumer products,
such as hoodies and toys. There are
also several Angry Birds-themed at-

tractions in operation around the
world.

Steve Bailey, a games industry
analyst at IHS Inc., said circum-
stances were very favorable when
Rovio, after years of trying, struck
gold with its first Angry Birds game
in 2009.

But the company is facing a
struggle to figure out “where to go
from here,” Mr. Bailey added.

BY SVEN GRUNDBERG

Rovio CEO Mikael Hed, pictured in 2011, plans to step down in January. He will be succeeded by Pekka Rantala.
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NovartisDrug
Surpasses
Threshold

LCZ696 is a combination of two
medications. One part of LCZ696
works in a similar way to generic
ACE inhibitors, such as enalapril,
which stop the formation of a hor-
mone in the blood that narrows the
arteries. The other part helps a nat-
ural defense mechanism in the
heart, enabling it to better cope
with increased volume and pressure.
The pill is meant to be taken twice a
day.

The drug can have side effects.
Patients receiving LCZ696 were
more likely than the enalapril group
to experience hypotension, or low
blood pressure. Others experienced
coughing, which also is a side effect
of enalapril.

Novartis expects to file an appli-
cation for LCZ696 with the U.S.
Food and Drug Administration by
year-end, Mr. Epstein said. The FDA
has granted the drug priority re-
view, he said, and will accept the
application on a rolling submission,
which allows the company to pro-
vide data as Novartis gets it, rather
than wait until the company has a
complete package.

Novartis’s stock, up 13% since
March, has outperformed the Euro-
pean sector.

Roughly 26 million people in Eu-
rope and the U.S. live with chronic
heart failure, according to Novartis
estimates.

Despite the large number of pa-
tients, treatment for heart failure,
often with a generic drug, has re-
mained unchanged for roughly a de-
cade. That means doctors and
health-care payers will likely need
to be convinced that new and more
expensive branded drugs demon-
strate a significant improvement to
switch patients over.

Christopher Cannon, a cardiolo-
gist at Brigham and Women’s Hospi-
tal in Boston, said the results would
likely give LCZ696 a boost among
doctors. “When there are mortality
benefits, treatment definitely fol-
lows,” Dr. Cannon said.

Deutsche Bank analysts said
LCZ696 could generate as much as
$6 billion in peak annual sales by
demonstrating the targeted 15%
“mortality benefit.” Other analysts
were more conservative but still ex-
pected the drug would generate bil-
lions of dollars in revenue.

Continued from page 15

Alibaba Nears Kickoff of Its IPO in the U.S.
corporate structure, which features
a group of partners who have the
ability to nominate a majority of the
corporate board. In the disclosure
process, Alibaba released the names
of its 27 partners, which include
founder and Executive Chairman
Jack Ma. Those partners together
own about 15% of the company.

Alibaba’s largest shareholder is
Japanese Internet telecommunica-
tions conglomerate SoftBank Corp.,
which holds a 34% stake; SoftBank
is followed by Yahoo Inc., which has
22%.

Alibaba also published more de-
tails about its relationship with its

Continued from page 15 affiliated payments service Alipay.
Last week, it released a second-
quarter earnings report that con-
tained additional details on its sales
from mobile devices. Investors have
said they would focus on whether
Alibaba will be able to dominate in
e-commerce through smartphones
and tablets, and how much money it
is spending on bulking up its mobile
presence.

The company has also had to
deal with other matters as it pre-
pared the IPO. Alibaba and Yahoo
agreed to reduce the number of
shares Yahoo is required to sell in
the IPO. And Alibaba has had to sort
out which of its many small share-

holders—including employees,
hedge funds that bought private
stakes from employees, and firms
that Alibaba acquired or invested in
using its stock—plan to sell shares
in the IPO, the people said.

Alibaba, which is based in the
eastern Chinese city of Hangzhou,
operates the Taobao and Tmall on-
line marketplaces, which have hun-
dreds of millions of users in China.
Transactions handled by Taobao and
Tmall last year amounted to $248
billion, which is more than compa-
rable figures for Amazon.com Inc.
and eBay Inc. combined.

For the past few years, Alibaba
has been facing more competition

from other Chinese Internet compa-
nies, including Hong Kong-listed
Tencent Holdings Ltd., as they all
work to lure China’s 500 million
smartphone users.

To move ahead in the race, Ali-
baba has been ramping up invest-
ments and acquisitions to expand its
services.

Alibaba has invested in a wide
range of Chinese and U.S. businesses
over the past few months, including
a mobile Web browser maker, an on-
line video company, a film-produc-
tion firm and a mobile-game devel-
oper.

—Juro Osawa
contributed to this article.
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London
On 9/11, Shiraz Maher thought

to himself: “Yeah, you Americans
deserve this. For meddling in the
Arab world. For supporting Israel.
You shall reap what you sow, and
this is what you’ve sown for a long
time.”

Within days the college student
would quit alcohol, dump his girl-
friend and join Hizbut Tahrir, a
radical Islamist group he describes
as the “political wing of the global
jihad movement.” He quickly
climbed the ranks before eventu-
ally leaving the U.K. Islamist
movement and rededicating his
life to countering it.

Mr. Maher is today a senior fel-
low at the International Center for
the Study of Radicalization, King’s
College London, where he re-
searches Europe’s homegrown Isla-
mist movement and profiles the
droves of young Britons who are
decamping for Syria and Iraq to
wage jihad with ISIS, aka the Is-
lamic State of Iraq and al-Sham.

These include Abdel-Majed Ab-
del Bary, a wannabe rapper from a
posh west-London neighborhood
who recently posted a Twitter
selfie of himself holding a severed
head. “Chillin’ with my homie,”
read the caption, “or what’s left of
him.” Abdel Bary is also suspected
to be the terrorist who addresses
the camera before beheading
American journalist James Foley in
a widely circulated online video,
though Mr. Maher thinks the
masked figure is a different British
jihadist.

Abdel Bary is one of 500 to 600
British citizens who have joined
the Islamic State, and Mr. Maher’s
center estimates about 2,200 for-
eign fighters from Europe are op-
erating in the region. “Globally we
believe the number to be some-
where in excess of 12,000. We’ve
counted 74 different nationalities
that are represented on the
ground.”

Many fighters have European
passports, which means they can
travel around the Continent and
even enter the U.S. with relative

ease. Two-hundred-fifty fighters
have already returned to the U.K.,
according to Mr. Maher.

Not all of the foreigners in the
region initially intended to join
ISIS, which is only one of several
groups fighting Bashar Assad’s re-
gime. Yet in recent months the Is-
lamic State has emerged as the
most successful and prestigious
outfit, while recruits to the other
groups have slowed to a trickle.

ISIS proved appealing in part
because it was the easiest group to
join. Says Mr. Maher: “We know of
a lot of people including Britons
who’ve tried to join Jabhat al
Nusra”—al Qaeda’s Syrian fran-
chise—“who were turned away be-
cause Jabhat felt it didn’t know
them and so couldn’t trust them.
And then they went to ISIS, and
ISIS welcomed them with open
arms.”

Battlefield prowess was another
advantage. “ISIS has been particu-
larly successful at bringing in
fighters from Bosnia and Chech-
nya,” Mr. Maher says. “The great-
est human asset that an army can
have is fighters with combat expe-
rience. And the Bosnians and
Chechnyans of course have huge
experience, a great deal of sophis-
tication and knowledge about how
to fight guerrilla warfare.”

Cultivating a brand helped, too.
“ISIS developed a strong social-
media presence,” Mr. Maher says,
while “other organizations didn’t
have the same glamour. And we’re
dealing with young men. They
want to be with a strong horse,
with a winning team. At the mo-
ment, ISIS has momentum.”

Finally, the Islamic State has a
veneer of authenticity. Its leader,
Abu Bakr al-Baghdadi, presides
over “land that these guys regard
as pure and holy,” Mr. Maher says.
“There’s a lot of stuff in normative
Islamic theology which talks about
bilad al-Sham, the land of Syria.
The Hadiths, the prophetic tradi-
tion, say that when God sends an-
gels, they rest in Syria after their
journey.”

Reverence for this angelic pit
stop hasn’t stopped the Islamic
State from turning it into hell on
earth. “In the last 10 months we’ve
seen British fighters serve as sui-
cide bombers,” Mr. Maher says.
“We’ve documented British fight-
ers executing prisoners of war.
And we have documentary evi-
dence of British fighters torturing
people in their care.”

The typical British Islamic State
terrorist is male, in his 20s and
from a South Asian background.
“He usually has some university
education and a history of Muslim
activism,” Mr. Maher adds. The
fighters broadly fall into three per-
sonality types.

The first is the adventure-
seeker. “They’re in jihadist sum-
mer school or camp,” Mr. Maher
says. “I’m with my buddies, we’re
hanging out and we have these
great weapons—AK-47s, RPGs.”
The adventure-seekers are often
involved with U.K. gangs or drugs,
and they might consult “Islam for
Dummies” before traveling to
Syria. They publish photos of
themselves eating fast food, swim-
ming and playing soccer in al-
Sham. The message they telegraph
to friends back home is: “We live
better lives here than we were in
London—come.”

Then there are the “really nasty
guys,” Mr. Maher says, “the ones
who will show off a severed head

on Facebook and say, ‘Yeah, I just
beheaded this son of a bitch.’”
These guys, Mr. Maher adds,
“should definitely never come
back.’”

The third type are “what you
might call idealistic or humanitar-
ian jihadists for want of a better
phrase,” Mr. Maher says. “They
would say, ‘Look, haven’t you seen
what’s happened to the women
and children of Aleppo?’ ” Over
time, they become hardened and
no longer mention the innocents
they came to rescue. “The land be-
longs to Allah,” they now say.
“We’re here to impose Islam.”

Mr. Maher himself fits the third
type most closely, and had he been
born a decade later he might not
be sitting across from me at a res-
taurant eating steak tartare and
sipping Guinness. “If I were youn-
ger and instead of 9/11 it was the
Syrian conflict,” he says, “there’s a
very, very good chance I would go.
Instead of studying them, I would
be the one being studied.”

i i i
Shiraz Maher was born in 1981

in Birmingham to British-Pakistani
parents. When he was still an
infant, his father’s accountancy
practice took the family to Saudi
Arabia. “I never had a concern
about what kind of society Saudi
Arabia was,” he says. “We lived in
a Western compound, with every-
thing you could want: tennis
courts, swimming pools, cricket,
basketball, bike races, all gender-
mixed.”

Yet the political atmosphere in
Saudi Arabia became more tense
after the first Gulf War. When he
was 11, he owned a Daffy Duck T-
shirt with the slogan “I Support
Operation Desert Storm.” One day
an ordinary Saudi asked why he’d
wear such a shirt. “I said, ‘Why
not? Saddam’s a terrible man.’ The
man said: ‘No. This is an American
conspiracy. These people use us as
an excuse to establish bases on
holy soil.’ ”

In 1995, at age 14, Mr. Maher
moved back to the U.K., and five
years later he enrolled at Leeds
University, in northern England.
Then came 9/11, an event that he
says “activated” latent anti-Ameri-
can ideas he’d imbibed while grow-
ing up in Saudi Arabia. By the time

the U.S. invaded Afghanistan, he
had recovered his Muslim faith,
changed apartments so he could
live across the street from the lo-
cal mosque, and joined Hizbut
Tahrir.

Hizbut Tahrir—Arabic for
“Party of Liberation”—campaigns
for a global Islamic state but advo-
cates a broad, political path to the
caliphate. “It’s not anti-violence
per se,” Mr. Maher says. “It ap-
plauds suicide bombers but be-
lieves suicide bombing is not a
long-term solution.”

Mr. Maher says the U.K. gov-
ernment for years looked the other

way as a generation of British
Muslims was radicalized. “In the
late 1980s, early ’90s,” he says,
“this country opened its doors to
radical Islamist preachers from
around the world who began to
preach a very hard-line, totalitar-
ian message about what Islam
should look like. That message has
always been a minority view,” he
says, but it is persistent.

Hizbut Tahrir, for example, or-
ganized a 1994 conference in Lon-
don about the need to establish a
caliphate. The event drew Isla-
mists from Sudan to Pakistan, yet
Mr. Maher says U.K. law enforcers
took a blasé attitude: “These ex-
otic guys with beards are talking
about a new state. OK.” The result
was that the “idea of having an Is-
lamic state had been normalized
within the Muslim discourse,” Mr.
Maher says, and young Muslims
were taught to think of their Brit-
ish identity as something “filthy.”

Government missteps contin-
ued even after 9/11. The 2003 “Pre-
vent” counterterror strategy, as
Mr. Maher describes it, involved
“empowering fairly radical people,
like Abu Hamza, who were saying
to people: ‘Don’t blow anything up
here, go abroad and do it. That’s
fine.’ ” Abu Hamza, an Egyptian
imam who for years led London’s
notorious Finsbury Park Mosque,
currently awaits sentencing in the
U.S. on terrorism charges.

Today, Mr. Maher says, London
is much more aware of the need
for the “ideology of Islamism to be
tackled.” In 2005 when he began
to have doubts about Hizbut Tah-
rir, Mr. Maher was alone and with-
out support. He’d risen from a cell

leader to a regional director and
even been invited to join the
group’s U.K. executive committee.
Yet during graduate study at Cam-
bridge, Mr. Maher encountered
more pluralistic strands of Islam
and came to conclude that Hizbut
Tahrir’s radical ideology “will lead
to terrorism. It’s also basically
rubbish.”

He left the group on July 7,
2005—the day the London Under-
ground bombings killed 52 people
and maimed more than 700. The
bombers were from Leeds. They
weren’t Hizbut Tahrir members
but belonged to the same radical
milieu. “Were we, was I, part of
the flame that warmed up the an-
ger?” he asks. “Absolutely. I don’t
go around feeling guilty, but we
contributed to the momentum of
hatred and anger.”

Does his own journey from Isla-
mist to anti-Islamist give Mr. Ma-
her hope? On a positive note, secu-
lar dissidents, moderates and
Muslim liberals have found a voice
in the West and in the Middle
East. Thanks in part to his own ef-
forts, the British branch of Hizbut
Tahrir has been decimated. The
group tells its members that the
“party is your umbilical cord to
Islam,” Mr. Maher says, and young
Muslims having second thoughts
need confidence: “Tell them:
‘You’ve been in a cult. There’s a
world outside.’ ” Hizbut Tahrir ral-
lies used to draw 20,000 support-
ers. Today “they struggle to get
1,000.”

i i i
But those gains are overshad-

owed by breathtaking jihadist ad-
vances in Syria and Iraq. Save for a
small minority of idealistic Islamic
State members who question the
group’s brutality and long to come
home, Mr. Maher says that “most
of these guys have to be fought.
Militarily we have to confront
them, and when I say ‘we’ I mean
the United States and Britain.”

It didn’t have to be this way.
“Bashar Assad is one monster,” he
says. “Had we gone in and taken
him out, there would have been
other monsters but not at this
level. The jihadists needed this cri-
sis. They needed the power vac-
uum.

“Did bin Laden win? Yes. He did
not want there to be a strong hand
in the region for the world’s great-
est and most powerful force for
good—the United States. And vol-
untarily we chose to disengage,
and watched as these radical mille-
narians came in and took over.” He
knocks on our table for emphasis:
“This is a disgrace and a humilia-
tion.”

Mr. Ahmari is a Journal edito-
rial-page writer based in London.
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Novartis
Heart Drug
Surpasses
Threshold

A heart drug developed by No-
vartis AG reduced cardiovascular
deaths by 20% when compared with
a rival treatment, according to data
presented on Saturday, improving
the Swiss pharmaceutical group’s
prospects of adding a multibillion-
dollar product to its portfolio.

The Novartis drug, LCZ696, is
designed for patients with chronic
heart failure, a condition in which
the heart doesn’t pump blood effi-
ciently. The treatment, if approved,
could prove a bonanza for Novartis
as big pharmaceutical companies
are struggling to develop break-
through treatments from their own
research and development.

Chronic heart failure is increas-
ingly common among the aging pop-
ulations of developed countries,
while cardiovascular disease, which
includes heart failure, is the No. 1
cause of death world-wide, accord-
ing to the World Health Organiza-
tion.

Novartis, Europe’s second-big-
gest drugs maker by market capital-
ization, after Swiss rival Roche
Holding Ltd., might generate be-
tween $2 billion and $6 billion in
peak annual revenue from the drug,
according to industry analysts.

The LCZ696 study, involving in-
volved more than 8,400 patients,
compared the drug against enal-
april, a cheap generic that is one of
the most widely prescribed treat-
ments currently on the market. The
study was designed to measure
whether LCZ696 could increase sur-
vival at least 15%, a level that might
encourage cardiologists to make it
the standard treatment.

The drug surpassed that thresh-
old when measured by deaths
caused by cardiovascular issues or
those occurring from any cause, ac-
cording to the results. Patient
deaths from any cause in the group
taking LCZ696 were 16% lower than
in the group taking enalapril.

The group taking LCZ696 had a
21% lower risk of hospitalization.

“It isn’t often that you get a drug
that saves lives, reduces costs and
makes people feel better,” said Da-
vid Epstein, the head of Novartis
Pharmaceuticals.

The results, which were pre-
sented at the European Society of
Cardiology conference in Barcelona,
had been widely anticipated since
March, when Basel-based Novartis
said it was cutting short its study of
LCZ696 because the drug had been
found to be effective. The findings
were also published online by the
New England Journal of Medicine to
coincide with their presentation at
the meeting.

Please turn to page 16

BY HESTER PLUMRIDGE
AND ANDREW MORSE

Alibaba’s IPO Is Near Kickoff
Alibaba Group Holding Ltd.’s

initial public offering, which could
raise more than $20 billion, appears
set to kick off next week.

The Chinese e-commerce giant
plans to begin a “roadshow” of pre-
sentations to potential investors for
its U.S. IPO early in the week of
Sept. 8, as the company aims to
complete its monthslong dialogue
with U.S. regulators this week, a
person familiar with the deal said.

A launch the week of Sept. 8
would mean Alibaba shares could
begin trading as soon as Sept. 18 or
19 in New York, the person said.

Alibaba’s leadership initially
sought to launch the deal by the end
of August but moved the target to
September, people familiar with the
deal have said, because of investor
summer vacations and the need to
secure regulatory approval.

Among other planning, Alibaba
has been waiting to finalize the tim-
ing of the launch until after it re-
ceived final feedback from the U.S.
Securities and Exchange Commis-
sion, the people said.

The company’s dialogue with the
regulator is ongoing, but that pro-
cess is expected to wrap up this
week, the person familiar with the
deal said. The SEC must approve
IPO listing documents before a com-
pany can set a price range and begin
the sale process.

The offering will begin with the
company setting the range, which
will be followed by a nearly two-
week roadshow that will involve
meeting with big groups of inves-
tors, as well as one-on-one pitches,

in Asia, Europe and the U.S. The
roadshow is expected to begin in
Hong Kong, people familiar with the
deal have said.

The stock will list under the
symbol “BABA” on the New York
Stock Exchange.

Alibaba has tried to move rela-
tively quickly with its IPO, which is
notable given its size and complex-
ity. It is seeking to raise money both
for existing shareholders and itself,
as it aims to stay ahead of other

Chinese and U.S. e-commerce com-
panies that are sitting on large cash
piles, people familiar with its think-
ing have said.

If Alibaba’s offer goes according
to plan, it will have taken about four
months from initial filing until regu-
latory approval. So far, it has up-
dated its initial IPO filing five times.
The average U.S. IPO from 2007 to
2013 took slightly less than four
months from first filing to regula-
tory approval, according to a study

by law firm Wilmer Cutler Pickering
Hale & Dorr LLP.

Some deals, even smaller ones,
can take nearly a year to complete
and often have more filing amend-
ments.

Alibaba has made some of its fil-
ing updates in response to regula-
tory and investor requests, people
familiar with the deal have said.

Those changes included addi-
tional information about its unusual

Please turn to page 16
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Alibaba founder and Executive Chairman Jack Ma is one of 27 partners that together own about 15% of the company.
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Coal Miners See Light at Top of the Pit
For two years, the world’s coal

miners have been plagued by a glut
that has battered prices and led to
the closure of mines, straining tiny
towns from Australia to South Africa.

Now, some of the largest coal ex-
porters are signaling the worst may
be over as prices stabilize.

Coal-mining executives say a
string of pit shutdowns should finally
kick-start the market by curbing sup-
ply, while demand from buyers such
as China and India appears to be
picking up. The optimism is a rever-
sal from past months when compa-
nies warned of a sustained market
surplus, although they are stopping
short of predicting a sharp rebound
and see any recovery as gradual.

Coal is one of the world’s most
important energy products and is
the biggest source of electricity gen-
eration, supplying about 40% of
global needs, according to the Inter-
national Energy Agency. For a coun-

try like Australia, which counts coal
as its second-largest export, after
iron ore, coal is an important source
of jobs and revenue.

Paul Flynn, chief executive of
Australia’s Whitehaven Coal Ltd.,
says he has turned more upbeat on
the market’s prospects in recent
months. The company, which sells

coal to countries such as Japan,
China and India, reported a second
annual loss last week as low prices
hurt revenue. But Mr. Flynn says he
sees the potential for a return to
profitability in the year ahead.

“We certainly feel better about
the prospects for coal,” he says. “It’s
been a very, very difficult environ-

ment, but I see signs that the over-
supply situation is tightening up now,
which is good.”

While spot prices have yet to enjoy
much of a lift, having largely flattened
over the past month, miners are bene-
fiting from the renewed enthusiasm.
Whitehaven shares have rallied 37%

Please turn to page 18

By Rhiannon Hoyle
in Sydney

and BimanMukherji
in Hong Kong

Coal Market Warming Up
Mining executives and analysts are turning bullish on coal as demand looks set to outpace supply.

Thermal-coal seaborne market Whitehaven Coal share priceIndian thermal-coal imports

Sources: Glencore (supply/demand); Citi (imports); FactSet (share price) The Wall Street Journal
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OPINION

London
On 9/11, Shiraz Maher thought

to himself: “Yeah, you Americans
deserve this. For meddling in the
Arab world. For supporting Israel.
You shall reap what you sow, and
this is what you’ve sown for a long
time.”

Within days the college student
would quit alcohol, dump his girl-
friend and join Hizbut Tahrir, a
radical Islamist group he describes
as the “political wing of the global
jihad movement.” He quickly
climbed the ranks before eventu-
ally leaving the U.K. Islamist
movement and rededicating his
life to countering it.

Mr. Maher is today a senior fel-
low at the International Center for
the Study of Radicalization, King’s
College London, where he re-
searches Europe’s homegrown Isla-
mist movement and profiles the
droves of young Britons who are
decamping for Syria and Iraq to
wage jihad with ISIS, aka the Is-
lamic State of Iraq and al-Sham.

These include Abdel-Majed Ab-
del Bary, a wannabe rapper from a
posh west-London neighborhood
who recently posted a Twitter
selfie of himself holding a severed
head. “Chillin’ with my homie,”
read the caption, “or what’s left of
him.” Abdel Bary is also suspected
to be the terrorist who addresses
the camera before beheading
American journalist James Foley in
a widely circulated online video,
though Mr. Maher thinks the
masked figure is a different British
jihadist.

Abdel Bary is one of 500 to 600
British citizens who have joined
the Islamic State, and Mr. Maher’s
center estimates about 2,200 for-
eign fighters from Europe are op-
erating in the region. “Globally we
believe the number to be some-
where in excess of 12,000. We’ve
counted 74 different nationalities
that are represented on the
ground.”

Many fighters have European
passports, which means they can
travel around the Continent and
even enter the U.S. with relative

ease. Two-hundred-fifty fighters
have already returned to the U.K.,
according to Mr. Maher.

Not all of the foreigners in the
region initially intended to join
ISIS, which is only one of several
groups fighting Bashar Assad’s re-
gime. Yet in recent months the Is-
lamic State has emerged as the
most successful and prestigious
outfit, while recruits to the other
groups have slowed to a trickle.

ISIS proved appealing in part
because it was the easiest group to
join. Says Mr. Maher: “We know of
a lot of people including Britons
who’ve tried to join Jabhat al
Nusra”—al Qaeda’s Syrian fran-
chise—“who were turned away be-
cause Jabhat felt it didn’t know
them and so couldn’t trust them.
And then they went to ISIS, and
ISIS welcomed them with open
arms.”

Battlefield prowess was another
advantage. “ISIS has been particu-
larly successful at bringing in
fighters from Bosnia and Chech-
nya,” Mr. Maher says. “The great-
est human asset that an army can
have is fighters with combat expe-
rience. And the Bosnians and
Chechnyans of course have huge
experience, a great deal of sophis-
tication and knowledge about how
to fight guerrilla warfare.”

Cultivating a brand helped, too.
“ISIS developed a strong social-
media presence,” Mr. Maher says,
while “other organizations didn’t
have the same glamour. And we’re
dealing with young men. They
want to be with a strong horse,
with a winning team. At the mo-
ment, ISIS has momentum.”

Finally, the Islamic State has a
veneer of authenticity. Its leader,
Abu Bakr al-Baghdadi, presides
over “land that these guys regard
as pure and holy,” Mr. Maher says.
“There’s a lot of stuff in normative
Islamic theology which talks about
bilad al-Sham, the land of Syria.
The Hadiths, the prophetic tradi-
tion, say that when God sends an-
gels, they rest in Syria after their
journey.”

Reverence for this angelic pit
stop hasn’t stopped the Islamic
State from turning it into hell on
earth. “In the last 10 months we’ve
seen British fighters serve as sui-
cide bombers,” Mr. Maher says.
“We’ve documented British fight-
ers executing prisoners of war.
And we have documentary evi-
dence of British fighters torturing
people in their care.”

The typical British Islamic State
terrorist is male, in his 20s and
from a South Asian background.
“He usually has some university
education and a history of Muslim
activism,” Mr. Maher adds. The
fighters broadly fall into three per-
sonality types.

The first is the adventure-
seeker. “They’re in jihadist sum-
mer school or camp,” Mr. Maher
says. “I’m with my buddies, we’re
hanging out and we have these
great weapons—AK-47s, RPGs.”
The adventure-seekers are often
involved with U.K. gangs or drugs,
and they might consult “Islam for
Dummies” before traveling to
Syria. They publish photos of
themselves eating fast food, swim-
ming and playing soccer in al-
Sham. The message they telegraph
to friends back home is: “We live
better lives here than we were in
London—come.”

Then there are the “really nasty
guys,” Mr. Maher says, “the ones
who will show off a severed head

on Facebook and say, ‘Yeah, I just
beheaded this son of a bitch.’”
These guys, Mr. Maher adds,
“should definitely never come
back.’”

The third type are “what you
might call idealistic or humanitar-
ian jihadists for want of a better
phrase,” Mr. Maher says. “They
would say, ‘Look, haven’t you seen
what’s happened to the women
and children of Aleppo?’ ” Over
time, they become hardened and
no longer mention the innocents
they came to rescue. “The land be-
longs to Allah,” they now say.
“We’re here to impose Islam.”

Mr. Maher himself fits the third
type most closely, and had he been
born a decade later he might not
be sitting across from me at a res-
taurant eating steak tartare and
sipping Guinness. “If I were youn-
ger and instead of 9/11 it was the
Syrian conflict,” he says, “there’s a
very, very good chance I would go.
Instead of studying them, I would
be the one being studied.”

i i i
Shiraz Maher was born in 1981

in Birmingham to British-Pakistani
parents. When he was still an
infant, his father’s accountancy
practice took the family to Saudi
Arabia. “I never had a concern
about what kind of society Saudi
Arabia was,” he says. “We lived in
a Western compound, with every-
thing you could want: tennis
courts, swimming pools, cricket,
basketball, bike races, all gender-
mixed.”

Yet the political atmosphere in
Saudi Arabia became more tense
after the first Gulf War. When he
was 11, he owned a Daffy Duck T-
shirt with the slogan “I Support
Operation Desert Storm.” One day
an ordinary Saudi asked why he’d
wear such a shirt. “I said, ‘Why
not? Saddam’s a terrible man.’ The
man said: ‘No. This is an American
conspiracy. These people use us as
an excuse to establish bases on
holy soil.’ ”

In 1995, at age 14, Mr. Maher
moved back to the U.K., and five
years later he enrolled at Leeds
University, in northern England.
Then came 9/11, an event that he
says “activated” latent anti-Ameri-
can ideas he’d imbibed while grow-
ing up in Saudi Arabia. By the time

the U.S. invaded Afghanistan, he
had recovered his Muslim faith,
changed apartments so he could
live across the street from the lo-
cal mosque, and joined Hizbut
Tahrir.

Hizbut Tahrir—Arabic for
“Party of Liberation”—campaigns
for a global Islamic state but advo-
cates a broad, political path to the
caliphate. “It’s not anti-violence
per se,” Mr. Maher says. “It ap-
plauds suicide bombers but be-
lieves suicide bombing is not a
long-term solution.”

Mr. Maher says the U.K. gov-
ernment for years looked the other

way as a generation of British
Muslims was radicalized. “In the
late 1980s, early ’90s,” he says,
“this country opened its doors to
radical Islamist preachers from
around the world who began to
preach a very hard-line, totalitar-
ian message about what Islam
should look like. That message has
always been a minority view,” he
says, but it is persistent.

Hizbut Tahrir, for example, or-
ganized a 1994 conference in Lon-
don about the need to establish a
caliphate. The event drew Isla-
mists from Sudan to Pakistan, yet
Mr. Maher says U.K. law enforcers
took a blasé attitude: “These ex-
otic guys with beards are talking
about a new state. OK.” The result
was that the “idea of having an Is-
lamic state had been normalized
within the Muslim discourse,” Mr.
Maher says, and young Muslims
were taught to think of their Brit-
ish identity as something “filthy.”

Government missteps contin-
ued even after 9/11. The 2003 “Pre-
vent” counterterror strategy, as
Mr. Maher describes it, involved
“empowering fairly radical people,
like Abu Hamza, who were saying
to people: ‘Don’t blow anything up
here, go abroad and do it. That’s
fine.’ ” Abu Hamza, an Egyptian
imam who for years led London’s
notorious Finsbury Park Mosque,
currently awaits sentencing in the
U.S. on terrorism charges.

Today, Mr. Maher says, London
is much more aware of the need
for the “ideology of Islamism to be
tackled.” In 2005 when he began
to have doubts about Hizbut Tah-
rir, Mr. Maher was alone and with-
out support. He’d risen from a cell

leader to a regional director and
even been invited to join the
group’s U.K. executive committee.
Yet during graduate study at Cam-
bridge, Mr. Maher encountered
more pluralistic strands of Islam
and came to conclude that Hizbut
Tahrir’s radical ideology “will lead
to terrorism. It’s also basically
rubbish.”

He left the group on July 7,
2005—the day the London Under-
ground bombings killed 52 people
and maimed more than 700. The
bombers were from Leeds. They
weren’t Hizbut Tahrir members
but belonged to the same radical
milieu. “Were we, was I, part of
the flame that warmed up the an-
ger?” he asks. “Absolutely. I don’t
go around feeling guilty, but we
contributed to the momentum of
hatred and anger.”

Does his own journey from Isla-
mist to anti-Islamist give Mr. Ma-
her hope? On a positive note, secu-
lar dissidents, moderates and
Muslim liberals have found a voice
in the West and in the Middle
East. Thanks in part to his own ef-
forts, the British branch of Hizbut
Tahrir has been decimated. The
group tells its members that the
“party is your umbilical cord to
Islam,” Mr. Maher says, and young
Muslims having second thoughts
need confidence: “Tell them:
‘You’ve been in a cult. There’s a
world outside.’ ” Hizbut Tahrir ral-
lies used to draw 20,000 support-
ers. Today “they struggle to get
1,000.”

i i i
But those gains are overshad-

owed by breathtaking jihadist ad-
vances in Syria and Iraq. Save for a
small minority of idealistic Islamic
State members who question the
group’s brutality and long to come
home, Mr. Maher says that “most
of these guys have to be fought.
Militarily we have to confront
them, and when I say ‘we’ I mean
the United States and Britain.”

It didn’t have to be this way.
“Bashar Assad is one monster,” he
says. “Had we gone in and taken
him out, there would have been
other monsters but not at this
level. The jihadists needed this cri-
sis. They needed the power vac-
uum.

“Did bin Laden win? Yes. He did
not want there to be a strong hand
in the region for the world’s great-
est and most powerful force for
good—the United States. And vol-
untarily we chose to disengage,
and watched as these radical mille-
narians came in and took over.” He
knocks on our table for emphasis:
“This is a disgrace and a humilia-
tion.”

Mr. Ahmari is a Journal edito-
rial-page writer based in London.
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Novartis
Heart Drug
Surpasses
Threshold

A heart drug developed by No-
vartis AG reduced cardiovascular
deaths by 20% when compared with
a rival treatment, according to data
presented on Saturday, improving
the Swiss pharmaceutical group’s
prospects of adding a multibillion-
dollar product to its portfolio.

The Novartis drug, LCZ696, is
designed for patients with chronic
heart failure, a condition in which
the heart doesn’t pump blood effi-
ciently. The treatment, if approved,
could prove a bonanza for Novartis
as big pharmaceutical companies
are struggling to develop break-
through treatments from their own
research and development.

Chronic heart failure is increas-
ingly common among the aging pop-
ulations of developed countries,
while cardiovascular disease, which
includes heart failure, is the No. 1
cause of death world-wide, accord-
ing to the World Health Organiza-
tion.

Novartis, Europe’s second-big-
gest drugs maker by market capital-
ization, after Swiss rival Roche
Holding Ltd., might generate be-
tween $2 billion and $6 billion in
peak annual revenue from the drug,
according to industry analysts.

The LCZ696 study, involving in-
volved more than 8,400 patients,
compared the drug against enal-
april, a cheap generic that is one of
the most widely prescribed treat-
ments currently on the market. The
study was designed to measure
whether LCZ696 could increase sur-
vival at least 15%, a level that might
encourage cardiologists to make it
the standard treatment.

The drug surpassed that thresh-
old when measured by deaths
caused by cardiovascular issues or
those occurring from any cause, ac-
cording to the results. Patient
deaths from any cause in the group
taking LCZ696 were 16% lower than
in the group taking enalapril.

The group taking LCZ696 had a
21% lower risk of hospitalization.

“It isn’t often that you get a drug
that saves lives, reduces costs and
makes people feel better,” said Da-
vid Epstein, the head of Novartis
Pharmaceuticals.

The results, which were pre-
sented at the European Society of
Cardiology conference in Barcelona,
had been widely anticipated since
March, when Basel-based Novartis
said it was cutting short its study of
LCZ696 because the drug had been
found to be effective. The findings
were also published online by the
New England Journal of Medicine to
coincide with their presentation at
the meeting.

Please turn to page 16

BY HESTER PLUMRIDGE
AND ANDREW MORSE

Alibaba’s IPO Is Near Kickoff
Alibaba Group Holding Ltd.’s

initial public offering, which could
raise more than $20 billion, appears
set to kick off next week.

The Chinese e-commerce giant
plans to begin a “roadshow” of pre-
sentations to potential investors for
its U.S. IPO early in the week of
Sept. 8, as the company aims to
complete its monthslong dialogue
with U.S. regulators this week, a
person familiar with the deal said.

A launch the week of Sept. 8
would mean Alibaba shares could
begin trading as soon as Sept. 18 or
19 in New York, the person said.

Alibaba’s leadership initially
sought to launch the deal by the end
of August but moved the target to
September, people familiar with the
deal have said, because of investor
summer vacations and the need to
secure regulatory approval.

Among other planning, Alibaba
has been waiting to finalize the tim-
ing of the launch until after it re-
ceived final feedback from the U.S.
Securities and Exchange Commis-
sion, the people said.

The company’s dialogue with the
regulator is ongoing, but that pro-
cess is expected to wrap up this
week, the person familiar with the
deal said. The SEC must approve
IPO listing documents before a com-
pany can set a price range and begin
the sale process.

The offering will begin with the
company setting the range, which
will be followed by a nearly two-
week roadshow that will involve
meeting with big groups of inves-
tors, as well as one-on-one pitches,

in Asia, Europe and the U.S. The
roadshow is expected to begin in
Hong Kong, people familiar with the
deal have said.

The stock will list under the
symbol “BABA” on the New York
Stock Exchange.

Alibaba has tried to move rela-
tively quickly with its IPO, which is
notable given its size and complex-
ity. It is seeking to raise money both
for existing shareholders and itself,
as it aims to stay ahead of other

Chinese and U.S. e-commerce com-
panies that are sitting on large cash
piles, people familiar with its think-
ing have said.

If Alibaba’s offer goes according
to plan, it will have taken about four
months from initial filing until regu-
latory approval. So far, it has up-
dated its initial IPO filing five times.
The average U.S. IPO from 2007 to
2013 took slightly less than four
months from first filing to regula-
tory approval, according to a study

by law firm Wilmer Cutler Pickering
Hale & Dorr LLP.

Some deals, even smaller ones,
can take nearly a year to complete
and often have more filing amend-
ments.

Alibaba has made some of its fil-
ing updates in response to regula-
tory and investor requests, people
familiar with the deal have said.

Those changes included addi-
tional information about its unusual

Please turn to page 16

BY TELIS DEMOS

Alibaba founder and Executive Chairman Jack Ma is one of 27 partners that together own about 15% of the company.
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Coal Miners See Light at Top of the Pit
For two years, the world’s coal

miners have been plagued by a glut
that has battered prices and led to
the closure of mines, straining tiny
towns from Australia to South Africa.

Now, some of the largest coal ex-
porters are signaling the worst may
be over as prices stabilize.

Coal-mining executives say a
string of pit shutdowns should finally
kick-start the market by curbing sup-
ply, while demand from buyers such
as China and India appears to be
picking up. The optimism is a rever-
sal from past months when compa-
nies warned of a sustained market
surplus, although they are stopping
short of predicting a sharp rebound
and see any recovery as gradual.

Coal is one of the world’s most
important energy products and is
the biggest source of electricity gen-
eration, supplying about 40% of
global needs, according to the Inter-
national Energy Agency. For a coun-

try like Australia, which counts coal
as its second-largest export, after
iron ore, coal is an important source
of jobs and revenue.

Paul Flynn, chief executive of
Australia’s Whitehaven Coal Ltd.,
says he has turned more upbeat on
the market’s prospects in recent
months. The company, which sells

coal to countries such as Japan,
China and India, reported a second
annual loss last week as low prices
hurt revenue. But Mr. Flynn says he
sees the potential for a return to
profitability in the year ahead.

“We certainly feel better about
the prospects for coal,” he says. “It’s
been a very, very difficult environ-

ment, but I see signs that the over-
supply situation is tightening up now,
which is good.”

While spot prices have yet to enjoy
much of a lift, having largely flattened
over the past month, miners are bene-
fiting from the renewed enthusiasm.
Whitehaven shares have rallied 37%

Please turn to page 18

By Rhiannon Hoyle
in Sydney

and BimanMukherji
in Hong Kong

Coal Market Warming Up
Mining executives and analysts are turning bullish on coal as demand looks set to outpace supply.

Thermal-coal seaborne market Whitehaven Coal share priceIndian thermal-coal imports

Sources: Glencore (supply/demand); Citi (imports); FactSet (share price) The Wall Street Journal
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OPINION

Now is the time for Saudi Ara-
bia to man up.

There is broad agreement that
the black-clad savages of the Is-
lamic State of Iraq and al-Sham
pose a profound threat first to
neighboring Arab regimes and only
then to Europe and the United
States. Yet amid the debate over
how a reluctant U.S. or timid Eu-
rope should respond, there is no
discussion of what Saudi Arabia
should do. This is a remarkable
omission that ought to shame the
Saudis.

Saudi Arabia is the wealthiest
country in the region. It has by far
the largest air force, equipped
with hundreds of U.S. and British
advanced fighter aircraft. With its
oil reserves and stature as the
birthplace of Islam, the kingdom is
an inevitable target for the rolling
brigades of ISIS.

Moreover, the Saudis have am-
ple reason not to want to be seen
again as wards of the West, a frag-
ile society requiring military pro-
tection from America which, under
the Obama administration, may
well not provide it. So why aren’t
well-trained Saudi pilots flying
bombing runs over Mosul or
against ISIS command and control

centers in Syria? The problem is a
failure of will even in pursuit of
their own interests.

The House of Saud, which has
ruled the kingdom off and on for
more than 270 years, historically
has survived by ducking and weav-
ing, by seeking to avoid confronta-
tions while trying to satisfy every-
one. As a result the kingdom has
been reliant on others—essentially
the U.S.—for its security.

An ostrich strategy may no lon-
ger be viable. Given President
Obama’s ducking and weaving on
Syria and his cozying up to Iran,
Saudi Arabia’s Shiite nemesis, the
Saudis have ample grounds to con-
clude that the U.S. cannot be
counted on as a reliable protector.

ISIS also poses a fundamental
challenge to the House of Saud’s
legitimacy as ruler of Saudi Ara-
bia. Since the 18th century, the Al
Saud kings have justified their rule
by claiming to be the protector
and promoter of the one true Is-
lam—the austere version preached
by Muhammad ibn Abd al Wahhab,
who joined forces with the Al Saud
to conquer Arabia and return it to
the Islam of the Prophet Muham-
mad. Now Abu Bakr al-Baghdadi,
the commander of ISIS, declares
the creation of an Islamic caliph-
ate, in essence branding Saudi Ara-
bia and the Al Saud as usurpers
and himself as the protector of
true Islam.

ISIS is thus a clear threat and
the need to confront it is inevita-
ble. Yet the royal family fears be-
ing seen by Saudis—particularly
the Wahhabi religious establish-

ment and young male fundamen-
talists—to be opposing what many
see as the belated coming of an Is-
lamic caliphate that the Al Saud
rulers have failed to deliver.

At least 1,600 militant young
Saudis, according to the Saudi in-
terior ministry, have joined ISIS
despite a royal decree imposing up
to 20 years in prison for such be-
havior. Many more young Saudis
are taking to social media to sup-
port the liberation of Mecca, Is-
lam’s holiest site, from the Al
Saud. Hashtags like #TheAgeofthe-
ISISConquest and #ABillionMus-
limsfortheVictoryoftheISIS origi-
nate repeatedly from Saudi Arabia.

Some wealthy Saudis have pro-
vided financial support to ISIS.
Some of these funders may be
seeking to buy insurance against
an ISIS victory, but others appar-
ently share a desire for a Wahhabi
resurgence in a kingdom that they

see as corrupt and unjust—a king-
dom in which royal rulers put their
own profligacy ahead of the needs
of Allah’s flock. A Wahhabi resur-
gence that originates from outside
the kingdom but is supported in-
side the kingdom is a serious
threat—and another reason to con-
front the terrorist army. Internal
Saudi support for the “caliphate”
will only increase if ISIS grows.

King Abdullah, like President
Obama, has so far been long on
talk and short on action. Last
month he criticized religious
scholars for their “laziness” and
“silence” in failing to condemn
ISIS terrorists. He called on Mus-
lim leaders and scholars to “carry
out their duty toward Allah Al-
mighty and stand in the face of
those trying to hijack Islam and
[present] it to the world as a reli-
gion of extremism, hatred and ter-
rorism.” Weeks later the Saudi

Grand Mufti, its senior religious
scholar, finally declared that “ex-
tremism, radicalism and terror-
ism” have “nothing to do with Is-
lam and are the enemy Number
One of Islam.”

The words are on target but the
kingdom’s only action so far has
been donating $100 million to a
United Nations Counterterrorism
Center, a move unlikely to slow
ISIS. Meanwhile, the Saudi air
force that the U.S. has been help-
ing to modernize since the late
1970s sits grounded.

The Saudis by their own esti-
mates have at least 250 combat-
ready aircraft, refueling planes, the
U.S. Airborne Warning and Control
System and at least 20,000 air-
force personnel. While some Saudi
airstrikes alone would not be mili-
tarily decisive, they would demon-
strate that the self-proclaimed
guardian of Islam is willing to
stand up to Islamic zealots. Such
action by the Saudis surely would
make it easier for other Muslim
countries and the West to take
more resolute military action
against ISIS.

Now is the time to confront
ISIS in Syria and Iraq, not cower in
Riyadh. Maybe if the Saudis man
up, Mr. Obama and Congress will
too.

Ms. House, a former publisher of
The Wall Street Journal who won
a Pulitzer Prize as a reporter for
her coverage of the Middle East,
is the author of “On Saudi Arabia:
Its People, Past, Religion, Fault
Lines—and Future” (Knopf, 2012).

Jet fighters of the Saudi royal air force flying over the Riyadh military airport,
Jan. 1, 2013
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It’s Time for the Saudis to Stand Up
BY KAREN ELLIOTT HOUSE

U.S. Secretary of State John
Kerry said during his January
2013 confirmation hearings that
he would be a “passionate advo-
cate” on climate-change issues,
and he’s living up to that promise.
In a speech last month in Hawaii,
Mr. Kerry called climate change
“the biggest challenge of all that
we face right now.” Not 10, 20 or
100 years from now—right now.

If only Mr. Kerry were right.
Unfortunately, America faces
much bigger immediate challenges
and threats than climate change.
Our enemies around the world are
intent on harming us—right now.
America’s secretary of state
should worry more about them
and less about the Earth’s temper-
ature decades from now.

Here’s a list of a few chal-
lenges, all of which pose a greater
threat to the world than climate
change. It might help the presi-
dent and his colleagues under-
stand why Mr. Obama’s foreign-
policy approval rating is about
36%, according to an August poll
by Gallup.

• Iraq is a greater challenge
than climate change. While the
president now likes to pretend

that he didn’t force a total with-
drawal of U.S. troops, Americans
remember his 2008 campaign
promise to do exactly that. When
the U.S. leaves a vacuum, others
will fill it. The barbaric Islamic
State of Iraq and al-Sham, or ISIS,
is trying to build a base of opera-
tions in Iraq and Syria from which
to attack the U.S. and its allies.
The recent beheading of American
journalist James Foley showed
how serious ISIS is about “drown-
ing” our nation in blood, as the
group said in the video of the
murder posted on YouTube.

• Afghanistan. The administra-
tion says it still intends to pull
out the remaining 30,000 troops
by the end of 2016. If it does, the
country will quickly become a ter-
rorist haven once again. As with
Iraq, the timetable seems to be
mostly about the political calen-
dar. The Obama administration
seems to have lost the will to win.
The terrorists have not.

• Russia. President Obama was
so intent on “resetting” U.S. rela-
tions with the Kremlin that he
telegraphed a lack of resolve.
President Vladimir Putin has only
become more aggressive. That’s
led to Russian troops in Ukraine
and Russian-supplied weapons
shooting a passenger plane out of
the sky.

• An Iranian nuclear weapon.
America’s enemies have shown
they are content to stall for time,
while President Obama gets dis-
tracted. That’s what’s happening
as the president continues to ne-

gotiate indefinitely on Iran’s il-
licit nuclear program. An Obama
administration desperate to
strike a deal is likely to strike a
bad one. It could leave in place
an enrichment program that
would be a pathway to a nuclear-
armed Iran.

• Syria. It has been more than
three years since President Obama
said the time had come for Presi-
dent Bashar Assad to step aside.
The administration drew a “red
line” on the use of chemical weap-
ons, then did nothing when Assad
crossed that line last summer. ISIS
already has strongholds in Syria,

while the Free Syrian Army des-
perately needs more U.S. assis-
tance.

• North Korea. The North Kore-
ans continue to test nuclear weap-
ons. They have held multiple tests
of missile technology designed to
reach the continental U.S. Presi-
dent Obama has done nothing at
all about this.

i i i
The White House has said its

foreign policy rule is “don’t do
stupid stuff,” but putting climate
change ahead of global threats
fails that simple test. The United
Nations will hold yet another con-

ference on climate change this
month, while the world burns.

The greatest threat to Ameri-
cans “right now” is not climate
change. The greatest threat is
people with the intent and capac-
ity to do us harm—and the presi-
dent’s failure to lead the fight
against them. Mr. Kerry’s fixation
on climate change is one reason
America’s friends no longer trust
us and our enemies no longer fear
us. The world is growing more
dangerous as a result.

Dr. Barrasso, a Republican, is a
U.S. senator from Wyoming.

BY JOHN BARRASSO

Six Threats Bigger Than Climate Change

The Al Saud are the biggest
regional target of ISIS, yet
Riyadh seems paralyzed.

The Obama administration
talks global warming
as the world burns.

Notable & Quotable
Madeline Grant and Damien

Sharkov writing in newsweek.com,
Aug. 20:

There are now more than
twice as many British Muslims
fighting for Islamic State than
there are serving in the British
armed forces, according to a Brit-
ish Member of Parliament (MP).
Khalid Mahmood, the MP for
Perry Barr in Birmingham, esti-
mates that at least 1,500 young
British Muslims have been re-
cruited by extremists fighting in
Iraq and Syria in the last three
years.

Mahmood told Newsweek that
this figure had been building since
the start of the Syrian conflict: “If

you look across the whole of the
country, and the various communi-
ties involved, 500 going over each
year would be a conservative esti-
mate.”

According to the Ministry of
Defence, there are only around
600 British Muslims currently
serving in the Armed Forces, mak-
ing up approximately around 0.4%
of total personnel. 4.3% of the
British population are Muslim. The
UK Foreign Office said that they
believe over 400 individuals have
travelled to Syria since the upris-
ing began, but said that they could
not give exact numbers.

However Mahmood described
such low estimates as “nonsense”
and said that the British govern-

ment was failing to deal with the
problem of home-grown extrem-
ists. “We’ve not concentrated on
the prevention work, we haven’t
invested enough in de-radicalisa-
tion. It’s tragic, somebody’s got to
wake up to it.” The role of British
jihadists fighting in the Middle
East has been brought into sharp
focus after Islamic State released a
video showing the apparent be-
heading of U.S. journalist James
Foley by a masked jihadist who
spoke with a British accent.

In June, three militants in-
volved in an ISIS propaganda
video were identified as Cardiff
students Reyaad Khan, 20, Nasser
Muthana, also 20, and his younger
brother Aseel, 17.
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Corrections  Amplifications

The government of the Austrian region of Carinthia guaranteed much of the liabilities
of Hypo Alpe-Adria-Bank International Group AG. A Page One article in the Friday-Sun-
day edition about the small bank’s downfall incorrectly said the guarantees were written
for the bank’s loans.

The first name of U.S. State Department spokeswoman Jen Psaki was incorrectly given
as Jan in a Europe News article in the Friday-Sunday edition about fighting in Ukraine.

Hong Kong’s antigraft watchdog searched the homes of pro-democracy figures Thursday.
A World News article in the Friday-Sunday edition about the searches incorrectly said they
were conducted by China’s antigraft watchdog.

Twenty people suffered light injuries in Ashkelon when a rocket fired from the Gaza Strip
struck a house Tuesday, according to Israel’s emergency paramedic service, Magen David
Adom. A Page One article Wednesday about a new cease-fire between Israel and Hamas
incorrectly said there were no casualties based on an incorrect police report.

Vanguard Group has surpassed Pimco in the amount of bond-fund assets it manages, ac-
cording to Morningstar. A Markets article in the Aug. 22-24 edition about Vanguard left
a misimpression that its Total Stock Market Index fund had surpassed Pimco in bond-fund
assets managed.

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.

BUSINESS & FINANCE

‘AngryBirds’ Maker CEODeparts
STOCKHOLM—Finland’s Rovio

Entertainment Ltd., maker of the
blockbuster mobile game “Angry
Birds,” said Friday that Chief Execu-
tive Mikael Hed will step down in
January—a surprise move that
comes amid the company’s struggles
to refresh its games lineup and rev-
enue model.

Mr. Hed will be succeeded by
former Nokia Corp. executive Pekka
Rantala, who joined Rovio earlier
this year.

Rovio and its iconic Angry Birds
game series have struggled in recent
years amid stiff competition from a
new breed of mobile games develop-
ers, such as Supercell Oy and An-
glo-Swedish King Digital Entertain-
ment PLC, the maker of “Candy
Crush Saga.”

Mr. Rantala is a veteran of
Nokia, where he led some of the
company’s marketing operations.
Before joining Rovio, Mr. Rantala
worked at Oy Karl Fazer AB, a Finn-
ish food and candy company.

His immediate task will be to re-
ignite growth at the company and
diversify its business so it is not as
reliant on Angry Birds, which is
showing signs of fatigue.

Rovio didn’t make Messrs. Rant-
ala or Hed available for comment.

Mr. Hed has tried to overhaul the
Finnish company’s games revenue
model, making downloads free and
charging users for purchases made
in the games, but recent releases
haven’t made much of an impact.

In a May interview, Mr. Hed said

the company’s efforts to transfer its
business from a pay-to-play to what
is known in the games industry a
free-to-play model has taken longer
than anticipated. He also acknowl-
edged that Rovio’s most recent
games haven’t been financial hits.

In 2013, the closely held com-
pany booked €156 million ($205 mil-
lion) in revenue, up slightly from
€152.2 million in the previous year.

Net profit, however, fell 52% to
€26.9 million.

Almost half of Rovio’s revenue is
licensing income from the Angry
Birds brand. Rovio has struck mer-
chandise deals with companies such
as Hasbro Inc. and Sweden’s clothes
retailer Hennes & Mauritz AB to
sell a raft of consumer products,
such as hoodies and toys. There are
also several Angry Birds-themed at-

tractions in operation around the
world.

Steve Bailey, a games industry
analyst at IHS Inc., said circum-
stances were very favorable when
Rovio, after years of trying, struck
gold with its first Angry Birds game
in 2009.

But the company is facing a
struggle to figure out “where to go
from here,” Mr. Bailey added.

BY SVEN GRUNDBERG

Rovio CEO Mikael Hed, pictured in 2011, plans to step down in January. He will be succeeded by Pekka Rantala.
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NovartisDrug
Surpasses
Threshold

LCZ696 is a combination of two
medications. One part of LCZ696
works in a similar way to generic
ACE inhibitors, such as enalapril,
which stop the formation of a hor-
mone in the blood that narrows the
arteries. The other part helps a nat-
ural defense mechanism in the
heart, enabling it to better cope
with increased volume and pressure.
The pill is meant to be taken twice a
day.

The drug can have side effects.
Patients receiving LCZ696 were
more likely than the enalapril group
to experience hypotension, or low
blood pressure. Others experienced
coughing, which also is a side effect
of enalapril.

Novartis expects to file an appli-
cation for LCZ696 with the U.S.
Food and Drug Administration by
year-end, Mr. Epstein said. The FDA
has granted the drug priority re-
view, he said, and will accept the
application on a rolling submission,
which allows the company to pro-
vide data as Novartis gets it, rather
than wait until the company has a
complete package.

Novartis’s stock, up 13% since
March, has outperformed the Euro-
pean sector.

Roughly 26 million people in Eu-
rope and the U.S. live with chronic
heart failure, according to Novartis
estimates.

Despite the large number of pa-
tients, treatment for heart failure,
often with a generic drug, has re-
mained unchanged for roughly a de-
cade. That means doctors and
health-care payers will likely need
to be convinced that new and more
expensive branded drugs demon-
strate a significant improvement to
switch patients over.

Christopher Cannon, a cardiolo-
gist at Brigham and Women’s Hospi-
tal in Boston, said the results would
likely give LCZ696 a boost among
doctors. “When there are mortality
benefits, treatment definitely fol-
lows,” Dr. Cannon said.

Deutsche Bank analysts said
LCZ696 could generate as much as
$6 billion in peak annual sales by
demonstrating the targeted 15%
“mortality benefit.” Other analysts
were more conservative but still ex-
pected the drug would generate bil-
lions of dollars in revenue.

Continued from page 15

Alibaba Nears Kickoff of Its IPO in the U.S.
corporate structure, which features
a group of partners who have the
ability to nominate a majority of the
corporate board. In the disclosure
process, Alibaba released the names
of its 27 partners, which include
founder and Executive Chairman
Jack Ma. Those partners together
own about 15% of the company.

Alibaba’s largest shareholder is
Japanese Internet telecommunica-
tions conglomerate SoftBank Corp.,
which holds a 34% stake; SoftBank
is followed by Yahoo Inc., which has
22%.

Alibaba also published more de-
tails about its relationship with its

Continued from page 15 affiliated payments service Alipay.
Last week, it released a second-
quarter earnings report that con-
tained additional details on its sales
from mobile devices. Investors have
said they would focus on whether
Alibaba will be able to dominate in
e-commerce through smartphones
and tablets, and how much money it
is spending on bulking up its mobile
presence.

The company has also had to
deal with other matters as it pre-
pared the IPO. Alibaba and Yahoo
agreed to reduce the number of
shares Yahoo is required to sell in
the IPO. And Alibaba has had to sort
out which of its many small share-

holders—including employees,
hedge funds that bought private
stakes from employees, and firms
that Alibaba acquired or invested in
using its stock—plan to sell shares
in the IPO, the people said.

Alibaba, which is based in the
eastern Chinese city of Hangzhou,
operates the Taobao and Tmall on-
line marketplaces, which have hun-
dreds of millions of users in China.
Transactions handled by Taobao and
Tmall last year amounted to $248
billion, which is more than compa-
rable figures for Amazon.com Inc.
and eBay Inc. combined.

For the past few years, Alibaba
has been facing more competition

from other Chinese Internet compa-
nies, including Hong Kong-listed
Tencent Holdings Ltd., as they all
work to lure China’s 500 million
smartphone users.

To move ahead in the race, Ali-
baba has been ramping up invest-
ments and acquisitions to expand its
services.

Alibaba has invested in a wide
range of Chinese and U.S. businesses
over the past few months, including
a mobile Web browser maker, an on-
line video company, a film-produc-
tion firm and a mobile-game devel-
oper.

—Juro Osawa
contributed to this article.
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OPINION: REVIEW & OUTLOOK

S ay this about Vladimir Putin. The
Russian strongman has taken the
measure of German Chancellor An-

gela Merkel and President Obama. He
knows they dread a showdown over
Ukraine, so he is ignoring their rhetorical
protests and moving to carve out even
more of Ukraine for Greater Russia.

That’s the meaning of the Kremlin’s
decision last week to move Russian
forces into the Ukrainian coastal town of
Novoazovsk while shoring up Russian-
backed separatists in eastern Ukraine. A
NATO official said “well over” 1,000 Rus-
sian troops, backed by heavy armor, have
joined the separatists in fighting
Ukraine’s military.

The Kiev government is calling this an
“invasion,” while NATO clings to “incur-
sion,” but that’s a distinction without a
difference. Russia invaded Ukraine in
February by grabbing Crimea. It has
since escalated its military intervention
in multiple ways, including with special
forces and by firing artillery at Ukrainian
positions from both Russian territory and
inside Ukraine. If Spanish-speaking men
in army garb grabbed El Paso and Mexi-
can artillery fired at the Texas National
Guard, Americans would call it an inva-
sion.

The strategy behind Mr. Putin’s move
into Ukraine’s southern coast is to open
a land bridge between Russia and Cri-

mea. The goal is to reduce Crimea’s isola-
tion so Russian military garrisons can be
reinforced by land instead of by air, and
the peninsula’s economy can be knit more
closely to Russia’s.

The escalation also opens up another
front for the Ukrainian military as it tries
to regain control over the east. Ukraine’s
military has been making
progress against the sepa-
ratist forces occupying
Donetsk and Luhansk, and
Mr. Putin may figure he
had to act now to prevent
the rebels from being
overrun. Kiev’s forces will now have to
fight on a third front against Russian sol-
diers and armor.

The timing is notable, but not surpris-
ing, on the heels of the much-ballyhooed
Tuesday meeting between Mr. Putin and
Ukrainian President Petro Poroshenko.
Western Europeans, in their desire to
have this crisis go away, had hoped the
meeting would yield progress toward a
negotiating solution.

But Mr. Poroshenko can’t concede ter-
ritory to Russia without betraying his
country, and Mr. Putin can’t be seen in-
side Russia to have abandoned his sepa-
ratist proxies in Ukraine. When Mr. Po-
roshenko wouldn’t yield, Mr. Putin
decided to improve his leverage by creat-
ing more military facts on the ground.

The Russian advance is a particular
humiliation to Mrs. Merkel, who more or
less invited Mr. Putin to escalate. Last
weekend she visited Kiev with a public
message that there had to be a negoti-
ated solution and Europe had no plans
for further sanctions against Russia. That
was ample incentive for the Russian to

refuse any compromise.
His latest grab for terri-
tory follows the familiar
Putin pattern of respond-
ing to every concession
with a new provocation.

Mrs. Merkel is sup-
posed to be a formidable statesman but
she has been soft clay in Mr. Putin’s
hands. Every time she backs away from
tough sanctions, the Russian advances.
He knows Mrs. Merkel’s government in-
cludes a Social Democratic foreign minis-
ter who is soft on Moscow’s depreda-
tions.

He also knows that she and her fellow
European leaders will go to great lengths
to avoid imposing sanctions that might
harm their own weak economies. Russia
also has economic troubles, but Mr. Putin
is an autocrat willing to gamble a weak
hand for what he considers to be long-
term strategic gain. The West Europeans
won’t take any risks for anything.

European leaders and Mr. Obama say
they will impose new sanctions unless

Mr. Putin backs off in Ukraine. But if they
follow form in this crisis, they will stomp
their feet, sanction a couple of more
banks and oligarchs, and then beg Mr.
Putin to “negotiate in good faith.” This
would be risible if the consequences for
Ukraine, and for the future of Europe,
weren’t so grim.

Mr. Putin’s escalation is also a slap at
Mr. Obama, who has pleaded with the
Russian that people don’t act this way “in
the 21st century.” Oh, yes, they do. Mr.
Obama’s refusal to help Kiev with even
small arms and antitank and antiaircraft
weapons was also a signal to the Kremlin
that the U.S. would prefer to look away.
The U.S. President has subcontracted out
this crisis to the Europeans, which means
doing little or nothing.

i i i
A serious response to this serious chal-

lenge to Europe’s political order remains
now what it was when we first suggested
it six months ago. Arm the Ukrainians so
they can defend themselves. Impose puni-
tive sanctions on Russian energy and fi-
nance that will damage the economy and
raise the domestic political costs for Mr.
Putin. Deploy arms and soldiers to Poland
and the Baltic states, and demonstrate the
political will to rearm NATO.

Alas, Mr. Putin has concluded that the
chances that Mr. Obama and Mrs. Merkel
will do this also remain the same—zero.

H ow will Democrats seeking re-
election in conservative states
manage to navigate around their

support for President Obama’s agenda?
Alaska Sen. Mark Begich seems to have
settled on giving voters the silent treat-
ment.

On Wednesday Mr. Begich and GOP
challenger Dan Sullivan met for the
first debate. According to the Alaska
Dispatch News, Mr. Begich “didn’t give
a direct yes or no answer” when asked
if he would vote again for ObamaCare.

And when asked to write down how he
had voted on a recent state referendum
on oil taxes, Mr. Begich
wrote “private.”

We respect the secret
ballot. But when an in-
cumbent Senator in one
of the country’s largest
energy-producing states
is asking voters to re-elect him, can he
really claim that his opinion on oil
taxes is a personal matter that voters
aren’t entitled to know?

The Begich campaign seemed equally
reticent on Thursday. His website fea-

tured a large photo—not
of Mr. Begich—but of his
opponent Mr. Sullivan,
along with attacks on Mr.
Sullivan’s record as state
Attorney General and Ma-
rine Corps officer.

Our liberal friends keep telling us
that ObamaCare has finally become a
political asset for Democrats, as they’ve
been saying since the debate began in

2009. But if that’s true, you have to
wonder why Mr. Begich won’t man-up
and embrace that he and every other
Democrat running for re-election this
year provided the 60th vote to pass
ObamaCare.

Maybe it’s because Mr. Begich, a
crafty fellow trying to persuade Alaskans
he’s different from his voting record,
knows it would sink him. So the silent
strategy gives him the best chance of
winning, if Alaska voters are willing to
buy it.

P resident Obama and the 113th Con-
gress finally resolved the show-
down of the immovable object

meeting the irresistible force—in the end,
nothing much happened. But the political
standstill doesn’t mean that the U.S. bud-
get troubles have solved themselves.

On Wednesday the Congressional Bud-
get Office updated its fiscal and economic
outlook for the next decade, and to adapt
Ronald Reagan for a new era, the report
could be called the Morning After in
America. The excesses of Mr. Obama’s
first term continue to spread through the
fisc despite the modest restraint of the
Republican House, creating new dangers
in the years ahead.

The CBO revised downward its eco-
nomic growth projections for 2014 to
1.5% from 3.1%, which was hardly a
bombshell given that real gross domestic
product has increased by only 1.05% so
far this year. The budget shop’s Keynes-
nians are perkier about the future, pre-

dicting 3.4% for 2015 and 2016. But the
boom that typically follows a deep reces-
sion has always been just around the cor-
ner, every year since 2009. Maybe the
sixth time’s the charm.

Tax receipts will rise
smartly this year, climbing
8% over 2013 to $3.01 tril-
lion, led by a 15% increase
in corporate income tax
revenue and 6% among in-
dividuals. One promise Mr.
Obama can say he’s kept is
soaking the affluent: Revenue from indi-
viduals will rise to 9.4% of GDP by 2024
absent reform, higher than any year of
the preceding half-century except for two.

This revenue burst means total taxes
will consume 17.5% of the economy this
year, up from 16.7% last year, and rising to
18.3% in 2015. The CBO expects they’ll
stay in that 18% to 18.3% range over the
decade, well above the 40-year average of
17.4% of GDP. The reality is that America

is not undertaxed.
Maybe the larger news is how little dif-

ference this revenue windfall makes in
CBO’s deficit forecast. The short-term

deficit relative to the size
of the economy is falling
only slightly, because
spending is increasing
much faster.

Entitlements will cruise
on autopilot by 4% this
year, despite an histori-
cally low increase of 2% in

Medicare that could be temporary. The
major budget driver now is Medicaid,
which will surge by 15% on ObamaCare’s
expansion of that program. The figure
would be still higher had not 23 states
opted out to protect the integrity of their
own budgets.

Some 85 cents of every increased dollar
of spending over the next 10 years will
flow to entitlements, mainly health care.
Medicare, Medicaid and ObamaCare will

rise to 5.9% of GDP from 4.9% today. All
other spending except for these programs,
Social Security and interest on the debt
will grow by 20% but fall to the lowest
share of GDP since 1940. So everything
else the government is supposed to do—
defend the country, fund basic research,
build roads and bridges, and even the basic
social safety net like unemployment insur-
ance—is being crowded out by these in-
come transfers.

In a word, the debt problem hasn’t
gone away. The Obama spending binge
and slow growth have brought debt held
by the public to 74.4% of the economy this
year, up from 72% last year and 35% as re-
cently as 2007. The debt-to-GDP ratio will
rise to 77.2% a decade out, CBO predicts,
but that assumes that the U.S. doesn’t ex-
perience another recession or become the
casualty of a crash overseas. The U.S. has
very little cushion for errors or economic
surprises—which are becoming the hall-
mark of the Obama Presidency.

Putin Marches Ahead

The Silent Treatment

Morning After in America

Mark Begich adopts
a novel re-election
strategy in Alaska.

He plays Merkel and
Obama for naifs as he
grabs more of Ukraine.

Medicaid spending
will climb by 15% this

year, thanks to
ObamaCare.
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Google Drones Lift Industry’s Hopes
When Amazon.com Inc. CEO Jeff

Bezos unveiled a plan in December to
deliver packages by drones, it was
widely viewed as a public-relations
stunt during the holiday shopping
season. Less than nine months later,
Google Inc.’s similar drone initiative
is landing in a different climate.

The changed atmosphere reflects
Google’s financial and lobbying heft,
which should help overcome techni-
cal and regulatory obstacles. But it
also reflects growing confidence in
technology until now more often as-
sociated with missiles than pack-
ages, and surging interest in poten-
tial uses.

Since June, the Federal Aviation
Administration has fielded 31 re-
quests to fly drones commercially,
from companies involved in agricul-
ture, pipeline inspection, aerial sur-
veying and movie production. BP
PLC won clearance in June to oper-
ate drones in Alaska. Walt Disney
Co. has applied for three drone pat-
ents. And dozens of others are fly-
ing the devices commercially with-
out permission.

“I’m thrilled to see big compa-
nies like Google get into the game
precisely because they can help ef-
fect policy change,” said Russ Te-
drake, a robotics expert at the Mas-
sachusetts Institute of Technology.
“People have had time to get more
comfortable with the idea since the
Amazon announcement. Many of us
think it’s almost inevitable at this
point.”

There are still hurdles to using
drones to deliver packages. The FAA
effectively bans almost all commer-

cial use in the U.S. That policy may
change in the next couple of years.
But the FAA has said that for the
foreseeable future it will require pi-
lots for drone flights, which would
hurt the economics of delivery
drones.

Drones need better navigation
tools to avoid people, trees, power
lines, birds, and other drones. And
they need better batteries if they
are to carry packages more than a
few miles.

The FAA plans to propose rules

for small drones in November and
finalize them one or two years later.
But the regulator has missed other
deadlines, in part because of a lack
of data on how the devices operate.
Drone-industry executives fear the
U.S. is falling behind countries like
Australia and Canada that already
have more open regulations.

Google’s entry announced Thurs-
day will further advance drones’
cause, given the Internet search gi-
ant’s more than $50 billion in cash,
previous experience with autono-

mous vehicle regulation and lobby-
ing muscle.

Google has hired law firm Akin
Gump Strauss Hauer & Feld LLP to
lobby government officials on civil-
ian use of drones. Amazon and other
drone companies including 3D Ro-
botics Inc., DJI Technology Co. and
Parrot SA hired the same firm.
Google has experience with a re-
lated task: persuading regulators in
California and Nevada to permit its
self-driving cars on public roads.

Companies like Google “have a

track record of doing what they said
they were going to do and have
massive lobbying power and money
to spend,” said Patrick Egan, direc-
tor of special programs at the Re-
mote Controlled Aerial Platform As-
sociation, a drone-industry group.

Computer and Internet firms
spent $141 million on lobbying last
year, far exceeding defense and
aerospace companies that spent $58
million, according to the Center for
Responsive Politics, a nonpartisan
group that tracks money in politics.
Google has spent almost $9 million
this year through late July, data
from the group’s website Opense-
crets.org show. Google declined to
comment Friday.

The FAA has talked to Google
about its delivery drone effort,
known as Project Wing. Les Dorr, a
spokesman at the agency, said the
project is at “very early stages” in
the U.S. and noted that Google
hasn’t applied to do anything with
its drones in the country so far. Am-
azon applied earlier this year for an
exemption to test its drones in
tightly controlled areas.

As it considers new rules, the FAA
commissioned six drone test sites
across the U.S. Google is conducting
its own tests. Its Project Wing proto-
types made test deliveries in Austra-
lia this month, taking candy bars, dog
treats, cattle vaccines, water and ra-
dios to two farmers in Queensland.

Google can share data from such
tests with the FAA, said Mike
Toscano, president of the Associa-
tion of Unmanned Vehicle Systems
Integration, a trade group. “The way
you convince regulators is with data
that proves this is safe,” he said.
“Real testing also helps identify
what needs to be changed and
Google is already doing this.”

By Alistair Barr,
Jack Nicas

and Greg Bensinger

Google has tested its Project Wing prototype drones to deliver packages to two farmers in Queensland, Australia.
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Apple and Google Compete to Find Wunderkinds
The rivalry between Apple Inc.

and Google Inc. to dominate the
smartphone business is fueling the
technology industry’s newest talent
search: software prodigies as young
as 13 who are creating apps for
their mobile devices.

Grant Goodman sensed an op-
portunity when Apple removed the
preloaded YouTube app from its
iPhones last year. He quickly built
an advertising-free app called
Prodigus to play online videos “fast
with no compromises.”

Prodigus, Grant explains, was his
second iPhone app. He recently
built a third, a game called “iTap
That,” and incorporated a company,
Macster Software Inc., to manage
the business. Next week, the 14-
year-old will take a break from his
business to start high school in
Glen Head, N.Y.

“If you start young, you will
have an advantage over people who
start in their 20s,” he said. “Your
brain has more plasticity when
you’re younger.”

Grant is among a generation of
teenage developers seizing oppor-
tunities afforded by the spread of
smartphones and the ready market
for their work through the app
stores. Overall, Google has paid de-
velopers more than $5 billion over
the last year, and Apple paid about
$10 billion over the same period—
and $20 billion since it opened its
app store in 2008.

Software wunderkinds are being
courted by Apple and Google to

write for their mobile-operating
systems. Apple in 2012 lowered the
minimum age to attend its devel-
oper conference to 13 from 18 and
made the younger teens eligible for
scholarships that waive the $1,600
registration fee. Minors had
roughly half of the 200 scholar-
ships at this year’s conference,
where Apple introduced a new pro-
gramming language that stream-
lines the app-making process.

Google started its own youth
program at its Google I/O devel-
oper conference in June. It hosted
200 children between the ages of 11
and 15 for a half-day, introducing
them to some basic tools used by
its developers.

Grant, an Apple scholarship
winner, has created an app for

Google Glass that displays remain-
ing battery power of the Web-con-
nected eyewear. But he said he pre-
fers making apps for Apple’s iOS
devices because he is “obsessed”
with the iPhone maker and its em-
phasis on simplicity.

Mother Becky Goodman says
paying for summer camps for pro-
gramming and computer equipment
is a financial sacrifice, but worth it
to see Grant happy and fulfilled.
“We’re not emotionally invested in
him being the next Mark Zucker-
berg,” she said. “We just want him
to be happy.”

Nick D’Aloisio is a hero to many
of whiz kids. Now 18, Mr. D’Aloisio
last year sold his news-summariz-
ing app Summly to Yahoo Inc. for
$30 million. At Apple’s June con-

ference, Mr. D’Aloisio won a design
award for a different news-reading
app he developed at Yahoo.

“I hope that’s me one day,” said
16-year-old Douglas Bumby, as he
watched Mr. D’Aloisio accept the
award. Douglas drove 14 hours
from Langley, British Columbia,
with his grandparents to attend the
conference in San Francisco. He
spent more than 70 hours honing
the app about himself that was part
of the scholarship application, add-
ing features such as a counter that
tracked his age to the second.

Douglas’s first app—Just Go!, a
stopwatch for runners—became
available in the App Store during
the conference. The app is listed
under his grandfather’s name be-
cause he is only 16.

Developers younger than 18
years old can’t publish apps in Ap-
ple’s App Store, so many children
register using a guardian’s name.
Google has no age restrictions for
its Google Play store, but a devel-
oper needs to register an account
with a credit card—something that
many children don’t have.

Douglas said he is sometimes
mocked at school as a nerd, but en-
joyed being around tech-savvy
teens at the conference. He also
found a business partner in 17-year-
old Jason Pan from Australia.

The pair quickly formed a com-
pany, Apollo Research, and set to
work on a collaboration app they
are calling Slate. But Douglas said
it’s still difficult for young develop-
ers to get taken seriously by inves-
tors or customers. “I kind of wish I

was older,” he mused.
Twenty-one-year-old Sarah Rust

stood out among Apple’s mostly
male student developers. Unlike
her peers who are weighing
whether to skip college, the Univer-
sity of North Carolina student and
Apple scholarship winner is in no
rush to start her career and is con-
sidering pursuing a master’s degree
in computer science. But she has
been impressed by her peers’ drive.

“They are incredibly smart,
probably smarter than most
adults,” she said. “Age isn’t a re-
quirement to do well.”

Ahmed Fathi, 15, said he taught
himself how to create iPhone apps
in Egypt. “Even my computer
teacher has no idea what program-
mers do,” he said. “My friends
think I’m crazy. They often ask
‘what the hell are you doing?’”

Ahmed said he became inter-
ested in programming after an un-
cle taught him how to create web-
sites two years ago. He learned how
to build mobile apps by watching
YouTube videos and combing Stack
Overflow, a question-and-answer
site for programmers. This month,
he published Tweader, an app that
reads Tweets aloud for drivers or
bikers, in the App Store.

Attending the conference was
eye opening. He spent time touring
San Francisco, Apple’s campus and
Stanford University. He also partic-
ipated in local “hackathons”—in-
tense collaboration sessions to cre-
ate new software.

“People here care about technol-
ogy,” Ahmed said.

BY DAISUKE WAKABAYASHI

Ahmed Fathi, a 15-year old app developer from Egypt, with Apple CEO Tim Cook.
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Islamic State to heel, recognize the allure of
such a new alignment. President Barack
Obama has referred obliquely to the possi-
bility in several public comments in the
past week or so, and officials say privately
they are exploring ways to form a working
coalition.

But U.S. officials agree that matchmak-
ing such often bitterly antagonistic bedfel-
lows is no simple task. When asked about
the possibility that U.S. warplanes might be
attacking Islamic State alongside the army
of Syrian President Bashar al-Assad—whose
overthrow is an explicit goal of American
policy—State Department spokeswoman
Jen Psaki last week cautioned: “Just be-
cause the Syrian regime may be taking on
ISIL or speaking publicly about that, and
certainly the United States is, that certainly
doesn’t mean we’re on the same side of the
coin here.”

The challenges go well beyond simply
getting mortal enemies to work together.
Even when such arrangements can be
forged, they are by nature fraught, filled
with internal contradictions and practical
pitfalls.

Because the deals are often secret, all
sides tend to freeload, collecting the bene-
fits from the other side while not really co-
operating themselves. For example, the
Obama administration worries that the As-
sad regime could take advantage of U.S. air-
strikes against Islamic State fighters to
keep its own ground troops focused on
fighting U.S.-backed Syrian rebel groups.

And the closer the U.S. moves toward an
enemy, the more likely it is that longtime
friends get upset. For example, edging too
close to Iran could spike efforts to keep Is-
rael and Saudi Arabia on board, and vice
versa.

“If you cooperate with one group, you
lose another,” says Emile Hokayem, a Mid-
dle East security analyst with the Interna-
tional Institute for Strategic Studies. “It
looks good on paper, but it’s impossible to
implement.”

Still, recent events in the region have
shown how nations normally or publicly at
odds can work together behind the scenes
when their separate interests converge. Re-
lations between Egypt and Israel have
grown increasingly strained. But the two
have worked in lock-step recently to
squeeze the Palestinian Hamas organiza-
tion, which both see as a threat.

And even as the U.S. and Iran have vied
for power and influence in Iraq they have
learned to coordinate when they perceive
common interests.

“We are watching you, and you are
watching us. If you look for cooperation in
the field, you can find it. And when you find
it, it will be with the permission of the
leaderships,” says Hossein Sheikholeslam, a
former Iranian parliamentarian and now a
foreign-policy adviser to Iran’s hard-line
speaker in parliament.

Indeed, the most intriguing reality
emerging in the struggle against Islamic
State is how the U.S. finds itself pulling in
the same direction as Iran, the main re-
gional supporter of Mr. Assad’s Syrian re-
gime. Islamic State’s hyper-sectarian Sunni
fighters already have taken over a big chunk
of Syria, and have gone on the offensive
against Shiite militias and the Shiite-led
Iraqi government Iran supports.

Both the U.S. and Iran deny overt or co-
vert coordination. Yet Iran joined the U.S. in
pressuring Iraq’s polarizing leader Nouri al-
Maliki to step down. And both the U.S. and
Iran are lending direct military aid to Kurd-
ish fighters in Iraq to counter Islamic State.

Both sides are quick to point out their
many disagreements, and are careful to
fence off other issues from negotiations
over Iran’s nuclear program. At the same
time, some observers on both sides believe
that a nuclear deal could improve U.S.-Ira-
nian cooperation in other areas, such as
fighting Islamic State.

“I am cautiously optimistic about what
we might be able to do with Iran,” says
Brent Scowcroft, another former national-
security adviser. “If in fact we can make any
kind of breakthrough on the nuclear issue,
I think that opens the possibility that we
may be able to treat Iran very differently,
and their attitude may be very different.”

Mr. Scowcroft, who advised Presidents

Gerald Ford and George H.W. Bush, cautions
that he “wouldn’t try to oversell” the possi-
bilities with Iran. In an indication of the ob-
stacles, the Obama administration on Friday
announced some additional economic sanc-
tions against Iran because of its nuclear
program.

Others are more skeptical of a working
U.S. relationship with Iran or, especially,
Syria. That is partly because of a problem
in trying to exercise influence through in-
termediaries: It is never clear how much in-
fluence the intermediaries actually have.

While Iran has been a major backer of
Mr. Assad, that doesn’t mean his regime fol-
lows every Iranian order, according to Ira-
nian and many U.S. analysts. The Assad re-

gime has resisted or undermined several
Iranian initiatives to broker deals to tamp
down violence in Syria, say people familiar
with these situations.

“I can tell you who are not bedfellows:
Iran and the Assad regime,” says Ryan
Crocker, former U.S. ambassador to both
Iraq and Syria. Mr. Crocker, however, sug-
gests an even more provocative possibility:
a de facto alliance with the Nusra Front—
the al Qaeda offshoot in Syria (and U.S.-des-
ignated terrorist outfit) that is one of the
few groups directly battling Islamic State.

Nusra already works openly with U.S.-
backed rebel groups in Syria, and it main-
tains communication with U.S.-ally Qatar,
which last week helped engineer the release

of an American journalist being held by
Nusra. Many took this as a signal that Nusra
wants to work through the Qataris to be
seen as player in any anti-Islamic State con-
figuration.

If the U.S. chooses to launch airstrikes
Mr. Obama is considering against Islamic
State inside Syria, and Nusra fighters then
make inroads battling them, the U.S. would
confront “a very interesting decision” on
whether to openly include Nusra as part of
a larger group willing to help take on Is-
lamic State, Mr. Crocker says.

Another U.S. ally critical to winning the
battle is Turkey, a Muslim country whose
long border with Syria includes areas Is-
lamic State controls. The U.S. and other
countries have been concerned about Tur-
key’s support for some hard-line Islamist
groups, though not Islamic State, and hope
it now will work harder to prevent Islamic
State’s growing body of foreign recruits
from moving across the Turkish border to
reach Syria.

Turkey already is averting its eyes to the
arming of Iraqi Kurdish groups by both the
U.S. and Iran as Kurdish militias battle Is-
lamic State. The Iraqi Kurdish groups have
forged close ties with the Turks in recent
years, after decades of enmity. Some ana-
lysts say Turkey, as well as the U.S., also
may eventually have to accept a more active
role for Syrian Kurdish militias who are fac-
ing down Islamic State directly, despite
those militias’ links with Kurdish militants
who have attacked Turkey in the past.

Mr. Crocker suggests that, in a coopera-
tive international effort, a wealthy country
such as Saudi Arabia might be persuaded to
give preferential loans to financially
strapped Turkey in return for helping more
in the struggle against Islamic State.

The Saudis, for their part, have already
had to swallow hard and accept for the first
time a Shiite-led government in Iraq. They
will now have to swallow harder, many ana-
lysts say, and encourage Sunni tribes within
Iraq to follow that government’s lead
against Islamic State if it is to be defeated.

But the Saudis also are deeply suspicious
of other players in a potential coalition, not
least the U.S. They mistrust the Obama ad-
ministration because it didn’t robustly sup-
port less-extreme Syrian opposition groups
when Islamic State was just emerging. They
are angry at Turkey and Qatar for support-
ing Islamic groups the Saudis consider too
radical. And they consider Iran a threat to
their interests at least as large as Islamic
State.

Still, in a sign that a common enemy
may be pulling even the Iranians and Saudis
a bit closer, Saudi Arabia’s foreign minister
last week met with an Iranian deputy for-
eign minister, the highest-level encounter
since the election of Iranian President
Hasan Rouhani last year.

The Islamic State threat also is providing
at least some common ground among the
U.S. and its colleagues in the big-powers
club, Russia and China.

The U.S. sees Islamic State as not only a
threat to its interests in the Middle East but
also a potential source of terrorist attacks.
Russia sees a force that threatens to build
ties and stir up more activism among the
Chechen Islamists with whom President
Vladimir Putin has waged a bloody struggle.
China sees a group that threatens to inspire
more activity among already-restive Isla-
mists in its northwestern Xinjiang province.

Still, Washington’s tensions with both
China and Russia on other fronts are get-
ting in the way of cooperation these days,
especially since Russia’s annexation of Cri-
mea and its intervention in eastern Ukraine.

Whatever the level of international coop-
eration against Islamic State, one question
is what form it might take. There is little
communication between some of the odd-
bedfellows candidates, and few existing alli-
ances that would kick in elsewhere in the
world under such conditions.

This means that cooperation likely would
be ad hoc or secret, or that some new
structure would be improvised. Zalmay
Khalilzad, who served as ambassador to
both Iraq and the United Nations, has sug-
gested establishing a “contact group” in
which regional players could coordinate
strategy, and a presidential envoy to over-
see execution of joint efforts on the ground.

Strange Bedfellows
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The U.S. and Iran share an
interest in fostering an Iraqi
government strong enough to
fend off Islamic State.

The U.S. and Syria’s Bashar
al-Assad share an interest in
quashing Islamic State in
Syria, even if the regime
appears to put a higher
priority on fighting other rebel
groups.

Groups of colored lines
between parties
represent shared
interests.

Turkey and Syria, long fearful
of building up the region’s
Kurds, have a shared interest
in building up the Kurdish
Peshmerga to combat a more
immediate threat, Islamic
State. Iraq has acquiesced.

Turkey and Qatar suddenly
have a shared interest in
keeping the Islamist
movement they separately
helped foster in check before
Islamic State absorbs and
consolidates it.

Egypt’s military ruler sees
Qatar, Turkey and the U.S. as
hostile to his suppression of
the Muslim Brotherhood.
They all now fear Islamic
State will consolidate the
Islamic threat.

Russia and China have plenty
of disputes with the U.S., but
they agree that, as big
powers, they are threatened
in similar fashion by the
expansionist Islamic
extremism of Islamic State.

The greatest odd bedfellow
of all: Islamic State threatens
al Qaeda as well as the West,
meaning that, in fact, al
Qaeda and the U.S. now have
a shared enemy.

Israel and Egypt have come
together to oppose Hamas,
and they now have a similar
long-term interest to do the
same in confronting Islamic
State.
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Saudi Arabia supported
Sunnis in Iraq while Iran
supported Shiites. They now
have an interest in aiding the
Shiite-led Iraq government to
counter a common threat.

Parties that display friction or outright aggression toward one another are
finding themselves aligned in a desire to counter Islamic State.

Analysis by Gerald F. Seib, graphic by Chris Kaeser/
The Wall Street Journal

18 | Monday, September 1, 2014 THEWALL STREET JOURNAL.

BUSINESS & FINANCE

Fiat Avoids Pitfall
In Chrysler Merger

MILAN—Fiat SpA Chief Execu-
tive Sergio Marchionne avoided a
shareholder mutiny that could have
hobbled his plans to combine the
Italian auto maker with Chrysler
and finance an ambitious multibil-
lion-dollar growth strategy.

Too few Fiat shareholders ten-
dered their stock to block the reor-
ganization, the company said Friday.
That opens the way for the company
to move its tax residency to the
U.K., legal headquarters to Amster-
dam and primary stock market list-
ing to New York while also changing
its name to Fiat Chrysler Automo-
biles NV.

The shuffle, first approved by
shareholders five weeks ago, should
be completed by mid-October when
shares in the merged company make
their debut on the New York Stock
Exchange, the auto maker said.

“I am delighted,” said John El-
kann, the scion of the Agnelli family,
Fiat’s controlling shareholder, and
chairman of the auto maker who
will keep the same position at the
new Fiat Chrysler.

The creation of Fiat Chrysler is a
crowning achievement for Mr. Mar-
chionne, also CEO of Chrysler. He
took over control of Fiat a decade
ago and brought the company back
from the brink in part by engineer-
ing the takeover of Chrysler. When
he arrived at the Italian car maker
in 2004 it had just reported a €2
billion ($2.6 billion) loss for the pre-
ceding year. The Agnelli family that
has controlled Fiat since its found-
ing 115 years ago risked losing its
grip.

The challenge now for Mr. Mar-
chionne, adept at financial and or-
ganizational maneuvering as well as
a skillful negotiator, is to prove he
can also come through with some
operational successes.

The five-year, €48 billion plan
presented in May forecasts that Fiat
Chrysler—together the world’s sev-
enth-biggest car maker—will sell
seven million vehicles in 2018 com-
pared with 4.4 million last year, a
target many analysts and industry
watchers reckon will be tough to
meet.

“Marchionne has had some suc-
cesses so far such as the nice bump
Chrysler has had in the past few
years, but it was starting from such
a low point,” said Erik Gordon, a
professor at the University of Michi-
gan’s Ross School of Business. “If
you are flat on your back and can
lift your head that is good, but can
you get up and run?”

To have any chance of winning
that race—which pits Fiat Chrysler
against much bigger rivals such as
Volkswagen AG, Toyota Motor
Corp. and General Motors Co.—Mr.
Marchionne will have to sell new
debt, something he has said would
happen once the company had ac-
cess to U.S. capital markets through
the New York stock listing.

The combined company’s tax bill
should fall with the new U.K. tax
residency, though Mr. Marchionne
has provided few details on what
the savings might amount to.

“Leveraging U.K. tax law and
Dutch company law isn’t new tech-
nology, Gucci did this 15 years ago
establishing a Dutch-listed company
with management sitting in Lon-
don,” said Carlo Galli, a tax lawyer
with Clifford Chance in Milan.

The U.K. tax residency would al-
low non-Italian Fiat shareholders to
receive dividends tax-free, instead
of taxed up to 26%, said Mr. Galli.
Italian shareholders, including the
Agnelli family that owns 30% of
Fiat’s stock, will continue to pay
dividend tax.

Fiat also will benefit by having
the income the parent company gen-
erates outside of Italy taxed at the
U.K.’s 21% corporate rate, 10 per-
centage points below Italy’s average
corporate tax rate. Profits earned at
foreign entities owned by Fiat, such
as the wholly owned Chrysler, will
be taxed at rates set by the country
where they are based, said Mr. Galli.

Fiat’s €9.7 billion in net debt and
junk credit rating does raise ques-
tions about how it can finance in-
vestment in new factories and mod-
els only with debt, leaving some
analysts skeptical about Mr. Mar-
chionne’s pledge not to issue new
stock.

By placing its legal headquarters
in the Netherlands, Fiat can issue
loyalty shares that will give share-
holders who hold their stock for
more than three years extra voting
rights.

That will help the Agnelli family
keep control of Fiat even if the hold-
ing is diluted by the sale of new
shares.

A shareholders’ meeting voted
earlier this month to approve the
reorganization, but those who didn’t
support the motion were allowed to
tender their shares to Fiat. Italian
law required Mr. Marchionne to of-
fer shareholders so-called cash-exit
rights, but the value of shares ten-
dered fell short of the limit he had
set of €500 million above which Fiat
would have shelved the reorganiza-
tion.

BY ERIC SYLVERS

since the start of July, while shares of
Indonesian producer PT Adaro En-
ergy Tbk have gained 12%, and Glen-
core PLC’s stock has increased 11%.

Supply rose more quickly than
demand over the past couple of
years, as mines that were planned
when the market was booming be-
gan production. Glencore says ther-
mal coal shipped by sea rose 22%
between 2011 and 2013, outpacing an
18% rise in demand.

As a result, the price of thermal
coal, which is used to generate elec-
tricity, has been trading near its
lowest level in five years. Metallur-
gical coal, which is used to make
steel, is near its lowest point in
seven years.

That has hit the balance sheets
of mining companies—even diversi-
fied ones. BHP Billiton, the world’s
largest miner, says weaker coal
prices wiped $1.5 billion off its un-
derlying earnings for its last fiscal
year.

Some miners have closed their
most expensive pits, contributing to
more than 10,000 jobs cut in Aus-
tralia’s coal sector. Populations
have shrunk and housing markets
have crashed as workers were laid
off in towns that rely on coal min-

Continued from page 15 ing, such as remote Moranbah in
Queensland.

But the world’s biggest shipper
of thermal coal, Glencore, expects
demand for that fuel to start out-
pacing supply again starting next
year, shoring up prices. “They seem
to have bottomed, stabilized, [and]
improved a little bit in recent peri-
ods,” Glencore Chief Financial Of-
ficer Steven Kalmin told investors
in August.

Analysts expect a rise in Indian
thermal-coal imports—after lower-
than-usual monsoon rains led to
weaker hydropower generation—to
send prices higher. Citi analyst Ivan
Szpakowski forecasts a lift in Chi-
nese industrial activity toward
year-end, which he thinks will drive
up demand.

Buyers in China and elsewhere
are also looking to switch to
higher-quality coal that generates
lower emissions and meets environ-
mental targets. That is a plus for
Australia, with its abundant re-
serves of high-grade coal. Miners
with low-quality reserves or high
costs could face continued chal-
lenges and be forced to cut output
further.

Production cutbacks could spark
a recovery in metallurgical coal.

Whitehaven estimates that 20 mil-
lion tons of output has been cut in
the past few months.

A recent decision by India’s Su-
preme Court that all coal-mining li-
censes distributed since 1993 are il-
legal has been another jolt for the
market, raising uncertainty over
supplies that could prove a positive
catalyst for prices, says White-
haven’s Mr. Flynn. The court didn’t
cancel the roughly 200 mining li-
censes granted during that period
and is to decide Monday what will
happen to them.

Even with all its mines in opera-
tion, India is a big buyer of foreign
coal because of rising power-gener-
ation demands.

“There is an urgent need in In-
dia to add significant capacity gen-
eration in a short time frame. This
generation will largely be coal-
based,” says Anil Sardana, manag-
ing director of Tata Power Co., one
of India’s largest integrated power
companies.

Citi’s Mr. Szpakowski says he re-
cently told clients to buy Australian
thermal-coal futures as Indian im-
ports were poised to increase, Chi-
nese demand was going to rise and
supply was likely to fall in the com-
ing months.

Miners See Light at Top of the Pit

Boeing Struggles to Sell
EarlyDreamlinerModels

For sale: about 10 new Boeing Co.
787 Dreamliners that no one seems to
want.

Even as Boeing racks up record
orders for its commercial jets, the
plane maker has a pack of its flag-
ship Dreamliners that it is struggling
to move off the lot. Two customers
this month canceled orders for nine
of the planes, and finding new buy-
ers could be tough without steep
discounts, analysts say.

The problem: the jets come from
a batch of early 787s built in 2009
and 2010 during the depths of Boe-
ing’s struggles with Dreamliner de-
sign and supply chain problems.
Dubbed by some industry insiders as
the “terrible teens,” the jets are the
10th-to-19th and 22nd Dreamliners
built. They have early design short-
comings that make them less effi-
cient than more recently con-
structed units.

Boeing has largely recovered
from its early stumbles with the
Dreamliner, which boasts a light-
weight composite fuselage and ad-
vanced electronics systems that has
drawn huge interest from airlines.
The 787 has amassed more than
1,000 orders faster than any other
widebody jet in history, and more
than 180 have been delivered since
the first one entered commercial
service in September 2011.

“Requests to change orders—be
they accelerations of deliveries, de-
ferrals, option exercises or cancella-
tions—are a daily part of our busi-
ness,” a spokesman said when asked
about cancellations. “Demand for the
787 remains high, and when we have
cancellations we begin marketing
those airplanes to other customers.”

Each Dreamliner is expensive to
build, but the earliest planes were
the costliest as Boeing ironed out
kinks in its design and manufactur-
ing process. The first three 787s

were so heavily modified after being
repeatedly assembled and disassem-
bled that Boeing wrote them off as a
$2.7 billion research-and-develop-
ment charge in 2009.

Even by mid-2012, when Boeing
had worked through the worst of its
production glitches, analysts esti-
mated that each Dreamliner cost as
much as $242 million each to build.
That compares to a list price of
$218.3 million before customary dis-
counts, that can cut the sales price
by about half.

Manufacturing costs for each new
787 that Boeing delivers continue to
exceed the sales price, analysts say,
but costs have come down consider-
ably. Boeing counts the Dreamliner
program as profitable based on ac-
counting that spreads estimated
costs and revenue out over many
years, effectively taking credit for fu-
ture profit in today’s earnings.

All but one of the teens jets were
built before Boeing engineered an in-
crease in carrying capacity into the
787, starting with the 20th plane.
That means the early version jets

can’t fly as far as those built later,
plus they burn more fuel.

Some of the first 20 or so planes
have been sold successfully, includ-
ing Nos. 20 and 21. Remaining teens
Dreamliners have changed prospec-
tive buyers several times.

Some were originally intended
for Chinese carriers, and later desig-
nated for airlines in Japan and Mo-
rocco. In 2012, Indonesian discount
airline Lion Air Group ordered five
of the planes, and Russian carrier
Transaero Airlines ordered four, ac-
cording to two people familiar with
the deal. Financial terms weren’t
disclosed.

In August, Lion Air said it can-
celed its five orders. A spokesman
didn’t respond to a request for com-
ment. On Thursday, Boeing said an-
other four 787 orders had been can-
celed, which a person briefed on the
matter said were the teens jets or-
dered by Transaero.

The Russian carrier didn’t re-
spond to a request for comment.

Analysts say Boeing could still
find buyers for the other planes.

BY JON OSTROWER

Boeing has largely recovered from its stumbles with the 787 Dreamliner, but
models built in 2009 and 2010 have been unpopular with buyers.
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Brutal Rise of Islamic State
Turns Old Enemies Into Friends
I n the brutal calculation of Middle East

politics, the baseline for friendship
has always been simple: The enemy of

my enemy is my friend.
By that standard, the Islamic State

extremist group is creating friendships
aplenty. An odd set of bedfellows or po-
tential bedfellows, transcending geo-
graphical, ideological and alliance
bounds, is emerging from the ranks of
those threatened by what many see as
the most dangerous militant movement in
a generation.

Shiite Muslim Iran and Sunni Muslim
Saudi Arabia, for instance, have been bit-
ter foes since at least 1979, when the Ira-
nian revolutionary government of Ayatol-
lah Ruhollah Khomeini hoped to inspire
similar revolutions in the Sunni world.
But both countries now fear Islamic
State’s armed radical Islamist movement,
which seeks to usurp their own claimed
leadership of the Muslim world.

That led Iran and Saudi Arabia to in-

dependently back the same candidate to
lead Iraq, in a push for a new govern-
ment that might unite Sunnis and Shiites
to battle Islamic State. Last week, Iranian
and Saudi diplomats held a rare meeting
to consult.

Turkey has long distrusted and
worked against ethnic Kurds, especially a
violent splinter group known as the PKK
that operates out of the mountainous en-
virons of northern Iraq. But the Turks
looked the other way when Syrian Kurd-
ish militias affiliated with the PKK played
a starring role in the rescue from Islamic
State fighters of thousands of Yazidis
stranded on a mountainside.

Russia and the U.S. are at loggerheads
in Ukraine and elsewhere, including the
Middle East. But they agree that the sort
of violent Islam practiced by Islamic
State, which now controls large swaths of
Iraq and Syria, endangers the global or-
der in which both countries compete for
influence.

Islamic State even has had a falling
out with al Qaeda, the group that

spawned it. Al Qaeda’s official Syrian
branch, known as the Nusra Front, is
outflanked and mocked by Islamic State.
So Nusra has joined the fight against Is-
lamic State, clashing violently on the bat-
tlefields of Syria.

These countries and movements may
be at odds over nearly everything else,
but nothing focuses the mind like a mor-
tal threat, say some analysts and former
top security officials. Given not only Is-
lamic State’s savagery but its potential to
overthrow regimes and spill over bor-
ders, they all seem to agree on only one

thing: It needs to be stopped.
Lacking a coalition of the willing, the

Obama administration should muster up
a sort of alliance of the unwilling, these
analysts argue. Whether that is possible,
and whether the U.S. has the guile and
clout to unite such disparate forces—ei-
ther formally, or more likely in a combi-
nation of overt, covert and arm’s-length
arrangements—is an open question.

“It has to be patched together, some-
what ad hoc, with maybe some sort of in-
formal and even clandestine agreements
on who does what,” says Zbigniew Brze-
zinski, a former U.S. national-security ad-
viser.

In a region where states such as Iraq
and Syria are literally fragmenting, Mr.
Brzezinski urges an approach focused on
the handful of what he categorizes as
truly “viable” states—Turkey, Iran, Egypt,
Israel and Saudi Arabia—to confront Is-
lamic State, which also is known by the
acronyms ISIS and ISIL.

U.S. officials, who privately concede
they have no great options for bringing

BY GERALD F. SEIB AND BILL SPINDLE

Nations long at loggerheads, such as Iran and Saudi Arabia, are finding common ground in their wish to curb extremists dominating part of Iraq and Syria. Above, the flag used by Islamic State militants.
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Russia and the U.S. are at
loggerheads in Ukraine, but they
agree that the violent Islam
practiced by Islamic State
endangers the global order.
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AIG Takes New Tack: Data Into Dollars
For clues about what direction

Peter Hancock is taking American
International Group Inc., check
out his tennis racket.

“It’s the coolest thing,” said Mr.
Hancock, the insurer’s incoming
CEO, of the $350 racket. “It tells
you exactly how many forehands,
backhands you hit, where on the
strings you hit the ball, how many
were top spins…” He called it “just
one tiny example of the kinds of
things [technology] can measure
now.”

Mr. Hancock, an active sports-
man whose first day at the helm is
Sept. 1, is betting that data crunch-
ing can improve more than just his
serve: The 56-year-old is pushing
AIG to wring greater efficiency—
and profits—out of the vast reams
of information it keeps about its
customers, among other sources.

If the strategy works as he ex-
pects, the results will include new
products, better identification of
fraud and potentially lower premi-
ums for certain customers.

“If we can do that, we become
not the biggest insurance company,
but the most valued in the eyes of
those customers,” he said.

The emphasis on analytics is
one of the clearest signs of how
Mr. Hancock hopes to address the
main challenge now facing AIG:
boosting profits.

Mr. Hancock is taking over from
Robert Benmosche, the chief execu-

tive since 2009, who initially fo-
cused on morale and keeping AIG
afloat after its financial-crisis bail-
out. Through a series of divesti-
tures, Mr. Benmosche slimmed
down AIG considerably; in 2012,
the company repaid the last of the
bailout money. AIG announced Mr.
Hancock’s promotion in June. Mr.
Benmosche, 70, had indicated he
would stay into early next year, but
he advanced his retirement to al-
low the new CEO to move ahead
with decisions and as he continues
to be treated for a 2010 cancer di-
agnosis.

AIG is now built primarily
around two large, valuable fran-
chises: a world-wide property-ca-
sualty insurance business, which
Mr. Hancock has run since 2011,
and a U.S. life-insurance and retire-
ment-services unit. Analysts say a
key challenge for Mr. Hancock is to
catch up to many of AIG’s peers in
profitability metrics such as return
on equity.

Mr. Hancock wants AIG to use
its expertise “to manage down the
cost of risk” by investing heavily in
computers and people to dive
deeper into data, he said in an in-
terview in his 30th-floor downtown
Manhattan office, which features
an ergonomic stand-up worksta-
tion.

Mr. Hancock said he was re-
cruiting a chief information officer,
who will report directly to him “to
raise the profile of technology” at
the company. Already, Mr. Hancock
has a “chief science officer,” a posi-
tion he added in 2012 to the prop-
erty-casualty unit as part of his ef-
fort to focus on science-driven
decisions about strategy. The sci-
ence team numbers about 130,
many of them Ph.D.s.

As an example of how the con-
cepts he champions can work in
practice, Mr. Hancock points to re-
cent analysis by AIG, in conjunction
with Johns Hopkins University, of

about 23 million of its workers’
compensation claims. The effort
identified addiction and other
problems stemming from overuse
of opiates.

“It is a terrible cost to the in-
dustry, a terrible cost to employ-
ers, and it’s a terrible cost to soci-
ety,” Mr. Hancock said. AIG now
has teams of doctors and nurses
who reach out to injured workers
and their primary-care physicians
early in treatment to suggest non-
addictive pain solutions, he said.

Mr. Hancock also has been
tweaking the business mix, includ-
ing reducing sales of certain types
of workers’ compensation accounts,
such as those the company doesn’t
see as profitable enough. AIG is
also boosting sales of property in-
surance and aiming to expand in
many emerging markets.

But significant improvement in
AIG’s return on equity—a measure
of profit relative to shareholders’
investment in a company—may be
a ways off. That figure stands in
the single digits, in part because

AIG sends a larger percentage than
do many rivals of each dollar
earned in premiums back out the
door to pay claims and other ex-
penses.

Some analysts have raised con-
cerns about a deceleration of price
increases for property-casualty in-
surers industrywide and whether a
tougher pricing environment is
slowing AIG’s turnaround. In the
company’s second-quarter earnings
call, Mr. Hancock said the company
was “clearly experiencing some
headwinds in the pricing” of cer-
tain business lines.

Mr. Hancock’s data push also
adds to costs at a time when the
company is shaving expenses.

“His approach to the business is
still a work in progress,” said Jan-
ney Capital Markets analyst Larry
Greenberg. For now, Mr. Greenberg
believes shareholders care more
about share buybacks—which AIG
has under way as well—as a way to
boost the stock price than they do
about data analysis.

“Our businesses continue to

demonstrate our discipline and re-
silience, underscoring our focus on
improving the results of our core
insurance businesses,” an AIG
spokesman said.

Other analysts are more bullish.
Josh Stirling of Bernstein Research
applauds the decision “to aggres-
sively embrace data and analytics,”
and especially likes what he calls
AIG’s “hiring binge” of scientists
and other talent.

Mr. Hancock arrived at AIG in
2010 with extensive risk-manage-
ment experience. In the 1990s, he
worked at J.P. Morgan, now part of
J.P. Morgan Chase & Co., where he
helped develop the market for
products such as credit-default
swaps. In those early years, banks
and their corporate clients typi-
cally used the swaps to mitigate
risk on debt exposure.

AIG went to the brink of col-
lapse in 2008 after a now-defunct
financial-products unit used credit-
default swaps to essentially bet on
the subprime-mortgage market. Mr.
Hancock chafes at the suggestion
he indirectly contributed to AIG’s
difficulties.

“That was certainly not some-
thing I anticipated the tool to be
used for,” said Mr. Hancock, who
was hired to beef up the insurer’s
risk management and to help un-
wind the bad bets.

Mr. Hancock said he looked for-
ward to the challenge of running
AIG. A novice in the extreme sport
of kitesurfing, he grew up in Hong
Kong, where his father worked at a
Canadian insurer and was involved
in competitive sailing.

The family had sessions in
which they ran through scenarios
for what could go wrong in a race,
and who would do what if it did.

“My dad taught me an impor-
tant lesson,” Mr. Hancock said. “If
you rehearse every maneuver
ahead of time, people don’t panic
when things get really intense.”

BY LESLIE SCISM
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nALEXANDRA INVESTMENTMANAGEMENT
Alexandra Convertible Bond Fund I, Ltd. (Class A) OT OT VGB 08/31 USD 2155.22 NS NS NS

nBANC INTERNACIONALD'ANDORRA.BANCAMORA.
Avgd.Meritxell 96, Andorra laVella. Andorra. Ph. +376.884884 www.bibm.ad
Andfs. Anglaterra UK EQ AND 11/16 GBP 8.47 2.8 3.6 14.9
Andfs. Borsa Global GL EQ AND 08/28 EUR 6.36 -4.4 0.4 4.5
Andfs. Emergents GL EQ AND 11/02 USD 14.77 -20.4 -19.2 -4.7
Andfs. Espanya EU EQ AND 08/28 EUR 15.13 7.1 34.9 26.3
Andfs. Estats Units US EQ AND 08/28 USD 23.19 10.9 26.2 21.1
Andfs. Europa EU EQ AND 08/28 EUR 7.25 -3.7 9.4 7.9
Andfs. Franca EU EQ AND 02/24 EUR 10.98 0.2 17.7 13.7
Andfs. Japo JP EQ AND 08/28 JPY 696.84 -0.1 12.4 28.5
Andfs. Plus Dollars US BA AND 10/22 USD 9.66 2.3 3.0 6.2
Andfs. RF Dolars US BD AND 08/28 USD 12.45 2.4 4.3 1.5
Andfs. RF Euros EU BD AND 08/28 EUR 11.88 1.9 3.3 2.6
Andorfons EU BD AND 08/28 EUR 16.01 2.3 4.1 3.6
Andorfons Alternative Premium GL EQ AND 12/31 EUR 109.45 16.9 16.9 8.3
AndorfonsMix 30 EU BA AND 08/28 EUR 10.27 -0.5 3.2 2.9
AndorfonsMix 60 EU BA AND 12/19 EUR 8.96 4.4 7.1 -2.5

nCGPortfolio FundLtd
NAV OT OT CYM 06/07 GBP 25839.68 5.3 10.9 9.8

nCHARTEREDASSETMANAGEMENTPTELTD -TELNO: 65-6835-8866
FaxNo: 65-68358865,Website:www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited OT OT MUS 08/22 USD 360342.21 8.5 5.3 -1.5

nCitadele
Republikas square 2a, Riga, LV-1522, Latvia
Citadele Eastern Europ Bal EU BD LVA 08/28 EUR 16.51 -0.4 2.4 2.9
Citadele Eastern Europ Bd EU BD LVA 08/28 USD 20.43 0.2 3.1 3.6
Citadele Russian Eq EE EQ LVA 08/28 USD 18.51 -17.7 -9.4 -4.6

nDJE INVESTMENTS.A.
internet:www.dje.lu email: info@dje.lu phone:+0035226925220 fax:+0035226925252
DJE Real Estate P OT OT LUX 08/29 EUR 3.37 -7.4 -10.5 -9.0
DJE-Absolut P OT OT LUX 08/29 EUR 251.20 -0.3 6.9 8.4
DJE-Alpha Glbl P OT OT LUX 08/29 EUR 185.77 -4.4 5.6 7.3
DJE-Div& Substanz P OT OT LUX 08/29 EUR 296.33 4.8 12.3 10.2
DJE-Gold&Resourc P OT EQ LUX 08/29 EUR 136.71 12.7 1.9 -11.3
DJE-Renten Glbl P EU BD LUX 08/29 EUR 157.36 5.8 7.2 4.7
LuxPro-Dragon I AS EQ LUX 07/20 EUR 144.57 -8.5 5.0 7.6
LuxPro-Dragon P AS EQ LUX 07/20 EUR 140.29 -8.8 4.4 7.0
LuxTopic-Aktien Europa EU EQ LUX 08/29 EUR 20.21 -0.8 3.1 5.0
LuxTopic-Pacific OT OT LUX 08/29 EUR 21.19 6.3 8.3 6.1

nMERIDENGROUP
Tel: + 376 741 175 Fax: + 376 741 183Email:meriden@meriden-ipm.com
Antanta Combined Fund EE EQ AND 08/22 USD 201.49 -4.0 -19.5 -12.3
AntantaMidCap Fund EE EQ AND 08/22 USD 348.66 -3.4 -10.8 -10.4
Meriden Opps Fund GL OT AND 02/05 EUR 22.68 0.0 -11.2 -11.0
Meriden Protective Div GL EQ AND 11/24 EUR NS.00 -2.8 NS NS

nHSBCTrinkaus InvestmentManagersSA
E-Mail: funds@hsbctrinkaus.lu
Telephone: 352 - 47 18471
HSBC Trinkaus Golden Opportunities OT OT LUX 08/28 USD 81.26 16.1 -11.8 -20.6
Prosperity Return Fund A JP BD LUX 12/06 JPY 8577.68 -9.3 -8.4 0.3
Prosperity Return Fund B EU BA LUX 12/06 JPY 9032.12 4.6 11.0 13.2
Prosperity Return Fund C EU BA LUX 12/06 USD 79.01 -12.2 -11.1 -1.0
Prosperity Return Fund D EU BA LUX 12/06 EUR 121.37 -9.0 -8.8 8.1
Renaissance Hgh Grade Bd A EU BA LUX 12/06 JPY 10807.34 3.5 5.1 11.3
Renaissance Hgh Grade Bd B EU BA LUX 12/06 JPY 11130.39 17.9 25.6 23.9
Renaissance Hgh Grade Bd C EU BA LUX 12/06 USD 96.94 -0.9 0.7 8.4
Renaissance Hgh Grade Bd D EU BA LUX 12/06 EUR 102.83 -4.6 -4.1 6.9

nMPASSETMANAGEMENT INC.
Tel: + 386 1 58747 77
MP-BALKAN.SI EE EQ SVN 08/12 EUR 19.29 -1.9 -8.4 -10.9
MP-TURKEY.SI OT OT SVN 08/28 EUR 43.35 19.7 19.0 0.1

Latin America USDA GL EQ CYM 06/30 USD NS.00 NS NS NS
Paragon Limited USDA EU EQ CYM 12/31 USD NS.00 12.7 12.7 14.2
UK Fund USDA OT OT CYM 04/13 USD 157.94 1.8 NS NS

nPTCIPTADANAASSETMANAGEMENT
Tel: +6221 25574883 Fax: +6221 25574893 Website:www.ciptadana-asset.com
Indonesian Grth Fund GL EQ BMU 08/27 USD 178.61 31.0 18.5 -1.1

nTHENATIONAL INVESTOR
POBox47435, AbuDhabi, UAEWeb:www.tni.ae
MENASpecial Sits Fund OT OT BMU 07/31 USD 1190.81 6.7 7.8 7.9
MENAUCITS Fund OT OT IRL 08/26 USD 1588.83 22.5 28.8 24.8
UAE Blue Chip Fund OT OT ARE 08/27 AED 12.30 31.9 56.2 57.0

nHERMITAGECAPITALMANAGEMENTLTD.
Tel: +7501 258 3160 www.hermitagefund.com
TheHermitage Fund GL EQ JEY 03/12 USD 963.12 4.5 105.6 -23.2

nHORSEMANCAPITALMANAGEMENTLTD.
T: +44(0)2078387580, F: +44(0) 2078387590,www.horsemancapital.com
Horseman EurSelLtd EUR EU EQ GBR 07/31 EUR 306.00 NS NS NS
Horseman EurSelLtd USD EU EQ GBR 07/31 USD 332.93 NS NS NS
Horseman Glbl Ltd EUR GL EQ CYM 07/31 USD 549.44 NS NS NS
Horseman Glbl Ltd USD GL EQ CYM 07/31 USD 549.44 NS NS NS

nHSBCALTERNATIVE INVESTMENTSLIMITED
T+442078603074 F +442078603174www.hail.hsbc.com
HSBCALTERNATIVESTRATEGYFUND
Special Opp EUR OT OT GGY 08/15 EUR 129.11 5.6 11.8 14.8
Special Opp Inst EUR OT OT GGY 03/31 EUR 88.51 0.7 -0.3 13.3
Special Opp Inst USD OT OT GGY 03/28 USD 123.18 4.2 18.5 10.6
Special Opp USD OT OT GGY 08/15 USD 136.39 5.6 11.9 14.9

nHSBCPortfolio SelectionFund
GH Fund CHFHdg OT OT GGY 08/15 CHF 127.32 1.6 5.7 7.2
GH Fund EURHdg (Non-V) OT OT GGY 08/15 EUR 141.97 1.8 5.7 7.1
GH Fund GBPHdg OT OT GGY 08/15 GBP 157.15 2.0 6.1 7.7
GH Fund Inst USD OT OT GGY 08/15 USD 135.86 2.3 6.7 8.0
GH FUNDS EUR OT OT CYM 08/15 EUR 159.06 2.6 7.1 8.3
GH FUNDSGBP OT OT CYM 08/15 GBP 166.71 2.7 7.2 8.6
GH Fund S USD OT OT CYM 08/15 USD 186.99 2.6 7.2 8.5
GH Fund USD OT OT GGY 08/15 USD 322.37 1.8 5.9 7.3
Hedge Investments OT OT GGY 08/16 USD 158.48 NS NS 3.6
Leverage GHUSD OT OT GGY 08/15 USD 150.82 2.4 9.9 12.8
MultiAdv Arb CHFHdg OT OT JEY 08/15 CHF 101.93 2.0 3.9 3.4
MultiAdv Arb EURHdg OT OT JEY 08/15 EUR 113.88 2.2 4.4 3.7
MultiAdv Arb GBPHdg OT OT JEY 08/15 GBP 124.26 2.4 4.6 4.1
MultiAdv Arb S EUR OT OT JEY 08/15 EUR 129.22 2.9 5.5 4.9
MultiAdv Arb S GBP OT OT JEY 08/15 GBP 136.62 2.9 5.6 5.3
MultiAdv Arb S USD OT OT JEY 08/15 USD 147.64 2.8 5.3 5.0
MultiAdv Arb USD OT OT JEY 08/15 USD 215.40 2.3 4.5 3.9

nHSBCUni-folio
Asian AdbantEdge EUR OT EQ JEY 06/30 EUR 91.36 -6.2 -4.5 2.5
Asian AdvantEdge OT EQ JEY 06/30 USD 171.19 -6.2 -4.4 2.8
Emerg AdvantEdge OT EQ JEY 09/28 USD 151.22 3.4 -2.4 -5.5
Emerg AdvantEdge EUR OT EQ JEY 09/28 EUR 82.99 2.8 -3.0 -5.9
Europ AdvantEdge EUR OT EQ JEY 06/30 EUR 127.84 -3.4 -1.3 2.2
Europ AdvantEdge USD OT EQ JEY 06/30 USD 135.07 2.0 4.3 5.1
Real AdvantEdge EUR OT OT JEY 04/30 EUR 104.69 1.3 -9.5 -1.9
Real AdvantEdge USD OT OT JEY 04/30 USD 105.31 1.5 -8.8 -1.7
Trading AdvantEdge OT OT GGY 08/15 USD 135.48 4.0 4.7 -5.2
Trading AdvantEdge EUR OT OT GGY 08/15 EUR 122.46 4.5 4.7 -5.3
Trading AdvantEdge GBP OT OT GGY 08/15 GBP 130.66 4.0 4.7 -5.3

nOTHERFUNDS
For information about these funds, please contact us onTel: +44 (0) 2078429694/9633
Medinvest Plc Dublin OT EQ IRL 09/30 USD NS.00 NS 1.3 -4.4

nWINTONCAPITALMANAGEMENTLTD
Tel: +44 (0)2076105350Fax: +44 (0)2076105301
Winton Evolution EUR Cls H GL OT CYM 07/31 EUR 1146.06 -2.6 4.4 1.3
Winton Evolution GBP Cls G GL OT CYM 07/31 GBP 1161.60 -2.5 4.7 1.7
Winton Evolution USD Cls F GL OT CYM 07/31 USD 1461.46 -2.5 4.6 1.6
Winton Futures EUR Cls C GL OT VGB 07/31 EUR 247.99 -1.5 3.7 1.6
Winton Futures GBP Cls D GL OT VGB 07/31 GBP 270.33 -1.3 4.0 2.0
Winton Futures JPY Cls E GL OT VGB 07/31 JPY 17346.38 -1.5 3.8 2.0
Winton Futures USD Cls B GL OT VGB 07/31 USD 885.47 -1.4 3.9 2.0

nPOLARCAPITALPARTNERSLIMITED
International FundManagers (Ireland) LimitedPH - 353 1 670660Fax - 353 1 670 1185
Global Technology OT EQ IRL 08/28 USD 23.93 4.8 23.2 18.2
Japan Fund USD JP EQ IRL 08/29 USD 21.50 -4.8 3.5 12.0
Polar Healthcare Class I USD OT EQ IRL 08/28 USD 34.09 20.2 44.5 41.8
Polar Healthcare Class R USD OT EQ IRL 08/28 USD 33.31 19.7 43.7 41.1

nHemisphereManagement (Ireland) Limited
Discovery USDA GL OT CYM 12/31 USD 101.35 NS NS NS
Elbrus USDA OT OT CYM 07/31 USD 9.90 NS NS NS
Europn Conviction USDB EU EQ CYM 07/31 USD 162.33 0.8 4.5 3.2
Europn Forager USDB EU EQ CYM 07/31 USD 334.39 5.9 14.4 10.7

Peter Hancock takes over Monday as chief executive of AIG.

Ke
it
h
Be

df
or
d
fo
r
Th

e
W
al
lS

tr
ee
t
Jo
ur
na
l

Already, Mr. Hancock
has a ’chief science
officer,’ and the science
team numbers about 130,
many of them Ph.D.s.
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Three Die in Violent Pakistan Protests
ISLAMABAD—Pakistan’s military

warned the government against
“further use of force” after three
protesters demanding the resigna-
tion of Prime Minister Nawaz Sharif
died and more than 400 people
were injured in clashes with police
in the country’s capital.

Amid a spiraling political crisis
that has cast doubt over the ability
of Mr. Sharif’s government to con-
tinue in office, thousands of demon-
strators were still facing off late
Sunday with security forces in Is-
lamabad’s official zone, which
houses Parliament, ministries and
the prime minister’s house.

The protesters had camped
peacefully in Islamabad since Aug.
15, demanding that Mr. Sharif resign
because his party allegedly rigged
last year’s elections, a claim that the
prime minister denies. More than
30,000 security forces are deployed
in Islamabad, according to the Inte-
rior Ministry. Police officials said
more than 20,000 protesters were
camped in front of Parliament.

Running battles with security
forces broke out when the protest-
ers, led by cricketer-turned-politi-
cian Imran Khan and Islamic cleric
Tahir ul Qadri, tried to march on the
prime minister’s official residence
Saturday night, an attempt that se-
curity forces repelled with rubber
bullets and tear-gas shells. The pro-
testers did get into the compound of
the Parliament building, in front of
the prime minister’s house.

Government officials say they be-
lieve the protest movement is backed
by the country’s military establish-
ment, which has been at odds with
Mr. Sharif’s government over a range
of issues since he assumed power in
June last year, and which carried out
several coups in the past. Mr. Sharif’s
previous government was ousted in
one such coup in 1999.

“The military wants to force a
change but without direct assump-
tion of power. They would like to
knock Nawaz Sharif out,” said Hasan
Askari Rizvi, a defense analyst
based in Lahore.

Although the military’s aim is
widely thought to be a weakened ci-
vilian government, analysts warn
that the unpredictable course of
events in recent days might still
lead to an outright coup because the
prime minister is resisting the pres-
sure to step down.

An emergency meeting of the top
military commanders was convened
late Sunday by the army chief, Gen.
Raheel Sharif, who was appointed
by the prime minister in November.
The two men aren’t related.

“While reaffirming support to
democracy, the conference reviewed
with serious concern the existing
political crisis and the violent turn
it has taken, resulting in large-scale
injuries and loss of lives,” a state-
ment from the army said after the
meeting. “It was once again reiter-
ated that the situation should be re-
solved politically without wasting
any time and without recourse to vi-
olent means.”

Mr. Khan is now demanding that

Mr. Sharif leave office for a month,
while a judicial commission promised
by the government probes allegations
of fraud in the 2013 election.

In the crowd outside the Parlia-
ment building on Sunday, protesters
said they were optimistic about
forcing the prime minister out. “The
police were brutal, but that is good
because whenever blood is shed in a
movement, it turns into a revolu-
tion,” said Sajida Abdul Samad, a
supporter of Mr. Qadri.

The prime minister’s office said
that Mr. Sharif had called a joint
session of Parliament for Tuesday
and condemned the protesters’
move on government buildings.

“The government adopted the
path of negotiations but was be-
trayed and an invasion was made

despite prior commitment. It was
agreed that this undemocratic on-
slaught should be withdrawn and
parties should come back to the ne-
gotiation table,” said a statement
from the prime minister’s office af-
ter Mr. Sharif met other officials.

The statement said the Interior
Ministry was directed to “utilize all
resources to ensure protection of
state institutions without loss of life.”

The political crisis was ignited in
June, when at least 10 of Mr. Qadri’s
supporters were shot and killed by
police in Punjab province, where the
provincial government is run by Mr.
Sharif’s party and is headed by his
brother, Shahbaz Sharif. The killings
happened when police stormed Mr.
Qadri’s headquarters in Lahore’s
Model Town area. The government

has set up a judicial inquiry into the
incident.

“Pakistanis, this is your defining
moment,” Mr. Khan said in a speech
Sunday, imploring more supporters
to reach the protest site. “If you want
to be free, if you want to have a real
democracy, the time has come.”

Hospital officials said at least
470 people were injured in the
clashes, including members of the
security forces. Ayesha Esani, a
spokeswoman for Islamabad’s PIMS
hospital, said one protester was al-
ready dead on arrival at the hospi-
tal, after suffering a heart attack,
falling into a ditch and drowning
during the clashes.

Two others died in hospital, hav-
ing been admitted with “high veloc-
ity projectile wounds.” It was un-
clear whether these were caused by
rubber bullets, she said.

“The events of Saturday evening
were highly choreographed and
scripted by some power other than
Imran Khan and Tahir ul Qadri,”
wrote Dawn, a Pakistani daily news-
paper in an editorial published Sat-
urday. “The biggest question: can
Nawaz Sharif survive? The answer,
in these frantic hours, must surely
be a miserable, despondent no.”

The military has used the pro-
tests to press Mr. Sharif to hand
over control of foreign policy and
security issues, government aides
said. The military has been alarmed
by the pace of Mr. Sharif’s plans to
make peace with enemy India, and
his determination to prosecute for-
mer army chief Pervez Musharraf
for treason.

BY SAEED SHAH
AND QASIM NAUMAN

Supporters of Imran Khan listen to his speech in Islamabad on Sunday.
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India’s Modi Starts
Japan Visit in Kyoto

TOKYO—Indian Prime Minister
Narendra Modi spent his first full
day of a five-day official visit to Ja-
pan sightseeing in the ancient city
of Kyoto, accompanied by Prime
Minister Shinzo Abe.

On a visit during which the two
Asian countries are looking to
deepen defense and commercial ties
as they grapple with an increasingly
assertive China, the two leaders be-
gan Sunday by taking in the Toji
Buddhist temple, a Unesco World
Heritage site, whose pagoda is an
enduring symbol of the city.

As the two leaders examined rare
Buddhist relics, temple attendants
explained that India and Japan
shared deep cultural connections
through the legacy of Buddhism.

Mr. Modi arrived at Kansai Inter-
national Airport south of the major
industrial city of Osaka on Saturday

evening. He traveled directly to the
State Guest House in Kyoto, where
he was met by Mr. Abe, the two
leaders hugging warmly before an
informal dinner. Afterward, they fed
koi fish in the guesthouse pond.
speaking about the cultural and reli-

gious links between the two coun-
tries, local media reported.

Mr. Abe had flown from Tokyo
several hundred kilometers to the
east to meet his Indian counterpart,
a rare gesture for a Japanese prime
minister, who wouldn’t normally
travel to host a dinner for a foreign
leader in another city and act as
guide.

After their temple visit Sunday
morning, Mr. Modi visited Kyoto
University’s Center for iPS Cell Re-
search, where Nobel Prize-winning
stem-cell scientist and center direc-
tor Shinya Yamanaka acted as guide.
Mr. Modi has said he hopes stem-
cell research can offer solutions to
some of India’s health challenges.

From Monday, the two leaders
and other officials are expected to
engage in wide-ranging discussions
about regional security as well as a
possible deal on civil nuclear coop-
eration.

BY ATSUKO FUKASE

WORLD NEWS

The two leaders and
other officials are
expected to engage in
wide-ranging discussions
about regional security.

Narendra Modi and Shinzo Abe during a
visit to a temple in Kyoto on Sunday.
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Global Emerging Markets Bond
Funds dedicated to fixed income securities issued in emergingmarket countriesMost
fundswill invest in several currencies or countries. Ranked on% total return (dividends
reinvested) in Euros for one year endingAugust 29, 2014

Leading 10 Performers
FUND FUND LEGAL %Return in $US **
RATING * NAME FUNDMGM'T CO. CURR. BASE YTD 1-YR 2-YR 5-YR

5 Aberdeen Aberdeen Asset GBPGBR 13.92 20.32 4.53 NS
EmergingMarkets BondAAcc Management PLC

5 GMOEmerging GMO USDIRL 17.67 20.04 7.59 17.64
Country Debt Investment

NS Neuberger Neuberger Berman USDIRL 16.18 17.50 NS NS
Berman EMDbt Hard Cc I $ Acc Europe Ltd

4 M&GEmerging M&GGroup GBPGBR 14.31 16.92 3.62 9.60
Markets Bond XAcc

NS Van Eck RBS (Luxembourg) USDLUX 14.44 16.89 NS NS
Unconstrained EmergMktUCITS I1$ S.A.

NS Vontobel Vontobel USDLUX 15.58 16.76 NS NS
EmergingMarkets Debt B Management S.A.

4 WIP Emerg OppenheimAsset USDLUX 15.78 16.45 2.61 12.00
Mkts Fix Inc A (USD) Mgmt Services S.à r.l.

5 ING (L) ING Investment USDLUX 14.79 16.14 3.27 13.30
Renta Fd EMDbt HC I USDAcc Management Luxembourg S.A

NS Nordea-1 Nordea Investment EURLUX 15.50 16.14 1.95 NS
EmergingMarket Bond BI EUR Funds S.A.

4 Fidelity Fidelity (FIL Inv EURLUX 15.81 15.89 1.13 10.19
EmergingMkt Debt A-Acc-Euro Mgmt (Lux) S.A.)

NOTE: Changes in currency rateswill affect performance and rankings. Source: Morningstar, Ltd
KEY: ** 2YR and 5YR performance is annualized 1 Oliver’s Yard, 55-71 City Road
NA-not available due to incomplete data; London EC1Y 1HQUnited Kingdom
NS-fund not in existence for entire period www.morningstar.co.uk; Email: mediaservice@morningstar.com

Phone: +44 (0)203 107 0038; Fax: +44 (0)203 107 0001
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Emaar Malls IPO
Set for September

DUBAI—Emaar Properties,
Dubai’s flagship real-estate devel-
oper, said it is planning an initial
public offering of its profitable
malls business this month, which
would likely be the largest share
sale in the United Arab Emirates
since the 2008 financial crisis.

The IPO underscores Dubai’s re-
bound from the global meltdown
that saw local equity and real-estate
markets collapse, forcing several of
the emirate’s main holding compa-
nies into multibillion-dollar restruc-
turings. Analysts say a successful
IPO of Emaar Malls Group could re-
ignite listing activity on the coun-
try’s main exchanges, which re-
ceived a shot in the arm earlier this
year after being upgraded to emerg-
ing-market status by index compiler
MSCI Inc.

It also reflects Dubai’s improving
economic prospects, attributable to
a steady increase in trade and tour-
ism numbers. In the first six months
of the year, Dubai’s hotels welcomed
5.8 million guests, a record for the
period. The emirate has continued
to pour billions into improving its
airport, public transport and hotels,
investments that are geared toward
attracting more visitors.

Emaar Properties said Sunday
that the IPO of its malls business,
which was announced earlier this
year, is open to both individual and
institutional investors, with each
taking 30% and 70%, respectively, of
the offering. Emaar expects to sell
at least 15% of EMG as part of the
offering and it aims to return about
$1.44 billion of the proceeds to
shareholders in the form of a divi-
dend.

Companies are usually required
to list at least 55% of their shares
on the Dubai Financial Market, but
Emaar received exemption.

“For Dubai to have an IPO of this
size is a real test of the recovery
that we’ve talked about for the past
three years,” said Mohammed Ali
Yasin, managing director of NBAD
Securities. “The climate is very pos-

itive for a successful IPO and, if it
succeeds, you will see others en-
couraged to follow.”

Dubai’s government owns 29.2%
of Emaar Properties, the developer
that helped build the tallest tower
in the world, the Burj Khalifa, and
the surrounding downtown area.

EMG’s main source of revenue
stems from Dubai Mall, one of the
largest shopping centers in the
world. The mall has an aquarium
and ice-skating rink, and with 75
million visitors in 2013 is one of the
emirate’s most popular tourist at-
tractions. The mall accounted for
half of the sales of luxury goods by
value in the emirate in 2013. Its rev-
enue climbed 13% to 1.25 billion dir-
hams ($340 million) in the first half
from a year earlier.

“The IPO of EMG is a milestone
for the development of the U.A.E.
capital markets as, for the first
time, it combines institutional and
retail shareholders in the same of-
fering on the DFM,” said Emaar
Properties Chairman Mohamed Al-
abbar. Emaar hopes to list the unit
in October, according to a spokes-
person.

Emaar Properties is the largest
listed stock on the Dubai Financial
Market, with a market value of
around $22 billion. The market’s total
value is close to $94 billion, accord-
ing to data from Zawya.com. Emaar
estimates the fair market value of its
malls business at $10.6 billion.

Emaar Properties had initially
suggested it wanted to list the malls
group in London, as some other re-
gional companies have done in re-
cent years to tap more overseas in-
vestors and diversify internationally.

BY NICOLAS PARASIE

China Bad Loans Surge
BEIJING—China’s biggest state-

owned banks reported a surge in
soured and castoff loans in the first
half, as China’s slowing growth
takes a toll on its lenders.

The five biggest state-owned
banks—Industrial & Commercial
Bank of China Ltd., China Construc-
tion Bank Corp., Agricultural Bank
of China Ltd., Bank of China Ltd.
and Bank of Communications Co.—
wrote off and transferred out of their
books a total of 46.91 billion yuan
($7.64 billion) of bad loans in the first
half, according to calculations by The
Wall Street Journal. That is more
than twice the 22.07 billion yuan
from a year earlier and marks an ef-
fort to clean up their books amid the
prospects of more bad loans.

The five lenders also reported a
total of 423.49 billion yuan of non-
performing loans outstanding at the
end of June, up 21% from a year ear-
lier. They also reported a slowdown
in profit growth.

Bad-loan levels within China’s
banking industry remain low in
terms of total portfolios. Still, the
level is expected to creep upward as
cooling economic growth hampers
borrowers’ ability to repay debts.

China reported 7.4% economic
growth in the first half from a year
ago, below the 7.7% growth rate of
last year. Economists are worried
that China may miss the 7.5% annual
growth target set by the govern-
ment this year if the economy
doesn’t show significant improve-
ment in coming months.

“Asset quality of Chinese banks

is still under downward pressure,
and we haven’t seen when it could
bottom out,” said Standard & Poor’s
bank analyst Liao Qiang. “It is very
likely that the deterioration could
accelerate in the future.”

In the first half, new bad loans
throughout the banking system had
already exceeded the increase for all
of last year, according to official data.

Chinese regulators have in recent
years urged lenders to expunge
more bad loans while their earnings
are still robust, and the government
has also relaxed the rules for some
write-offs.

The top five banks reported a to-

tal of 509.29 billion yuan in net
profit in the first half, up 9% from
same period last year but down sub-
stantially from the 20% growth rate
seen during China’s boom years. The
result, however, was still robust by
international standards.

All five banks said they have
have sold loans to entities such as
so-called bad banks. ICBC, Agricul-
tural Bank of China and Bank of
China said they sold 19.3 billion
yuan of bad assets in the first half.

Banks said the increase in non-
performing loans is coming from the
steel, manufacturing and small-busi-
ness sectors. —Grace Zhu

China’s Yuan Takes Earnings Down With It
debt.

State-run Baoshan Iron & Steel
Ltd. last week posted 270 million
yuan ($44 million) in foreign-ex-
change losses for the first half as
the weaker yuan increased financing
costs on its dollar-denominated
debt. The steelmaker said the cur-
rency losses were the largest factor
in its 15% decline in its net profit.

Property developers listed in
Hong Kong also have been hurt. Shui
On Land Ltd., already battling
China’s real-estate slump, said last
week it took a 126 million yuan hit in
the first half from the weak yuan,
compared with gains of 205 million
yuan a year earlier as the currency
appreciated. The company’s first-half
profit fell 24% to 797 million yuan.

Shui On Land, which had about
20.58 billion yuan in dollar-denomi-
nated debt as of June 30, cited gains
the Chinese currency made in July
and August. “We are still positive
about the renminbi over the long
term,” a spokesman said.

Tencent Holdings Ltd. said in
August that foreign-exchange losses
were the main reason for a sharp
jump in financing costs to 354 mil-
lion yuan in the second quarter,
compared with net financing income
of 14 million yuan a year earlier. The
Internet conglomerate in April com-
pleted a $2.5 billion bond sale in the
U.S. Tencent’s overall second-quar-
ter profit rose 59% to 5.84 billion
yuan. Tencent declined to comment
for this article.

Banks, property developers and
energy companies have led the rise
in offshore borrowing among
China’s corporations. Mainland busi-
nesses had $169.2 billion of bonds
outstanding held by investors out-
side China last year, up 60% from
2012 and more than double the
amount in 2011, according to No-

Continued from first page

mura Holdings. The value of China’s
offshore debt issued this year is
around $82 billion, already more
than for all of last year and more
than double the level of 2012, ac-
cording to data provider Dealogic.

U.S. interest rates are lower than
China’s in part because of efforts by
the U.S. Federal Reserve to add li-
quidity to the system. One result: A
10-year Chinese government bond is
now trading at 4.2%, compared with
2.35% on a comparable 10-year U.S.
Treasury note.

That coincides with a period of
Chinese policy designed to quell in-
flation and overcapacity—legacies of
a $586 billion stimulus program in
late 2008. Many of those policies
have limited the ability of Chinese
companies in areas such as real es-
tate to tap the country’s vast pools
of capital. Beijing also wants to
drive out short-term speculators
who assume yuan appreciation is an
easy bet, according to central-bank
officials. China’s central bank keeps
a tight grip on the currency’s value.

Over the longer term, investors

and analysts widely believe China
will allow the yuan to resume its
rise against the dollar. But the U.S.
currency has risen steadily in recent
years, making the case for yuan ap-
preciation less likely.

So far this year, the Chinese cur-
rency has fallen 1.5% against the
dollar, hitting its weakest level this
year at 6.2676 yuan on April 30—
also its weakest in nearly two years.

“Managing the risks from the
yuan-dollar exchange is becoming
increasingly complex,” Baosteel
General Manager Dai Zhihao said.

Baosteel said it began to accu-
mulate dollar-denominated debt in
recent years because of compara-
tively low interest rates. The com-
pany holds about 70% of its debt in
U.S. dollars, out of a total debt port-
folio valued at about $9 billion.

Such foreign-exchange losses are
common at other Chinese steel
mills, though the scale of their
losses may not be as large as at
Baosteel, said Xue Heping, a senior
analyst at Yida Steel Research Cen-
ter. “It’s not confined to Baosteel.
Many steelmakers made foreign-ex-
change losses because of such debt
in the first half, but they choose not
to report it,” he said. Mills were
able to use lower raw-material
prices in the first half to offset for-
eign-exchange losses, he said.

The state-backed China Iron and
Steel Association said foreign-ex-
change losses are a rising problem,
identifying the weaker yuan as a
factor driving a 29% increase in fi-
nancing costs for mills in the first
half. “We need to watch operational
risks and strengthen financial man-
agement to stop debt gearing from
rising,” said association President
Xu Lejiang.

—Wynne Wang in Shanghai
and Fiona Law in Hong Kong

contributed to this article.

Sources: the banks The Wall Street Journal

Burdened Books
China’s biggest state banks step up efforts to move bad loans off their books.

Write-offs and transfers in Chinese banks, in billions of yuan
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A U.S. military photo shows water supplies being loaded Saturday onto a transport plane for an airdrop on Amirli, Iraq.
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Lesotho’s Leader Flees Country
JOHANNESBURG—Turmoil en-

gulfed the tiny kingdom of Lesotho
early Saturday, after troops stormed
police stations and forced the prime
minister to flee the landlocked
country, according to a member of
Lesotho’s parliament and the South
African government.

But the army appears to have
stopped short of toppling the gov-
ernment.

In addition to raiding two police
bases in Lesotho’s capital, Maseru—
and exchanging gunfire at at least
one of them—the military also ap-
parently blacked out radio and tele-
vision stations.

The government in South Africa,
which encircles the mountainous
country, said the army’s activities
“bear the hallmarks of a coup
d’état.” Pretoria warned “such un-
constitutional change of government
shall not be tolerated.”

Since it gained independence
from Britain in 1966, Lesotho has
experienced several coups and
abrupt changes of governments. In
2012, it created a coalition govern-
ment under former opposition
leader, Thomas Thabane. But the co-
alition’s political grip has been
shaky, while its ties with the coun-
try’s military has been contentious.
The country has a population of
about two million people.

Mr. Thabane told the BBC in an
interview Saturday that he had fled
to South Africa after a coup at-
tempt. An official with the Depart-
ment for International Relations and
Cooperation, which is South Africa’s
foreign ministry, said the prime
minister had gone into hiding, but
declined to confirm that Mr.
Thabane was in the country.

Mr. Thabane couldn’t immedi-
ately be reached for comment.

A member of the Lesotho parlia-
ment, who asked not to be identi-
fied discussing the incident, said the

prime minister had been taken out
of the country for protection but
was still in charge. He said the trou-
ble stemmed from an attempted
change in leadership of the army
but soldiers had later withdrawn
from the streets and hadn’t an-
nounced any new government. “It’s
taking it too far to say there was a
coup,” said the parliamentary mem-
ber.

Lesotho’s defense forces spokes-
man Ntlele Ntoi also said the army
had returned to its barracks. “As we
speak now, the situation in Lesotho,
in the capital, is back to normal. It’s
business as usual,” he told the Asso-
ciated Press. Mr. Ntoi was reported
as saying the military had gathered
intelligence that the police were go-
ing to arm factions participating in
a demonstration planned for Mon-
day by one of the coalition parties,
the Lesotho Congress for Democ-
racy. The military disarmed police
to avoid bloodshed, the spokesman
was quoted as saying.

Meanwhile, a receptionist at a
central Maseru hotel, the Lesotho
Sun, said guests had been arriving
there throughout the morning.

“We’ve had no sign of trouble here,”
said Alesa Wonga.

Earlier Saturday morning, Ber-
nard Nthoaea, a guard at the U.S.
Embassy in Maseru, said there had
been commotion outside and the ra-
dio signal had dropped for a few
hours. He said he believed what had
happened was a coup attempt.

The foreign ministers of South
Africa, Namibia and Zimbabwe were
expected to meet on Sunday to dis-
cuss the apparent attempted coup,
according to a spokesman for South
Africa’s Department of International
Relations and Cooperation, Clayson
Monyela.

Lesotho plays a vital role in
South Africa’s economy. The moun-
tainous kingdom supplies water to
many of South Africa’s provinces, so
Pretoria has traditionally kept a
tight grip on security there.

South African President Jacob
Zuma’s spokesman, Mac Maharaj,
said he wasn’t aware of any meet-
ings between Mr. Zuma and Prime
Minister Thabane, who was believed
to have spent the night in South Af-
rica after fleeing Lesotho the day
before.

BY PETER WONACOTT

A man stands next to an advertisement for a newspaper Sunday in Maseru.

A
ge
nc
e
Fr
an
ce
-P
re
ss
e/
G
et
ty

Im
ag
es

WORLD NEWS

U.S.StrikesHelp
BreakSiege inIraq
said. The strikes were in conjunc-
tion with a U.S.-led international
airdrop of relief supplies on the
town.

The intervention was a modest
expansion of U.S. military opera-
tions in Iraq. But military officials
were careful to put constraints on
the mission.

“These operations will be lim-
ited in their scope and duration as
necessary to address this emerging
humanitarian crisis and protect the
civilians trapped in Amirli,” the
U.S. Central Command said.

The U.S. began airstrikes in Iraq
in early August partly to avert an-
other humanitarian disaster. Is-
lamic State militants at the time
had besieged thousands of mem-
bers of the Yazidi religious minor-
ity, surrounding and trapping them
on a mountain in northern Iraq.

Members of the ancient reli-
gious group had spent about two
weeks stranded on the Sinjar
Mountains before Kurdish and
other Iraqi fighters, supported by
U.S. airstrikes, pushed back the in-
surgents and allowed the Yazidis to
escape.

These are the first U.S. air-

Continued from first page strikes on Iraq since a decadelong
war ended in 2011. The U.S. is con-
sidering whether to expand attacks
on Islamic State to target the group
in its base in Syria.

Iraqi volunteers and local fight-
ers from Amirli said the U.S. air-
strikes were a decisive part of the
victory over Islamic State, which
has taken over about a quarter of
Iraq’s land in a surprising blitz
since June.

“Certainly the U.S. airstrikes
played a major and crucial role in
weakening and defeating the mili-
tants,” said Ali Al Bayati, the head
of the Turkmen Salvation Founda-
tion, a charitable group that works
in Amirli. “U.S. airstrikes struck all
the positions of the Islamic State.
The Iraqi air force also did a good
job, but the American airstrikes
were more important.”

Both Shiites and Turkmen are
among groups targeted by Islamic
State. The extremists consider
them, as well as Yazidis and Chris-
tians, apostates deserving of death.
Shiite Muslims are a religious ma-
jority in Iraq, but Turkmen are an
ethnic minority.

Residents of Amirli said the
ground assault on the Islamic State

fighters began Saturday at around
noon with coordinated attacks from
three different directions. By noon
on Sunday, the three groups had
beaten back the Islamist militants

to several villages on Amirli’s out-
skirts, where some local fighters
reported that combat operations
were continuing into Sunday eve-
ning.

Many of the Islamic State fight-
ers beat a retreat toward Suleiman
Bec and Tikrit, two cities held by
the insurgents, and to the town of
Hawija.

U.S.AddsIranSanctions
AmidNuclearNegotiations

WASHINGTON—The U.S. im-
posed a range of sanctions designed
to exert new pressure against Iran
and deter international business
leaders from circumventing Wash-
ington’s existing punitive measures
as talks continue over the country’s
nuclear program.

The steps announced Friday
come amid growing concern in the
Obama administration that Iran isn’t
ready to make the concessions
needed to clinch a nuclear deal.

The U.S. Treasury and State de-
partments said the sanctions will
punish a bank that provides U.S.
dollar bills to the Iranian govern-
ment; a group that helped Iran
evade sanctions on oil and petro-
chemicals; transportation firms that
helped deliver weapons and person-
nel to the regime in Syria; and some
individuals and organizations that
support Iran’s nuclear program.

The new measures put the U.S. in
the delicate position of imposing
new sanctions at the same time it is
rolling back others following initial
progress in talks on Iran’s nuclear
program. Senior U.S. officials said
Friday’s measures are mainly de-
signed to prevent Iran and its part-
ners from evading sanctions that
are still on the books and as a de-
terrent against support for terror-
ists and the regime of Bashar al-As-
sad in Syria.

The latest steps are allowed un-
der the so-called joint plan of action
with Iran, a product of the nuclear
talks, officials said.

In July, Iran agreed to new steps
to contain its nuclear work in ex-
change for additional sanctions re-
lief, including unfreezing $2.8 bil-
lion in oil-export revenues, as the
two sides extended talks for four
more months to reach a comprehen-
sive deal. Some congressional critics

have charged that Iran appears to
be gaming the Obama administra-
tion by using the diplomacy to re-
vive its economy while taking no
permanent steps to dismantle its
nuclear program.

“The United States remains com-
mitted to working with our P5+1
partners toward a long-term, com-
prehensive solution that provides
confidence that Iran’s nuclear pro-
gram is exclusively peaceful,” said
Caitlin Hayden, a spokeswoman for
the White House National Security
Council.

A spokesman for the Iranian mis-
sion to the United Nations didn’t
have an immediate comment.

Taking part in the Iran talks are
the U.S., Russia, China, the United
Kingdom, France, and Germany, the
group known as the P5+1.

Friday’s sanctions, which target
firms in Italy and the United Arab
Emirates, are also a warning to
business leaders and financiers that
they can’t resume normal business
with Iran just because some sanc-
tions have been suspended, accord-
ing to one senior administration of-
ficial. Some companies in Germany
have quietly rekindled old commer-
cial ties with Iran, industry officials
said in recent weeks.

An Egyptian shipping firm was
targeted in the latest sanctions for
allegedly helping Iranian freight
lines that carries oil through the
Suez Canal to Syria.

BY WILLIAM MAULDIN

Some in Congress say
Iran appears to be gaming
the Obama
administration in the
nuclear negotiations.

THEWALL STREET JOURNAL. Monday, September 1, 2014 | 21

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 600 342.00 0.95 0.28% 4.2% 15.0%

Stoxx Europe 50 3044.49 12.98 0.43 4.3 14.0

Euro Zone Euro Stoxx 319.65 0.73 0.23 1.7 15.5

Euro Stoxx 50 3172.63 8.19 0.26 2.0 16.6

Austria ATX 2301.52 11.14 0.49 -9.6 -5.2

Belgium Bel-20 3192.72 -3.84 -0.12% 9.2 19.4

Czech Republic PX 980.01 4.10 0.42 -0.9 3.7

Denmark OMXCopenhagen 669.69 -1.89 -0.28 18.3 32.2

Finland OMXHelsinki 7636.68 58.31 0.77 4.1 22.2

France CAC-40 4381.04 15.00 0.34 2.0 11.4

Germany DAX 9470.17 7.61 0.08 -0.9 16.9

Hungary BUX 17779.76 130.86 0.74 -4.2 -2.3

Ireland ISEQ 4783.13 -21.03 -0.44 5.4 14.2

Italy FTSEMIB 20450.49 109.40 0.54 7.8 22.6

Netherlands AEX 413.13 0.99 0.24 2.8 13.8

Norway All-Shares 677.43 -4.13 -0.61 12.4 24.9

Poland WIG 51868.77 -13.24 -0.03 1.1 6.1

Portugal PSI 20 5942.78 35.34 0.60 -9.4 2.3

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

Russia RTSI 1190.23 -29.26 -2.40% -17.5 -7.8

Spain IBEX 35 10728.80 6.60 0.06% 8.2 29.4

Sweden OMXStockholm 448.31 1.02 0.23 5.8 17.0

Switzerland SMI 8658.97 36.74 0.43 5.6 11.8

Turkey BIST 100 80312.94 -524.8 -0.65 18.5 21.0

U.K. FTSE 100 6819.75 13.95 0.20 1.0 6.3

ASIA-PACIFIC DJAsia-Pacific TSM 1530.14 -2.77 -0.18 5.6 15.1

Australia SPX/ASX 200 5625.90 1.50 0.03 5.1 9.6

China Shanghai Composite 2217.20 21.38 0.97 4.8 5.7

Hong Kong Hang Seng 24742.06 1.06 0.004 6.2 13.9

India S&PBSE Sensex 26638.11 Closed 25.8 44.8

Japan Nikkei Stock Average 15424.59 -35.27 -0.23 -5.3 15.2

Singapore Straits Times 3327.09 -3.13 -0.09 5.0 9.8

South Korea Kospi 2068.54 -7.22 -0.35 2.8 7.4

AMERICAS DJAmericas 506.37 2.13 0.42 8.7 22.3

Brazil Bovespa 61288.15 997.28 1.65 19.0 22.6

Mexico IPC 45628.09 126.81 0.28 6.8 15.5

Note:Americas index data are as of 5:00 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 1.0701 1.7748 1.1667 0.1534 0.0288 0.1730 0.0103 0.2995 1.4073 0.1889 0.9855 ...

Canada 1.0858 1.8009 1.1838 0.1557 0.0293 0.1756 0.0104 0.3039 1.4280 0.1917 ... 1.0147

Denmark 5.6646 9.3950 6.1758 0.8121 0.1526 0.9159 0.0545 1.5856 7.4496 ... 5.2169 5.2935

Euro 0.7604 1.2611 0.8290 0.1090 0.0205 0.1229 0.0073 0.2128 ... 0.1342 0.7003 0.7106

Israel 3.5725 5.9252 3.8949 0.5122 0.0963 0.5776 0.0344 ... 4.6983 0.6307 3.2902 3.3385

Japan 103.9854 172.4654 113.3691 14.9080 2.8016 16.8134 ... 29.1072 136.7530 18.3571 95.7675 97.1742

Norway 6.1847 10.2576 6.7428 0.8867 0.1666 ... 0.0595 1.7312 8.1336 1.0918 5.6959 5.7796

Russia 37.1166 61.5600 40.4661 5.3213 ... 6.0014 0.3569 10.3895 48.8127 6.5524 34.1833 34.6854

Sweden 6.9752 11.5687 7.6046 ... 0.1879 1.1278 0.0671 1.9525 9.1732 1.2314 6.4239 6.5183

Switzerland 0.9172 1.5213 ... 0.1315 0.0247 0.1483 0.0088 0.2567 1.2063 0.1619 0.8447 0.8571

U.K. 0.6029 ... 0.6573 0.0864 0.0162 0.0975 0.0058 0.1688 0.7929 0.1064 0.5553 0.5634

U.S. ... 1.6586 1.0902 0.1434 0.0269 0.1617 0.0096 0.2799 1.3151 0.1765 0.9210 0.9345

Source: ICAPPlc.

MSCI indexes
Developed and emerging-market regional and country indexes
fromMSCI as ofAugust 29, 2014

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

2.50% 17 MSCIACWI 430.56 0.39% 5.4% 15.6%

2.50 18 World (DevelopedMarkets) 1,744.35 0.36 5.0 15.7

2.40 17 World ex-EMU 215.06 0.25 6.2 16.0

2.40 18 World ex-UK 1,763.62 0.36 5.4 16.0

3.10 16 EAFE 1,922.86 0.68 0.4 11.5

2.70 13 EmergingMarkets (EM) 1,086.98 0.62 8.4 14.7

3.30 17 EUROPE 116.54 -0.63 3.9 13.6

3.20 19 EMU 192.05 1.17 -2.9 13.4

3.20 18 Europe ex-UK 124.13 -0.84 3.2 13.9

4.20 14 EuropeValue 118.58 -0.67 4.5 16.5

2.40 21 EuropeGrowth 110.23 -0.59 3.4 10.6

2.40 18 EuropeSmall Cap 269.84 -0.83 3.5 19.5

3.80 7 EMEurope 264.97 -2.14 -3.5 -2.8

3.50 14 UK 2,008.72 -0.38 0.8 2.6

3.30 16 Nordic Countries 213.37 -1.01 5.8 15.1

4.70 5 Russia 730.64 -2.09 -7.8 0.5

2.80 20 SouthAfrica 1,287.83 -0.67 13.2 28.2

2.90 14 ACASIAPACIFICEX-JAPAN 512.20 0.38 9.4 16.4

1.90 15 Japan 782.31 -0.46 -2.9 11.7

3.20 10 China 65.87 -0.94 4.4 16.1

1.40 19 India 1,000.29 0.04 22.4 33.4

1.00 10 Korea 590.93 0.18 0.3 8.6

2.90 17 Taiwan 345.39 -0.08 14.1 20.2

1.90 19 USBROADMARKET 2,264.74 0.20 7.5 18.4

1.50 31 USSmall Cap 3,338.84 0.45 3.4 15.0

3.40 18 EMLATINAMERICA 3,604.29 0.58 12.6 14.3

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 3416.32 0.24% 18.9%

2.82 19.55 GlobalDOW 1873.39 0.27% 20.3% 2620.67 0.24 20.1

2.94 15.08 Global Titans 50 249.99 0.35 17.6 245.93 0.32 17.5

3.24 20.67 DevEuropeTSM 3389.67 0.23 15.7

2.36 20.03 DevelopedMarketsTSM 3423.33 0.24 18.8

2.78 14.95 S&PBMIEmgMarkets 233.65 0.16 19.0 279.60 0.14 18.9

3.40 20.49 S&PEurope 350 1404.17 0.33 15.7 1659.30 0.13 15.4

3.27 24.42 S&PEuro 1365.76 0.25 16.6 1635.59 0.05 16.2

3.87 25.59 EuropeDow 1423.26 0.16 15.1 1990.99 0.14 15.0

3.34 10.32 BRIC50 448.19 0.52 24.3 562.83 0.49 24.1

1.91 20.64 U.S. TSM 20936.01 0.38 22.3

3.46 22.44 DJGlobal SelectRESI 3259.57 0.34 18.8 3550.32 0.32 18.6

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 830.00 -0.89% 23.3%

5.15%16.79 Global SelectDiv 234.49 0.18% 19.1% 264.33 0.16 18.9

5.20 16.43 Asia/Pacific SelectDiv 320.58 -0.08 13.0 361.37 -0.11 12.9

U.S. SelectDividend -d 1378.43 0.48 22.9 1356.04 0.46 22.7

3.12 28.15 S&PGlbNatResources 2174.79 0.20 13.0 2846.14 0.17 12.9

2.12 19.72 IslamicMarket 2937.31 0.26 20.1

2.40 17.80 IslamicMarket 100 2866.62 0.25 21.4 3231.42 0.23 21.2

Islamic Turkey -c 4470.63 0.18 12.8

3.34 22.35 Sustainability Europe 114.05 0.37 16.4 165.12 0.34 16.3

3.48 29.96 S&PGlb Infrastructure 1727.66 0.36 24.5 2570.51 0.34 24.4

2.17 16.15 Luxury 1735.65 -0.14 2.8 1938.19 -0.16 2.7

DJCommodity 671.78 0.25 -5.5

*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
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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 28, 2014

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

Corn (cents/bu.) CBOT 366.00 -3.25 -0.88% 517.00 358.00
Soybeans (cents/bu.) CBOT 1024.50 -4.25 -0.41 1,279.25 1,019.75
Wheat (cents/bu.) CBOT 563.00 -8.75 -1.53 765.00 542.25
Live cattle (cents/lb.) CME 151.525 1.425 0.95% 160.750 130.900
Cocoa ($/ton) ICE-US 3,229 1 0.03 3,300 2,639
Coffee (cents/lb.) ICE-US 200.70 0.70 0.35 222.60 119.90
Sugar (cents/lb.) ICE-US 15.46 -0.10 -0.64 18.91 15.30
Cotton (cents/lb.) ICE-US 66.54 -0.04 -0.06 84.74 62.02
Rapeseed (euro/ton) LIFFE 324.00 -4.50 -1.37 386 301
Cocoa (pounds/ton) LIFFE 2,016 -8 -0.40 2,061 1,651
Robusta coffee ($/ton) LIFFE 2,059 20 0.98 2,218 1,585

Copper ($/lb.) COMEX 3.1640 0.0135 0.43 3.3570 2.8845
Gold ($/troy oz.) COMEX 1287.80 -2.60 -0.20 1,390.80 1,207.00
Silver ($/troy oz.) COMEX 19.495 -0.114 -0.58 22.240 18.700
Aluminum ($/ton)* LME 2,089.00 2.50 0.12 2,089.00 1,686.50
Tin ($/ton)* LME 21,805.00 -195.00 -0.89 23,770.00 21,410.00
Copper ($/ton)* LME 7,001.00 -29.00 -0.41 7,422.00 6,430.00
Lead ($/ton)* LME 2,253.00 -6.00 -0.27 2,287.00 2,033.00
Zinc ($/ton)* LME 2,360.00 6.00 0.25 2,410.00 1,948.00
Nickel ($/ton)* LME 18,755 25 0.13 21,100 13,425

Crude oil ($/bbl.) NYMEX 95.86 1.31 1.39 105.55 88.34
Heating oil ($/gal.) NYMEX 2.8585 0.0067 0.23 3.0912 2.8080
RBOB gasoline ($/gal.) NYMEX 2.6222 0.0314 1.21 2.8999 2.5188
Natural gas ($/mmBtu) NYMEX 4.078 0.034 0.84 4.8790 3.7400
Brent crude ($/bbl.) ICE-EU 103.66 0.54 0.52 113.81 101.87
Gas oil ($/ton) ICE-EU 869.75 1.50 0.17 950.25 857.00

Sources: SIX Financial Information;WSJMarket Data Group

Currencies London close onAug. 29
Per In

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

Argentina peso-a 11.0567 0.0904 8.4074 0.1189

Brazil real 2.9436 0.3397 2.2383 0.4468

Canada dollar 1.4280 0.7003 1.0858 0.9210

Chile peso 775.91 0.001289 590.00 0.001695

Colombia peso 2478.99 0.0004034 1885.00 0.0005305

EcuadorUS dollar-f 1.3151 0.7604 1 1

Mexico peso-a 17.1875 0.0582 13.0692 0.0765

Peru sol 3.7416 0.2673 2.8451 0.3515

Uruguay peso-e 31.529 0.0317 23.975 0.0417

U.S. dollar 1.3151 0.7604 1 1

Venezuela bolivar 8.35 0.119746 6.35 0.157480

ASIA-PACIFIC

Australia dollar 1.4073 0.7106 1.0701 0.9345

1-mo. forward 1.4102 0.7091 1.0723 0.9325

3-mos. forward 1.4163 0.7061 1.0769 0.9286

6-mos. forward 1.4250 0.7018 1.0836 0.9229

China yuan 8.0792 0.1238 6.1433 0.1628

Hong Kong dollar 10.1923 0.0981 7.7501 0.1290

India rupee 79.6303 0.0126 60.5500 0.0165

Indonesia rupiah 15425 0.0000648 11729 0.0000853

Japan yen 136.75 0.007312 103.99 0.009617

1-mo. forward 136.72 0.007314 103.96 0.009619

3-mos. forward 136.66 0.007317 103.92 0.009623

6-mos. forward 136.53 0.007324 103.82 0.009632

Malaysia ringgit-c 4.1594 0.2404 3.1628 0.3162

NewZealand dollar 1.5719 0.6362 1.1953 0.8366

Pakistan rupee 133.563 0.0075 101.560 0.0098

Philippines peso 57.417 0.0174 43.660 0.0229

Singapore dollar 1.6420 0.6090 1.2485 0.8009

South Koreawon 1333.46 0.0007499 1013.95 0.0009862

Taiwan dollar 39.296 0.02545 29.881 0.03347

Thailand baht 42.000 0.02381 31.936 0.03131

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

Euro zone euro 1 1 0.7604 1.3151

1-mo. forward 0.9998 1.0002 0.7603 1.3153

3-mos. forward 0.9994 1.0006 0.7599 1.3159

6-mos. forward 0.9987 1.0013 0.7594 1.3168

Czech Rep. koruna-b 27.769 0.0360 21.115 0.0474

Denmark krone 7.4496 0.1342 5.6646 0.1765

Hungary forint 314.99 0.003175 239.52 0.004175

Norway krone 8.1336 0.1229 6.1847 0.1617

Poland zloty 4.2138 0.2373 3.2041 0.3121

Russia ruble-d 48.813 0.02049 37.117 0.02694

Sweden krona 9.1732 0.1090 6.9752 0.1434

Switzerland franc 1.2063 0.8290 0.9172 1.0902

1-mo. forward 1.2059 0.8292 0.9170 1.0905

3-mos. forward 1.2051 0.8298 0.9163 1.0913

6-mos. forward 1.2033 0.8310 0.9150 1.0929

Turkey lira 2.8426 0.3518 2.1615 0.4627

U.K. pound 0.7929 1.2611 0.6029 1.6586

1-mo. forward 0.7931 1.2608 0.6031 1.6581

3-mos. forward 0.7935 1.2602 0.6034 1.6573

6-mos. forward 0.7944 1.2589 0.6040 1.6556

MIDDLE EAST/AFRICA

Bahrain dinar 0.4958 2.0168 0.3770 2.6524

Egypt pound-a 9.4057 0.1063 7.1520 0.1398

Israel shekel 4.6983 0.2128 3.5725 0.2799

Jordan dinar 0.9317 1.0733 0.7085 1.4115

Kuwait dinar 0.3743 2.6718 0.2846 3.5137

Lebanon pound 1989.58 0.0005026 1512.85 0.0006610

Saudi Arabia riyal 4.9320 0.2028 3.7502 0.2667

South Africa rand 14.0059 0.0714 10.6499 0.0939

United Arab dirham 4.8306 0.2070 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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China Limits Hong Kong Vote
China’s government ruled that

candidates for Hong Kong’s top
leadership post must be approved
by a committee heavily loyal to Bei-
jing, providing a clear demarcation
of how far it will allow democracy
to proceed in the territory.

The decree capped months of
blunt reminders from Beijing of who
is in charge in the former British
colony, and quickly drew ire from
pro-democracy voices in Hong Kong,
who have threatened a mass civil-
disobedience campaign if they
aren’t offered “genuine choice” in
2017 elections.

“Hong Kong people have the rea-
son to believe they have been be-
trayed,” said Alan Leong, a Hong
Kong pro-democracy legislator. “We
cannot be the boss, we cannot have
genuine choice,” he said. Another
lawmaker, Lee Cheuk Yan, said the
fight for “true democracy” would
continue.

Democracy activists in Hong Kong
gathered Sunday evening outside the
city’s government headquarters,
where police beefed up security and
erected barricades. In pouring rain,
hundreds of people sat banging pots
and plastic containers and cheered
the speakers. Benny Tai, one of the
organizers of Occupy Central, said,
“Hong Kong is now entering a new
era—a new era of resistance.”

Several in the crowd said they
weren’t surprised by the decision. “I
knew it wasn’t possible for Beijing
to grant Hong Kong democracy, but
I still have to fight,” said 80-year-
old Ng Hung. “I am here for the next
generation.”

The Standing Committee of the
National People’s Congress, China’s
largely ceremonial parliament, said
future chief-executive candidates
will be nominated by a “broadly
representative” committee.

Candidates will need to secure
support from at least 50% of mem-
bers on a nominating committee,
and their numbers will be capped in
any given race at two or three can-
didates. Currently, the chief execu-
tive is appointed by the central gov-
ernment via a 1,200-member
committee heavy on Beijing backers
as well as business leaders. Candi-
dates have until now needed to get

support from just one-eighth of the
panel, which in 2012 allowed a pro-
democracy legislator to run as one
of three candidates.

“Since the long-term prosperity
and stability of Hong Kong and the
sovereignty, security and develop-
ment interests of the country are at
stake, there is a need to proceed in
a prudent and steady manner,” Bei-
jing said in its ruling Sunday.

The committee again emphasized
that potential candidates must be
“patriotic” and “love the country and
love Hong Kong,” though it left un-
clear how that would be determined.

The electoral-reform plan must
secure the backing of Hong Kong’s
legislative council to proceed. With
just over a third of 70 seats, Hong
Kong pro-democracy lawmakers
have veto power over the decision.

Mainland officials had lobbied
heavily to sway pro-democracy
voices to support the plan even
without the direct-nomination pro-
vision.

China’s government has for years
been contending with a democracy
campaign in Hong Kong, a major in-
ternational financial center. It has
counted on support from Hong
Kong’s business elites and what lo-
cal media have sometimes called a
silent majority of locals more inter-

ested in steadily rising living stan-
dards than politics.

Democracy advocates, however,
say Beijing has been infringing on
the autonomy it guaranteed the ter-
ritory under the “one country, two
systems” policy and have decried
growing inequality and rising prices.
They say universal suffrage—a one-
person-one-vote system—would
make the local government more re-
sponsive to the public.

Sunday’s announcement, the de-
tails of which had been well-tele-
graphed by Chinese officials in re-
cent weeks, came in response to a
report previously submitted by Hong
Kong’s government on electoral re-
form. Beijing had called universal
suffrage the “ultimate aim” for Hong
Kong as it took control of the terri-
tory in a 1997 handover from Britain.

Nevertheless, for large swaths of
Hong Kong society, economic con-
cerns trump political considerations
and Hong Kong residents are di-
vided on the issue of street protests.
According to a May survey by the
University of Hong Kong, 56% of re-
spondents said they were opposed
to the Occupy Central movement,
with 24% of respondents saying
they approved of it.

Wong Shun-kwong, a 50-year-old
chef, said he is more concerned

about property prices, his job and
retirement fund than about political
freedom.

“With or without Occupy Cen-
tral, my life is still the same, and
the same goes for many people in
Hong Kong,” he said. “I think Beijing
has already been very tolerant to
people in Hong Kong, in a way that
you can’t find elsewhere in China.”

Mr. Wong like others in the mid-
dle of the political spectrum hadn’t
demanded or expected Beijing to al-
low direct nomination for the top
leader—an unusual system in any de-
mocracy—but some have expressed
disappointment that any candidate
will now need at least 50% support
from a nominating committee heavy
on pro-Beijing members.

Beijing has made it clear that it
believes pro-democracy activists are
a minority and that most Hong Kong
residents will ultimately be con-
tented with democratic progress of
some form, however limited.

A U.S. State Department official
said it was watching developments in
Hong Kong and that the U.S. believes
the “legitimacy of the chief executive
will be greatly enhanced if the prom-
ise of universal suffrage is fulfilled.”

—Olivia Geng, Te-Ping Chen
and William Mauldin

contributed to this article.

By Brian Spegele in Beijing,
and Chester Yung and

Isabella Steger in Hong Kong

Pro-democracy demonstrators gather outside the chief executive’s office in Hong Kong on Sunday.
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Taiwan Groups
See Red Flag
In Election Ruling

Beijing’s decision to restrict who
can run to be Hong Kong’s leader
was closely watched by civic groups
across the Taiwan Strait, where ties
with some Hong Kong political fac-
tions have strengthened.

The decision “should serve as a
red flag for Taiwan that Beijing
could also break its promises to
Taiwan no matter how rosy cross-
strait ties appear right now,” said
Wu Jieh-min, a researcher at Aca-
demia Sinica’s Institute of Sociol-
ogy.

In recent years, Beijing has used
a two-pronged approach to Tai-
wan—which broke away from the
mainland in the 1949 Communist
revolution and which Beijing still
views to be part of its territory. It
has offered economic trade advan-
tages and investment incentives to
Taiwanese businesses while step-
ping up pressure on the govern-
ment to engage with Beijing in a
political dialogue.

The local business community
supports closer trade ties with
China, but the Taiwan public remains
largely suspicious of Beijing’s inten-
tions, fearing it is preparing to re-
claim the island through any means
necessary, including the use of force.

“If China is successful in strong-
arming Hong Kong into submission,
it would further embolden China to
use the same tactic on Taiwan in
the future,” said Chen Yan-ming, a
53-year-old businessman in the
food industry.

Hong Kong groups participated
in Taiwan’s “Sunflower Movement”
in March in which hundreds of
thousands of people protested a
trade deal with mainland China.
Some Taiwan activists also took
part in Hong Kong’s pro-democracy
rallies over the summer after China
issued a policy statement reinforc-
ing that Beijing holds ultimate con-
trol over Hong Kong.

In Taiwan, several groups who
advocate formal independence from
China issued a joint statement in
July expressing their support for
Hong Kong activists’ pursuit of full
democracy.

Lin Fei-fan, a student leader of
the Sunflower Movement, wrote on
his Facebook page that he wished
he could stand “shoulder-to-shoul-
der” with the people in Hong Kong.

Benny Tai, one of the co-founders
of the pro-democracy Occupy Central
movement in Hong Kong, urged Tai-
wan to be on guard with Beijing.

“Beijing’s blatant rejection of our
demand should show the Taiwan-
ese people that they should not to
have any expectations for Beijing’s
promise of ‘one country-two sys-
tems,’ ” Mr. Tai said Sunday.

But despite growing collabora-
tion, Leung Man-to, a political-sci-
ence professor at Taiwan’s National
Cheng Kung University, said, “It re-
mains to be seen how the Taiwan-
ese people would really react once
Beijing steps up political pressure,
as Beijing has taken a different and
more grass-root approach to win
Taiwan over, versus the more top-
down, heavy-handed approach seen
in Hong Kong.”

The Mainland Affairs Council,
Taiwan’s government body in
charge of cross-strait affairs, ex-
pressed regret Sunday that Beijing’s
decision fell short of the Hong Kong
people’s expectation for universal
suffrage, according to the Central
News Agency.

—Jenny W. Hsu

Wide Gap Revealed Over Rights Issue
BEIJING—The debate over how

Hong Kong elects its leader has
helped expose the wide gap between
what pro-democracy groups and
Beijing consider acceptable.

Beijing has agreed to allow Hong
Kong residents the right to vote for
their leader from 2017, but wants to
maintain control over the slate of
candidates. From its perspective,
any steps toward a one-person, one-
vote system is already concession
enough.

“For Hong Kong’s democratic de-
velopment, this is a leap forward,”
said Beijing’s top representative in
the city, Zhang Xiaoming, director of
the central government’s Liaison Of-
fice.

Pro-democracy activists in Hong
Kong, on the other hand, have de-
manded a choice of candidates with-
out Beijing’s interference. But to in-
sist that Beijing stay out of the

selection of candidates, Mr. Zhang
suggested, is to deny the reality that
Beijing ultimately has jurisdiction
over the city’s affairs.

Peking University Law School
professor Chen Duanhong said he
didn’t believe authorities had let the
threats of mass protests by Hong
Kong pro-democracy group Occupy
Central sway their decision. “They
have to have the ability to make de-
cisions, to have the ability to with-
stand things,” he said. “If you don’t
make a decision, your risks will be
even greater.”

China’s official media has worked
for months to undercut the image of
the Occupy Central movement. Fol-
lowing a recent well-attended march
to oppose the movement’s activities,
for example, party flagship newspa-
per the People’s Daily covered the
event with the headline: “Major
Aug. 17 March Demonstrates the
True Feelings of Hong Kong People.”

Another recent People’s Daily arti-

cle, headlined “Five Questions About
the Absurd Logic of ‘Occupy Cen-
tral,’ ” asked: “Why do people want to
mess up their own homeland?”

Beijing had telegraphed its inten-
tions firmly in advance of this week-
end’s decision, stressing in state
media that the requirement for can-
didates to “love the country and
love Hong Kong,” was a “bottom
line” that couldn’t be shaken.

In a recent editorial, the state-
run Global Times declared that it
was better to clash with Occupy
Central activists than for China to
face what it described as an even-
tual “constitutional crisis with the
rise of a chief executive confronting
Beijing that will later be compelled
to outlaw him.”

Another argument in the debate:
It is important that China protects
the interests of Hong Kong’s ty-
coons. While that stance may seem
counterintuitive for a Communist
Party-led government, it was put

forward by mainland legal scholar
Wang Zhenmin at an event at Hong
Kong’s Foreign Correspondents Club
last Thursday.

“Universal suffrage means the
redistribution of economic interests
amongst society,” he said. Acknowl-
edging that a small elite of pro-Bei-
jing business interests currently
dominate Hong Kong politics, he in-
dicated it would be destabilizing to
take too much power away from this
group. “The business community’s
slice of pie will be shared by others.
Their interests must be taken into
consideration.”

Mr. Wang, dean of Tsinghua Uni-
versity’s School of Law in Beijing,
said Hong Kong’s democracy can be
perfected gradually. Arguing that no
democracy is perfect, he pointed to
the example of slavery in the early
days of U.S. nationhood.

—Edward Ngai
and Isabella Steger

contributed to this article.
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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 0.59 101.93% 0.01% 0.81 0.56 0.66

Eur. HighVolatility: 20/1 0.70 101.29 0.01 1.11 0.68 0.83

EuropeCrossover: 21/1 2.40 111.43 0.05 3.11 2.19 2.61

Asia ex-Japan IG: 21/1 0.98 100.11 0.01 1.13 0.97 1.03

Japan: 21/1 0.63 101.75 0.01 0.72 0.63 0.66

Note: Data as ofAugust 28

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: 17098.45 s 18.88, or 0.11%
YEAR TO DATE: s 521.79, or 3.1%
OVER 52WEEKS s 2,288.14, or 15.4%

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

Previous
close, in STOCK PERFORMANCE

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

AstraZeneca United Kingdom Pharmaceuticals 3,698,557 4,567 1.95% 27.8% 42.4%

Sanofi SA France Pharmaceuticals 3,218,129 83.50 1.25 8.3 12.5

Total France Integrated Oil & Gas 4,845,122 50.19 1.23 12.7 18.1

ENI Italy Integrated Oil & Gas 10,699,883 18.98 1.23 8.5 9.8

Reckitt Benckiser Grp United Kingdom Nondurable Household Products 1,404,250 5,250 1.06 9.5 18.5

Tesco United Kingdom Food Retailers &Wholesalers 130,449,361 229.95 -6.64% -31.2 -38.2

Standard Chartered United Kingdom Banks 6,203,817 1,213 -0.66 -10.8 -17.0

Deutsche Telekom Germany Mobile Telecommunications 10,657,996 11.38 -0.44 -7.5 18.6

Financiere Richemont Switzerland Clothing & Accessories 1,026,478 87.55 -0.40 -1.4 -2.1

Vodafone Group United Kingdom Mobile Telecommunications 56,403,707 206.75 -0.29 -15.7 -2.4

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

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

Nestle 4,747,597 71.25 0.99% 9.1% 17.6%
Switzerland (Food Products)
AXA 5,642,341 18.85 0.91 -6.7 11.8
France (Full Line Insurance)
Bayer 1,719,630 102.05 0.89 0.1 21.4
Germany (Specialty Chemicals)
BHPBilliton 6,161,044 1,908 0.87 2.1 1.4
United Kingdom (GeneralMining)
GlaxoSmithKline 7,473,250 1,475 0.79 -8.5 -11.9
United Kingdom (Pharmaceuticals)
HSBCHldgs 38,890,538 652.00 0.77 -1.6 -5.1
United Kingdom (Banks)
UBS 6,809,886 16.46 0.73 -2.7 -9.0
Switzerland (Banks)
British American Tobacco 2,977,076 3,554 0.67 9.7 8.6
United Kingdom (Tobacco)
Zurich Insurance Group 316,341 277.00 0.65 7.2 21.1
Switzerland (Full Line Insurance)
Credit Suisse GroupAG 3,385,979 25.88 0.58 -5.1 -5.3
Switzerland (Banks)
Telefon L.M. Ericsson B 4,932,173 87.15 0.58 11.0 11.9
Sweden (Telecommunications Equipment)
BGGrp 3,693,002 1,202 0.54 -7.4 -3.5
United Kingdom (Integrated Oil & Gas)
Glencore PLC 22,874,807 362.40 0.53 15.9 17.6
United Kingdom (GeneralMining)
Unilever CVA 3,637,155 31.64 0.52 8.1 10.5
Netherlands (Food Products)
Novartis AG 3,591,419 82.35 0.43 15.7 21.6
Switzerland (Pharmaceuticals)
Unilever 1,768,845 2,659 0.42 7.1 7.6
United Kingdom (Food Products)
Anheuser-Busch InBev 1,387,092 84.55 0.30 9.4 19.0
Belgium (Brewers)
National Grid 5,884,983 899.00 0.28 14.1 20.3
United Kingdom (Multiutilities)
BASF 2,559,657 78.29 0.27 1.0 18.4
Germany (Commodity Chemicals)
Allianz SE 1,186,184 129.80 0.23 -0.4 19.7
Germany (Full Line Insurance)

Latest,
in local STOCK PERFORMANCE

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

RocheHolding Part. Cert. 907,456 267.70 0.22% 7.4% 14.4%
Switzerland (Pharmaceuticals)
INGGroep 13,147,020 10.47 0.19 3.6 23.7
Netherlands (Life Insurance)
Moet Hennessy Louis Vuitt 585,628 132.05 0.19 -0.4 -1.9
France (Clothing & Accessories)
Barclays 29,719,811 224.45 0.18 -17.5 -21.1
United Kingdom (Banks)
Rio Tinto 3,980,222 3,214 0.14 -5.7 9.1
United Kingdom (GeneralMining)
Daimler 2,895,158 62.24 0.13 -1.0 19.9
Germany (Automobiles)
Siemens 2,035,560 95.34 0.12 -4.0 19.0
Germany (Diversified Industrials)
Diageo 4,479,504 1,776 0.11 -11.2 -11.3
United Kingdom (Distillers & Vintners)
Banco Santander S.A. 31,688,215 7.59 0.08 20.2 47.9
Spain (Banks)
SAP 2,249,499 59.20 0.05 -5.0 5.8
Germany (Software)
L'Air Liquide 723,987 97.24 ... -5.4 -3.8
France (Commodity Chemicals)
Lloyds Banking Group PLC 89,276,642 76.27 -0.01 -3.3 3.3
United Kingdom (Banks)
Schneider Electric SE 1,500,886 64.32 -0.02 1.5 9.0
France (Electrical Components & Equipment)
ABB 3,472,376 20.83 -0.10 -11.3 3.4
Switzerland (Industrial Machinery)
Royal Dutch Shell A 4,349,340 2,438 -0.14 12.7 15.2
United Kingdom (Integrated Oil & Gas)
BPPLC 27,674,998 481.65 -0.15 -1.3 6.8
United Kingdom (Integrated Oil & Gas)
Telefonica S.A. 13,313,576 12.07 -0.17 2.0 17.5
Spain (Fixed Line Telecommunications)
BNPParibas 3,830,901 51.38 -0.17 -9.3 6.2
France (Banks)
Banco Bilbao Vizcaya Argn 16,399,610 9.21 -0.18 4.0 30.1
Spain (Banks)
Deutsche Bank 5,772,855 26.04 -0.29 -24.9 -20.5
Germany (Banks)

Sources: SIX Financial Information

DJIA component stocks
Volume, CHANGE

Stock Symbol inmillions Latest Points Percentage

AT&T T 11.9 $34.96 0.22 0.63%
AmExpress AXP 2.6 89.55 0.53 0.60
Boeing BA 2.9 126.80 –0.31 –0.24
Caterpillar CAT 3.8 109.07 0.42 0.39
Chevron CVX 3.4 129.45 0.70 0.54
CiscoSys CSCO 16.9 24.99 0.14 0.56
CocaCola KO 7.1 41.72 0.09 0.22
Disney DIS 4.0 89.88 –0.35 –0.39
DuPont DD 3.1 66.11 –0.04 –0.06
ExxonMobil XOM 8.3 99.46 –0.11 –0.11
GenElec GE 20.8 25.98 –0.03 –0.12
GoldmanSachs GS 2.5 179.11 1.46 0.82
HomeDpt HD 7.5 93.50 0.99 1.07
Intel INTC 30.8 34.92 0.27 0.78
IBM IBM 2.8 192.30 0.30 0.16
JPMorgChas JPM 8.4 59.45 0.29 0.49
JohnsJohns JNJ 5.0 103.73 0.78 0.76
McDonalds MCD 4.5 93.72 –0.42 –0.45
Merck MRK 5.3 60.11 0.11 0.18
Microsoft MSFT 19.8 45.43 0.55 1.23
NikeB NKE 3.1 78.55 –0.27 –0.34
Pfizer PFE 15.9 29.39 0.01 0.03
ProctGamb PG 4.6 83.11 0.08 0.10
3M MMM 1.5 144.00 0.02 0.01
TravelersCos TRV 1.3 94.71 0.37 0.39
UnitedTech UTX 4.6 107.98 –1.13 –1.04
UtdHlthGp UNH 3.1 86.68 0.34 0.39
Verizon VZ 10.8 49.82 0.41 0.83
VISAClA V 3.6 212.52 –2.08 –0.97

WalMart WMT 4.9 75.50 –0.40 –0.53

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

HBOS 48 –6 –9 4

ONOFin II 38 –3 –4 –4

Metso 70 –2 –3 –4

CompassGp 32 –1 –1 –1

ProSiebenSat 1Media 93 –2 –6 –9

ISSGlob 68 –2 –5 –4

DanskeBk 68 –1 –6 –5

GroheHldg 64 –1 –4 –8

BASFPersCare Nutrition 33 ... –1 –1

ASSAABLOY 53 –1 –1 –1

And the most deterioration
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

Rallye 217 18 4 –33

VOUGEOTBIDCO 354 24 10 –20

LADBROKES 278 16 4 –1

TUI 194 10 2 –17

WENDEL 114 6 –2 –3

BcaNazdel Lavoro 60 3 –1 –11

Deutsche Lufthansa 127 6 5 17

Finmeccanica 195 9 –3 –12

CrAgricole 62 3 –2 –22

BNPParibas 59 3 –1 –12

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 US 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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Big Election
Gains Unlikely
For House GOP

Overshadowed by their party’s
battle for control of the Senate,
House Republicans are setting their
own ambitious goal for the midterm
elections: Expanding their majority
to near a post-World War II high.

It won’t take much to get there:
House Republicans say they hope to
pick up 11 seats, which would bring
them to a 245-190 majority—
strength the GOP hasn't seen since
1947, when it had 246 House seats.

But hitting that target might
prove difficult. A gerrymandered
political map has left few incum-
bents of either party vulnerable to
serious challenge, leaving the fall
midterms to be waged on a small
battlefield. Voter interest in the
election has been low, and many
voters have soured on the GOP over
the last four years.

Those factors suggest that, al-
though Republicans enjoy many po-
litical advantages this year, 2014
isn't yet shaping up as a “wave”
election, where one party swamps
the electoral landscape.

“This is going to be a good Re-
publican year,’’ said Bill McInturff, a
GOP pollster who oversees the Wall
Street Journal/NBC News poll with
Democrat Fred Yang. “However, the

classic elements of a political
wave…are not yet clearly visible.’’

Typically, he said, a “wave’’ year
is accompanied by high turnout for
primaries, high interest among vot-
ers in the election, and a lead for
one party when voters are asked
whether Republicans or Democrats
should control Congress. Those ele-
ments were in place in the strong
GOP years of 1994 and 2010.

Indeed, after a series of volatile
elections that have swung dozens of
seats from one party to the other in
2006, 2008 and 2010, the era of
wave elections may be over, if only
because the number of contested
races has become so small. The non-
partisan Cook Political Report has
identified 16 House races close
enough be called a tossup. In 2010
there were 45 tossups at this point
in the campaign.

Rep. Greg Walden (R., Ore.),
chairman of the GOP’s House cam-
paign arm, said he is upbeat about
the prospect of pushing the GOP
majority to near its postwar high.
“You have to redefine what a wave
is,” he said. “We’ve pushed the en-
velope to the point we’ve not seen
in modern history.”

Republicans believe they have
the wind at their backs: Second-
term presidents historically lose

seats in midterm House elections,
and polls show Americans in large
numbers think the country is on the
wrong track. President Barack
Obama’s approval rating is at a re-
cord low in the latest Journal/NBC
poll. His signature legislative
achievement, the 2010 health-care
law, has received a mixed reception.
And polls show Republicans are
more interested in the midterms
than Democrats.

But other signs suggest GOP mo-
mentum isn’t nearly as strong as it
was in 2010, when the party picked
up 63 House seats and swept to a
majority. Then, the tea party was
just becoming a force, and women
voters, a traditional Democratic bas-
tion, moved toward the GOP.

Rep. Steve Israel (D., N.Y.), chair-
man of the Democratic Congressio-
nal Campaign Committee, said the
political landscape is different from

2010, in part because of voter back-
lash against the way the GOP has
used its House majority. “In 2010,
the tea party was a shiny new coin;
in 2014, it is badly damaged. In
2010, there was no gender gap; in
2014 we have a double-digit lead
among women,” he said.

National polls show voters’ posi-
tive feelings about Republicans have
fallen from 34% in early 2011 to 19%
in the latest Journal/NBC News poll.
Turnout in primaries, an indication
of voter engagement, is headed to
historically low levels for a midterm
election, according to an analysis of
the first 25 primary states by the
nonpartisan Center for the Study of
the American Electorate. Turnout in
those states was down 18% from
2010, with GOP turnout down 15%.

At the same time, enough time
remains for a wave to build. In past
years when large numbers of seats

moved to one party or other, the
wave often didn’t materialize until
September.

A measure of the political cli-
mate can be taken in districts like
that of Democratic Rep. Dan Maffei,
in upstate New York. He was de-
feated after one term in 2010, after
a late barrage of attack ads by out-
side conservative groups. He re-
gained the seat in 2012, aided by re-
drawn boundaries that brought
more Democrats into his district.

This time, Mr. Maffei is better
prepared. He has built a fundraising
advantage, and is running early TV
ads designed to portray him as
more centrist and to appeal to
women voters. Mr. Israel is confi-
dent his party will hold the seat. Mr.
Walden said it would be “an upper
reach” to defeat Mr. Maffei. “If we
win that seat,” he said, “it’s as close
to a wave as we’re going to get.”

BY JANET HOOK

Wave Goodbye
Republicans look to do well in November congressional races but are likely to fall short of achieving a ‘wave’ election,
such as Democrats achieved in 2006 and the GOP enjoyed in 2010. Interest in the election is lower than recent
midterms, and there are fewer competitive races.

Note: Election interest for 2006 and 2010 based on aggregated quarterly data. Competitive races are those rated as tossups or just leaning toward one party.

Sources: WSJ/NBC News polls, most recent of 839 registered voters conducted July 30–Aug. 3,
full-sample margin of error: +/–3.38 pct. pts (interest); Cook Political Report (competitive races) The Wall Street Journal
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Atlantic City’s Wager on Casinos Suffers a Setback
ATLANTIC CITY, N.J.—Early

Tuesday morning, gamblers at the
Revel Casino Hotel will be asked to
leave, and security guards will take
over at the gleaming, 47-story build-
ing on the north end of the board-
walk. The sudden closing of the
two-year-old Revel, plus two other
casinos shutting their doors in the
next few weeks, will mark a turning
point in the city’s decadeslong reli-
ance on gambling to stay afloat.

When Atlantic City opened its
first casino in 1978, state and local
officials talked up gambling as the
path to revival for a shore resort
plagued by high unemployment and
white flight to the suburbs. While
the city had its moments—even sur-
passing the Las Vegas Strip in gam-
bling revenue for much of the 1980s
and 1990s—many politicians, resi-
dents and business people are giv-
ing up on the dream.

The city is bracing for the loss of
more than 6,000 jobs at the Revel,
Showboat and Trump Plaza, and col-
lateral damage to businesses and
the city government. In January, the
Atlantic Club Casino Hotel, with
about 800 rooms, closed.

“Looking back, people should
have been preparing for this day for
the past couple of decades,” said
John Palmieri, who leads the New
Jersey state redevelopment efforts
here, citing the proliferation of gam-
bling locations across the U.S.

Other places have been hit, too.
Some casinos in Pennsylvania, Dela-
ware, Connecticut and Maryland are
seeing their fortunes decline, along
with some near Lake Tahoe in Ne-
vada. But few wagered as much as

Atlantic City, where casino prop-
erty-tax revenue makes up about
65% of the city’s budget. The city of
40,000 is now a prime example of
the danger of putting too many eco-
nomic development eggs in the
same basket, and failing to invest in
other avenues of growth.

As other parts of the nation ex-
perience a slow economic rebound,
Atlantic City is going in the other
direction. Annual property-tax reve-
nue from the three casinos that are
closing totaled more than $30 mil-
lion, or about 15% of the city’s bud-
get, city officials said.

Mayor Don Guardian said Atlan-
tic City would have to cut hundreds
of employees and slash the city bud-
get to make up for the losses. The
city also is proposing a 29% prop-
erty-tax increase for homeowners.
The jobless rate, at 13% and likely to
rise, already is more than twice the

U.S. rate of 6.2%.
“This is worse than Sandy,” said

Eric McCoy, a local minister who
leads a regional church association.
“The storm eventually went away.
This is going to continue.”

When the Revel opened just two
years ago, it was hailed by Republi-
can Gov. Chris Christie and others
as a game-changer. Instead, it was
hurt by competition from Pennsyl-
vania’s casinos and by poor business
decisions, including building its own
power plant that lost as much as $2
million a month. The casino hotel
had an operating loss of $185 mil-
lion in 2013, and filed for bank-
ruptcy protection from creditors
twice before this summer’s an-
nouncement it would close for good.

Atlantic City boomed through
the 1920s Prohibition Era, with
fancy restaurants and grandiose ho-
tels, along with Hollywood perform-

ers. Trains were often packed with
vacationers headed to the swanky
resort. Its heyday is captured in
HBO’s “Boardwalk Empire,” featur-
ing the ups and downs of Mayor
Nucky Thompson. Its streets in-
spired the modern “Monopoly”
board game.

After World War II, the city’s
fortunes declined. Paul Steelman, a
casino architect who grew up here,
said he would run red lights late at
night because he was afraid of get-
ting carjacked. The 1964 Democratic
convention here wound up focusing
national attention on a city in disre-
pair.

By the 1980s, casinos had turned
Atlantic City into one of the most
visited destinations in the nation, as
tourists came not just to gamble,
but to watch heavyweight bouts fea-
turing Mike Tyson and rousing con-
certs at Boardwalk Hall. Revenue
from the boom brought improve-
ments—new schools, a shopping
center, new roads and playgrounds.

But the resort once known for a
horse that dived from a pier into the
Atlantic Ocean became a one-trick
pony. Even as gambling revenues
reached a peak of $5.2 billion in
2006, the city didn’t market its
beaches, which are often eerily
empty. It now spends $30 million a
year on marketing, far less than Las
Vegas, with a budget of about $120
million. It had no tourism alliance
until 2011.

Las Vegas also faced increased
competition in the late 1980s, and
“was worried about Atlantic City”
as a competitor, said David
Schwartz, director of the Center for
Gaming Research at University of
Nevada, Las Vegas. Officials focused

on creating a different kind of econ-
omy, with pirate shows for children,
luxury retail shops, amusement
rides, performers like Celine Dion
and shows like Cirque de Soleil. Bil-
lions of dollars in investment
poured into the Mirage, the Bellagio,
the Venetian and Mandalay Bay,
among other properties.

Some Atlantic City casinos have
bucked the down trend. Resorts Ca-
sino Hotel, the first to open in 1978,
remade itself with new restaurants
and a full-scale makeover. The Bor-
gata, a property with penthouse
spas, tropical indoor pools and high-
end restaurants, remains more than
95% occupied most nights. Analysts
say the closures could help the re-
maining eight casinos survive as
customers try their gaming floors.

Mr. Guardian, the mayor, said At-
lantic City has made significant im-
provements in cleaning up residen-
tial blight. Mr. Christie has a five-
year plan for the city that includes
another convention center, more
flights into the small airport and
more efforts to promote offerings
such as beach concerts, aerospace
shows and wine tastings. Officials
talk eagerly about the Bass Pro
Shops hunting and outdoors-goods
store that is expected to open next
year.

Some are skeptical. “There are a
lot of convention centers sitting va-
cant in a lot of cities,” said Mr.
Steelman. So far, Christie adminis-
tration officials have declined to say
if they have new ideas for Atlantic
City beyond ones discussed in their
previous plans. The governor has
called for a special meeting of state
and local officials on Sept. 8 to dis-
cuss the city’s future.

BY JOSH DAWSEY

People walk by a convention center on the boardwalk in Atlantic City this year.
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Not All Box Office Dollars Are Equal
As Summer U.S. Cinema Sales Fall, Big Movies Can’t Always Make Up the Difference Overseas

“Transformers: Age of Extinc-
tion,” released in July, made just
over $1 billion in movie theaters
around the world, about the same
as its predecessor, 2011’s “Trans-
formers: Dark of the Moon.”

But not all box office dollars are
created equal. The recent film will
likely generate tens of millions of
dollars less in revenue for Viacom
Inc.’s Paramount Pictures than the
previous installment in the hit se-
ries. The reason: “Age of Extinc-
tion” took in far less than its pre-
decessor in the U.S. and Canada—
and far more in China.

The cut of each box office dollar
that studios take varies from as lit-
tle as 25 cents in China to about 50
cents in the U.S. On top of that,
more-developed nations have ro-
bust DVD, digital and television
markets that generate additional
revenue following a movie’s run in
theaters. Developing countries, as
well as ones with high piracy rates,
have small or practically nonexist-
ent post-theatrical businesses.

“A dollar of box office is not a
dollar of revenue,” said Bill Block,
chief executive of film finance and
production company QED Interna-
tional.

The actual revenue value for
Hollywood studios of a box office
dollar—the only financial data
point typically reported publicly—
varies widely. In China, where prac-
tically no one buys DVDs—at least
not legitimately—and digital and
TV distribution businesses are min-
imal, studios receive only about 27
cents on the box office dollar, ac-
cording to internal studio analyses
viewed by The Wall Street Journal.

In the U.S., with its comparatively
robust post-theatrical businesses,
$1 of box office translates into
about $1.75 of total revenue over a
decade.

“It’s a question of how much of
that you can collect and how ro-
bust the ancillary markets are, and
that really varies between territo-
ries,” Mr. Block said.

A U.S. movie that sold $100 mil-
lion of tickets domestically would
allow a studio to collect about $50
million during its theatrical run,
but over the next decade could
bring in another $125 million from
sources including DVD sales, video-
on-demand, and airings on HBO,
basic cable and Netflix.

Russia generates about 65 cents
per box office dollar, according to
the studio analyses, while South
Korea brings in 55 cents, Japan 83
cents, and the U.K. about $1.30
over a decade.

Box office is a strong, though
imperfect, predictor of DVD sales.
In addition, higher ticket sales typ-
ically trigger higher payments, up
to a cap, for future TV airings.

Domestic box office sales are
down 15% in the U.S. and Canada
this summer, according to Rentrak
Corp., which collects movie sales
data. That is largely because stu-
dios released only 12 movies with
budgets close to or more than $100
million between May and August,
compared with 22 during the same
period in 2013. Production delays
on several would-be blockbusters
contributed to the downturn in re-
leases.

At the same time, domestic au-
diences seemed to lose interest in
certain franchises.

This summer’s “Transformers”

took in $244 million in the U.S. and
Canada—a low for the series and a
full $108 million less than the pre-
vious installment in 2011. In China,
meanwhile, where Paramount
signed several partnerships in a
major push for the movie, “Age of
Extinction” made $301 million,
compared with $165 million for
“Dark of the Moon.”

Combined, that is a $28 million
gain in ticket sales for “Age of Ex-
tinction.” In terms of ultimate reve-
nue to Paramount, however, it is
expected to lead to significantly
less.

Revenue formulas are estimates
and vary for any particular movie
based on a number of factors in-
cluding genre, competition, and
word-of-mouth. A movie’s ultimate
profitability depends in large part
on what a studio spent to make
and market it. Despite the apparent
drop in revenue, “Transformers:

Age of Extinction” is the highest
grossing movie world-wide so far
this year and almost certainly prof-
itable.

“The Amazing Spider-Man 2,”
from Sony Corp.’s Sony Pictures
Entertainment and “Edge of To-
morrow,” from Time Warner Inc.’s
Warner Bros., also underperformed
in the U.S. and made more in for-
eign countries with less-favorable
box office splits and smaller home
entertainment and television busi-
nesses.

“Trading U.S. dollars for dollars
from other countries typically
means your profitability is not as
strong,” said a senior executive at a
major studio.

Sony’s “22 Jump Street” took in
less than “Edge of Tomorrow”
world-wide—$304 million versus
$364 million—but will likely bring
in significantly more revenue. That
is because the comedy sequel
“Jump Street” collected $190 mil-
lion domestically, while “Tomor-
row,” a science-fiction film starring
Tom Cruise, made just $100 million
in the U.S. and Canada.

Other summer movies whose
revenue may be better than their
global box office totals suggest,
thanks to disproportionately strong
performances in the U.S. and West-
ern Europe, include Walt Disney
Co.’s “Guardians of the Galaxy,” “X-
Men: Days of Future Past,” from
21st Century Fox Inc.’s Twentieth
Century Fox, “Neighbors” from
Comcast Corp.’s Universal Pictures,
and Warner Bros.’ “Tammy.”

Despite the smaller revenue op-
portunities, studios are expending
more effort to reach moviegoers in
fast-growing foreign markets. Their
goal is to find new audiences in

China, Russia and Brazil without
losing viewers in the U.S., where
theatrical attendance has been
roughly flat for the past decade.
That can be a tricky balancing act,
however, as Paramount found with
“Transformers.” Producing and
marketing a movie with foreign
viewers in mind can make it less
appealing to Americans.

April’s “Captain America: The
Winter Soldier,” for instance,
brought in $83 million more than
the first “Captain America” movie
domestically and collected $116
million in China, where its prede-
cessor wasn’t even released under
that country’s foreign film quota
system.

“What we’re all striving for is
that when these foreign markets
explode, they bring in additional
revenue, rather than cannibalize
existing markets,” said Joe Drake, a
founding partner of the indepen-
dent film company Good Universe.

Marketing costs also tend to
be lower overseas, particularly in
China, where government restric-
tions forbid most studio-spon-
sored advertising.

Although physical DVDs are
unlikely to make a comeback, film
producers are betting that as
moviegoing increases in foreign
countries, other post-theatrical
businesses such as digital distri-
bution and television will grow
significantly in coming years, in-
creasing the ultimate value of a
box office dollar.

“You have to invest in these
markets for the long term,” said
Nick Meyer, CEO of international
film sales and production com-
pany Sierra/Affinity, “and ingrain
the cinema-going habit.”

BY BEN FRITZ

Studios take varying cuts of box office dollars in different countries, from as little as 25 cents in China to about 50 cents in the U.S. Above, people watch ‘Titanic 3D in Taiyuan, China.
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Reel to Real
What film studios expect $100
million of ticket sales in several
countries to produce in revenue over
a decade

The Wall Street Journal

Source: studio documents
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Poland Premier Gets a Senior EU Role
BRUSSELS—Polish Prime Minis-

ter Donald Tusk and Italian Foreign
Minister Federica Mogherini were
named to top European Union roles
after several hours of negotiation
between heads of state and govern-
ment in Brussels on Saturday.

Mr. Tusk, 57, replaces Herman
Van Rompuy as European Council
president, a job focused on building
compromise among the bloc’s 28
leaders on key policy issues and at
summits for euro-zone leaders. He is
the first person from one of the
newer Eastern European members
to hold so senior a role.

Over the past few months, “the
situation around Europe has dra-
matically changed,” Mr. Tusk told
reporters after his appointment was
announced. “The presence of people
with Eastern European experience
will be badly needed in Europe.”

Mr. Van Rompuy tweeted the de-
cision from his official account. The
former Belgian prime minister steps
down from his EU leadership role in
late November, handing over to Mr.
Tusk on Dec. 1 for a 2½ year man-
date. He said his successor had
“managed to steer Poland through
the crisis…without ever falling into
recession,” and called him “a states-
man for Europe.”

Mr. Van Rompuy said the three
biggest issues Mr. Tusk would face
in his new role are the Ukraine-Rus-
sia Situation, which he called the
“gravest threat to continental secu-
rity since the Cold War,” ending the
economic stagnation of Europe and
the relationship between the EU and
the U.K.

British Prime Minister David
Cameron has pledged to hold an in-
or-out referendum on Britain’s EU
membership by 2017 if his party
wins next year’s general election.
The euroskeptic UK Independence
Party also performed well in the
May European elections.

“I’m sure the future of the EU is
not about making it smaller, about
contraction, no reasonable person
can imagine the EU without the
U.K.,” Mr. Tusk said. He said Mr.
Cameron had put forward many pro-
posals for reforms, and was confi-
dent they could reach an agreement.

He also hinted he had limited tol-
erance for slacking when it comes to
meeting euro-zone membership
rules.

Under President François Hol-
lande’s supervision, France has al-
ready negotiated a two-year delay to
2015 from 2013 to get its budget
deficit within the EU rule of 3% of
GDP, and others hope to follow suit.

“My experiences as [prime min-
ister] points to the fact that fiscal
discipline on the one hand and
growth on the other, combining
these is possible,” he said. “We had
cumulative growth in my term of
20% and we managed to maintain
budget discipline.”

The leaders also named Ms.
Mogherini, 41, as the new foreign
policy chief for the bloc, replacing
Britain’s Catherine Ashton. The se-
lection process was far from
straightforward: Last month, a
group of mainly Eastern European
leaders blocked her candidacy, ex-
pressing concerns about her ap-
proach to the Ukraine crisis, with
some diplomats saying she was too
pro-Kremlin.

Asked by reporters about a re-
cent visit to Moscow, Ms Mogherini
pointed out she’d also visited the
Ukrainian capital Kiev, meeting Pres-
ident Petro Poroshenko, foreign
minister Pavlo Kilmkin and others
there, before traveling to Russia
“trying to facilitate a form of dia-
logue.”

“We still all know the military
way is not the solution to the crisis,
for the Ukrainians first,” she said.
“As we work on sanctions we also
have to keep the diplomatic way
open, that’s our job to do both.”

She also promised to focus on
the Mediterranean region and Mid-
dle East, saying threats such as the
radical Islamic group calling itself
Islamic State and European militants
returning from fighting in the re-
gion.

In the lengthy process to decide
who will join former Luxembourg
Prime Minister Jean-Claude Juncker,
recently chosen as the new Euro-
pean Commission president, in the
top tier of EU leadership, Ms. Mogh-
erini was also criticized for her lack
of foreign-policy experience. She be-
came Italian Foreign Minister this
past February and has been a mem-
ber of parliament since 2008.

“Age is something you cannot
change,” she said, joking that Italian
Prime Minister Matteo Renzi, who
has pressed her nomination, is
younger than she. Moreover, she

added, her youth compared with
other senior EU figures could be an
asset, with young people feeling in-
creasingly disaffected.

“There is a new generation of
European leaders and I think it’s
very good to have it represented in
the European Institutions,” she said.
“I hope this can help in bridging the
gap that is sometimes is felt by
some of our citizens in Europe.”

Mr. Juncker will nominate his
full team for the Commission, the
EU’s executive body, next month. He
has said member states need send
more female nominees for the roles.
There are currently just four among
holders of the 28 positions. Ms
Mogherini will serve a five-year
term like the rest of the commis-
sion, where she will also be a vice
president.

Meanwhile, Mr. Tusk received ac-
colades from neighboring Germany.
“This decision was taken with great
consensus and I look forward to
working together,” Chancellor An-
gela Merkel said, adding German-
Polish relationships were stronger

thanks to Mr. Tusk’s work. “We all
know large challenges lie before Eu-
rope and therefore it is good that we
have such a qualified, a so engaged,
a so passionate European.”

The outgoing Polish PM is seen
as a careful political operator who
has prioritized very close ties with
Berlin and is seen as a strong propo-
nent of the EU. He has been an out-
spoken critic of Russia’s interven-
tion in Ukraine. Mr. Tusk is from the
same center-right bloc as Ms.
Merkel, while Ms. Mogherini is a so-
cialist. Still, his hesitant English and
complete lack of French have been
cited as a cause for concern for a job
which centers on backroom negotia-
tions with EU leaders. “Nothing is
good enough for you, including my
English today,” Mr. Tusk said,
switching out of Polish to say he
would work on his languages. “I will
polish my English and as I men-
tioned, I will be ready in December
100%.”

—Laurence Norman in Brussels
and Nicole Lundeen in Vienna

contributed to this article.

BY FRANCES ROBINSON

Polish Prime Minister Donald Tusk, left, and Italian Foreign Minister Federica Mogherini were named to top European Union roles Saturday.
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From the EU’s East, a Champion of Europe Takes Senior Post in Brussels
Well before his appointment to

one of the most senior posts within
the European Union, Polish Prime
Minister Donald Tusk had honed a
reputation as one of the bloc’s most
pro-European and politically savvy
leaders.

The 57-year-old Mr. Tusk has been
active in domestic politics for most
of his adult life, playing a minor role
in the anticommunist Solidarity labor
movement that helped usher in de-
mocracy in Poland in the 1980s. Af-
ter the 1989 collapse of the Iron Cur-
tain, he served in various roles in the
country’s parliament

But it wasn’t until 2005, when he
ran for his nation’s presidency, that
Mr. Tusk emerged as a political
heavyweight, despite an election de-

He also has been criticized for his
sometimes shaky command of Eng-
lish and a lack of French. Indeed, he
spoke Polish for most of his first
news conference after his election to
the EU top job on Saturday.

At the start of the news confer-
ence, he spoke English competently,
albeit briefly. Toward the end, when
asked about his language skills, he
pledged in English to “polish my Eng-
lish” before starting in the European
Council post Dec. 1, promising to hold
an English-only news conference af-
ter he assumes his new role.

The EU council president is seen
as the bloc’s principle representative
to the outside world, presiding over
the bloc’s council of national leaders.

—Marcin Sobczyk

feat. In 2007, his center-right Civic
Platform party won national elections
on a free-market platform, and Mr.
Tusk became prime minister. Four
years later, he became the first pre-
mier in Poland’s recent history to be
elected for a second term.

A skilled orator, he has managed to
maneuver his way around political cri-
ses in Poland during his tenure. On the
international stage, he has gained rec-
ognition by his European peers for
leading Poland through the Continent’s
financial crisis. The country was the
only EU member to avoid falling into
recession in 2009 amid the global fi-
nancial crisis.

His departure from Poland’s politics
will likely create a vacuum within his
party, which he has dominated over

the past few years, ahead of parlia-
mentary elections scheduled for next
year.

Poland’s conservative opposition
has frequently claimed Mr. Tusk is too
accommodative of Russia and Ger-
many—Poland’s biggest neighbors and
former military occupiers. Mr. Tusk has
disputed such claims, and during this
year’s Russian-Ukrainian crisis he has
been one of the EU’s most outspoken
critics of the Kremlin.

He remains a close ally of German
Chancellor Angela Merkel. Mr. Tusk
hails from an ethnic minority in the
northern Polish region of Kashubia, in
the former Polish-German borderland,
while Ms. Merkel has said she has Pol-
ish ancestors.

Mr. Tusk’s selection as council

president is a great step forward for
the EU’s Eastern European members.
“It’s certain that over last months the
situation around Europe has dramati-
cally changed,” Mr. Tusk told report-
ers after his appointment was an-
nounced on Saturday. “The presence
of people with Eastern European ex-
perience will be badly needed in Eu-
rope.”

Poland’s turbulent 20th-century
history with its neighbors has colored
Mr. Tusk’s own political career. He
landed in hot water during the 2005
presidential election when his politi-
cal contenders revealed Mr. Tusk’s
grandfather, a native of Gdansk, had
been conscripted in the German mili-
tary after Nazi Germany invaded Po-
land in 1939.
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The Doctor Will See You Now

If you were sick in 1831, the year
that Thomas Mütter graduated from
medical school in Philadelphia, you
might have been wise to avoid physi-
cians altogether. America was a back-
water of medicine. Doctors still clung
to the ancient dogmas of Hippocrates
and Galen, with grisly results. They
drained lakefuls of blood with lancets
and leeches, raised mountainous blis-
ters with mustard poultices and gave
mercury pills enough to cause a flood
of diarrhea, turning their patients’
bodies into topographies of pain.

At best, these treatments were
fearsome placebos for patients with
depression and hypochondria. At
worst, for those with typhoid, cholera
and other serious infections, they in-
creased the risk of death from dehy-
dration and organ failure.

Mütter, the long-neglected subject
of this lively and engaging biography
by Cristin O’Keefe Aptowicz, was one
of a handful of physicians who
dragged American medicine into the
modern era, helping to transform it
into a powerhouse of scholarship and
innovation.

When Mütter was born in 1811, he
seemed to be a child of fortune. His
mother was a bookish and beautiful
product of Virginia’s planter aristoc-
racy, and his father was a well-to-do
wheeler-dealer of Scottish stock. But
both parents were tubercular and
sickly, and their prosperity would
prove illusory. By age 7, Mütter was
an orphan. The son inherited his fa-
ther’s delicate lungs, restless ambi-
tion and debt-ridden estate.

Young Tom was packed off to
boarding school and college, thanks
to the erratic charity of a distant
cousin, and eventually emerged as a
cigar-smoking fop with mutton chop
sideburns and a penchant for leghorn
hats and silk cravats. After attending
the young republic’s premier medical
school, the University of Pennsylva-
nia, he went abroad to Paris, at that
time the world’s Mecca of medicine.

French medicine was skeptical,
progressive and cruel, combining En-
lightenment rationality and medieval
brutality. Paris had two hospitals de-
voted entirely to the care of syphilis,

one of which required all patients to
be publicly whipped before and after
treatment. The city also had a re-
nowned school of anatomy, which
solved the problem of cadaver dis-
posal by feeding the remains to a
pack of ravenous mongrels.

On the plus side, an American in
Paris could watch technical wizards
such as Roux, Lisfranc and Dupuytren
at work in the operating theater. Phi-
libert Roux was the most beloved of
Parisian surgeons. His colleagues said
he was “without fear, and beyond re-
proach.” He was the first surgeon to
successfully repair a ruptured female
perineum, a dreaded complication of
childbirth. Mütter greatly admired
Roux’s pioneering work in plastic sur-
gery and cleft-palate correction.

Jacques Lisfranc was a surgical
innovator and original thinker, daring
to a fault. He treated a series of
women with cervical cancer by am-
putating the cervix, leading to more
deaths from hemorrhage and infec-
tion than cures. He is mainly remem-
bered for describing a midfoot crush
injury in a Napoleonic cavalryman
who got his foot tangled in a stirrup
while falling from his mount. Today,
the Lisfranc injury is an occupational
hazard of running backs and offen-
sive linemen, and a bane of fantasy
football owners.

Mütter also saw Paris’s greatest
surgeon, the brilliant and dastardly
Baron Dupuytren, presiding over its
greatest hospital, the Hôtel-Dieu.
Pierre-François Percy, chief surgeon
to the Grande Armée of Napoléon I,
called Dupuytren “the best of sur-
geons, the worst of men.” To Lis-
franc, Dupuytren was “the brigand of
the Hôtel-Dieu.” Dupuytren was a
self-made man, the workaholic son of
a bankrupt country lawyer. As an im-
poverished medical student during
the French Revolution, he had stud-
ied by the light of candles made of
tallow filched from cadavers. In the
operating room, he was a perfection-
ist, abiding by the motto “nothing is
more to be despised than medioc-
rity.” Driven by greed and sporadic
fits of empathy, he outmaneuvered
his colleagues to rise to the top of his
profession and was awarded a barony
by Louis XVIII. By the time of Müt-
ter’s sojourn in Paris, Dupuytren had
become a brutal and domineering
monster of conceit, literally leading
patients around his clinic by their
noses and throttling those who didn’t

follow his prescriptions.
Mütter admired the creativity,

meticulous technique and cleanliness
of Parisian physicians, while deplor-
ing their callousness. Seeing patients
in agony was almost unbearable for
Mütter. Colleagues said that he was
“painfully sympathetic with the suf-
fering of the patient,” perhaps be-
cause as a child he had seen his par-
ents waste away, and was himself
always in poor health.

The young man made one addi-
tional discovery in the course of his
travels: the umlaut. On his return to
America in 1832, poor Tom Mutter
the orphan became the more impos-
ing Thomas Dent Mütter, Philadelphia
social climber.

Mütter eventually found an aca-
demic home at the city’s Jefferson
Medical College (now Sidney Kimmel
Medical College). Jefferson was
brand new but had quickly become
an elite institution, thanks to two dis-
tinctions that may not seem like
much to us, but were remarkable at
the time: The students saw patients
early on in their training, in an era
when live bodies were an after-
thought at most medical schools, and
the teachers actually put time and ef-
fort into their teaching.

Mütter was one of the first plastic
surgeons in America. Plastic surgery
seems to have been born in India,
where the cutting off of noses was an
ancient means of public punishment
and private revenge. The absence of
a nose being a grave social liability,
there were many patients desperate
for help. An anonymous Hindu brick-

maker of genius came up with a solu-
tion, probably many centuries ago,
and passed the secret down to his de-
scendants. A wide flap of skin was
cut from the middle of the forehead,
swung downward, shaped into a
plausible facsimile of a nose and
sewn into place. A London surgeon
named Carpue heard of the Indian
method and used it in the early 1800s
to restore noble British noses that
had been lost to syphilis. Mütter used
his own modification of this proce-
dure to replace Yankee noses which
had been bitten off in barroom
brawls.

Mütter was also a pioneer of burn
surgery. Victorian women worked
around open fires while imprisoned
in petticoats and corsets. Minor do-
mestic mishaps could result in hor-
rific burns, as with Miss Havisham in
“Great Expectations.” According to
Ms. Aptowicz, the neck area was par-
ticularly vulnerable, being a “virtual
powder keg in its combination of air,
restrictive dense fabrics, and light
airy layers of decorative cloth.” Müt-
ter operated on one young woman
who had suffered such a burn in
childhood. Thick layers of scar tissue
on her neck had made her head im-
mobile and distorted her face and
jaw. He removed the scars and ro-
tated a flap of skin from the neck and
shoulder to fill in the defect. The pro-
cedure, now known as the “Mütter
flap,” was a complete success and is
still used today.

Mütter bonded with his patients
to a degree that his contemporaries
must have found bizarre. He insisted

that the medical school take care of
patients overnight after surgery, in-
stead of jolting them home over the
Philadelphia cobblestones with their
still-bloody incisions. Before his plas-
tic surgeries, Mütter spent hours
massaging the cleft palates, scars and
gaping wounds that he planned to re-
pair. He believed this would desensi-
tize the tissues and make the opera-
tion easier. If nothing else, it
promoted trust between patient and
physician, enabling him to perform
complex operations before the devel-
opment of anesthesia. But Mütter
was never satisfied with the status
quo. When the first case report of an-
esthesia was published, Mütter be-
came the first physician in Philadel-
phia to adopt it and championed its
use.

Every hero needs a good antago-
nist and Mütter had a great one, a
professor and blowhard named
Charles D. Meigs who was as con-
trary as a Missouri mule. Meigs was
a highly regarded obstetrician and
one of Mütter’s colleagues at Jeffer-
son. He rejected Mütter’s namby-
pamby notions by reflex. Anesthesia?
Pshaw! Men and women are put on
earth to suffer. Handwashing? Hum-
bug! The very idea that physicians
could spread disease was preposter-
ous. As Meigs wrote, “a gentleman’s
hands are clean.” Unfortunately, bad
ideas die hard, especially those that
flatter our vanity. The fight to make
medicine as humane as possible con-
tinues long after Mütter’s premature
death from tuberculosis in 1859.

Mütter is mainly remembered to-
day for the splendid museum of med-
ical curiosities that he bequeathed to
the College of Physicians of Philadel-
phia. One might surmise that there
was something morbid or unsound in
Mütter that spurred him to amass a
collection of freakish and bizarre
medical specimens, but these were
staples of teaching in 19th-century
medicine. Ms. Aptowicz rescues Müt-
ter the man from undeserved obscu-
rity, recreating his short life and hard
times with wit, energy and gusto. Her
book, like the Mütter Museum, is a
reminder that the course of human
suffering and the progress of medical
science are often messy, complex and
stranger than can be imagined.

—Dr. Ross is the author of
“Shakespeare’s Tremor and

Orwell’s Cough: Medical Lives of
Great Writers.”

Just Desserts
For nearly all food lovers, the

dessert course is the most addictive.
Of no one was this more true than
Pierrette Brillat-Savarin, the 100-
year-old sister of the 18th-century
French gastronome Jean Anthelme
Brillat-Savarin. Having polished off
a hearty dinner in bed, Pierrette’s
last words urged her servants to
“bring on the dessert, I think I am
about to die!”

Add booze to dessert and it can
seem even more necessary—on
death’s door or otherwise. Lynn
Marie Hulsman offers up more than
100 appealingly addictive recipes in
“Bourbon Desserts” (University
Press of Kentucky, 206 pages,
$19.95).

Bourbon, compared with its
older cousin, Scotch, has a hint of
caramel sweetness to it, making it a
natural flavoring agent for dessert.
Ms. Hulsman’s recipes for cakes,
cookies, custards, ice creams and
other confections are not designed

for the calorie-shy, but they may
well enchant anyone with a sweet
tooth and an interest in traditional
and modern American cuisine. Her
presentations are clear and concise,
with short introductory paragraphs
preceding her instructions. “Bread
pudding was at one time thought of
as peasant food, a way to use up the
leftover stale loaves in order to
economize,” she writes ahead of one
recipe. “Fair enough. Food is food.
But add bourbon and dark choco-
late, and the bread is transformed
into a pastry.”

On the innovative side, “Bourbon
Desserts” describes a Kentucky-ized
version of an old “Arabian Nights”
standby: rose-petal syrup. The addi-
tion of bourbon and lemon juice
gives it extra zing and makes it a
perfect accompaniment to Greek yo-
gurt. Elsewhere, Watermelon Julep
Pops combine two Southern favor-
ites, watermelon and mint juleps, to
make a bourbon-enriched sorbet on
a stick. Similarly, the bourbon-based
Manhattan cocktail, currently enjoy-

ing a nostalgic revival, is the inspi-
ration for an ice cream that includes
sweet vermouth, bourbon,
Angostura bitters and orange-peel
garnish.

Colonial classics like rice pud-
ding and Cherry Slump (a first
cousin to Cherry Cobbler) are en-
hanced by bourbon-soaked apricots
in the former and a quarter-cup of
the straight stuff in the latter. For
purists, there is a classic formula for
Kentucky eggnog using near-lethal
amounts of egg yolks, whipped
cream and beaten egg whites, along
with plenty of bourbon. The result
is a criminally delicious treat for the
holiday season.

In “Seriously Delish” (Hough-
ton Mifflin Harcourt, 303 pages,
$29.99), Jessica Merchant offers
only a few recipes that include Ken-
tucky’s favorite tipple, most notably
a decadent Fleur de Sel Caramel
Bourbon Brownie Milk Shake. But
she is guided by the same “if it
tastes good, eat it” philosophy that
Ms. Hulsman appears to endorse.
“It’s quite possible,” Ms. Merchant
writes, “that I could survive on a
diet of high-quality chocolate for
breakfast, cheesecake for lunch and
brownies for dinner.” But the reci-
pes she shares include spicy and sa-
vory items as well.

Stand-outs include a grilled
cheese sandwich gone ballistic,
adding olive oil, leeks, fresh spin-
ach and pesto sauce to a base of
grated cheddar and Fontina cheese
to produce layers of flavor in what
is usually a one-dimensional dish.
Fairly conventional mini crab cakes
are lent a novel edge by a Sweet
Corn and Blueberry Salsa laced
with cilantro and lime juice. A fa-

miliar comfort food like marinated
flank steak is given an Asian-Medi-
terranean fusion boost with a yo-
gurt- and buttermilk-based
“Crema” heated by a dash of Srira-
cha sauce (a hot-sweet concoction
of chili peppers, distilled vinegar,
garlic, sugar and salt named after
the Thai coastal city where it origi-
nated).

Both Ms. Hulsman and Ms. Mer-
chant write in a style that is lighter
than most of their ingredients, with
a helping of personal anecdotes
along the way. “Even now,” Ms.
Hulsman observes, “one sip of
warming bourbon gives me a Christ-
massy feeling, the spicy heat teasing
out memories of the fragrant liquor
my mother added to her locally fa-
mous, creamy-centered, chocolate-
covered bourbon balls the way one
would pure vanilla extract. Mother
was never a drinker, but she was an
alchemist when it came to blending
flavors.” From different perspec-
tives, these authors prove that they,
too, are masters of kitchen alchemy.

BY JOHN ROSS

BY ARAM BAKSHIAN JR.

Dr. Mütter’s Marvels
By Cristin O’Keefe Aptowicz
Gotham, 369 pages, £16.22

TOOL OF THE TRADE An amputation saw made in England in the 19th century.
The top edge of the blade is reinforced to prevent it from buckling while cutting.
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Bourbon’s hint of caramel
sweetnessmakes it a natural
flavoring agent for cakes,
cookies and ice cream.
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FallingPricesCloud
EuropeRecovery

FRANKFURT—Europe’s struggle
to prevent ultralow inflation from
discouraging business investment
and undermining the continent’s
fragile economy deepened as con-
sumer prices dropped in August to a
five-year low.

The data released Friday keep
pressure on the European Central
Bank to take more dramatic stimu-
lus measures to boost demand and
inflation, and come just days after
ECB President Mario Draghi warned
of the risks of investors’ falling ex-
pectations for consumer-price
growth. His remarks were seen as
suggesting the ECB is moving closer
to large-scale purchases of public
and private debt, known as quanti-
tative easing, at a time when the
U.S. Federal Reserve is nearing an
end of its stimulus program.

Most analysts expect the ECB to
refrain from taking that step when
it meets on Thursday, but some
economists expect smaller easing
measures, such as rate cuts, to un-
derscore the ECB’s resolve to act.

Consumer prices in the euro
zone grew 0.3% in August from the
previous year, the European Union’s
statistics office said Friday, down
from 0.4% in July and far below the
ECB’s target of inflation just below
2%. Much of the decline reflected
falling energy prices. Prices grew
0.9% when food, energy and other
volatile items were excluded, up a
bit from July. That removes some of
the urgency for the ECB to respond
as soon as this week.

Still, “the euro zone is one big
shock away from deflation,” said
Stephen Cecchetti, a professor at
Brandeis University.

The effects of deflation have al-
ready started to hit several euro-
zone members, particularly in
southern Europe. Spain’s consumer-
price drop deepened to 0.5%. Italy
on Friday reported its first annual
decline in consumer prices since

1959, by 0.1%, based on its national
measure. Five of the euro zone’s 18
countries have falling prices, ac-
cording to BNP Paribas.

“The cost of production is con-
stantly on the rise,” said Giovanni
Ferrero, chief executive of Ferrero
International SA, the Italy-based
maker of candies and chocolates.
“It’s unthinkable to expect that
prices couldn’t recover costs with-
out cutting cash-flow generation, in-
vestments and jobs.”

“We’re not only in a situation of
low inflation. In some markets, dis-
tributors are asking us for defla-
tion,” he said, referring to price
cuts. Although this can be a positive
for consumers, the trend “in reality
destroys value,” he said.

The threat of deflation is more
pronounced in Spain, which has a
public and private debt load equal
to about three times the size of its
gross domestic product.

Though the danger of too-weak
prices was once limited to Greece
and other struggling economies, it
has spread to healthier economies.

The ECB has said quantitative
easing is an option, but has resisted
it on the expectation that inflation
will gradually rise. Mr. Draghi ap-
peared to change course earlier this
month when he said: “Over the
month of August financial markets
have indicated that inflation expec-
tations exhibited significant declines
at all horizons.”

Inflation expectations are key to
whether temporary, and sometimes
beneficial, price declines morph into
more pernicious deflation. Financial
measures of how inflation will look
starting in five years fell in August,
as did consumer-based expectations.

Yet with the ECB having waited
so long to try bold steps like bond
buying, the question may arise
“whether it is already too late,”
warned analysts at BNP Paribas.

—Manuela Mesco, Ruth Bender
and Neetha Mahadevan

contributed to this article.

BY BRIAN BLACKSTONE

The Euro Zone Flirts With Deflation

Inflation slowed in August in the euro zone and was unchanged in Germany.
Prices fell in Italy and Spain. Change from a year earlier in consumer-price
indexes*

Slowing, Stalling and Falling

Sources: national statistics offices via Thomson Reuters (Germany, Spain); Istat (Italy); Eurostat (euro
zone); Royal Bank of Scotland (inflation forward swap rates)

*National consumer-price indexes for Spain and Germany; harmonized indexes for Italy and the euro zone
†Market expectations of annual inflation rates that will prevail beginning one year and five years in the
future.

Germany 0.8%
IN AUGUST

Euro zone 0.3%
Italy –0.2%
Spain –0.5%

Anchors Aweigh
Financial-market measures of how investors expect consumer prices will
evolve, once firmly anchored, now show that investors expect inflation to
weaken.
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But the spokesman said Ukraine
would have to discuss autonomy
with a region he referred to as “No-
vorossiya.” That tsarist-era word,
referring to a swath of territory that
includes much of present-day south-
ern and eastern Ukraine, has be-
come a rallying cry for Russian na-
tionalists. It had faded from official
Kremlin statements since the spring
but reappeared this week.

The latest events on the ground
were a dramatic reversal for Kiev,
whose forces had been close to re-
taking the rebel strongholds in Do-
netsk and Luhansk in early August,
officials said. The introduction of
several units of Russian troops over
the past week or so has dramatically
turned the tide.

Security officials in Kiev say the
combination of Russian troops,
tanks and antiaircraft systems—
which helped neutralized Kiev’s ad-
vantage in air power—allowed the
separatists to reopen key supply
lines to Luhansk and Donetsk and
open a new front for the strategic
port city of Mariupol. Moscow de-
nies deploying troops, though rebels
say Russian military personnel are
fighting on their side, though while
on vacation.

On Sunday, Ukraine exchanged 10
Russian paratroopers captured on
its territory last week for 63 Ukrai-
nian troops who had crossed into
Russia after becoming surrounded.
Moscow has said the paratroops
crossed into Ukraine by accident.

Ukraine’s setbacks have
prompted alarm among Western of-
ficials, but little signs of outright
military aid.

Mr. Poroshenko returned Sunday
from a European Union summit in
Brussels after the EU agreed to
draw up options within a week for
possible new sanctions against Rus-
sia. He left, though, without any
promise of military support from

Continued from first page the bloc’s 28 governments.
In Washington, the White House

welcomed the EU’s moves and said
it remained committed to a diplo-
matic solution. But some legislators
said the sanctions weren’t enough.

“If you’re looking at it from
Vladimir Putin’s viewpoint, he’s
done pretty well with minimum of
penalty and as long as the Europe-
ans are dependent on his energy
supply, they’re not going to do
much,” Sen. John McCain (R., Ariz.)
said on CBS’s Face the Nation.

He added the U.S. should provide
Ukraine’s military with weapons and
battlefield intelligence. “For God’s
sake, can’t we help these people de-
fend themselves?” he said.

While European leaders said
there was a clear determination to
press ahead with sanctions if Russia
didn’t scale back its intervention,
European Council President Herman
Van Rompuy said leaders hadn’t de-
fined clear criteria for triggering
fresh measures at Saturday’s meet-
ing. But governments were ready to
quickly move ahead given the dete-
rioration of the situation in eastern
Ukraine, he said at a postsummit
news conference.

On Saturday, after a meeting
with Mr. Poroshenko, European
Commission President José Manuel
Barroso warned the situation was
approaching “a point of no return.”
He said the bloc hoped to see a
cease-fire but made clear that any
agreement would necessitate a with-

drawal of Russian troops and quick
measures to genuinely stem the flow
of weapons and fighters over the
border.

A senior EU aide who partici-
pated in Saturday’s summit said
that such conditions would likely be
the prerequisite for any decision to
delay sanctions.

“A strict conditionality for ‘what
if’ wasn’t discussed, [but] the crite-
ria would be the same as last time:
cease-fire with secured border and
international monitoring would rep-
resent a positive step,” the aide
said.

The aide said the bloc wouldn’t
support steps that allow Russia to
turn eastern Ukraine into a perma-
nent conflict zone that Moscow can
use to openly exert its influence. A
cease-fire must lead to “a process of
disarming militias and national dia-
logue, decentralization with Donbas
as part of Ukraine,” he said.

Still, some member states remain
wary about pursuing tougher mea-
sures, partly because of concerns
about economic retaliation. Some
governments also believe that eco-
nomic tensions will make a political
solution less likely.

Any further sanctions will need
unanimous support among the EU. A
handful of countries—including
Hungary, Slovakia, Cyprus and Aus-
tria—have aired concerns about
ramping up sanctions. Austrian
Chancellor Werner Faymann, on his
way into Saturday’s meeting, was
blunt about those concerns, al-
though he didn’t rule out increasing
economic pressure if Moscow con-
tinued to block a political solution.

“The effect of sanctions as they
have been applied so far hasn’t al-
ways produced what some ex-
pected,” he said. “We should be
speaking less about sanctions,” he
said.
—William Mauldin in Washington

contributed to this article.

Kiev Forces Lose Ground
To Rebels Ahead of Talks

A pro-Russia separatist walks near trains destroyed in fighting in the eastern Ukrainian town of Ilovaysk on Sunday.
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After reversals on the
battlefield in recent days,
Mr. Poroshenko’s
negotiating position
seems weakened.
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A City Caught in Crossfire

On a muggy evening this July, I
was in a car with two colleagues on
my way to a wealthy suburb of Kara-
chi, where we were shooting a soap
opera. As we drove down a heavily
trafficked bridge, our car screeched
to a halt—a dozen men in their
early 20s had surrounded us. When
our driver got out and gestured with
his hand, as if to ask, “Why are you
stopping us?” one of the men hurled
a large rock toward the windshield.
It shattered. The driver jumped back
inside and locked the doors. As I
dove to the floor, another rock
slammed against the glass.

The incident took place during
the month of Ramadan, an hour af-
ter the end of the daily fast. The po-
lice officers who normally trawl
high-security zones, such as the
bridge, had left to pray. It was the
perfect time for disaffected youth to
launch a protest. To our shock and
relief, the mob soon turned its atten-
tion to the burning of spare car
tires, which they had brought along,
chanting anti-government slogans.
But what if they had decided instead
to torch our car and those lined up
behind us on the bridge?

As Laurent Gayer shows in his
vivid book, “Karachi: Ordered Disor-
der and the Struggle for the City,”

this sort of violence is an everyday
reality for the city’s 20 million citi-
zens. In this, Mr. Gayer argues, Kara-
chi is a “microcosm” of Pakistan,
and the fault lines that run through
the city—criminality, sectarian turf
wars and political violence—run
through the country itself.

Once described to American sol-
diers posted there during World War
II as the “Paris of the East,” the fate
of the buzzing port city shifted be-
ginning in the early 1970s. In a two
year period, from 1971 to 1973, an Is-
lamic constitution was adopted and
Bangladesh was born amidst much
bloodshed. Unlike Punjab, over
which a well-known center-right
party had begun strengthening its
hold, Karachi’s territory was as yet
unclaimed, and so Pakistan’s most
cosmopolitan city became a site for
violent political clashes.

Yet before the Soviet invasion of
Afghanistan in 1979, access to and
demand for firearms in Pakistan was
limited. To be sure, there were
brawls between rightist and leftist
groups competing for dominance at
Karachi’s universities, where local
politics coalesced in the decades fol-
lowing partition in 1947. But it was
only when Pakistan entered the Af-
ghan fight against the Soviets with
the support of the U.S. that the black
market was flooded with guns. Ka-
lashnikovs replaced sticks and
stones in campus fights. In the
northwestern Frontier Province,
writes Mr. Gayer, the price of an
AK-47 fell from 40,000 rupees in
1980 to 16,000 rupees in 1989, with
inflation running as high as 10% dur-
ing the decade. “The sudden influx
of firearms,” he writes, “contributed
to the rapid escalation of political
conflicts that, until then, had re-
mained relatively benign.” Then-dic-
tator Gen. Zia-ul-Haq, whose unapol-
ogetic aim was to Islamize Pakistan,
didn’t do anything to defuse the sit-

uation: According to Mr. Gayer, Zia
once congratulated the country’s
most powerful Islamist student or-
ganization, which had begun storing
arms in the campus dormitories, for
“ ‘the splendid job of maintaining
peace on campus and the safety of
Islam.’ ”

Mr. Gayer’s central thesis is that
Karachi today functions within an
“ordered disorder,” a democracy
that constantly teeters on the brink
of civil war. In order to survive in
this precarious society—one in
which last year more than 2,700
were murdered—political parties
make deals with criminals: Protec-
tion and security in exchange for
state patronage.

In one of the book’s most memo-
rable chapters, Mr. Gayer describes
the center-left Pakistan People’s
Party’s affiliation with one of Kara-
chi’s most notorious criminals, Ab-

dul Rehman. Rehman was known,
among other crimes, for having mur-
dered his own mother. With a Ka-
lashnikov in hand, Rehman had
styled himself as the Robin Hood of
Lyari, a decrepit, densely-populated
town in Karachi. And it was through
a relationship with Rehman that the
PPP was able to secure an electoral
foothold in Lyari.

In October 2007, when Benazir
Bhutto, the late chairwoman of the
PPP, returned to Pakistan after a 10-
year exile, two bombs planted by the
Taliban exploded in Karachi, target-
ing Bhutto’s convoy. Minutes after
the explosion, in which 140 people
were killed, Bhutto was whisked
away in a white car. But there was
another passenger in the car, assist-
ing Bhutto’s security: Rehman. It
was “under the protection of Kara-
chi’s most wanted criminal,” writes
Mr. Gayer, “that Benazir dealt with

this life-threatening crisis.”
Much to the bewilderment of Ka-

rachi’s citizens, “violent entrepre-
neurs” like the late Rehman now
seem to be establishing control over
the city: Islamist student leaders,
Urdu-speaking, secular nationalists,
and Pashtuns from the north who
have moved to the city in the hopes
of both enjoying—and destabiliz-
ing—civic urban life.

Because of its colonial history, its
capitalist economy and its diversity
of language and people, Karachi was
once regarded as Pakistan’s most
secular city. Mr. Gayer’s book ex-
plodes that myth. He shows that Ka-
rachi was as much a part of Paki-
stan’s embrace of political Islam as
any other place in the country. And
though the author doesn’t say so di-
rectly, his reporting speaks for itself:
The idea of a secular Pakistan—
where religion is distinct from the
business of the state—is nearly ex-
tinct.

Still, there are pockets of produc-
tivity in Karachi and one wishes that
Mr. Gayer had also told the stories
of the nonviolent entrepreneurs who
exist in Pakistan’s “only megalopo-
lis.” Karachi is home to a booming
news and entertainment industry,
yet there is no mention in the book
that hundreds of soap operas and
serials are shot every year in the
city and exported to India, where
they have quickly attracted a cult
following. When I finally arrived on
set after the ordeal on the bridge, I
told the other actors what had hap-
pened. There were murmurs of sym-
pathy. One of my female co-stars
looked up from her cell phone.
“Thank Allah you are alive. By the
way, today you should wear that
coral pink lipstick. It looks delicious
on you.”

—Ms. Sethi, a former assistant
books editor at the Journal, is a

writer living in Lahore.

BY MIRA SETHI

Karachi
By Laurent Gayer
C. Hurst & Co., 336 pages, £25

SMOLDERING A riot in Karachi in 2013.
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The Permafrost Express

The golden spike that marked the
completion of America’s Transconti-
nental Railroad was hammered into
Promontory Summit, Utah, in 1869.
At that point, the entire Russian em-
pire could boast barely 3,000 miles
of rail. A few short lengths of track
had been laid in the 1820s, including
one that serviced silver mines in the
Altai mountains, but the location, on
the border with Mongolia and China,
was so remote that almost no one
knew the things existed. Russia had
to wait until the 1870s for its railway
boom. It was the great reforming
emperor, Alexander II, who finally
encouraged a national plan, and by
1900 over 30,000 miles of new rail
had been laid.

The focus of this frenzy of con-
struction, however, remained Euro-
pean Russia, itself a vast enough ter-
ritory for any team of engineers. No
business would fund a line to the Pa-
cific; the undertaking was a strategic
and military initiative from the first,
conceived as a means of integrating
the Far East to Russia’s land empire.
Like all St. Petersburg’s decisions,
too, it took years to settle. Serious
progress on the line through Sibe-
ria’s inhospitable forest and swamp
did not begin until 1891, when re-
formers in the czarist government

prevailed over the conservatives,
who considered all change to be ab-
horrent and all railways politically
destabilizing. As it turned out, the
latter assumption proved correct.

Christian Wolmar is a fervent
railway enthusiast. He is not quite a
trainspotter (that phase ended when
he discovered girls), but as a journal-
ist he has devoted his career to the
campaign for better rail transport. In
spare moments, he’s found the time
to write at least 11 books, including
several histories of epoch-making
routes. In view of these credentials,
the conclusion he reaches at the end
of his latest volume “To the Edge of
the World” should probably be
trusted. “There can be no other rail-
way,” he writes of the Trans-Sibe-
rian, “that has had such a profound
influence on the history of not only
the nation in which it was built, but
that of the world.” The book is all
about that history, a narrative that
combines the worlds of engineering
and politics, geography and war.

Sergei Witte, the man behind the
project, is the hero of Mr. Wolmar’s
tale. Though he is better-known as a
path-breaking minister of finance,
Witte began his public-service career
in the 1860s as railway ticket clerk in
the provincial city of Odessa. Pro-
moted rapidly to management, he
was tested by a spell in prison for
his part in an accident that claimed
dozens of lives. Undaunted and irre-
pressible, he become the railways’
tireless advocate at court, trouncing
and then, in 1892, supplanting the

parsimonious finance minister, Ivan
Vyshnegradsky.

Railways, for Witte, were more
than arteries for trade. The Trans-Si-
berian was also an extension of na-
tional muscle, a guarantor of Russia’s
future in the glamorous Pacific
world. The line, as he wrote in his
memoirs, “not only served the obvi-
ous political needs of the state, but
also provided a foundation on which

to build devotion and respect at
home and abroad.” It was this strate-
gic case that won over the Czar of
the day, and, given the project’s jaw-
dropping costs—a bill for one nota-
bly difficult section of track
amounted to a seventh of the em-
pire’s annual income—such state
support proved indispensible.

Witte may be the book’s human
hero, but the other principal charac-
ter is Siberia itself. Mr. Wolmar does
not compete with the likes of Eric
Newby (“The Big Red Train Ride,”
1978) and Dervla Murphy, (“Through
Siberia By Accident,” from 2005, and
“Silverland,” 2006), though he cites
them admiringly. But it is difficult to
resist the drama of virgin forest and
treacherous permafrost as teams of

engineers and hapless laborers at-
tempt to build almost 6,000 miles of
level, stable tracks. Flooding was a
constant danger, and there were so
many rivers on some stretches that
two bridges had to be built for every
mile of rail.

An even more formidable barrier
was Lake Baikal, one of the largest
freshwater lakes in the world, whose
southern shores–nearly 400 miles of
them—are edged with precipitous
cliffs. The solution, for years, was to
take all the passengers and freight
off the line at one end and send
them across the lake by steamer—at
least until the water froze. But
swamps, earthquakes and even out-
breaks of bubonic plague would all
torment the early pioneers; the com-
pletion of the line in the early 20th
century was a truly epic feat. “It was
slow and unreliable,” Mr. Wolmar
concludes, “but it could nevertheless
lay claim to being the longest and
greatest railway ever built.”

War is often called the locomo-
tive of history, but Mr. Wolmar ar-
gues that war, to say nothing of rev-
olution, is also driven by real
locomotives. The original Trans-Sibe-
rian was bound to cause trouble. The
Russian government of the 1890s
made the extraordinary decision to
build part of it across what was then
Chinese territory, securing line and
stations with military police and
shipping Russian citizens to the
brand new railway towns to settle in
subsidized imperial splendor. The
Russian push to the east was a prin-

cipal cause of the 1904-5 Russo-Japa-
nese war (and thus, indirectly, of the
1905 Russian revolution). The con-
flict with Japan continued well into
World War II; their experience of St-
alin’s army in May 1939 may have
helped persuade the Japanese to fo-
cus on America and Pearl Harbor.

It is harder to blame the Trans-
Siberian for events like the Soviet
Union’s eventual collapse, though Mr.
Wolmar does his best. The culprit
here is the Baikal-Amur Railway
(BAM), which Mr. Wolmar dubs “the
other Trans-Siberian,” a project that
so disillusioned those who worked
on it that “many turned against the
system and become supporters of
the opposition to the Communists.”
At points like this, where Mr. Wol-
mar freights his railway with the
whole of Russian life, the story rat-
tles over fragile track at breakneck
speed, and here and there jumps a
rail.

Overall, however, the message of
this absorbing book is convincing. Its
ecological cost—including permanent
damage to the fragile permafrost—
may lead some readers to question
whether the Trans-Siberian was
truly the “best thing that ever hap-
pened to Siberia,” as Mr. Wolmar
suggests. But he is surely right to
say that its creation helped to shape
the destiny of Russia and with it,
that of Europe and the modern
world.

—Ms. Merridale’s latest book is
“Red Fortress: History and Illusion

in the Kremlin.”

BY CATHERINE MERRIDALE

To the Edge of theWorld
By ChristianWolmar
Atlantic Books, 283 pages, £22

Pakistani political parties
make deals with criminals:
Protection in exchange
for state patronage.

Laying one particularly
difficult section of track cost
one-seventh of the Russian
empire’s annual income.
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NewTreatmentfor
EbolaVirusCures
InfectedMonkeys

An experimental drug cocktail
has cured monkeys inoculated with
a lethal dose of the Ebola virus, set-
ting the stage for scientists to test
the treatment in people.

Other drugs that have shown
some success in protecting monkeys
against Ebola had to be dispensed
within two days of exposure. The
latest treatment, known as ZMapp,
saved the animals when it was ad-
ministered up to five days after in-
fection, when the monkeys were
days or even hours from death.

“These results are very encour-
aging,” said Peter Piot, co-discov-
erer of the Ebola virus and director
of the London School of Hygiene
and Tropical Medicine, who didn’t
participate in the study. Four de-
cades after Ebola was first identi-
fied, “we may be on our way to an
effective treatment.” The study was
published this past Friday in the
journal Nature.

There are currently no approved
treatments or vaccines against Eb-
ola. The National Institutes of
Health said it would begin testing
an experimental Ebola vaccine on
humans this week.

The scale of the Ebola outbreak
sweeping West Africa has high-
lighted the need for a post-infection
drug. At least 1,552 people have
died after contracting the virus, and
the World Health Organization has
warned that the number of people
infected could jump to 20,000 in the
next nine months.

There also are worrying signs
that Ebola is spreading beyond
Guinea, Liberia, Sierra Leone and
Nigeria. The Democratic Republic of
the Congo, which stretches eastward
to the center of the continent, re-
corded its first cases this past week.
On Friday, Senegal announced that a
21-year-old Guinean man believed to
have contracted the virus was in
quarantine in a hospital in Dakar.

In the study published in Nature,
researchers described how they con-
ducted tests on guinea pigs until

they arrived at a particularly potent
cocktail of three so-called monoclo-
nal antibodies, which are designed
to bind to the Ebola virus and neu-
tralize it.

The cocktail, ZMapp, was tested
on rhesus monkeys who were in-
jected with a lethal dose of Ebola.
Three groups of infected animals,
consisting of six monkeys each, then
received doses of the drug cocktail
in varying intervals.

To the researchers’ surprise, all
18 animals survived, with none hav-
ing detectable levels of the virus
three weeks after exposure. Severe
symptoms of the disease—heavy
bleeding, rashes and a large in-
crease in liver enzymes—disap-
peared. Three monkeys that didn’t
receive the drug died by day eight.

“The level of improvement was
beyond my expectations,” said Gary
Kobinger of the Public Health
Agency of Canada and a lead author
of the Nature study.

It remains to be seen whether
the drug will be effective in people.
So far, seven people infected with
Ebola have received the drug on a
“compassionate use” basis. Some
pulled through, but it is unclear
whether or to what extent the drug
was a factor in their survival.

It could be two years before
early-stage clinical trials determine
whether ZMapp is safe for people,
which makes it out of reach for
those imperiled in this epidemic.

At that juncture, if the drug is
shown to be safe, some countries
may amass a small stockpile of the
experimental medicine that can be
administered in the event of an
emergency.

One complication is that there
are different strains of Ebola, which
may require different drug cocktails.
The Ebola strain used in the Nature
experiment is different from the
new Zaire strain rampaging through
West Africa. But Dr. Kobinger and
his colleagues reported that ZMapp
also worked against the new Zaire
strain when tested in a lab dish.

ZMapp is made by Mapp Biop-
harmaceutical Inc. of San Diego. The
drug is manufactured in tobacco
plants that have been engineered so
they mass-produce the antibodies
that make up ZMapp.

A unit of tobacco-products
maker Reynolds American Inc.
manufactures the drug using to-
bacco plants in Kentucky.

—Drew Hinshaw
in Monrovia, Liberia,

contributed to this article

BY GAUTAM NAIK

Liberian health workers carry a possible Ebola victim in Monrovia, on Friday.
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One complication is that
there are different
strains of Ebola, which
may require different
drug cocktails.
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THE PITCH

SPORTS

TheDayThat Soccer Loses ItsMind
Transfer Deadline Day Is aMix of Intrigue, Fear, Paperwork—And Lots of Spending

LONDON—As the clock ticks to-
ward 11 p.m. here on Monday night,
star soccer players will scramble to
hospitals for late-night checkups.
Others will sit in private jets on the
tarmac, waiting for negotiations to
end. And multibillion-dollar soccer
teams closing multimillion-dollar
player deals will rely on their fax
machines.

This is the twice-a-year circus of
transfer deadline day, the final
hours of a two-month window when
European soccer clubs can buy and
sell as many players as they can af-
ford.

Unlike in American sports such
as baseball and basketball, where
only a handful of top players hit the
free-agent market each year, pretty
much any soccer player is available
for the right price—at least in
theory—regardless of his contract
situation. Once the window shuts,
rosters are set until the season’s
second window opens in January.

In other words, shopping on
deadline day is like running around
the supermarket on Thanksgiving.
Only all of the turkeys have agents.

“You can’t give the impression
that you’re as desperate as you actu-
ally are,” said Niall Quinn, an ex-
player who spent five years as chair-
man of English club Sunderland.

The closest equivalent in U.S.
sports would be trade deadlines or
the major-league drafts, except soc-
cer doesn’t do trades (stars are
bought and sold for fees that can
reach nine figures) and the drafts
come with guaranteed, predictable
news. College stars will get drafted.
Your team will definitely do some-

thing, for better or worse.
Deadline day makes none of

those promises.
The transfer window system has

been in effect in Europe since the
2002-03 season, when it was intro-
duced to improve team stability.
That coincided with an explosion in
transfer fees that has continued
pretty much unchecked since then.
Clubs from Europe’s top five leagues
have already spent more than $1.9
billion to sign new players this sum-
mer, according to FIFA. The Premier
League alone accounted for about
$1.2 billion of that as of Friday.

But before anyone can cash in,
there are mountains of paperwork.
Completing a single transfer re-
quires more than 20 signatures from
clubs, agents, players and lawyers
before the stacks of forms can be
submitted to the relevant governing
bodies.

When Sunderland signed six
players on deadline day in 2006, its
transfer operation kicked into over-
drive. The club rented four extra fax
machines and female secretaries
wore flat shoes to run between
them. It sent cars and drivers to
players’ homes before they signed to
whisk them to their final medical
checkups, Quinn said, although they
had to wait a half-mile down the
road to comply with interference
regulations.

The club also lined up slots at
private hospitals to conduct pre-
signing checkups—without knowing
whose names to give. “We’ll let you
know his name when we know,”
Quinn told them.

While the clubs scramble, the
British sports media spend the day
feeding fans’ appetite for transfer

news. The day that “the last day of
the summer transfer window” grew
into the modern hype extravaganza
came in 2008, according to Andy
Cairns, executive editor at Sky
Sports News, a 24-hour sports-news
channel in the U.K. Manchester City
delivered more drama than anyone
thought possible, because the com-
modity changing hands wasn’t just a
player: It was the whole club. A
group backed by members of the
royal family of Abu Dhabi bought
City and pledged to turn it around.
Then it blew some $50 million on
Brazilian star Robinho.

Not every club enters the final
24 hours with that kind of intrigue.
But because of the window’s timing,
most European leagues have already
kicked off—which gives teams time
to start losing or suffer injuries and
ratchet up the panic factor.

“In England, as soon as you have
a problem, people want you to buy,”
said Arsenal manager Arsène
Wenger, who deflected questions
about his own potential shopping.

And once you dip into the mar-
ket, you can only hope the informa-
tion you’re getting is accurate. For
all you know, an agent might only be
dangling a player to jack up the
price.

“This isn’t a friendly trust,”
Quinn said. “This is a horrible
trust.”

That is when there is any trust to
begin with. In January 2013, striker
Peter Odemwingie made the two-
hour drive down from Birmingham
to London, thinking his deadline-day
move from West Bromwich Albion
to Queen’s Park Rangers was all but
done. When he arrived, he even gave
an interview out of his car window
to convey his excitement. He re-
ferred to QPR as “we.”

But when the deadline came and
went, no deal was in place. West
Brom said it had no intention of
selling. Odemwingie drove back and
had to face his own fans for the rest
of the season.

Even without misunderstandings,
sometimes the clock just runs out
on you. Quinn remembered a time
when Sunderland failed to get a
deadline-day fax off in time because
the telephone lines went down. It
took an apologetic explanation from
British Telecom, he said, to convince
the league to approve the transfer.

The league has tried to simplify
things with the introduction of a so-
called Deal Sheet, a shorter docu-
ment that clubs send to the league
to confirm a done deal. It can only
be used in the final two hours of the
window, and clubs must still file the
complete paperwork by 1 a.m.

The Premier League points out
on its website that while the fax ma-
chine “is still there and it does come
in very handy,” it now also accepts
scans via email. Only once those
scans and faxes go through does the
whirlwind of speculation, rumor and
half-truths around a deal die down—
though just for a few days.

“I learned one thing in our job,”
Wenger said. “You say nothing cate-
gorically.”

BY JOSHUA ROBINSON

Newly acquired midfielder Ángel Di María, left, holds a team shirt with Manchester United manager Louis van Gaal at a presentation at Old Trafford on Aug. 28.
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Liverpool Rout at Spurs
For Second Season in Row

Less than a year ago, losing 5-0 to
Liverpool at home sealed the fate of
Tottenham manager Andre Villas-
Boas and kicked off the brief, un-
happy reign of Tim Sherwood. But
this season, with a new manager in
place on the White Hart Lane sideline
and a couple of victories in the bag,
that result was beginning to fade into
the past.

On Sunday, Liverpool returned to
North London. And with a 3-0 victory,
Brendan Rodgers’ breakneck attack
reminded Spurs of the gulf that re-
mains between the two sides.

“They built the team for more
than two years,” new Tottenham
manager Mauricio Pochettino said.
“It’s a big advantage. But it’s not an
excuse for today.”

Adjusting to life without Luis
Suárez, Liverpool introduced Mario
Balotelli, signed last week from AC
Milan, to complement Daniel Sturridge
and Raheem Sterling up front. He
didn’t score on his return to the Eng-
lish Premier League, despite taking
five shots, as the goals came from
Sterling, Steven Gerrard and defender
Alberto Moreno. But Balotelli seemed
to keep up with the side’s speedy ap-
proach, which yielded 101 goals in the
league during the club’s run to second
place in 2013-2014.

“We probably clicked back into
where we were last season,” Rodgers
said.

Balotelli showed his commitment
to the cause by even picking up de-
fensive duties, much to his manager’s
surprise. “For the first time in his life,
he marked at a corner,” Rodgers said.
“I’m serious.” —Joshua Robinson

Zimbabwe Posts First Win
Over Australia in 31 Years

Zimbabwe’s cricketers beat Austra-
lia for the first time in 31 years on
Sunday as captain Elton Chigumbura’s
52 not out led his team to a three-
wicket win in the ODI triangular se-
ries in Harare.

Chigumbura carried the tourna-
ment host to 211-7, overhauling Aus-
tralia’s below-par 209-9 on a tough
batting strip at Harare Sports Club.

Opposite number Michael Clarke
also made an unbeaten half-century
for Australia on his return from injury,
but then reinjured his hamstring in
only his country’s second loss ever to
the African team.

It was Zimbabwe’s first win over
the Australians since they met in
ODIs for the first time at the 1983
World Cup. Chigumbura had valuable
help from Prosper Utseya, who was
30 not out in a match-winning half-
century partnership at the end.

—Associated Press

HEARD ON
THE PITCH

Reuters

Mario Balotelli dribbles the ball
during his Liverpool debut Sunday.

The British media spend
the day feeding fans’
appetite for transfer news.
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Business & Finance

n After two years of oversup-
ply that has battered coal
prices and strained mining
towns, the world’s top coal-ex-
porting companies are signaling
that the worst may be over. 15

n A heart drug developed by
Novartis reduced cardiovascu-
lar deaths by 20% when com-
pared with a rival treatment,
according to recent data. 15

n Alibaba plans the Chinese
e-commerce company’s U.S.
IPO, which could raise more
than $20 billion, early in the
week of Sept. 8. 15

n Rovio said CEO Mikael Hed
will step down in January as
the Finnish company that
makes “Angry Birds” struggles
to refresh its games lineup and
revenue model. 16

nDubai’s Emaar Properties
said it plans to launch the IPO of
its profitable malls business this
month, which would likely be
one of the largest equity offers
since the 2008 financial crisis. 20

nBoeing is struggling to sell
787s built during the height of its
problems with the Dreamliner’s
design and supply chain. 18

n Apple and Google are pro-
viding programing tools and
inviting software coders as
young as 13 years old to con-
ferences, looking to land whiz
kids interested in writing apps
for smartphones and tablets. 17

i i i
World-Wide

n Europe’s struggle to pre-
vent ultralow inflation from
discouraging business invest-
ment and undermining its
fragile economy deepened as
consumer prices dropped in
August to a five-year low. 4

n The U.S. imposed a range of
sanctions designed to exert
new pressure against Iran and
deter business leaders from cir-
cumventing existing measures
as talks continue over the
country’s nuclear program. 8

n Turmoil engulfed the tiny
kingdom of Lesotho after
troops stormed police stations
and forced the prime minister
to flee the country. 8

n Three protesters died and
more than 400 people were
injured following hourslong
clashes with security forces
in Pakistan’s capital Islam-
abad, hospital officials said,
as the country’s growing po-
litical crisis turned violent. 9

n Indian Prime Minister Nar-
endra Modi spent his first full
day of a five-day visit to Japan
sightseeing in the ancient city
of Kyoto, accompanied by
Prime Minister Shinzo Abe. 9

n An experimental drug
cocktail called ZMapp has
cured monkeys inoculated
with a lethal dose of the Ebola
virus, setting the stage for
scientists to test the treat-
ment in people. 3
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Strange Bedfellows
Fear over the spread of Islamic State means parties often at odds now
share a common enemy. http://graphics.wsj.com/isis-strange-bedfellows

China Less Willing to Be
Pragmatic on Hong Kong

and welfare reform. In fact,
protests are common on the
mainland, too. But there, tempers
flare and riot police often wade in
with tear gas and batons. By
contrast, Hong Kong protests are
overwhelmingly peaceful.

Instances of protests that turn
ugly are so rare that they are
remembered, like devastating
typhoons, as traumatic moments
seared in history. Hong Kong
people still talk about the 1966
Star Ferry riots triggered by a
small fare increase on the cross-
harbor passenger boats.

All this reflects a moderate
society that knows all about the
dangers of political turmoil. The
majority of Hong Kong people are
either refugees, or the
descendants of refugees, who fled
man-made starvation in the 1950s
and then the murderous decade of
the Cultural Revolution.

Now, however, politically edged
violence is creeping back. Last
year, a car rammed the home of
Jimmy Lai, a media tycoon and
prominent supporter of the
Occupy Central movement: its
occupants left behind an ax, a
knife and a threatening note. Last
Thursday, Mr. Lai’s home was
raided by Hong Kong’s
Independent Commission Against
Corruption in connection with his
contributions to pro-democracy
politicians.

In February, the former chief
editor of the Ming Pao newspaper
was gravely wounded in a mafia-
style knife attack seen by some as
an assault on press freedom.

Inevitably, the National
People’s Congress decision will
add to political tension and
further polarize society. More
than a million people have
marched in Hong Kong already
this year, both for and against the
aims of Occupy Central.

Hong Kong’s views of China
have always mixed hope with fear:
hope that its rise will lift its own
economic prospects; fear that
Marxist-Leninist political controls
will cross the border.

And now, it seems, both have
come true. Chinese prosperity has
enormously improved Hong
Kong’s position as a trading
entrepôt and filled its emporiums
with Mandarin-speaking shoppers

from the mainland.
It has also brought problems.

The crowded territory has been
swamped by Chinese day-trippers,
creating social frictions. Urbane
Hong Kong people are easily
offended by earthy mainland
habits, for instance allowing
children to urinate in public.
Wealthy mainlanders, meanwhile,
have bid up the price of local
property, making home ownership
more difficult for the local middle
classes.

But these are irritants. Political
meddling from Beijing stirs a
more fundamental kind of anxiety.

In his book “East and West,”
the last British governor of Hong
Kong, Christopher Patten, mocks a
former Hong Kong civil servant
who asserted that Chinese
authorities don’t want to rig
elections—“they just want to
know the result in advance.”

That is certainly the longer-
term effect of Sunday’s decision
by China’s parliament. The most
immediate outcome will be more
civic strife.

BEIJING—Distrust of the
Chinese Communist Party runs
deep in Hong Kong, a city built
largely by refugees from famine
and party-sponsored political
violence in mainland China.

Deng Xiaoping understood this
and deftly worked around it. His

formula for
recovering Hong
Kong from Britain
in 1997—One
Country, Two
Systems—was an
acknowledgment
that the party’s

credibility in Hong Kong was low
and that if it simply moved in and
took over it would destroy public
confidence and likely wreck the
economy.

Hence, Hong Kong was allowed
to keep its British-style law courts
and administration. And it was
promised democratic elections for
its future leaders.

Today’s Chinese leadership
shows far less willingness to
embrace such political
pragmatism, or to employ subtlety
and compromise in its dealings
with the territory.

That is the main conclusion to
be drawn from Sunday’s decision
of the Chinese National People’s
Congress to adopt arrangements
for the election of Hong Kong’s
top leader that effectively give the
party a veto. Candidates for the
chief executive, according to
China’s rubber-stamp parliament,
must be prescreened. In the past,
Beijing has made clear that only
those who are “patriotic” will
qualify. In party-speak, patriotism
means “Love the Party.”

The upshot is that the party is
likely to find itself in a protracted
standoff with large sections of the
Hong Kong population—the very
situation that Deng tried so
strenuously to avoid.

Public confidence in Hong
Kong’s future will be damaged,
certainly. There is likely to be
knock-on impacts on the economy
amid civic unrest.

The pro-democracy group
Occupy Central has threatened
mass civil disobedience to
paralyze the main business
district if China doesn’t offer the
city a real choice in the next
election scheduled for 2017. It is
now all systems go for protests, as
such choice has just been
dramatically narrowed.

A recent article attacking
Occupy Central in the People’s
Daily, the flagship party
newspaper, asked: “Why do people
want to mess up their own
homeland?” Of course, they don’t.
This is the paradox behind
looming confrontation in Hong
Kong. Few places are less prone to
civil disobedience, or show more
responsibility and civic virtue.

The city’s people are famously
orderly, even when they join
protest marches. There have been
hundreds of these in recent years,
dominated by middle-class
residents, some strolling along in
family groups, and focused on
practical issues such as education

CHINA’SWORLD | By Andrew Browne

An exhibit about Deng Xiaoping, shown here, is currently on view in Hong Kong.
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Will‘KnuckleBusters’GetaSecondCrack?
With Security Breaches, Manual Devices Can Still Come in Handy; ‘Like Trying to Sell Typewriters’

B iff Matthews is up to his
eyeballs in knuckle busters.

The 68-year-old Ohio
businessman has stockpiled more
than 8,000 of the old-fashioned
credit-card-processing machines,
known for their tendency to
scrape the fingers of the mer-
chants who operate them.

Mr. Matthews keeps the ma-
chines boxed up individually on
the shelves of his 12,000-square-
foot warehouse, ready to be
shipped at a moment’s notice. He
has enough spare parts to assem-
ble another 2,000 if need be.

“I’m not going to run out,” he
says.

There is little danger of that
happening soon. Knuckle busters
were overtaken more than two
decades ago by electronic card-
processing devices as the pay-
ment apparatus of choice at
checkout counters around the
world.

“You mention a knuckle
buster, imprinter or chunk-a-
chunk to a majority of today’s
merchants and they give you that
inquisitive look, saying ‘a
what?’ ” says Mr. Matthews.

But Mr. Matthews has been
ringing up a few more sales
lately. He credits a series of high-
profile security breaches—includ-
ing an incident that prompted
restaurant chain P.F. Chang’s
China Bistro Inc. in June to start
using manual imprinters at its
200 restaurants—for easing the
knuckle-buster bust, at least tem-
porarily.

“We have probably sold as
many of them in the past month
or two as we sold in the preced-
ing six months,” says Mr. Mat-
thews, president and founder of
CardWare International, an Ohio
company that also sells receipt
paper, equipment and other items
to the credit-card industry.
Breaches have raised awareness,
he says, that manual devices can
be used when electronic systems
are down.

Knuckle busters were the card
industry’s workhorse for decades.
They came into use in the 1950s
when credit cards started becom-
ing popular.

But the clunky manual process
has earned a bad rap in the age
of electronics. A merchant places
the credit card onto the device,
then layers on a small stack of
thin paper layered with carbon
paper. Next, the merchant moves
the slider across the paper, im-
printing the card’s embossed in-
formation, and then slides it back
to capture merchant data. One
copy goes to the customer and
the other to the merchant, who
will input the data when the elec-
tronic system is operating again.

There are more downsides.
Manual transactions are less se-
cure than electronic ones because
they rely on paper that can be
copied or stolen. What’s more,
the machines can’t process trans-
actions from a growing number
of credit cards that don’t have an
embossed account number on the
front. And banks charge mer-
chants more for manual transac-
tions.

Selling knuckle busters today
“is like trying to sell typewrit-
ers,” says Dan Harrison, vice
president of a Waterloo, Ont.,

company called Addressograph
Bartizan that makes the devices.

“I was a little bit shocked” by
P.F. Chang’s decision to switch to
knuckle busters, says Henry Hel-
geson, chief executive of Mer-
chant Warehouse, which pro-
cesses electronic credit-card
payments on behalf of small mer-
chants. He says he was so unfa-
miliar with the devices that he
had to ask some of his employees
which companies still sell them.

A spokeswoman for P.F.
Chang’s declined to discuss the
move, saying only that the res-
taurants had the devices on hand.
P.F. Chang’s said last month that
the breach occurred between
mid-October and mid-June and
may have led to the theft of card
data from 33 of its restaurants.
The company began using manual
devices at all restaurants after it
learned of the breach. Then it
started using a combination of
manual devices and a separate
electronic system.

William Huber celebrated his
wedding anniversary with his
wife at a P.F. Chang’s in West
Chester, Ohio, on June 11, the day
after Secret Service alerted the
company about a potential credit-
card breach. He never saw the
knuckle buster because the server
took his credit card into a back
room, but he and his wife recog-
nized the manual process when
the server returned with a paper
imprint of his card information
for him to sign.

“It was kind of funny because
we are old enough to remember
that stuff,” says the 60-year-old
Web developer.

Mr. Matthews has been fid-
dling with knuckle busters since
the 1970s when he worked at a
department store and a bank. He
began repairing them in his ga-
rage, realized “there was a real
opportunity,” and founded a com-
pany that eventually turned into
CardWare International.

Mr. Matthews says he was
selling about $3 million worth of
the things annually during the
1980s.

But there was no stopping
technology’s charge. By 2008,

CardWare’s manual imprinter di-
vision was too small to be a sepa-
rate unit and got wrapped into
another part of the company.
CardWare sold about $30,000
worth of knuckle busters last
year—about 4,300 devices—rep-

resenting 1.2% of his company’s
sales.

Today, Mr. Matthews pitches
the machines to merchants as a
reliable backup device to the
electronic systems that become
useless amid a power failure or

technology glitch.
That is no swipe at the mod-

ern technology, he insists.
“You get insurance for your

car. Manual imprinters are insur-
ance for your credit-card transac-
tions,” says Mr. Matthews.

The Mandarin Oriental Hotel
in Miami recently ordered 10
knuckle busters from CardWare
for its front desk, spa, bar and
restaurant. The hotel rarely uses
the devices, but “we want to be
sure that we can still serve the
customer,” says Jorge Gonzalez,
the hotel’s manager. He says he
recently was forced to pay cash
at a bar while vacationing in Lake
Tahoe because a sudden storm
knocked out power and the res-
taurant didn’t have a knuckle
buster on hand.

The devices are also some-
times used by merchants who
don’t have immediate access to
an electronic system, such as a
car-service driver or a seller at a
street fair.

Still, those are exceptions.
Knuckle busters are so rare these
days that even a random sighting
can cause excitement in Mr. Mat-
thews’ company.

“We love to see television
shows or movies with imprinters
sitting on someone’s desk,” says
Mr. Matthews, adding that ex-
cited employees send emails
around the office when they spot
one.

BY ROBIN SIDEL

Credit-card processing machines like this one came into use in the 1950s and were the industry’s workhorse for years.
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By Alan Cullison in
Dnipropetrovsk,

Ukraine, Gregory L.
White in Moscow and
Laurence Norman in

Brussels

KievForcesLoseGround toRebels
Government forces lost

more ground to Russian-
backed separatist fighters in
heavy fighting in eastern
Ukraine on Sunday, a day af-
ter European leaders threat-
ened to impose more sanc-
tions on Moscow if it doesn’t
end its support for the rebels.

Ukrainian President Petro
Poroshenko said he hoped a
new round of talks with rebels

and Russian officials in Minsk
on Monday could yield prog-
ress toward a cease-fire. It
wasn’t clear whether Kiev was

ready to accept a deal that
would leave the separatists in
control of strongholds in the
cities of Luhansk and Donetsk.

Previously, Mr. Poroshenko
had vowed to defeat them un-
less they surrendered. But af-
ter dramatic reversals on the
battlefield in recent days—fol-
lowing what Kiev and the
North Atlantic Treaty Organi-
zation say was an incursion of

more than 1,000 Russian
troops to fight alongside the
separatists—his negotiating
position seems weakened. Eu-
ropean leaders were cool to
his appeals for military aid
and held off immediately im-
posing more sanctions to give
Russia a chance to change
course.

The Kremlin on Sunday
stepped up its calls for Kiev

to lay down its arms and be-
gin talks, effectively recogniz-
ing the Moscow-backed reb-
els’ hold over a major
industrial region. Moscow
also hinted at support for the
rebels’ demands for indepen-
dence.

President Vladimir Putin,
in an interview on state tele-
vision Sunday, said Kiev
should begin “substantive,

meaningful negotiations, and
not on technical issues, but on
the political organization of
society and statehood in the
southeast of Ukraine.”

A Kremlin spokesman later
told reporters that the refer-
ence to “statehood” wasn’t
meant as an endorsement of
the separatists’ demands for
independence from Ukraine.

Please turn to page 4

Protesters turned out at a rally for democracy in a park in front of Hong Kong government headquarters on Sunday after China decreed
candidates for Hong Kong’s top leadership post must be approved by a committee heavily loyal to Beijing. Articles on pages 2 and 7

Anger in Hong Kong as Beijing Limits Vote on New Leader U.S.Airstrikes
HelpBreakSiege

BAGHDAD—U.S. airstrikes
helped break a two-month
siege by Sunni militants on a
Shiite town on Sunday, in ap-
parent coordination with
ground attacks by Shiite mili-
tias, local civilian fighters
and Kurdish troops.

The attacks around
Amirli, about 160 kilometers
north of Baghdad, helped to
avert what had been one of
the country’s biggest looming
humanitarian crises. Resi-
dents of the town of 17,000,
most of them Shiite Turk-
men, faced famine, thirst and
diseases such as diarrhea

from drinking dirty river wa-
ter.

Fighters from Amirli
thanked the militias and
Kurdish regional forces
known as Peshmerga for
helping them break the siege
by Islamic State insurgents,
speaking on Iraqi state tele-
vision. An Iraqi military
spokesman, Gen. Qassim
Atta, declared the town liber-
ated.

The breakthrough came
after the U.S. launched three
airstrikes against Islamic
State forces, the Pentagon

Please turn to page 8

BY MATT BRADLEY
AND JULIAN BARNES

In China, Yuan Takes
Earnings Down With It

BEIJING—Chinese compa-
nies increasingly have been
borrowing cheap money from
abroad. Now they are paying
for it.

Several Chinese companies
reported hits to their first-
half financial results from for-
eign-currency exchange rates,
after borrowing billions of
dollars from the U.S., Hong
Kong and elsewhere. The cul-
prit is the Chinese yuan,
which weakened against the
U.S. dollar in the first half and
still hasn’t gained back all the
ground. A weaker Chinese
currency makes Chinese ex-
ports cheaper abroad but also

makes paying interest on for-
eign debt more expensive.

The problem is likely to
continue. “It’s a legitimate
concern, given uncertainties
in the economy,” said Bei Fu,
an analyst at ratings firm
Standard & Poor’s. “It’s hard
to say if the yuan would con-
tinue to appreciate in the next
three to five years.”

Chinese energy producers
and airlines have long been
vulnerable to currency fluctu-
ations because the global oil
market conducts business in
dollars.

But the yuan’s prolonged
slump this year is broadening
the impact.

In many cases the affect of
foreign-exchange losses for

Chinese companies is dwarfed
by other factors, such as
heady growth in China’s Inter-
net industry or broader woes
in the country’s property
market.

But further weakness in
China’s currency could add to
pressures that include the
country’s slowing economic
growth. And borrowing is be-
coming more difficult in
China as Beijing tightens
credit following a lending
binge that rekindled growth
after the 2008 financial crisis
but saddled China’s financial
system with potentially bad
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Investors
In Solar
Start to
See Light

Solar power: The science
that converts the sun’s free
bounty into useful energy.

Yet, for years, the solar
sector’s strange alchemy
somehow converted public
subsidies into horrendous
losses for investors.

Evaporation of prefinan-
cial-crisis exuberance explains
some of the losses since 2008,
but the big problem was com-
petition. Generous subsidies
in markets such as Germany
fueled excess manufacturing
capacity, driving down prices
and crushing profit margins.

Now something has
changed.

From 2008 to 2012, solar-
module manufacturing capac-
ity expanded at a compound
annual rate of 52%, according
to Cowen. Demand, which ab-
sorbed only 70% of capacity
in 2008, rose at a slightly
slower pace over that time.

In contrast, Cowen esti-
mates that annual growth in
capacity from 2012 to the end
of this year will be only 10%,
but demand should rise twice
as fast.

Prices have stabilized as
growth in demand for panels
is finally outpacing capacity
expansion. This benefits man-
ufacturers. Most top-tier sup-
pliers of solar modules re-
ported profit margins that
topped 15% in the first quar-
ter, up from 10% toward the
end of 2013, according to
Matthew Feinstein of Lux Re-
search.

In cyclical businesses,
though, rising margins en-
courage investment. By 2017,
module-manufacturing capac-
ity will rise 72% compared
with the end of 2013, Cowen
estimates. This contains the
seeds of the next downturn in
margins.

Yet that needn’t mean a
crash like last time.

As Michael Parker of San-
ford C. Bernstein points out,
even as subsidies come under
pressure in the developed
world, falling costs for solar
power make it more competi-
tive with fossil-fuel-based
generation used in much of
the developing world. For ex-
ample, while the U.S. enjoys
relatively cheap natural gas at
about $4 a million British
thermal units, much of Asia
pays four times as much.

This pool of potential, un-
subsidized demand ought to
absorb excess solar module
capacity faster than previ-
ously, mitigating the severity
and longevity of cyclical
downturns.

That is hardly a new para-
digm, but it is reason enough
to invest.

—Liam Denning

Dollar Rises Above Fray
Change is coming to the

U.S. dollar.
The dollar has been any-

thing but mighty over the
past decade. Federal Reserve
figures show that on a trade-
weighted basis, the greenback
has fallen more than 10%
against other major curren-
cies in that time.

Lately, though, it is show-
ing a bit more vigor. The dol-
lar strengthened against the
euro, yen and pound in Au-
gust, building on a move
higher in July. It marked the
first time it has made back-to-
back monthly gains against all
three currencies since 2008.
And there may be more to
come.

Judging exactly what de-
termines exchange rates at
any given time is more than a
challenge. Differences in
countries’ economic growth
profiles and relative price lev-
els play a role. Trade flows
are also important. So, too,
are interest rates.

But what is interesting
now is how many foreign-ex-
change drivers seem to be
pushing in the dollar’s direc-
tion.

The U.S. economy, while
hardly gangbusters, has been
expanding at a much faster
clip than that of either Japan
or the euro zone. And with

both hiring and business
spending picking up, U.S. out-
performance looks likely to
continue.

That should mean better
returns on investment and
more reason for companies
and investors to put their
money to work stateside.
Prices run in the same direc-
tion, with figures from the Or-
ganization for Economic Co-
operation and Development
showing a dollar spent in the
U.S. buying about 10% more
than it would after being ex-
changed for the euro in Ger-
many or the yen in Japan.

The current-account defi-
cit, the broadest measure of

the U.S. trade gap, has nar-
rowed to 2.7% of gross do-
mestic product from the re-
cord 6.2% it hit in 2005. With
the U.S. becoming progres-
sively less dependent on for-
eign oil, the deficit is on
course to narrow further still.
That lessens the old fear that
other countries might call in
America’s IOUs, sending the
dollar lower.

Finally, interest rates favor
the dollar. The 2.33% yield on
the 10-year Treasury note is
higher than equivalent yields
in the U.K., any of the major
European countries, Canada
or Japan. With the Fed poised
to begin lifting its overnight

target rate next year, even as
the Bank of Japan is keeping
its foot to the floor and the
European Central Bank hints
at quantitative easing, rate
differentials may only widen.

That sets up a carry trade,
in which investors can gener-
ate returns by lending in the
U.S. with funds borrowed
abroad.

For investors, a firmer dol-
lar would present a mixed
bag. The many U.S. companies
that have aggressively ex-
panded their overseas opera-
tions in recent years could see
currency-related hits to earn-
ings.

Against this, there is the
intuitive, but often over-
looked, fact that a stronger
dollar makes the cash inves-
tors hold worth more.

More important, by lower-
ing the cost of imported
goods, a stronger dollar
would also help keep inflation
in check. That would, in turn,
offer some protection against
any risk that the Fed ends up
having to raise interest rates
sharply to cool an overheating
economy.

Given the centrality of the
central bank’s next steps in
moving the market, this may
be the most far-reaching im-
pact of a dearer dollar.

—Justin Lahart

New Diamond Bets Could Shine
All that glitters isn’t gold.
Rough diamond prices

have risen 5% to 10% this
year, according to analysts.
Investors now also have more
options to bet on the stones.

With a dearth of new dis-
coveries since the 1990s, sup-
ply of rough stones remains
below the precrisis peak hit in
2005 and is set to start falling
starting in 2018, forecasts
Bain.

Meanwhile, demand
growth looks strong, at more
than 5% annually from 2012 to
2023, according to Bain.
Growth in the emerging world
is part of the story.

Economic recovery in the
U.S., still the world’s largest
market for sales of polished
diamonds, provides another
boost. The U.S. market in-
creased 7% last year by value,
according to De Beers.

So rough diamonds could
be in short supply from 2016
or 2017. But investors seeking
a pure-play bet on a tight
market have had limited op-
tions. The largest diamond
miner globally by sales, De
Beers, is owned by diversified
miner Anglo American. The
diamond operations at Rio
Tinto are dwarfed by its iron-
ore side. Russia’s Alrosa
brings its own risks.

A crop of much smaller, in-
dependent diamond miners,
therefore, have been attract-
ing attention. Shares in Gem

Diamonds, Petra Diamonds
and Toronto-listed Lucara Di-
amond are up between 40%
and 50% this year. Lucara this
year announced its maiden
dividend; Gem plans its first
payout at the end of 2014.

Petra is further behind. It
could pay a dividend for its
fiscal year to June 2016. But
the company is arguably more
diversified than peers, with
five producing mines.

It also promises growth.
Petra aims to increase pro-
duction from 3.1 million car-
ats in fiscal 2014 to June to
five million carats by 2019.

The company is facing a
tricky year operationally. It
must live off mining old, low-
grade areas before expansion
starts up. Petra downgraded

its production forecast this
month for 2015 but still hopes
to eke out growth.

That, plus a recent sale by
a large shareholder, has
weighed on the stock. It is
back to levels last seen in
June when Petra said it had
found a 122.5 carat blue dia-
mond, expected to fetch about
$30 million. Petra is trading
at about 0.7 to 0.9 times most
analysts’ forecast of its net
present value of its cash
flows. Junior miners trade be-
tween about 0.5 and 1.3 times
net present value through the
cycle, according to BMO Capi-
tal Markets.

The diamond miner may
face a tough year, but Petra
still has potential to shine.

—Helen Thomas

Sparklers
Consumer demand for polished diamonds in 2013 by region

The Wall Street JournalSource: De Beers
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Carl Icahn isn’t, in fact, a
wizard. A chart recently filed
with the Securities and Ex-
change Commission by
Icahn Enterprises showed a
76% return on the stock of
eBay during the period in
which an Icahn designee
served on the online-auction
company’s board.

That is all the more im-
pressive because that period
lasted only 13 days, in June,
during which the stock
climbed just 2.2%. So how
did Mr. Icahn produce a 76%
return?

By using “annualizing.”
That is he adjusted the re-
turn to show it as if the
gains of that short period
extended across an entire
year. And indeed, the point
of Mr. Icahn’s filing is to de-
fend activism. His chart
shows that if you average
all the annualized gains and
losses while his designee sat
on a board from Jan. 1,
2009, through June 30,
2014, the total return would
be 27%. That isn’t bad. But
even if annualizing returns
allows comparison of differ-
ent investments, it makes
absolute returns on very
short-term trades, such as
the eBay one, look much
bigger to the naked eye
than they really are.

OVERHEARD

Getting to Core
Of ECB Problem

It is becoming difficult not
to feel a little sorry for the
European Central Bank.

Having erred by raising
rates in 2011 because headline
inflation was being pushed up
by commodity prices, it is
now under pressure to loosen
policy because energy and
food prices are dragging infla-
tion lower. The euro zone
seems at greater risk of a
panic about deflation than of
experiencing the phenomenon
itself.

With the drop in headline
euro-zone inflation to 0.3% in
August from 0.4% in July,
calls for further ECB action,
including large purchases of
sovereign bonds, are getting
louder. Clearly, inflation is far
adrift of the ECB’s target of
“below, but close to” 2%.

But, once again, virtually
all of the decline is down to
volatile prices for energy,
food, alcohol and tobacco. Ex-
cluding those, euro-zone in-
flation rose to 0.9% from
0.8%. Of the decline in head-
line inflation from 1.3% a year
ago, nearly 90% is attribut-
able to moves in energy and
food prices.

A central bank might feel
quite justified in giving such
moves little weight.

With core inflation stable,
it is hard to see deflation as a
threat, even if market-based
measures of inflation expecta-
tions have proved wobbly re-
cently. More relevant in any
case is the attitude of con-
sumers and entrepreneurs to
inflation. If lower food and
energy prices are proving a
cushion for stretched individ-
uals and businesses, that may
be no bad thing. But the lon-
ger low inflation persists, the
more it may become a prob-
lem if, for instance, it starts
to drive wage settlements.

Of course, the euro zone
faces other problems, includ-
ing a lack of credit and lack-
luster growth. But the ECB al-
ready announced a raft of
policies in June to help. With
the euro falling, bond yields
at record lows and a round of
fresh loans for banks to get
under way, the conditions
could see inflation, and
growth, pick up again.

Perhaps a bigger risk is
the escalation of tensions
with Russia, which threaten
to derail the already fragile
euro-zone economy. Geopoli-
tics could be a far stronger
reason for the ECB to ease
policy sharply than low infla-
tion. —Richard Barley

Bottomed Dollar
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