
VOL. XXXII NO. 149

TUESDAY, SEPTEMBER 2, 2014

Be Somebody to Lean On
PERSONALJOURNAL25

DJIA 17098.45 (Closed) Nasdaq 4580.27 (Closed) Stoxx Eur 600 342.86 À 0.25% FTSE 100 6825.31 À 0.08% DAX 9479.03 À 0.09% CAC 40 4379.73 g 0.03% Euro 1.3130 g 0.16% Pound 1.6612 À 0.16%

EUROPE EDITION

WSJ.com

$1.75 (C/V) - KES 250 - NAI 375 - £1.70

Espírito Got
Loan From
Goldman as
End Neared

As Portuguese lender
Banco Espírito Santo SA
neared collapse this summer,
it found a Wall Street ally to
help it raise funds: Goldman
Sachs Group Inc.

Through a Luxembourg fi-
nancing vehicle created by
Goldman, Banco Espírito
Santo received $835 million in
July, according to a prospec-
tus reviewed by The Wall
Street Journal, a time when it
was nearly impossible for the
troubled lender to borrow di-
rectly in the capital markets.

At least some of that
money was earmarked for an
unusual destination: helping
finance a refinery-construc-
tion project that a troubled
Chinese company was running
for Venezuela’s state oil com-
pany. That oil company was a
major creditor of companies
in the Espírito Santo group.

The previously unreported
Goldman deal offered a fleet-
ing respite for Portugal’s sec-
ond-largest bank by assets,
which was struggling with a
cash crunch and a month later

Please turn to page 17

By Margot Patrick,
David Enrich
and Patricia
Kowsmann

Chinese Meat Scandal
Shows Risks to Firms

BEIJING—U.S.-based food
processor OSI Group LLC
spent more than two decades
and $750 million building a
business in China that served
McDonald’s Corp. and other
fast-food chains.

That all collapsed in July
after a Chinese television re-
port showed workers in the
company’s Shanghai plant al-
legedly making chicken nug-
gets and patties from expired
meat. OSI’s operations across
China now are paralyzed, af-
ter state media excoriated the
company and customers
throughout the country cut
ties.

Meanwhile, OSI has be-

come a lesson in the perils
faced by foreign companies in
China, when their operations
are under unprecedented
scrutiny by regulators and
state media and negative pub-
licity can destroy a business
almost overnight.

Reaction to the OSI broad-
cast by state-run Dragon TV
on July 20 was swift and se-
vere. Authorities closed the
plant and ordered an investi-
gation. The city’s Communist
Party chief was quoted by
Xinhua, the official news
agency, as saying “all compa-
nies that break the law will be
punished by the law.”

OSI Chairman Sheldon
Lavin within days issued a
statement saying that what
happened at the plant “was

terribly wrong, and I am ap-
palled that it ever happened
in the company that I own.”

But the company’s global
customers weren’t taking
chances. Burger King World-
wide Inc. and the operators of
the KFC and the 7-Eleven
chains cut all ties with OSI’s
China operations. McDonald’s
halted orders from the Shang-
hai plant, then suspended
OSI’s supply to the hamburger
chain’s 2,000-plus restaurants
across the country.
McDonald’s said last week
that it is reconsidering its re-
lationship with OSI in China
altogether.

On Friday, a month after
the initial TV revelations,
Shanghai authorities an-
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Inside Stock Investors Brace
For September Swoon

For stocks, September can
be the cruelest month.

The big crashes of 1929
and 1987 came in October, but
on average, October shows
gains over the past 20, 50 and
100 years. The only month
that shows an average decline
in all three periods is Septem-
ber.

Money managers debate
why that is. It could be that
people sit down after Labor
Day and re-evaluate their
portfolios. Regardless, the ar-
rival of September is making
some people nervous now.
Even some who feel bullish
for the long run are warning
clients to beware of Septem-
ber.

“I am a little worried,” said
James Paulsen, chief invest-

ment strategist at Wells Capi-
tal Management, which over-
sees $345 billion. Mr. Paulsen
has been one of the business’s
most relentless stock bulls for
years, but now he says U.S.
stocks could fall as much as
15% some time this autumn.
He is urging clients to shift
some money into foreign
stocks, which as a whole are
less expensive than U.S. stocks.

Mr. Paulsen emphasizes
that he doesn’t think the bull
market is over; it could run
another five years, he said.
“But bull markets aren’t typi-
cally straight-line events,” he
said. A 15% decline would be
less than the 20% drop that
typically defines a bear mar-
ket, but would certainly be
enough to rattle investors.

Russ Koesterich, chief in-
Please turn to page 22

BY E.S. BROWNING

Kiev Shifts
Battle Focus
To Russia

Ukraine is shifting the fo-
cus of its military operation
from rooting out pro-Russia
rebels in the east to defend-
ing against a broader incur-
sion by Moscow, following
major setbacks for Kiev’s
forces in fighting in recent
days, a top official said Mon-
day.

The announcement by De-
fense Minister Valery Heletey
that Ukraine is drastically
changing tactics came as an-
other round of talks in the
Belarusian capital of Minsk
among Kiev, Moscow and the
separatists ended without ap-
parent results beyond agree-
ing to meet again Friday.

President Barack Obama
will travel to Estonia this
week to reassure a region rat-
tled by Russia’s incursion into
Ukraine that the North Atlan-
tic Treaty Organization re-
mains committed to defend-
ing its Baltic members.

Mr. Obama, who departs
for Tallinn on Tuesday, will
spend a day in Estonia before
heading to Wales for a North
Atlantic Treaty Organization
summit, part of an effort to
reaffirm that the alliance will
stand with Estonia, Latvia
and Lithuania. The White
House hopes that Mr.
Obama’s stop in Tallinn will
send a clear message to Rus-
sian President Vladimir Putin:
Don’t touch the Baltics.

“Russia, don’t even think
about messing around in Es-
tonia or in any of the Baltic
areas in the same way that
you have been messing
around in Ukraine,” said
Charles Kupchan, the White
House’s senior director for
European affairs.

So far, though, Mr. Putin
has appeared undaunted by
Washington’s warnings and
hasn’t been dissuaded by a
series of sanctions.

Moscow denies deploying
troops in Ukraine, with For-
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By Gregory L. White
in Moscow

and James Marson
in Mariupol, Ukraine

A police officer takes a beating from antigovernment protesters in Islamabad on Monday. Police have
been the target of mobs seeking to oust Prime Minister Nawaz Sharif. Article on page 8

Pakistani Protesters Direct Violence at Police
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Barclays
Sale Won’t
Speed Its
Overhaul

Barclays ends its pain in
Spain for no real gain. The
U.K. bank has sold its Spanish
retail operations for a measly
€800 million ($1.05 billion).

The focus should be on
what this means for the
shrinking of its “bad bank.”

The Spanish unit wasn't
part of Barclays’s targets for
cuts to risk-weighted assets,
so the sale should be a bonus.
But the bank isn't adjusting
its goals, at least not yet.

This could mean that other
assets, maybe complex securi-
ties on the investment-bank-
ing side, are proving more dif-
ficult to shift than expected.
Or it could simply mean that
the bank hopes to win over
investors by maintaining con-
servative promises that it is
sure it can beat.

Barclays had done well so
far this year, cutting risk-
weighted assets, which have a
direct bearing on a bank’s
capital adequacy, in its bad
bank. These fell to £87 billion
($144.4 billion) at the end of
June from £110 billion in De-
cember 2013.

The bank is targeting a re-
duction to £80 billion by the
end of this year and to £50
billion by 2016. It has said
that its European retail opera-
tions would account for about
£15 billion of that 2016 target.
The sale of Spain cuts that by
more than half, or £8 billion.

To stay consistent with its
previous goals, Barclays
should be cutting its targets
for the size of its bad bank by
that amount.

The sale price valued the
Spanish business at about half
of book value. That not only
results in a post-tax loss of
£500 million, but, more im-
portant, it burns up £700 mil-
lion of tangible book value.

That chunk of tangible
book value might have been
better sacrificed in cutting
trickier assets. The Spain
business could have been re-
structured and made profit-
able before a sale.

The cut in assets does
boost the bank’s core equity
Tier 1 ratio by 0.12 percentage
point. However, the worry, as
Berenberg Bank notes, is that
Barclays, like many peers, is
making business decisions
aimed at regulatory ends
rather than with a focus on
economic risks or its share-
holders.

With Barclays’s shares
trading at 0.8 times its ex-
pected tangible book value af-
ter the deal, the bank remains
a laggard among most Euro-
pean peers. Investors should
ignore Spain and keep the
pressure up.

—Paul J. Davies

Russia to Stay Out in Cold
The worsening tensions

between Moscow and the
West over Ukraine have put
Russian markets in the deep
freeze. But even after steep
falls in stocks, bonds and
the ruble, there is little rea-
son for investors to warm to
Russian assets.

Russian assets rallied in
May and June as investors
hoped that President Vladi-
mir Putin might back down
from confrontation. But the
shooting down of Malaysia
Airlines Flight 17 over
Ukraine in July and now the
deepening conflict have
hammered prices since then.
The ruble Monday hit a re-
cord low against the dollar
and has fallen 11% this year.
MSCI’s Russia stock index is
down 17.5%, while the broad
Emerging Markets index is
up 8.5%. And while J.P. Mor-
gan Chase’s EMBI Global
emerging-market bond index
is up nearly 10%, Russian
dollar-denominated sover-
eign bonds are down 1.6%.

On traditional metrics,
Russia looks cheap. Russian
stocks now trade at a mi-
serly forward price/earnings
ratio of about 4, according
to Coutts.

That may sound attrac-
tive given that the big fear

among investors more
broadly is that stocks are
overvalued due to loose
global monetary policy. Rus-
sian sovereign-bond yields,
too, look high given the
country’s low debt level and
vast foreign-exchange re-
serves. Its 2023 dollar bond
yields about 5.2%, while lo-
cal-currency debt yields 9%
to 10%.

The Russian economy has
also proved more resilient
than some expected; the
greater fallout from Ukraine
has shown up in Europe,
even with sanctions being
imposed. Russian unemploy-

ment has fallen to 4.9%, the
country’s manufacturing
purchasing managers index
has risen above the 50
break-even mark, and
growth of 0.8% on the year
in the second quarter was
better than expected. Some
parts of Russian industry
may be benefiting from the
paralysis in the Ukrainian
economy. And so far, Mr. Pu-
tin has been able to keep the
support of the Russian pop-
ulation. Consumer confi-
dence rose in the second
quarter.

But the outlook is bleak.
The decline in the ruble and

Russia’s retaliatory ban on
food imports from Europe
are likely to add to upward
pressure on inflation, which
has risen to 7.5%. That will
be a challenge for the Cen-
tral Bank of Russia, which is
seeking to build a reputation
as an inflation-targeting in-
stitution. The central bank
has already raised rates by
2.5 percentage points this
year, and may increase rates
again in September. Mean-
while, oil prices, a key factor
for Russia’s budget, have de-
clined.

Further sanctions seem
likely if Mr. Putin continues
to raise the stakes on
Ukraine.

Risk-averse money man-
agers should be concerned
about further limitations on
the ability to invest in Rus-
sian assets. Even if tensions
were to ease, the damage to
the Russian economy in
terms of lost investment and
confidence will have a long-
lasting effect. Russian
growth was slowing long be-
fore the Ukraine crisis blew
up.

Russia may look cheap to
investors, but they shouldn’t
be tempted. It may get
cheaper yet.

—Richard Barley

Reboot Risks and Rewards for PC Makers
Personal computers aren’t

dead yet, but how long will
they enjoy their new lease on
life?

Better-than-expected
sales of PCs boosted recent
quarterly results for chip
maker Intel, software giant
Microsoft and computer
manufacturers such as Hewl-
ett-Packard and Lenovo
Group. Investors have no-
ticed: The stocks of both H-P
and Intel are up more than
30% this year, with Lenovo
shares up 23%. The Nasdaq
Composite Index is up 9.7%.

Even Apple’s recent re-
sults are evidence of the
counterintuitive trend. The
company, which remains a
niche player in PCs, managed
to surprise the market with
an 18% jump, year over year,
in Mac sales for the June
quarter, while sales of iPads
fell 9%.

That latter point is par-
ticularly salient. After all, ex-
plosive growth in tablets in
recent years has sparked

more than a few obituaries
for the PC business.

Those calls turned out to
be premature, though it is
important to note that PCs
now compete with a wider
variety of devices, including
smartphones. So the growth
rates of yesteryear are likely
gone for good.

From 2006 to 2010, PC
sales increased by an average
of 11% a year, according to
IDC. The year 2010 marked
the introduction of the iPad.
PC sales have since declined
4% a year on average.

In a business expected to
ship more than 300 million
devices this year, though,
there is still money to be
made.

Over the past few
months, the PC segment has
benefited from several tail-
winds. In April, Microsoft
ended support of Windows
XP, a popular operating sys-
tem first launched in 2001
and still running on many
corporate machines. PCs are
also getting better and
cheaper, which helps narrow
the price premium compared
with tablets. Nine of the top
10 selling laptop computers
on Amazon.com are priced
under $400. Most of these
are Intel-based Windows ma-
chines.

Still, when a moderated
decline is what qualifies as
good news, investors must

grapple with the question of
sustainability. IDC last week
updated their 2014 projec-
tion. It no longer calls for a
6% decline in global ship-
ments this year, but the drop
is still 3.7%.

Upgrades of the aging XP
base are a one-time event
that will only last so long.
Meanwhile, tablet makers are
working to make devices
even more compelling alter-
natives to laptops. Apple is
reportedly working on a new
iPad with a screen of nearly
13 inches, and a big element
of its partnership with Inter-
national Business Machines
involves the latter pushing
the iPad deeper into the en-
terprise market.

This means that even the

PC sector’s leaders must
keep up their efforts to di-
versify. This will be a slow
process, though, given the
sheer size of the business.
Intel’s PC chip operations
generated about 62% of first-
half revenue. That is down
from 65% two years prior.
Wall Street expects the fig-
ure to fall below 60% in 2015,
according to FactSet. H-P’s
personal systems group,
comprising its PC business,
is expected to remain about
30% of company revenue for
the next two fiscal years.

With their overall growth
potential likely capped by
dependence on PCs, compa-
nies like Intel and H-P will
need to demonstrate their
ability to squeeze profits out

of this segment while ex-
panding others. Intel will
spend a lot of time at its IDF
developers’ conference next
week talking about new op-
portunities like the “Internet
of Things.” Yet it is also
likely to use the IFA trade
show in Germany this week
to showcase the latest PCs
running on its new line of
Broadwell chips.

H-P Chief Executive Of-
ficer Meg Whitman has told
investors that the PC busi-
ness has some “wind beneath
its wings” beyond just the XP
refresh. She predicted the
company will take additional
market share. Meanwhile, Le-
novo CEO Yuanqing Yang
told investors on the com-
pany’s Aug. 13 conference
call that the company ex-
pects its PC business to ben-
efit from “momentum and
the opportunity from indus-
try consolidation” to expand
profitably.

With customers vacillat-
ing between PCs and tablets,
the computing market is
clearly in a state of flux. But
with mobility remaining a
paramount feature, PCs likely
will continue their slow ebb.
Investors can enjoy the odd
fillip in demand. But the
companies that remain de-
pendent on this business
must still master the art of
making more out of less.

—Dan Gallagher

Lenovo Group Yoga 2 Pro laptop

Powering Down
Global PC shipments

The Wall Street Journal

Source: IDC *Projection
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Grains of salt should spill
when investors read a com-
pany’s unaudited results.
Singapore’s top auditing
body, the Accounting and
Corporate Regulatory Au-
thority, has attempted to
answer how much salt. A
study it commissioned found
that for 257 listed compa-
nies last year, auditors pro-
posed 3,222 sets of adjust-
ments to their books valued
at 33.9 billion Singapore dol-
lars ($27.15 billion), or 12%
of the market cap of the
companies involved.

There were quite a few
bad apples in the barrel,
with 33 companies collec-
tively contributing almost
three-quarters of the adjust-
ments. The key differentia-
tor seems to be working
with Chinese currency. Chi-
nese yuan accounts repre-
sented 60% of the proposed
adjustments, valued at S$20
billion. A study commis-
sioned by a regulator with
two Big Four auditors on its
board espousing the value of
auditing might also be taken
with a grain of salt, espe-
cially by company CFOs.
Management accepted only
two-thirds of the adjust-
ments recommended by au-
ditors.

OVERHEARD

Russia in the Red
Performance of stock indexes

The Wall Street Journal

Source: FactSet; Photo: Associated Press
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Even the personal-
computer sector’s
leaders must keep up
their efforts to
diversify.
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This Labor Day
week marks the
official start of the
2014 general-
election season, so
what’s the logical

thing to do? Look forward to the
2016 presidential election, of
course.

OK, so that isn’t entirely
logical. But there is no doubt that
the 2016 presidential race—which
figures to be as wide open,
unpredictable and flat-out
interesting as any in memory—
will be providing much of the
background music for this year’s
congressional election, important
as that contest is in its own right.

And at this early stage, the
most intriguing presidential
jockeying is unfolding on the
Republican side. Whereas the
early Democratic contest can be
summarized in four simple
words—is Hillary Clinton
inevitable?—the Republican cast
of characters has, over the course
of the summer, sorted itself into a
matrix of different categories
defined by the potential
candidates’ varied circumstances
and strategies.

There are, for example, two
potential presidential wannabes
who have emerged as the policy
wonks in the crowd. They are Rep.
Paul Ryan of Wisconsin and Sen.
Marco Rubio of Florida.

The former, by dint of his
position as chairman of the House
Budget Committee, has written a
blueprint for the kind of
government he envisions, and,
more recently, a new plan for how
conservatives can fight poverty.
The latter, having washed his
hands of his early emphasis on
immigration reform, has delivered
a series of speeches on policies
foreign and domestic that would
help fill up a policy binder in a
presidential campaign.

Two of the party’s elder
statesmen, meanwhile, seem to be
making it clear that they are
available for a draft if party
regulars clamor for them to run.

They are former Florida Gov.
Jeb Bush and, improbably enough,

2012 GOP nominee Mitt Romney.
Mr. Bush is the clear favorite

of many in the party’s
establishment and money wings.
But he doesn’t look like a man
who relishes the battles with
movement conservatives that his
candidacy would require, and may
enter the fray only if it is clear
establishment players commit to
clearing a path for him.

Mr. Romney, meantime, says
there is only a one in a million
chance he will run again, but his
busy travel schedule on behalf of
Republican congressional
candidates in recent weeks
suggests he is open to persuasion.

Two other potential candidates
are embarked on reclamation
projects. One is New Jersey Gov.
Chris Christie, seeking to recover
from the disastrous scandal over a
traffic jam at a bridge created by
his aides in a fit of pique. The
other is Texas Gov. Rick Perry,
seeking to recover from an equally
disastrous 2012 presidential run.

Here’s betting that both will
conclude that their reclamation
work has been successful enough
to justify a run. Mr. Perry seems
to be benefiting in the party from
his recent indictment for trying to
force out of office a Democratic
prosecutor who has been a thorn
in the Republicans’ side.

One GOP contender stands out
for trying to lay sole claim to the
hard-right space, and that is Texas
Sen. Ted Cruz. On the big three
areas of policy debate—economic,
social and national security—Mr.
Cruz is making sure nobody gets
to his right in his unabashed
quest to be seen as rightful heir to
Ronald Reagan.

Meanwhile, three other
governors from around the
country are forming a club of
outsiders capable of running on
an “I’m not from Washington”
theme, a potentially lucrative
approach at a time when views of
Washington are scraping the
bottom of the public-opinion
barrel. They are Wisconsin Gov.
Scott Walker, Louisiana Gov.
Bobby Jindal and Indiana Gov.
Mike Pence.

Mr. Walker retains something
approaching folk-hero status
within the party for waging an
epic battle against public-
employee unions a few years ago.

The question is whether the
enmity he generated among other
voters will undermine his bid for
re-election this fall.

Neither Mr. Pence nor Mr.
Jindal has to worry about re-
election this year, so they are
focusing on enacting conservative
governing agendas within their
states that could serve them well
with Republican primary voters.
Mr. Jindal did that most recently
by taking on the Common Core
educational standards that
conservatives love to hate as an
example of government overreach.

Finally, there is a politician
trying to carve an entirely new
lane for himself in Republican
politics: Kentucky Sen. Rand Paul.
He is crafting a singular identity
as a quasi-libertarian who
nonetheless isn’t an isolationist,
who can appeal to young voters’
hands-off views on social issues,
and who reaches minority voters.

It’s a tough act to pull off, and
Mr. Paul’s quirkiness scares many
in the GOP. Yet Scott Reed, a party
activist who ran Bob Dole’s 1996
presidential campaign, says Mr.
Paul did more than anyone else to
improve his position over the
summer now drawing to a close.

Howthe2016Republican
WannabesSpentSummer

[ Capital Journal ]

BY GERALD F. SEIB
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n EU antitrust officials have
sent a second wave of ex-
tremely detailed questions to
the competitors and customers
of Facebook and WhatsApp. 15

n Asian currencies are charg-
ing higher against the U.S. dol-
lar and outperforming other
emerging-markets currencies
as investors send fresh funds
into the region’s economies. 15

n Luxottica said Andrea
Guerra stepped down as CEO
after almost 10 years, in a re-
shuffle that returns founder
Leonardo Del Vecchio to a more
prominent role. 16

n Rolls-Royce might lose its
role as the sole engine pro-
vider for the U.S. Defense De-
partment’s V-22 Osprey air-
craft, as the U.S. military
explores ways to cut costs. 17

n Five years after Dubai tee-
tered on the brink of financial
disaster, there are signs emerg-
ing that the emirate’s IPO mar-
ket is returning to life. 20

n The prospect of quantitative
easing in Europe is reviving the
market for risky bank debt,
with two European lenders
testing the waters on so-called
contingent capital bonds. 20

n Barclays agreed to sell its
retail banking division in Spain
to Caixabank as the British
bank scales back its presence
in less-profitable markets. 22

i i i
World-Wide

n Activity in the euro zone’s
manufacturing sector slowed
more sharply than first esti-
mated in August, with Italy
joining France in contraction,
while German factories had
their most sluggish month
since September of last year. 4

n The legality of the NSA’s
bulk collection of phone re-
cords will be tested this week
before a panel of federal
judges, the first U.S. appeals
court to address the controver-
sial program amid efforts by
Congress to rein it in. 6

n The leaders of Japan and In-
dia pledged to step up defense
and economic cooperation as
the Asian powers aim to build
a counterweight to China. 8

n North Korea gave foreign
media access to three detained
Americans, who called for
Washington to send a high-
ranking representative to nego-
tiate for their freedom. 7

n A deal brokered by Kerry to
end Afghanistan’s election crisis
was on the brink of collapse,
with presidential candidate Ab-
dullah Abdullah ready to pull
out of talks with his rival. 9

n Libya’s elected parliament
tasked the recently resigned
prime minister with forming a
new government as the outgo-
ing cabinet acknowledged it
had lost control of the capital
to Islamist-allied militias. 9
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India’s Sports Craze: Mix of Wrestling, Tag

Rahul Chaudhari tagged an op-
ponent, spun away from a
tackle and sprinted back

across the midline of the court be-
fore taunting his rivals with a cele-
bratory move: a midair split with a
fist pump.

The lanky Mr. Chaudhari is a ris-
ing star in India’s newest profes-
sional sport: Kabaddi.

An ancient Indian game, kabaddi
in its newest incarnation is like a
high-octane mix of tag and Greco-
Roman wrestling. Since the start of
its first season in July, it has been
drawing sellout crowds and big tele-
vision audiences.

The new league, known as Pro
Kabaddi, is backed by Anand Mahin-
dra, chairman of one of India’s big-
gest conglomerates, Mahindra
Group, which, among other things,
is the world’s largest manufacturer
of tractors.

Franchise owners include the Fu-
ture Group, run by Indian big-box
store pioneer Kishore Biyani, and
the former head of Walt Disney
Co.’s Indian unit, Ronnie Screwvala.

Professional sports have had
mixed success in India. Cricket is
the most established, but even the
sport’s Indian Premier League has
struggled in recent years with de-
clining television viewership and
ticket sales.

Still, investors continue to be-
lieve that the country of 1.2 billion
has the raw ingredients needed to
make sports a success. Billionaire
Mukesh Ambani is investing in a
soccer league that kicks off later
this year, and he has plans for a
basketball league as well.

Indians’ taste in sports can be
hard for some outsiders to fathom.
Cricket is the most popular sport in
the country. The country also has
pro leagues for badminton and
men’s field hockey.

While few outside of the subcon-
tinent have ever heard of kabaddi,
most Indians played the sport as
children in schoolyards and back-
yards across India. It occupies a
niche a bit like red rover or capture
the flag.

Players called raiders attempt to
tag opponents and get back to their
own side of the court without being
tackled. If they succeed, the tagged
players are out and the raider’s
team gets a point. If the raider is

tackled, the opposing team scores a
point. The catch: raiders have to
hold their breath the whole time
they are in enemy territory sprint-
ing around trying to tag players. To
prove they are not inhaling, raiders
repeatedly say kabaddi.

Judging by TV viewership so far,
kabaddi is already India’s second-
most-popular professional sport, af-
ter cricket. Nearly 220 million Indi-
ans tuned in to watch the first eight
days of Pro Kabaddi, according to
estimates from Star TV based on
data from TAM Media Research, a
company that tracks TV viewership
in India. That is twice the number
of Indians that watched this year’s
World Cup over its first eight days.

Star is owned by 21st Century
Fox Inc., which until last year was
part of Wall Street Journal owner
News Corp.

“We knew we were tapping into
something that was visceral, some-
thing in our bloodstream,” said Mr.
Mahindra, adding that he played ka-
baddi as a child. “But to be honest,
the response has shocked us.”

Still, Mr. Mahindra said, he isn’t
counting on making money from the
venture any time soon.

Jubin Jacob, a 23-year-old archi-
tecture student, said he has been
tuning in to the Pro Kabaddi games.
“I think kabaddi has the right mix-
ture of the violence of a contact
sport and strategy,” he said. “You
can’t just have strength and speed;
you also have to think fast.”

Player Gurpreet Singh of the

Bangalore Bulls got his start in the
game in rural Punjab, the north-
western Indian state where he was
born. He will be making 1.2 million
rupees, or nearly $20,000, for the
two-month Pro Kabaddi season.

His regular gig is playing for the
Punjab Police, a local team spon-
sored by the state police. He earns
around $800 a month on the police
squad, and used the money to buy a
house, “buffaloes and two cars,” he
said. In Indian villages, “the main
game is kabaddi,” Mr. Singh said.
“In cricket, the action happens only
between two players, and everyone
else stands far away. But kabaddi is
complicated.”

It has even developed a bit of a
following outside India, and there
are a handful of non-Indian players
competing in the pro league.

Hong Dongju from Busan, South
Korea, is a defender for the Delhi
team. He started playing when he
was in college.

When Mr. Hong told his parents
he wanted to move to India to be a
professional kabaddi player, they
weren’t thrilled. “Kabaddi is not
popular in Korea. So they weren’t
happy about it at the beginning,” he
said. Now they just want him to
avoid injury, especially to his face.

When the league rolled into
Delhi in early August, thousands

turned up to watch the Telugu Ti-
tans take on Dabang Delhi at the
Thyagaraj Sports Complex, an arena
built for netball competitions in the
2010 Commonwealth Games.

Spectators jumped to their feet
screaming, blowing whistles and
waving foam fingers as the an-
nouncer counted down to the
match. The Titans sprinted out un-
der a shower of pyrotechnics, and
the players bent forward to touch
the floor and then touched their
foreheads in a display of respect.

After the national anthem and
the coin toss, Delhi’s star player,
Surjeet Narwal, hopped across the
midline. Shuffling from one side of
the ring to the other, Mr. Narwal
darted his hands out at defenders
trying to tag them out.

“Watch for that hand touch, he’s
got a great hand touch,” said the
play-by-play commentator.

With Delhi up by two, Telugu
star Mr. Chaudhari raided, showing
off his signature shiftiness, said the
commentators. “The best thing
about him is he is so unpredict-
able—which leg he is going to use,
you will never know.”

“Dodging around people, jump-
ing over and under them and just
keeping the momentum going by
saying ‘kabaddi, kabaddi,’ this is
what I love about kabaddi,” Mr.
Chaudhari said.

Despite a late comeback, Delhi
couldn’t overcome Mr. Chaudhari’s
moves, losing to the Titans 39-35.

—Suryatapa Bhattacharya
and Aditi Malhotra

contributed to this article.

BY SEAN MCLAIN
New Delhi

Kabaddi is drawing big crowds in India. Above, a Pro Kabaddi league match.
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Pro Kabaddi is played between two teams of seven on a field of play roughly the size of a tennis court. The game's rules
resemble a mix of tag, dodgeball and Greco-Roman wrestling.

Teams take turns sending a player
called a raider to try to tag out
opponents. If a raider tags an opponent
and returns to his side of the court, he
scores a point for every tagged player
and those players exit the field of play.

When players attempt to tackle a
raider it is called ‘the struggle.’

Raiders use all their limbs, stepping on
toes and throwing roundhouse kicks to
tag out players. The catch: raiders have
to hold their breath the whole time
they are in enemy territory and to
prove they are not inhaling, raiders
repeatedly say kabaddi.

Photos: AFP/Getty Images (2), Hindustan Times/
Getty Images

The Wall Street Journal

How to Play Kabaddi

*Source: US Department of Treasury:
Office of Foreign Assets Control: Ukraine-related designations 2014 (3/17, 3/20, 4/11, 4/28)
©2014 Dow Jones & Company, Inc. All rights reserved. 3DJ1213
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U.K. to Tighten Antiterror Measures
Plans Seek to Counter Security Threat Posed by Islamist Extremists at Home and Traveling In and Out of Britain

LONDON—Prime Minister David
Cameron announced plans to
strengthen powers to counter the
security threat posed by Islamist ex-
tremists at home and those travel-
ing in and out of Britain, including
legislation to enable police to seize
passports at the border.

Mr. Cameron said on Friday that
he would announce new measures
after British security services raised
the assessment of the threat from
international terrorism to severe,
the second-highest level on its five-
point scale, from substantial, as a
result of the rise of Islamist mili-
tancy in Syria and Iraq. That change
reflects the assessment that an at-
tack is highly likely but there isn’t
intelligence to suggest a terror
strike is imminent.

Mr. Cameron has talked of a gen-
erational struggle against a poison-
ous and extremist ideology and said
Islamic State, the extremist group
fighting in Iraq and Syria also
known as ISIS and ISIL, poses a di-
rect threat to Britain. On Monday,
he reiterated that there was no need
for the introduction of new powers,
but said security services wanted a
targeted approach that protected
their operational independence.

“To achieve this there are two
key areas where we now need to
strengthen our powers to fill spe-
cific gaps in our armory—these are
around preventing suspects from
traveling and dealing decisively with
those already here who pose a risk,”
he told Parliament.

The prime minister said, al-
though the home secretary had the
power to enable security services to
seize the passport of a British terror
suspect, police working at the bor-
der had only limited stop-and-
search powers.

“So we will introduce specific
and targeted legislation to fill this
gap by providing police with a tem-
porary power to seize a passport at
the border during which time they

will be able to investigate the indi-
vidual concerned. This power would
include appropriate safeguards and
of course oversight arrangements,”
he said.

The government estimates at
least 500 British citizens have trav-
eled to Syria and Iraq to fight in the
conflict there with a range of orga-
nizations, including Islamic State,
which aims to form an Islamic ca-
liphate in the region. Other foreign
fighters had also traveled to the
area, including 700 from France and
400 from Germany, Mr. Cameron
said.

The release of a video last month
showing the beheading of American

journalist James Foley by a masked
man apparently speaking in a Brit-
ish accent has fueled concerns about
Britons being drawn into the con-
flict in Syria and Iraq and the risk
they might return home radicalized,
battle-hardened and intent on carry-
ing out attacks on U.K. soil.

Mr. Cameron said the govern-
ment would draw up proposals to
enable security agencies to exclude
British nationals from the U.K. “in
line with our international obliga-
tions” and discuss the details on a
cross-party basis.

This area is likely to prove con-
troversial as rendering someone
stateless could contravene United

Nations rules.
The government can exclude for-

eign nationals or people of dual na-
tionality from the U.K. without ren-
dering them stateless, but not
Britons who had pledged allegiance
to another state, he said, adding
that there was a gap there that
needed to be discussed and dealt
with.

“It is abhorrent that people who
declare their allegiance elsewhere
are able to return to the United
Kingdom and pose a threat to our
national security,” he said.

In a bid to boost aviation secu-
rity, airlines would have to comply
with the government’s no-fly ar-

rangements, provide information on
passengers lists, and comply with
U.K. security screening require-
ments or they wouldn’t be able to
land in Britain, Mr. Cameron said.

The prime minister said intelli-
gence agencies and police also be-
lieved they needed stronger powers
to impose further restrictions on
terror suspects in Britain, so the
government would bolster existing
measures including “stronger loca-
tional constraints on suspects” un-
der Terrorism Prevention and Inves-
tigation Measures, known as TPIMs.

TPIMs replaced a more restric-
tive measure known as control or-
ders which were introduced after al
Qaeda-linked terrorist attacks on
British soil in 2005 but dropped in
2011.

These measures enabled security
officials to place terrorism suspects
under house arrest, prevent them
from using a computer and some-
times forcibly move them to a dif-
ferent part of the country for an in-
definite period.

The British government has
ruled out committing combat troops
to Iraq and hasn’t taken part in air-
strikes with the U.S., although Mr.
Cameron reiterated on Monday that
Britain supported them.

The U.K. has stuck to a strategy
of putting pressure on Islamic State
by supporting an inclusive Iraqi
government, helping make sure the
Kurds get arms to fight extremists,
and using the U.K. air force to
gather intelligence and deliver aid
and other supplies.

A NATO summit in Wales this
week will provide an opportunity to
review the international response so
far and discuss what more might be
done to counter the threat of Is-
lamic State, the U.K. prime minister
said.

“Britain will continue to consider
what further role is in our national
interest including any further diplo-
matic, humanitarian, or indeed mili-
tary measures we might take,” Mr.
Cameron said.

BY NICHOLAS WINNING

Britain’s Prime Minister, David Cameron, center, walks from 10 Downing Street to Parliament on Monday.
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In ArmingKurds,Merkel Puts Germany in NewRole
BERLIN—German Chancellor An-

gela Merkel made a case to parlia-
ment for greater German participa-
tion in international conflicts, a day
after her government’s decision to
ship antitank weaponry and small
arms to Kurdish fighters in Iraq.

In a step away from its postwar
pacifist traditions, Germany late
Sunday announced plans to arm
troops fighting Islamist insurgents.
Although it doesn't legally have to,
Berlin sought a parliamentary vote
on the shipments, which lawmakers
approved with a broad majority on
Monday.

Ms. Merkel told lawmakers that
Germany can’t shy away from for-
eign policy when its security inter-
ests are at stake, in this case from
the threat of Islamist rebels in Iraq
who count about 400 German citi-
zens among their forces.

“We face the decision not to un-
dertake any risk, to deliver nothing
and ultimately condone the spread
of terror, or to support those who
are desperately but courageously
fighting the hideous ISIS terror with
limited resources,” Ms. Merkel said.

“Can we really wait and hope

that others confront this acute dan-
ger? No, that doesn’t correspond
with our understanding of responsi-
bility in this situation.”

While Australia, Canada, Italy,
France, the U.K., the U.S. and Iran
have also pledged weapons and am-
munition to the Kurds, arms exports
to conflict zones have long been a

taboo subject among the German
electorate.

The deliveries to Iraq are in line
with the more assertive foreign pol-
icy Ms. Merkel has adopted in her
third term. The measure received a
generally positive reception from
the mainstream press and senior
lawmakers here, but it has met with

deep skepticism among voters.
Two polls published in recent

weeks found about two-thirds of
voters oppose sending arms to Iraq.
A survey by the Körber Foundation
on attitudes toward geopolitics in
May found 60% believe Germany
should continue to exercise restraint
in foreign policy.

In her speech to parliament, Ms.
Merkel laid out the broader frame-
work of international conflicts Ger-
many faces, arguing Berlin needs to
undertake risks like sending weap-
ons to a region in crisis to avoid a
larger catastrophe that could touch
its borders.

Experts say the step to arm
Kurds is a major development for
Germany, marking the first time it is
supporting a group that is neither a
direct ally nor a political partner.

“The wider message is that her
[Merkel’s] government is willing to
act on crises even when it isn’t in
the immediate national interest but
the wider security interest,” said Jo-
sef Janning of the German Council
on Foreign Relations.

While the sovereign debt crisis
cemented Germany’s role as an eco-
nomic heavyweight in Europe, Berlin
has assumed geopolitical responsi-

bility only hesitantly in view of its
history of military aggression in two
world wars.

That stance occasionally leaves
Germany as the lone major dis-
senter in Europe, as it was in the
2011 decision to abstain from the
United Nations vote on military ac-
tion in Libya, siding it with China
and Russia—a position that sat awk-
wardly with allies in the West. Ana-
lysts say that is slowly changing as
Berlin seeks to equate its economic
clout with political muscle.

On the conflict in Ukraine, how-
ever, Ms. Merkel reiterated her view
that a military solution is out of the
question, adding it “is and remains
our conviction” that cooperation,
rather than confrontation, underlies
relations with Russia.

Ms. Merkel made clear she will
go to the North Atlantic Treaty Or-
ganization summit in the U.K. this
week pushing for a diplomatic solu-
tion for “the dispute between Russia
and Ukraine,” although she said res-
olutions at the Wales summit will
underline NATO articles on defend-
ing member states too.

BY HARRIET TORRY

Chancellor Merkel, second from left, talks to government ministers before
addressing a special session of the lower house of parliament on Monday.
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SPORTS

Transfers Warped by World Cup
Tournament Performances Can Have Outsize Roles for Players, Club Teams

On June 25, 1950, Sweden de-
feated Italy in a World Cup group-
stage game, 3-2. Within a year,
seven of the Swedish starting 11
from that day in São Paulo had
moved to Italian clubs.

It’s hard to overstate just how
insular the world of soccer was back
then. Domestic leagues were verita-
ble islands, almost entirely cut off
from the rest of the world, particu-
larly in the aftermath of World War
II. Not only was there no foreign
soccer on television, in many coun-
tries there generally was no televi-
sion either. No European club com-
petitions. No international scouting
networks. No agents. No chance—
beyond the odd friendly and the
World Cup, making its return after a
12-year hiatus—to see and evaluate
foreign players.

That’s why, having seen their na-
tional team defeated by the Swedes,
Italian clubs raided the opposition,
largely on the strength of reports
from Italy players, FA officials and
the smattering of journalists who
made the trip to Brazil.

It may have made sense in the
1950s, but this modus operandi has
continued over the years. The World
Cup is the game’s biggest showcase.
Do well there and your transfer
value will skyrocket. Underperform
and the reverse is likely to happen.
What’s remarkable is that it persists
to this day despite the huge number
of cautionary tales.

Whether it was Brazil’s Denilson
in 1998—his transfer to Spain’s Be-

tis represented a world-record fee
at the time—or his countryman Kle-
berson, who moved to Manchester
United in 2002 or Ghana’s Asamoah
Gyan, who joined Sunderland in a
club-record move in 2010, this phe-
nomenon repeats itself with alarm-
ing regularity every four years.

Logic would suggest that it
shouldn’t. Major clubs have global
networks of scouts. Virtually every
game in the world’s top 50 leagues
is on TV somewhere. Egghead ana-
lysts parse and evaluate players sta-
tistically. And software like Wy-
scout, with its archive of more than
60,000 matches, allows anyone to
watch the body of work of just
about any player over the past few
seasons.

So why are clubs still influenced
by what happens in a few games
over the summer every four years?
Would they not be better served to
closely track a player over time? It’s
the epitome of what economists
might call irrational behavior and
evidence that the transfer market
remains inefficient.

You could argue that we’ve seen
this phenomenon again this sum-
mer. James Rodríguez is a 23-year-
old Colombian attacking midfielder.
A year ago, he moved from Porto to
Monaco for a reported €45 million
($59 million), a fee which raised
eyebrows at the time. He had a
bumpy start in the Principality, only
becoming a regular in October and
scoring his first goal in late Novem-
ber, before finishing the season
strongly. Then, he went to the
World Cup, where he led Colombia

to the quarterfinals and was the
tournament’s top goal scorer. Real
Madrid signed him for €80 million
($105 million), making him the
fourth most expensive player in his-
tory.

Now, you can’t prove a negative,
so we can’t know for sure. But it
doesn’t seem unreasonable to sug-
gest that, without his sparkling per-
formances in Brazil, he would not
have broken the $100 million mark.
You can make a similar case for the
man he replaces in Madrid, Ángel Di
María. He had a brilliant season at

club level for the Spanish club and
he was arguably Argentina’s best
performer in Brazil. But it’s safe to
say that six months ago—or even
just in late May—the notion that
someone would pay €75 million
($98.5 million) for his services
would seem far-fetched.

This applies further down the
food chain as well. Enner Valencia
was a standout performer for Ecua-
dor in the World Cup, scoring three
goals in three group games. Eight
months earlier, he was a 23-year-old
forward at Emelec, in the Ecuador-
ean league, with a handful of inter-
national caps. He moved to Mexico’s
Pachuca in January and, in late July,

West Ham signed him for $20 mil-
lion.

Or take Costa Rica’s Giancarlo
González. Before the World Cup, he
was a 26-year-old journeyman ply-
ing his trade with the Columbus
Crew. In August, following Costa
Rica’s strong performance in Brazil,
he moved to Italy’s Palermo for $5
million, making him the most expen-
sive defender ever sold by a club in
Major League Soccer.

Again, it’s probably not a stretch
to suggest that each of these four
players would have been substan-
tially cheaper had they been signed
at the end of last season, rather
than after Brazil 2014.

The argument works in reverse,
too. Milan owner Silvio Berlusconi
reportedly complained after Italy’s
exit from the World Cup that the dis-
appointing showing of Mario Balot-
elli would cost him money. He was
quoted by the Italian media as saying
that he had a deal lined up to sell
him for €35 million ($46 million) but
that it was scuttled by the center-for-
ward’s performance in Brazil. It may
be a coincidence, but Balotelli was
sold last week to Liverpool for €20
million ($26.3 million), a fee which
appears distinctly on the low side.

What all this suggests is that, for
all the supposedly scientific meth-
ods used to evaluate players and the
armies of scouts deployed across
the planet, things have only moved
on so much since 1950. To many
clubs, a couple games in June and
July every four years still wield an
outsize influence in determining a
player’s transfer value.

BY GABRIELE MARCOTTI

James Rodríguez, the leading goal scorer in this year’s World Cup tournament, plays for new team Real Madrid in a 2-0 home win over Córdoba on Aug. 25.
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This phenomenon repeats
itself with alarming
regularity every four years.

Mexico’s Hernández Swaps
Manchester for Madrid

Real Madrid signed Mexico striker
Javier Hernández on a season-long
loan from Manchester United on
Monday as a last-minute reinforce-
ment for the European champions’ at-
tack.

Mainly a substitute in Manchester,
Hernandez will likely have a similar
role in Madrid.

“I have come to help,” Hernandez
said at his presentation. “I hope I can
do my share so that this club contin-
ues to be successful.”

Madrid announced the agreement
hours before the close of the summer
transfer window on Monday. The club
said the loan deal includes an option
to purchase the player, but didn't dis-
close any more details.

—Associated Press

European Wild Cards Give
McGinley Plenty to Ponder

When three of Europe’s biggest
names failed to automatically qualify
for the Ryder Cup team, the equation
appeared simple for captain Paul
McGinley as he prepared to select his
three wild cards.

Stephen Gallacher didn’t read the
script.

A slew of top-10 finishes this year
may have helped the 39-year-old
Scotsman lock down a wild-card se-
lection for a Ryder Cup debut in his
home country, leaving Lee Westwood,
Luke Donald and Ian Poulter compet-
ing for two spots when McGinley an-
nounces his picks at the European
Tour headquarters at Wentworth on
Tuesday.

The other player in contention to
play the U.S. at Gleneagles is Fran-
cesco Molinari of Italy.

The three chosen will join a team
already packed with talent, including
four of the top five in the world—
Rory McIlroy, Henrik Stenson, Justin
Rose and Sergio Garcia.

Westwood, Donald and Poulter
have made up the backbone of
Europe’s dominance of the event
since 2002 but have struggled for
form this year.

Not Gallacher.
He came up just short in his

attempt to snatch the final automatic
qualifying place from Graeme Mc-
Dowell, finishing third in the Italian
Open on Sunday.

“His performance this week will
very strongly be in his favor when it
comes to making the picks,” McGinley
said Sunday.

“And for a rank-and-file guy from
the European Tour, who doesn’t play
in America and misses out on a lot of
the ranking points as a result, to per-
form as well as he does is all credit
to him,” McGinley added. —AP

HEARD ON
THE PITCH

Agence France-Presse/Getty Images

Javier Hernandez steps onto the
Real Madrid pitch Monday.
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Draghi is Looking to a Turbulent Time Ahead

states. That was an implicit
acknowledgment that he fears
political institutions in some
countries may be simply too weak
to overcome vested interests. This
latest call for governments to
coordinate their fiscal policies to
boost aggregate euro-zone
demand fits a similar pattern.

The principal rationale for any
political union is its ability to
absorb shocks and spread risks.
Other things being equal, that
should allow it to sustain higher
debt at lower cost, boosting
overall prosperity. But in the euro
zone, other things aren’t equal.
Despite efforts to improve risk-
sharing via the new bailout funds
and the creation of a banking
union, its individual members have
fewer tools to absorb shocks than
independent states. In the absence
of a true political union, the long-
term cohesion of the currency
union depends largely on its
members self-insuring against
shocks by reducing their debt and
boosting competitiveness—
creating what Bundesbank
President Jens Weidmann has

dubbed a “stability union.”
Is Mr. Draghi losing faith in the

euro zone’s ability to sustain a
stability union? He has good
reason. Look at what has
happened since he took the
markets by surprise with his 2012
“whatever it takes” speech.

Back then, newly-elected
French President François
Hollande had just announced that
he intended to honor ill-judged
manifesto pledges to raise taxes
and lower pension ages that had
been demanded by his party’s left-
wing. The result was to crush
confidence, snuff out the recovery
and drive up unemployment to a
record high of 10.3% in July.

By January this year, Mr.
Hollande recognized his mistake
and embraced reform. But it took
him until last week to complete
the U-turn, with the purging of
anti-reform left-wing ministers
from the cabinet. Meanwhile, two
years have been wasted.

It is the same in Italy. In July
2012, Prime Minister Mario Monti
had just agreed a deal with
parliament on watered down labor

reform after six bruising months
of negotiation. The experience
exhausted his political capital.
Although his government limped
on for another nine months, he
attempted no further major
reforms. His successor, Enrico
Letta, spent nine fruitless months
seeking a deal on electoral reform
while the economy stagnated,
before being replaced this year by
Matteo Renzi who also spent his
first five months pursuing political
reform.

Mr. Renzi has just announced
an economic reform package. But
the cost of Italy’s two lost years
has been immense.

The result is that the euro zone
is barely in better shape to absorb
a major shock than two years
ago—just as it faces potentially
major shocks from geopolitical
tensions along its Eastern and
Southern borders. Debt-to-GDP
ratios are higher than two years
ago, euro-zone unemployment is
flat, compared with last year, and
there is a risk of outright
deflation. The lack of growth in
Germany, France and Italy, its

three biggest economies, is placing
a cap on euro-area growth that no
amount of reform-led growth in
countries such as Spain, Ireland
and Portugal can overcome.

The message of Mr. Draghi’s
Jackson Hole speech is that he
thinks the euro zone’s growth
challenge is now so serious that it
needs to act more like a political
union in both fiscal and monetary
policy as well as in the oversight
of structural reforms to spread
risks and absorb shocks.

That risks setting him on a
potential collision course with
Berlin—already alarmed at Mr.
Draghi’s self-proclaimed
willingness to embark on a large-
scale government bond-buying
program, which German officials
warn will inevitably be challenged
in the constitutional court.
Officials fear that Mr. Draghi’s call
for greater coordination of
national fiscal policies was a not-
so-coded call for Germany to
abandon its own debt reduction
strategy and embark on a fiscal
stimulus program, something
Berlin is sure to resist.

It also potentially puts him at
odds with officials in Brussels,
alarmed at his use of the
politically-charged “F-word”—
adopting the same language used
by the French and Italian
governments for greater
“flexibility” in interpreting the
fiscal rules. Officials in Brussels
and Berlin are resigned to a face-
saving deal with France and
possibly Italy over their deficit
limits, potentially using the
Ukraine crisis as an excuse. But
they are pushing hard for big
reform and spending
commitments in return.

Mr. Draghi will have a chance
to clarify his position at his
monthly news conference this
week. But he has set the stage for
a politically turbulent few months.
If another major shocks
materializes, the euro zone will
have to bind further together or
risk being blown apart.

What was Mario Draghi up to?
Even 10 days after the European
Central Bank chief’s speech at the
annual central bankers’ jamboree
at Jackson Hole, nobody is quite
sure—not the markets, nor policy
makers in Berlin, Brussels, Paris,
nor even many of his colleagues.

To most observers, his call for
governments to allow fiscal policy
to play a greater role in pulling
the currency bloc out of its slump

came out of a clear
blue sky. Like most
central bankers,
Mr. Draghi has
tended to avoid
commenting on
fiscal policy
beyond

emphasizing the need to maintain
the credibility of the euro zone’s
fiscal rules. Yet here he was
apparently calling time on the
euro zone’s austerity policies.

To add to the puzzle, no data
had emerged over the summer to
trigger such a dramatic change of
tone. Certainly, second-quarter
growth was weaker than expected
and growth forecasts for this year
and next are being pared back.
Headline inflation also fell to just
0.3% in July, but this largely
reflected falling oil prices, which
should boost consumer spending;
importantly, core inflation actually
rose to 0.9%. The euro has fallen
5% since the start of the summer
on a trade-weighted basis,
providing a further boost. Most
economists expect the ECB to
downgrade its inflation forecast
next week, but not by much.

Yet perhaps Mr. Draghi’s U-turn
should not have come as such a
surprise. Over the summer, he
appears to have become
increasingly disillusioned with the
institutional setup of the euro
zone, which he clearly thinks isn’t
adequate to meet the economic
challenges it faces.

In July, he made a hard-hitting
speech calling for Brussels to be
given new powers to oversee
structural reforms in member

EUROPE FILE | By Simon Nixon

ECB Chief Mario Draghi will have a chance to clarify his position at his monthly news conference this week.
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Manufacturing Slowdown Is Bad News for Europe
Activity in the euro zone’s manu-

facturing sector slowed more
sharply than first estimated in Au-
gust, with Italy joining France in
contraction, while German factories
had their most sluggish month since
September of last year.

By contrast, economies that have
been hit hardest by the currency
area’s fiscal and banking crises
showed signs of recovery, with ac-
tivity in Greece expanding again,
while Ireland’s factories had their
strongest month since late 1999.

However, fresh signs that the
currency area’s economy remains
mired in stagnation, with manufac-
turers cutting jobs in August, will
likely add to pressure on the Euro-
pean Central Bank to take more dra-
matic stimulus measures to boost
demand and inflation.

The headline measure from data
firm Markit’s monthly survey of
purchasing managers at more than
3,000 manufacturers fell to 50.7
from 51.8 in July, an indication that
growth was very modest. A reading
above 50 for the purchasing man-
agers index indicates an expansion

in activity, while a reading below
that level signals a contraction.

The final measure was slightly
lower than the preliminary estimate
of 50.8 released late last month.

Markit said the slowdown likely
reflected the impact of rising ten-
sions between the European Union
and Russia over the future of
Ukraine, as well as growing doubts

about the effectiveness of euro-zone
economic policy and its likely future
course.

“The braking effect of rising eco-
nomic and geopolitical uncertainties
on manufacturers is becoming more
visible,” said Rob Dobson, an econo-
mist at Markit. “This is also the case
on the demand front, with growth of
new orders and new export business

both slowing in August.”
Reflecting the increasingly

gloomy outlook for Europe’s econo-
mies, Estonia’s government Monday
cut its growth forecast for the sec-
ond time in six months, and now ex-
pects gross domestic product to in-
crease by just 0.5% in 2014, having
projected an expansion of 3.5% in
autumn of 2013.

“It is clear that besides what is
happening in Russia, our closest
neighbors Finland and Latvia—and
the European Union in general—are
also lowering their expectations,”
said Finance Minister Jurgen Ligi.

The fresh decline in manufactur-
ing activity in Italy adds to concerns
about the inability of the euro
zone’s third-largest economy to re-
turn to sustainable growth six years
after the onset of the financial cri-
sis. The economy contracted for the
second straight quarter in the three
months to June, while figures re-
leased Friday showed its first an-
nual decline in consumer prices
since 1959, by 0.1%, based on its na-
tional measure.

Activity in Spain’s manufacturing
sector slowed for the second
straight month in August, a sign

that the economic recovery may be
losing some momentum.

Spain’s economy grew at its fast-
est quarterly pace in six years dur-
ing the second quarter, with gross
domestic product increasing by 0.6%
from the three months to March.
The revival of the Spanish econ-
omy—the euro zone’s fourth-larg-
est—has been one of the few posi-
tive developments for the currency
area over the past nine months.

The slowdown in manufacturing
suggests that the revival may ease
in the third quarter, although there
were indications in the survey that
it is set to persist: manufacturers
continued to hire additional work-
ers, while new orders rose at the
fastest pace since April 2007.

A survey of Dutch manufacturers
also released Monday recorded a
similar slowdown in activity during
August.

The euro zone wasn’t alone in
experiencing weakness in manufac-
turing, and may be dragging down
the rest of Europe. U.K. manufactur-
ing activity slowed sharply, while
activity declined in Denmark, partly
reflecting weak demand for their ex-
ports in the euro zone.

BY PAUL HANNON

Euro-zone manufacturing has slowed more sharply than had been expected.
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How to Be a Friend in Time of Need
Support Offered to Someone After a Loss or During a Depression Helps the Healing Process

Robert Schwartzman was de-
spondent after he lost a loved
one several years ago. “You’ve
lost your spark,” several well-
meaning friends pointed out.
“People are talking about it.”

But instead of feeling com-
forted by their concern, Mr.

Schwartzman
says he felt
“awful.” His
friends’ words

struck him as insensitive and
judgmental. “I really felt kicked
when I was down,” says Mr.
Schwartzman, a toy inventor in
New York City.

Emotional support offered to
someone after a loss or during a
depression can be an essential el-
ement in the healing process.

But it isn’t easy to know what
to say when a loved one is hurt-
ing. Even the most well-inten-
tioned words or gestures can
seem to do more harm than
good.

What is the best way to help
someone who is feeling low,
struggling emotionally, grieving
or perhaps even clinically de-
pressed?

This question occurred to me
recently, when I was scuba diving
with friends and noticed that one
of them seemed unusually sub-
dued and downcast. I tried to in-
clude him in conversations and
even teased him a little about his
grumpiness, attempting to nudge
him out of it. He became more ir-
ritable.

So in a quiet moment between
dives, I asked him how he has
been. He replied, “Not well at
all.”

My friend, an Army veteran,
had told me he suffers from Post-
Traumatic Stress Disorder. He
said he’d been feeling depressed
lately and had isolated himself. “I
need to refresh my coping skills,”
he said.

I’m embarrassed to say I drew
a blank about what to say next. I
asked a few more questions and
listened. I offered to visit him.
But I failed to offer any genuine
comfort.

“Depression is an interper-
sonal minefield,” says Jonathan
Rottenberg, professor of psychol-
ogy, director of the Mood and
Emotion Laboratory at the Uni-
versity of South Florida and au-
thor of “The Depths: The Evolu-
tionary Origins of the Depression
Epidemic.”

It is “intensely painful, con-
fusing and frightening, both to
the depressed person and those
around that person,” he says.

Camille Wortman, professor of
social and health psychology at
Stony Brook University, in New
York, whose research focuses on
grief, says we find it hard to
comfort someone we care about
who is despondent or bereaved
because we worry we’ll do some-
thing wrong.

Even if we have been de-
pressed ourselves, we feel help-
less, as if nothing we can say or
do will make a difference. And
we feel vulnerable because we
know we could end up in the
same situation some day.

Some people avoid a person
who is depressed because they
don’t know what else to do. Most

of us try to help—and yet we of-
ten still make the person who is
hurting feel misunderstood, un-
heard, even judged.

We minimize the problem
(“You have so much to be thank-
ful for”). We offer platitudes
(“Time heals all wounds”) and
advice (“You’ll feel better if you
exercise”).

We claim to know how the
person feels (“I understand what
you’re going through; I lost my
second cousin last year.”)

“It’s not so much that the ad-
vice is good or bad, although it’s
often bad,” says Dr. Wortman.
“It’s that it’s presumptuous and
judgmental for someone with little
knowledge of your situation to
come in and tell you how to han-
dle it.” And the person has proba-
bly already tried the advice.

When I asked people what
kind of emotional support was
helpful during difficult times in
their lives, they were specific
and concise.

Sharon Rosenblatt, a 26-year-
old Internet tech consultant in
Silver Spring, Md., says during a
major depressive episode in July,
the most comforting thing her
friends and family did was treat
her as if she was normal, listen-
ing and trusting her to make up
her own mind.

“I like that they don’t treat
me like a time bomb that’s about
to go off,” she says.

After her husband died of
lung cancer years ago, Mary
Westheimer says a good friend
helped her with two suggestions:
“You don’t have to make it
through all time at once—just

this day, this hour or this min-
ute.” And: “Just remind yourself
that the only way out is
through.”

Gary Crowder, 46, who works
in real estate in Hallandale
Beach, Fla., says after his wife
died earlier this summer, some of
the most effective support came
to him in writing.

“I love a text from people who
care, because it doesn’t obligate
me to a voice conversation,” he
says. “The best words are: ‘If
there is anything I can do, just
let me know, and I mean any-
thing.’ ” Unsolicited questions
about the depth of his grief “are
not a good course,” he says.

Support from family and
friends isn’t always enough to
make someone feel better, ex-
perts say.

Clinical depression is a dis-
ease and, like grief, it often re-
quires professional help. But
loved ones are a first, and often
a last, line of defense.

Start by asking the person
how they’re doing. Don’t wait for
your friend to reach out to you.
I’ve been thinking about this a
lot since the news of Robin Wil-
liams’s suicide.

Listen to what he has to say.
“A depressed person wants most
of all to be heard, respected and
gently loved,” Dr. Rottenberg
says. “And they want to be reas-
sured that the friend isn’t going
to leave.”

Offer to talk, but don’t pres-
sure. Think of yourself as a “dis-
traction”—someone to have fun
with. “Be gently hopeful, without
claiming that everything is going
to be better overnight,” he says.

Don’t tell your friend to “buck

up.” “Depression isn’t something
you just shake off,” says Wendy
Parmley, a nurse in Orem, Utah,
who works with suicide-preven-
tion organizations groups and
wrote a book, “Hope After Sui-
cide.”

Avoid saying things that mini-
mize his pain or make him feel
isolated. That includes: “Stop
feeling sorry for yourself,”
“There are people worse off,”
“You need a hobby,” or “Snap out
of it.”

“These are all proven losers
that the depressed person will
see as blaming or hostile,” Dr.
Rottenberg says.

Simple, clear messages work
best, Dr. Rottenberg says. Say, “I
am sorry that you’re in so much
pain. I may not have all the an-
swers, but I want you to know
that I am here for you for as long
as it takes.”

Eventually, Mr. Schwartzman
wrote his friends to tell them
how to help. He told them they
could let him know they would
always be there for him if he
found himself sinking.

As for my dive buddy, I don’t
know him all that well, but the
day after our conversation, I
wrote him a note to say I was
sorry he’d hit a rough patch, that
I’d been through my own hard
times and knew a thing or two
about being down and was a
“good ear.” I also offered to go
diving with him.

His response? “Thanks, Eliza-
beth. That’s really cool.”

Write to Elizabeth Bernstein at
Elizabeth.bernstein@wsj.com or
follow her column on Facebook or
Twitter at EBernsteinWSJ.

BY ELIZABETH BERNSTEIN
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BONDS: ON
RELATIONSHIPS

 Start by asking the person how
he or she is.
 Listen to the answer. Don’t tell
the person what you think is wrong.
 Don’t analyze. Don’t say things
that minimize his pain or make him
feel isolated.
 Don’t wait for your friend to reach
out to you. Invite him to meals or
other activities even if he doesn’t
want to talk. Send texts or leave a
message, with no response required.
 Tell your loved one she can trust
you and you will be there to talk if
she needs you. Be available
immediately, if possible.
 Don’t offer help if you aren’t
sincere and willing to really be there
for the person.

 Share your own experiences with
depression or tough times. This can
go a long way toward helping your
friend feel less isolated.
 Ask your friend if he has thought
about seeking professional help. If
he hasn’t, encourage him to do so.
Offer to make the appointment for
him and drive him to it.
 It’s OK—and important—to ask
your friend if he has thought about
hurting himself, if that is a concern.
If your friend says he is having
suicidal thoughts, do not keep it to
yourself. Call the emergency room, a
doctor or a therapist. ‘Never leave it
up to the depressed person to call,’
says Wendy Parmley, a nurse and
author of ‘Hope After Suicide.’

Be Somebody to Lean On
It starts with asking a simple question, then listening to the answer.
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eign Minister Sergei Lavrov again
on Monday saying that Russia is rul-
ing out military intervention and
that it seeks a political solution.

But Kiev, backed by NATO and
Western capitals, charges that Rus-
sia has deployed more than 1,000
troops to fight alongside the sepa-
ratists, turning the tide against
Ukrainian forces that only a few
weeks ago seemed close to retaking
the separatist strongholds of Lu-
hansk and Donetsk.

Ukraine is increasingly facing off
against a well-armed army equipped
with tanks and artillery, rather than
a band of rebels and mercenaries
with guns, making the change in
tactics necessary, it said.

“The operation to liberate the
east of Ukraine from terrorists is
over,” Mr. Heletey said in a Face-
book post Monday, using Kiev’s
usual designation for the separat-
ists. “We must urgently build our
defense against Russia, which is try-
ing not only to reinforce regions oc-
cupied earlier by terrorists, but to
attack other Ukrainian regions.”

Officials didn’t specify what the
changes would mean on the ground.

Noting the latest in a series of
battlefield setbacks, a Ukrainian
military spokesman said its troops
had been ordered to withdraw from
the airport in Luhansk. The eastern
regional capital is a stronghold of
pro-Russia separatists, but Kiev’s
military had managed to hold on to
the strategic location through five
months of fighting.

Col. Andriy Lysenko also said
Russian troops were taking over
control of cities and towns in the re-
gion, replacing separatist forces.
Ukrainian troops were taking up po-
sitions to prevent Russian forces
from moving past the port city of
Mariupol into other regions of

Continued from first page

Ukraine’s southern coast, he said.
Elsewhere, Kiev’s forces had taken
up defensive positions to protect
the retreat of units blasted by rebels
and Russian forces in the town of
Illovaisk, near Donetsk.

Col. Lysenko said that Russia
had at least four battalions of 400
soldiers each on Ukrainian territory.

Ukrainian President Petro Po-
roshenko accused Russia of under-
taking “undisguised aggression”
that has “fundamentally changed
the situation in the zone of military
action.” Later Monday, Mr. Porosh-
enko told visiting U.S. Sen. Robert
Menendez that Kiev is seeking a
special alliance status from Wash-

ington and will ask the U.S. to desig-
nate the separatists a terrorist
group, according the presidential
website. The U.S. has resisted Kiev’s
appeals for lethal military aid.

European leaders stepped up
calls on Russia to pull back its
forces Monday, after a summit Sat-
urday threatened new economic
sanctions on Moscow if it doesn’t do
more to reduce tensions.

Germany’s Chancellor Angela
Merkel stressed the need to prepare
more sanctions, saying the risk
stemming from the country’s “unac-
ceptable” behavior in Ukraine out-
weighs the economic risks.

“I have pointed to what these

[sanctions] could mean for German
companies. But I also have to say
what it could mean if you are al-
lowed to shift borders in Europe
and attack other countries with
your troops without facing any con-
sequences,” she said.

Russia appeared undeterred. As
talks began, it signaled it would take
a hard line during the Minsk talks,
calling on Kiev to agree to an imme-
diate and unconditional cease-fire
as Mr. Putin accused Ukraine’s lead-
ers of escalating the violence by re-
fusing to negotiate in good faith.

—Andrea Thomas
and Marcin Sobczyk

contributed to this article.

Putin Raises
Suspicions
By His Use
Of Old Name

MOSCOW—The term “Nov-
orossiya,” the czarist-era name for
modern-day Ukraine’s Russian-
speaking southeast, has resurfaced
amid Russian President Vladimir Pu-
tin’s strongest and most direct show
of support for pro-Russia rebels in
east Ukraine.

The term showed up Friday
when the Kremlin posted the Rus-
sian president’s first direct letter to
the rebels on its website under the
headline, “Russian President Vladi-
mir Putin addressed the militia of
Novorossiya.”

The czarist-era term, which
means “New Russia” and dates to an
era when the Russian empire con-
trolled much of modern-day
Ukraine, doesn’t appear in the text
of the letter, but its presence in the
headline revives charged terminol-
ogy that Mr. Putin hasn’t used since
April in the official Kremlin lexicon.

The first time Mr. Putin used the
term, pro-Russia militants were ad-
vancing at a rapid clip across
Ukraine’s southeast and drumming
up local support by suggesting the
Donetsk and Luhansk regions would
follow Crimea’s lead in joining Rus-
sia. Many rebels and locals inter-
preted Mr. Putin’s description of
their region as Novorossiya as tacit
support for that aim.

Now the controversial term has
reappeared at a telling time, as Mr.
Putin has been making his most
public show of support for the reb-
els since the conflict began.

Today, pro-Russia rebels have
adopted the name for their move-
ment and revived the czarist gover-
norate’s flag as one of their em-
blems. The symbolic choice
highlights the historical and cultural
links of the Donetsk and Luhansk re-
gions to neighboring Russia, implic-
itly calling into question their place
in an independent Ukraine.

“The region that we’re talking
about was once called Novorossiya,”
Mr. Putin said when he first men-
tioned the term in April. “Lugansk,
Donetsk, Kherson and Odessa
weren’t included as part of Ukraine.
They were given to it by the Soviet
government.”

Ukraine, meanwhile, views the
revival of the term Novorossiya as a
colonialist throwback. Dating to the
days when the Russian empire ruled
much of modern-day Ukraine, the
term conjures an era when Ukraine
didn’t exist as a sovereign state.

Mr. Putin has emphasized that
era at various points since the con-
flict began. During his speech on the
annexation of Crimea in March, Mr.
Putin described Ukrainians and Rus-
sians as “not simply close neigh-
bors” but rather “one people.”

Kremlin spokesman Dmitry Pes-
kov was asked, in an interview with
the Russian radio station Echo of
Moscow, about the appearance of
the term Novorossiya on the Krem-
lin website. He sidestepped several
questions about whether the term’s
reappearance amounted to a politi-
cal statement by the Kremlin.

“It’s the historical name for that
territory,” Mr. Peskov said. “If you
look at history, over the course of
several centuries, it was called Nov-
orossiya. Therefore it’s the absolute,
so to speak, Russian name of this
territory.”

BY PAUL SONNE

NATO to Approve Rapid Reaction Force
BRUSSELS—A military unit that

is on permanent high alert and can
move rapidly when a crisis arises
will be approved by the leaders of
North Atlantic Treaty Organization
when they meet in Wales this week,
the secretary-general of the alliance
said on Monday.

“This force can travel light, but
strike hard if needed,” Anders Fogh
Rasmussen told reporters. It would
be a “very high-readiness force able
to deploy at very short notice,” he
added.

NATO leaders were taken aback
earlier this year at how quickly Rus-
sia assembled a large military force
and sent it into Crimea. They said
that in recent years NATO hasn’t
maintained a force capable of re-
sponding fast enough to such
threats.

The alliance does have a “NATO
Response Force,” but Mr. Rasmussen
said the summit would agree to
faster-moving “spearhead” troops.
NATO officials said they would be in
place in two days instead of five.

Plans for the new force have
been known, but Mr. Rasmussen
provided additional details. The unit
will comprise several thousand
troops, supplied by allies on a rotat-
ing basis, Mr. Rasmussen said. It
will include a command-and-control
center, whose operators would also
be rotated, and equipment, such as
ammunition, will be pre-positioned
in critical areas so soldiers won't

have to bring it with them.
Such a high-alert force would

mean “any potential aggressor
knows that if they even started to
think about attacking a NATO ally,
they would meet not only national
troops from that specific NATO ally,
but they would meet NATO troops,”
Mr. Rasmussen said.

A NATO official said part of the
force—which would initially be de-
ployable only inside the alliance’s 28
member states—should be in place
by Christmas. After the spearhead
force was deployed, other troops
from the response force could fol-
low. All the troops would be located
at their usual bases, able to fly out
from nearby airfields

He said the high-readiness force
would be accompanied by plans to
deal on its territory with so-called
hybrid warfare—tactics including
misinformation, cyberattacks, and
unidentified armed men that NATO
says Russia is using in Ukraine.

Russia’s renewed belligerence
has given the summit in Wales on
Thursday and Friday a new impor-
tance. With leaders such as U.S.
President Barack Obama and Ger-
man Chancellor Angela Merkel ex-
pected to attend, it will be one of
the largest and most intensive
meetings of heads of state in recent
years.

“We will address the challenges
of a changed world, and so I expect

it to be a crucial summit in NATO’s
history,” Mr. Rasmussen said.

However, despite pressure from
countries such as Poland and the
Baltic nations that lie close to Rus-
sia, NATO leaders don't plan to ap-
prove new permanent bases in its
easternmost nations.

Some alliance leaders who op-
pose new bases cite a 1997 agree-
ment, the NATO-Russia Founding
Act, which states in part that NATO
will avoid “additional permanent
stationing of substantial combat
forces.” Others maintain that the
language of the agreement makes it
clear that they would be allowed be-
cause Russia has drastically changed
“the current and foreseeable secu-
rity environment.”

Mr. Rasmussen said the alliance
would adhere to the agreement.
“NATO sticks to the NATO-Russia
Founding Act,” he added.

The secretary-general also sug-
gested that the push for “perma-
nent” bases was misguided, given
the rapidly shifting security land-
scape. “Personally, I do believe that
what matters is not words, but real
presence on the ground,” he said.
“And actually, very few things in life
are permanent.

With NATO creating a new rapid-
response force and staging more
military exercises, that means “a
more visible presence in the east for
as long as required,” Mr. Rasmussen
added.

—Stephen Fidler contributed to
this article.

BY NAFTALI BENDAVID

Secretary General Anders Fogh Rasmussen discusses this week’s NATO summit.
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Kiev Shifts Defenses to Face Russia

A teacher takes a photograph of pupils Monday on their first day back at school in the eastern Ukrainian city of Slovyansk.
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Major players & benchmarks

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

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

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

Europe: 21/1 0.60 101.90% 0.01% 0.81 0.56 0.66

Eur. HighVolatility: 20/1 0.69 101.31 0.01 1.11 0.68 0.83

EuropeCrossover: 21/1 2.42 111.33 0.05 3.11 2.19 2.61

Asia ex-Japan IG: 21/1 0.96 100.16 0.01 1.13 0.96 1.03

Japan: 21/1 0.63 101.76 0.01 0.72 0.63 0.66

Note: Data as ofAugust 29

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

In percentage points
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Source: Markit Group

Behind Europe's deals: Bank revenue rankings, Germany
Behind every IPO, bond offering,merger deal or syndicated loan is one ormore investment banks. Here are
investment banks ranked by year-to-date revenues from recent deals.

PERCENTAGEOFTOTALREVENUE
Revenue, Equity Debt Mergers&
inmillions share capitalmarkets capitalmarkets acquisitions Loans

DeutscheBank $268 15.3% 29% 43% 21% 7%

GoldmanSachs 113 6.4 29 20 43 7

JPMorgan 110 6.3 34 20 35 10

BankofAmericaMerrill Lynch 92 5.2 37 20 31 13

UniCredit 90 5.2 10 47 13 29

CommerzbankGroup 79 4.5 27 42 4 28

Barclays 69 3.9 26 51 9 14

Credit Suisse 61 3.5 10 35 39 17

Citi 51 2.9 15 30 35 21

Source: Dealogic

Tracking
credit
markets &
dealmakers

Dow Jones Industrial Average P/E: 16
LAST: 17098.45 Market Closed
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: Monday's best and worst...

Previous
close, in STOCK PERFORMANCE

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

Novartis AG Switzerland Pharmaceuticals 9,860,542 85.90 4.31% 20.6% 26.6%

BGGrp United Kingdom Integrated Oil & Gas 3,106,570 1,217 1.29 -6.2 -0.8

Reckitt Benckiser Grp United Kingdom Nondurable Household Products 608,016 5,315 1.24 10.9 21.2

Deutsche Telekom Germany Mobile Telecommunications 6,285,356 11.47 0.79 -6.8 18.0

Total France Integrated Oil & Gas 2,816,187 50.54 0.70 13.5 20.6

Tesco United Kingdom Food Retailers &Wholesalers 32,282,130 225.55 -1.91% -32.5 -38.5

GlaxoSmithKline United Kingdom Pharmaceuticals 5,664,361 1,460 -0.98 -9.4 -11.3

Schneider Electric SE France Electrical Components & Equipment 1,336,131 63.73 -0.92 0.5 10.1

Telefon L.M. Ericsson B Sweden Telecommunications Equipment 4,531,064 86.40 -0.86 10.1 10.9

HSBCHldgs United Kingdom Banks 16,795,748 647.50 -0.69 -2.2 -4.2

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

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

Moet Hennessy Louis Vuitt 368,654 132.90 0.64% 0.2% 0.3%
France (Clothing & Accessories)
Royal Dutch Shell A 2,316,009 2,453 0.62 13.4 17.5
United Kingdom (Integrated Oil & Gas)
RocheHolding Part. Cert. 806,830 269.30 0.60 8.1 16.0
Switzerland (Pharmaceuticals)
Bayer 826,693 102.65 0.59 0.7 19.9
Germany (Specialty Chemicals)
Financiere Richemont 889,157 88.05 0.57 -0.8 -0.4
Switzerland (Clothing & Accessories)
Rio Tinto 2,143,772 3,231 0.54 -5.2 10.9
United Kingdom (GeneralMining)
SAP 1,227,052 59.50 0.51 -4.5 6.0
Germany (Software)
ABB 3,532,908 20.93 0.48 -10.9 5.2
Switzerland (Industrial Machinery)
Anheuser-Busch InBev 819,515 84.95 0.47 10.0 20.7
Belgium (Brewers)
National Grid 3,038,669 902.50 0.39 14.5 21.5
United Kingdom (Multiutilities)
Allianz SE 615,389 130.15 0.27 -0.2 18.0
Germany (Full Line Insurance)
Unilever CVA 1,833,441 31.72 0.27 8.4 11.6
Netherlands (Food Products)
Siemens 1,014,017 95.58 0.25 -3.7 16.9
Germany (Diversified Industrials)
AstraZeneca 1,490,477 4,578 0.23 28.1 44.0
United Kingdom (Pharmaceuticals)
BPPLC 15,753,898 482.70 0.22 -1.1 8.2
United Kingdom (Integrated Oil & Gas)
Banco Bilbao Vizcaya Argn 9,198,750 9.23 0.20 4.2 30.4
Spain (Banks)
Nestle 3,014,124 71.35 0.14 9.3 16.9
Switzerland (Food Products)
Banco Santander S.A. 20,756,246 7.60 0.13 20.4 48.1
Spain (Banks)
Standard Chartered 4,202,573 1,214 0.08 -10.7 -15.8
United Kingdom (Banks)
Sanofi SA 1,820,253 83.54 0.05 8.3 14.9
France (Pharmaceuticals)

Latest,
in local STOCK PERFORMANCE

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

INGGroep 9,045,486 10.47 0.05% 3.7% 27.4%
Netherlands (Life Insurance)
Unilever 1,161,690 2,660 0.04 7.2 8.2
United Kingdom (Food Products)
BNPParibas 2,328,514 51.38 ... -9.3 8.4
France (Banks)
Vodafone Group 40,644,075 206.70 -0.02 -15.7 -3.1
United Kingdom (Mobile Telecommunications)
Diageo 1,610,125 1,775 -0.03 -11.3 -10.1
United Kingdom (Distillers & Vintners)
British American Tobacco 1,127,385 3,552 -0.04 9.7 9.1
United Kingdom (Tobacco)
Telefonica S.A. 5,081,211 12.06 -0.08 1.9 17.4
Spain (Fixed Line Telecommunications)
AXA 3,144,977 18.83 -0.11 -6.8 14.2
France (Full Line Insurance)
Credit Suisse GroupAG 2,981,188 25.85 -0.12 -5.2 -3.6
Switzerland (Banks)
BHPBilliton 4,069,914 1,905 -0.13 1.9 1.4
United Kingdom (GeneralMining)
Glencore PLC 11,110,897 361.85 -0.15 15.7 18.6
United Kingdom (GeneralMining)
L'Air Liquide 332,418 97.09 -0.15 -5.6 -2.4
France (Commodity Chemicals)
Barclays 24,223,696 224.10 -0.16 -17.6 -20.9
United Kingdom (Banks)
Deutsche Bank 4,261,094 25.98 -0.25 -25.1 -22.2
Germany (Banks)
ENI 8,339,286 18.92 -0.32 8.2 8.0
Italy (Integrated Oil & Gas)
Zurich Insurance Group 260,774 275.80 -0.43 6.7 19.1
Switzerland (Full Line Insurance)
BASF 1,309,669 77.91 -0.49 0.5 15.3
Germany (Commodity Chemicals)
Lloyds Banking Group PLC 55,831,151 75.85 -0.55 -3.8 4.5
United Kingdom (Banks)
Daimler 1,503,538 61.88 -0.58 -1.6 16.6
Germany (Automobiles)
UBS 6,975,430 16.35 -0.67 -3.4 -9.3
Switzerland (Banks)

Sources: SIX Financial Information

DJIA component stocks Friday, August 29, 2014

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

UBS 41.99 –2.18 –3.76 –10.87

FundacionBancaria Caixa 91.28 –3.59 ... ...

SAFEWAY 141.72 –4.06 –7.7 –6.99

FIAT 241.9 –6.07 –12.09 –37.59

AXA 59.14 –1.38 –4.15 –11.87

HBOS 46.87 –1.09 –1.28 0.08

BkOFSCOTLAND 43.43 –0.97 –1.4 –1.74

StenaAktiebolag 335.66 –7.42 –7.55 –64.93

Glencore Intl 109.52 –2.39 –8.11 –28.38

WENDEL 111.11 –2.42 –3.49 –12.9

And the most deterioration
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

Tesco 99.03 4.34 0.08 1.68

ACE 27.18 0.58 –0.78 –2.95

Deutsche Lufthansa 129.63 2.49 5.24 12.77

GroheHldg 65.24 1.1 –3.17 –8.77

Edison 45.69 0.74 0.39 –1.67

Kering 66.95 0.98 0.34 –3.96

KoninklijkeDSM 52.82 0.65 –0.31 2.22

BcaNazdel Lavoro 60.39 0.74 –0.78 –11.6

BcoPopEspanol 156.8 1.9 –12.5 –32.94

MerckKGaA 39.89 0.47 –0.27 –0.92

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.
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U.S. NEWS

NSA Phone Program Set for Legal Test
The legality of the National Secu-

rity Agency’s bulk collection of
phone records will be tested this
week before a panel of federal
judges, the first appeals court to ad-
dress the program amid efforts by
Congress to rein it in.

The hearing scheduled for Tues-
day at the Second U.S. Circuit Court
of Appeals in New York stems from
a lawsuit filed by the American Civil
Liberties Union and its New York af-
filiate. It was filed in June 2013,
days after the program was revealed
in news reports, which relied largely
on documents provided by former
NSA contractor Edward Snowden.

The groups argue that the bulk
collection of phone metadata mate-
rial—including the time, duration
and dialing and receiving numbers—

violates Americans’ privacy rights,
as well as federal law.

The program allows intelligence
analysts to map relationships, by
querying a suspect’s number in its
database of call records collected
from phone companies. Analysts can
retrieve associated numbers within
two “hops” of the suspect’s number.
In other words, the government can
pull records of numbers that were
directly in contact with the suspect’s
number, as well as records of num-
bers in contact with those numbers.

Analysts had been able to re-
trieve records within three hops be-
fore President Barack Obama made
modifications to the program in
March. He has called on Congress to
overhaul the program, which gathers
information from about 20% or less
of all U.S. calls.

Bills have been proposed in both

houses of Congress that would end
the bulk collection program, at least
as it exists now, but they are un-
likely to be acted on this year.

In the lawsuit, the group said the
NSA program was “akin to snatching
every American’s address book—
with annotations detailing whom we
spoke to, when we talked, for how
long, and from where.”

The Justice Department has ar-
gued that callers have no privacy in-
terest in their phone metadata,
which they willingly provide to their
telecommunication companies every
time they make a call.

“The telephony-metadata pro-
gram serves the paramount govern-
ment interest in preventing and dis-
rupting terrorist attacks on the
United States, and does so with min-
imal impact on legitimate privacy
concerns,” the government wrote in

an April brief signed by Preet Bhar-
ara, the U.S. attorney in Manhattan,
and Stuart Delery, the head of the
Justice Department’s Civil Division.
A department spokeswoman de-
clined to comment.

In December, U.S. District Judge
William H. Pauley III in Manhattan
dismissed the ACLU’s challenge, de-
scribing the collection program as a
“counterpunch” against al Qaeda’s
diffuse terror network. The Justice
Department said in its appellate
brief that 16 different judges on the
nation’s surveillance court have ap-
proved bulk collection of phone re-
cords on 37 separate occasions.

Judge Pauley’s ruling came less
than two weeks after a federal dis-
trict judge in the District of Colum-
bia concluded in a separate lawsuit
that the program “almost certainly”
violates the Constitution. The Jus-

tice Department has appealed that
ruling, and arguments in the U.S.
Court of Appeals for the D.C. Circuit
are scheduled for November.

An independent privacy-watch-
dog board declared the phone-re-
cords collection illegal in January
and called for its end.

The judges who will hear the
New York case includes Gerard
Lynch, Robert Sack and Vernon
Broderick, a federal district judge on
loan to the Second Circuit. All were
nominated by Democrats, and judges
Lynch and Sack were part of an ear-
lier Second Circuit panel that ruled
in favor of the ACLU in a lawsuit
challenging amendments to the For-
eign Intelligence Surveillance Act,
the law that the government has in-
terpreted to permit bulk collection.
The U.S. Supreme Court dismissed
the lawsuit last year, in a 5-4 ruling.

BY JOE PALAZZOLO

Democrat CampaignsHard
After Weak 2010 Showing

BOSTON—Four years after los-
ing a Senate race that critics said
she should have easily won, Demo-
crat Martha Coakley is trying to re-
deem herself by running a more
spirited campaign for governor of
Massachusetts.

But while the state attorney gen-
eral is a front-runner for the Demo-
cratic nomination in the Sept. 9 pri-
mary, Ms. Coakley may face yet
another tough Republican oppo-
nent—this time in Charlie Baker, a
former health-care executive. A Bos-
ton Globe poll released Friday
showed Mr. Baker slightly ahead of
Ms. Coakley, 38% to 37%, in a hypo-
thetical November match-up.

This time, Ms. Coakley is criss-
crossing the state and engaging
more personally with voters, politi-
cal observers say. That contrasts
with her perceived lackluster cam-
paign to replace liberal icon Edward
M. Kennedy in 2010, when she lost to
former Republican Sen. Scott Brown.

In one much-publicized remark
in that campaign, Ms. Coakley
scoffed at the notion of standing
outside in the cold shaking hands
with voters, an approach that was
later parodied on “Saturday Night
Live.”

“I own some of it, I know,” Ms.
Coakley said after a recent cam-
paign stop at a retirement commu-
nity north of Boston, referring to
criticism of her 2010 loss. “But I
made a vow this time to start early
with a good team and make sure
we…get out to talk to people in a
way they perceived I did not be-
fore.”

Ms. Coakley, 61 years old, has
held a consistent lead over her Dem-
ocratic opponents. A poll released
by Suffolk University and the Boston
Herald on Aug. 25 showed her with
support from 42% of likely Demo-
cratic primary voters, ahead of 30%
for her closest competitor, State
Treasurer Steve Grossman. Friday’s
Globe Poll showed her moving fur-
ther ahead in the primary.

Some party activists are skepti-
cal about her ability to win in No-
vember against Mr. Baker, who
served as a cabinet official under
two Massachusetts Republican gov-
ernors. He lost in 2010 to current
Democratic Gov. Deval Patrick, who
isn’t seeking a third term. He has
the most cash on hand of any guber-
natorial candidate as of Aug. 15 fil-

ings.
Mr. Baker, 57, describes himself

as socially liberal and fiscally re-
sponsible. “I want to bring that
sense of balance to Beacon Hill,” he
said.

Activists endorsed Mr. Grossman
over Ms. Coakley at the party’s state
convention in June. Some in her
party still worry whether she can
connect with voters in a high-profile
race. “She needs to campaign like
her hair is on fire between now and
November,” said Democratic strate-
gist Mary Anne Marsh.

Mr. Grossman, who is 68 and ran
his family’s marketing business be-
fore being elected treasurer in 2010,
described himself as a “proven jobs
creator” and said there is growing
excitement about his campaign.

Although Massachusetts is
widely regarded as a liberal state, it
had a string of Republican gover-
nors before Mr. Patrick, and GOP ac-
tivists are optimistic. While Ms.
Coakley’s strength is her appeal to
women, her biggest weakness is “a
lack of enthusiasm” among the
Democratic base, said Massachu-
setts Republican strategist Jason
Kauppi.

Democrats retook the Senate
seat in 2012 when Mr. Brown lost to
Democrat Elizabeth Warren. But Ms.
Coakley’s upset loss in 2010, which
threatened President Barack
Obama’s ability to pass his health-
care overhaul, hasn’t been forgotten
here.

So Ms. Coakley is trying to show
her party she can shake enough
hands and win enough hearts to
prevail in November. In her stop at
the retirement community, Brooksby
Village, Ms. Coakley cut a softer im-
age than before.

Calling for better services for
mental health, her voice cracked
with emotion as she told of her
brother’s suicide, nearly 20 years
ago. She only began telling the story
publicly within the past year, she
said.

Philip J. Snodgrass, 86, a
Brooksby resident and retired pro-
fessor of medicine, said he saw a
transformation. “Now, she seems to
be absolutely on target,” he said.

Still, he wasn’t sure if his fellow
Democrats would support her,
though he planned to do so. “The
800-pound gorilla in the back of the
room is the resentment so many
Democratic voters have” about 2010,
he said.

BY JENNIFER LEVITZ

Romney Is Back in Demand
Mitt Romney, widely criticized by

Republicans for losing a presidential
race that many thought to be winna-
ble, is suddenly one of his party’s
most sought-after campaigners.

He has lent a hand to GOP Sen-
ate candidates in Arkansas, North
Carolina, Iowa and New Hampshire
in a travel schedule that has in-
cluded three-dozen fundraising
events and rallies in the past year.

Less than two years after voters
rejected him for a president over-
seeing the weakest economic recov-
ery since the Great Depression, Mr.
Romney last week deflected ques-
tions about whether he would run a
third time for president, saying the
chances were “one in a million.’’

In a survey this week, more than
35% of Iowa Republicans said they
would scrap their first choice for
president and back Mr. Romney if he
entered the race.

“It’s been remarkable to see the
party and voters generally react so
positively to Mitt Romney, because
typically you see a former candidate
branded as a loser or yesterday’s
news, and instead he’s in great de-
mand,” said Spencer Zwick, who
was finance chairman in his 2008
and 2012 presidential campaigns.

The Romney revival comes de-

spite widespread criticism, even
within his own party, that he was a
stiff candidate who failed to connect
with many voters. His remarks
scoffing at the 47% of Americans he
said draw government assistance
and recommending self-deportation
for illegal immigrants led Democrats
to cast him as a corporate elitist
who didn’t care about the welfare of
the middle class or minorities.

In a tacit acknowledgment that
he needed a makeover, Mr. Romney
took steps after his defeat to soften
his image. He came out in favor of
raising the minimum wage, bucking
many members of his own party. A
documentary of his two presidential
campaigns released on Netflix
showed him as a more approach-
able, less scripted candidate.

Allies such as Mr. Zwick say the
reason for Mr. Romney’s improving
profile is simple: He was right. The
former private-equity investor and
Massachusetts governor had argued
that President Barack Obama wasn’t
effectively leading the country, and
his low approval ratings suggest that
more voters now agree, they say.

Mr. Romney earned goodwill
from the Republican establishment
this year by throwing his support to
incumbents facing tea-party chal-
lengers, including Rep. Mike Simp-
son of Idaho. More recently, he has

stumped for Republican Senate can-
didates whose campaigns will help
determine whether the GOP wins a
majority in the chamber, including
Joni Ernst in Iowa, Scott Brown in
New Hampshire, Thom Tillis in
North Carolina and Tom Cotton in
Arkansas.

“Without all that negative adver-
tising trained on him like there was
in 2012, as he’s promoted other can-
didates, he has really found his
voice and flourished,” said GOP
strategist Kevin Madden, who has
advised Mr. Romney’s campaigns.

Mr. Romney’s political rehabilita-
tion reflects the volatile nature of
politics. After he won only 27% of
the Hispanic vote, the Republican
National Committee urged members
to embrace comprehensive immigra-
tion reform as the party aimed to
broaden its appeal to a rapidly diver-
sifying electorate. But the GOP-led
House refused to consider a Senate
bill that would allow illegal immi-
grants to earn citizenship.

That stance Democrats say, will
prevent Republicans from building a
winning national coalition in 2016.
“They haven’t learned from their
mistakes,” said Democratic National
Committee spokesman Michael Czin.
“The fact that they now are looking
to Romney as a remedy shows how
weak the party is.”

BY BETH REINHARD

Former GOP presidential hopeful Mitt Romney, campaigned for New Hampshire Senate candidate Scott Brown, right, in July.
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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 600 342.86 0.86 0.25% 4.4% 15.3%

Stoxx Europe 50 3057.13 12.64 0.42 4.7 14.5

Euro Zone Euro Stoxx 319.64 -0.01 -0.003% 1.7 15.5

Euro Stoxx 50 3175.05 2.42 0.08 2.1 16.7

Austria ATX 2297.42 -4.10 -0.18 -9.8 -6.4

Belgium Bel-20 3180.69 -12.03 -0.38 8.8 19.0

Czech Republic PX 980.90 0.89 0.09 -0.8 4.0

Denmark OMXCopenhagen 669.67 -0.02 -0.002 18.3 30.1

Finland OMXHelsinki 7615.54 -21.14 -0.28 3.8 19.8

France CAC-40 4379.73 -1.31 -0.03 2.0 11.3

Germany DAX 9479.03 8.86 0.09 -0.8 17.0

Hungary BUX 17881.22 101.46 0.57 -3.7 -1.7

Ireland ISEQ 4822.52 39.39 0.82 6.2 13.5

Italy FTSEMIB 20345.85 -104.64 -0.51 7.3 19.8

Netherlands AEX 414.23 1.10 0.27 3.1 14.1

Norway All-Shares 682.52 5.09 0.75 13.2 24.5

Poland WIG 52416.31 547.54 1.06 2.2 6.6

Portugal PSI 20 5909.10 -33.68 -0.57 -9.9 1.7

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

Russia RTSI 1177.66 -12.57 -1.06% -18.4 -8.8

Spain IBEX 35 10746.50 17.70 0.16% 8.4 27.5

Sweden OMXStockholm 447.60 -0.70 -0.16 5.7 15.1

Switzerland SMI 8746.97 88.00 1.02 6.6 10.8

Turkey BIST 100 80824.72 511.8 0.64 19.2 17.9

U.K. FTSE 100 6825.31 5.56 0.08 1.1 4.9

ASIA-PACIFIC DJAsia-Pacific TSM 1531.88 1.75 0.11 5.8 15.2

Australia SPX/ASX 200 5629.80 3.90 0.07 5.2 8.5

China Shanghai Composite 2235.51 18.31 0.83 5.6 6.5

Hong Kong Hang Seng 24752.09 10.03 0.04 6.2 11.6

India S&PBSE Sensex 26867.55 229.44 0.86 26.9 42.3

Japan Nikkei Stock Average 15476.60 52.01 0.34 -5.0 14.0

Singapore Straits Times 3314.13 -12.96 -0.39 4.6 8.5

South Korea Kospi 2067.86 -0.68 -0.03 2.8 7.4

AMERICAS DJAmericas 506.35 -0.02 -0.004 8.7 22.3

Brazil Bovespa 61773.70 485.55 0.79 19.9 23.5

Mexico IPC 45395.06 -233.03 -0.51 6.2 14.9

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

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

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

Australia 1.0705 1.7784 1.1644 0.1530 0.0287 0.1728 0.0103 0.2997 1.4056 0.1887 0.9856 ...

Canada 1.0861 1.8043 1.1814 0.1552 0.0291 0.1754 0.0104 0.3041 1.4261 0.1914 ... 1.0146

Denmark 5.6740 9.4259 6.1717 0.8110 0.1520 0.9161 0.0544 1.5884 7.4498 ... 5.2240 5.3002

Euro 0.7616 1.2653 0.8284 0.1089 0.0204 0.1230 0.0073 0.2132 ... 0.1342 0.7012 0.7115

Israel 3.5721 5.9341 3.8854 0.5106 0.0957 0.5767 0.0343 ... 4.6900 0.6296 3.2888 3.3367

Japan 104.2737 173.2239 113.4206 14.9038 2.7931 16.8357 ... 29.1912 136.9073 18.3774 96.0041 97.4032

Norway 6.1936 10.2891 6.7369 0.8852 0.1659 ... 0.0594 1.7339 8.1319 1.0916 5.7024 5.7855

Russia 37.3321 62.0177 40.6069 5.3358 ... 6.0275 0.3580 10.4510 49.0156 6.5795 34.3714 34.8723

Sweden 6.9965 11.6228 7.6102 ... 0.1874 1.1296 0.0671 1.9586 9.1861 1.2331 6.4416 6.5355

Switzerland 0.9194 1.5273 ... 0.1314 0.0246 0.1484 0.0088 0.2574 1.2071 0.1620 0.8464 0.8588

U.K. 0.6020 ... 0.6548 0.0860 0.0161 0.0972 0.0058 0.1685 0.7903 0.1061 0.5542 0.5623

U.S. ... 1.6612 1.0877 0.1429 0.0268 0.1615 0.0096 0.2799 1.3130 0.1762 0.9207 0.9341

Source: ICAPPlc.

MSCI indexes
Developed and emerging-market regional and country indexes
fromMSCI as of September 01, 2014

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

...% ... MSCIACWI 431.54 -0.23% 5.6% 18.6%

... ... World (DevelopedMarkets) 1,748.67 -0.25 5.3 18.7

... ... World ex-EMU 215.60 -0.25 6.5 19.2

... ... World ex-UK 1,767.77 -0.23 5.7 19.2

... ... EAFE 1,924.56 -0.09 0.5 13.4

... ... EmergingMarkets (EM) 1,087.88 -0.08 8.5 17.0

... ... EUROPE 116.89 0.30 4.2 14.9

... ... EMU 192.47 -0.22 -2.7 15.7

... ... Europe ex-UK 124.43 0.25 3.4 15.3

... ... EuropeValue 118.95 0.31 4.8 17.8

... ... EuropeGrowth 110.54 0.28 3.7 11.9

... ... EuropeSmall Cap 269.59 -0.09 3.4 18.2

... ... EMEurope 261.68 -1.24 -4.7 -2.0

... ... UK 2,013.14 0.22 1.0 6.1

... ... Nordic Countries 213.92 0.26 6.0 16.4

... ... Russia 719.95 -1.46 -9.2 -0.8

... ... SouthAfrica 1,280.09 -0.60 12.5 25.0

... ... ACASIAPACIFICEX-JAPAN 511.38 0.16 9.2 17.5

... ... Japan 780.76 -0.20 -3.0 14.2

... ... China 66.10 0.35 4.8 13.8

... ... India 1,000.29 0.00 22.4 37.6

... ... Korea 590.19 -0.13 0.1 5.7

... ... Taiwan 343.33 -0.60 13.4 21.0

... ... USBROADMARKET 2,273.37 -0.38 8.0 22.5

... ... USSmall Cap 3,360.90 -0.66 4.1 19.7

... ... EMLATINAMERICA 3,663.52 -1.62 14.5 20.2

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 3416.87 0.01% 18.2%

2.82 19.55 GlobalDOW 1880.24 0.37% 19.8% 2622.09 0.05 19.3

2.94 15.08 Global Titans 50 250.85 0.34 17.5 246.12 0.08 17.0

3.24 20.67 DevEuropeTSM 3387.31 -0.07 13.5

2.36 20.03 DevelopedMarketsTSM 3422.87 -0.01 18.1

2.78 14.95 S&PBMIEmgMarkets 280.66 0.38 18.1

3.40 20.49 S&PEurope 350 1407.95 0.27 14.0 1660.86 0.09 13.4

3.27 24.42 S&PEuro 1365.70 0.00 14.5 1632.65 -0.18 14.0

3.87 25.59 EuropeDow 1424.93 0.12 12.9 1988.03 -0.15 12.5

3.34 10.32 BRIC50 450.83 0.59 22.9 564.40 0.28 22.4

1.91 20.64 U.S. TSM 20936.01 0.38 22.3

3.46 22.44 DJGlobal SelectRESI 3550.17 0.00 18.0

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 835.44 0.66% 20.5%

5.15%16.79 Global SelectDiv 235.16 0.28% 18.1% 264.38 0.02 17.6

5.20 16.43 Asia/Pacific SelectDiv 322.59 0.63 12.7 362.67 0.36 12.3

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

3.12 28.15 S&PGlbNatResources 2180.09 0.24 12.6 2845.49 -0.02 12.1

2.12 19.72 IslamicMarket 2939.62 0.07 19.6

2.40 17.80 IslamicMarket 100 2878.60 0.42 21.2 3236.29 0.15 20.7

Islamic Turkey -c 4478.55 0.18 9.1

3.34 22.35 Sustainability Europe 114.50 0.40 14.8 165.34 0.13 14.3

3.48 29.96 S&PGlb Infrastructure 1733.90 0.36 24.2 2572.95 0.09 23.7

2.17 16.15 Luxury 1739.40 0.22 1.5 1937.22 -0.05 1.1

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 29, 2014

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

Corn (cents/bu.)* CBOT 366.00 1.25 0.34% 517.00 358.00
Soybeans (cents/bu.)* CBOT 1024.50 0.25 0.02 1,279.25 1,019.75
Wheat (cents/bu.)* CBOT 563.00 -0.50 -0.09% 765.00 542.25
Live cattle (cents/lb.)* CME 151.525 0.100 0.07 160.750 130.900
Cocoa ($/ton)* ICE-US 3,229 unch. unch. 3,300 2,639
Coffee (cents/lb.)* ICE-US 200.70 -0.50 -0.25 222.60 119.90
Sugar (cents/lb.)* ICE-US 15.46 -0.03 -0.19 18.91 15.30
Cotton (cents/lb.)* ICE-US 66.54 -0.03 -0.05 84.74 62.02
Rapeseed (euro/ton) LIFFE 323.50 -0.25 -0.08 386 301
Cocoa (pounds/ton) LIFFE 2,010 -7 -0.35 2,061 1,651
Robusta coffee ($/ton) LIFFE 2,080 25 1.22 2,218 1,585

Copper ($/lb.)* COMEX 3.1520 -0.0085 -0.27 3.3570 2.8845
Gold ($/troy oz.)* COMEX 1288.00 0.60 0.05 1,390.80 1,207.00
Silver ($/troy oz.)* COMEX 19.520 0.028 0.14 22.240 18.700
Aluminum ($/ton)* LME 2,113.50 24.50 1.17 2,113.50 1,686.50
Tin ($/ton)* LME 21,880.00 75.00 0.34 23,770.00 21,410.00
Copper ($/ton)* LME 6,971.00 -30.00 -0.43 7,422.00 6,430.00
Lead ($/ton)* LME 2,251.50 -1.50 -0.07 2,287.00 2,033.00
Zinc ($/ton)* LME 2,360.50 0.50 0.02 2,410.00 1,948.00
Nickel ($/ton)* LME 18,575 -180 -0.96 21,100 13,425

Crude oil ($/bbl.)* NYMEX 95.86 -0.10 -0.10 105.55 88.34
Heating oil ($/gal.)* NYMEX 2.8499 -0.0102 -0.36 3.0912 2.8080
RBOB gasoline ($/gal.)* NYMEX 2.6201 unch. -0.11 2.8999 2.5188
Natural gas ($/mmBtu)* NYMEX 4.074 0.009 0.22 4.8790 3.7400
Brent crude ($/bbl.) ICE-EU 103.10 -0.67 -0.65 113.81 101.87
Gas oil ($/ton) ICE-EU 866.25 -2.25 -0.26 950.25 857.00

Sources: SIX Financial Information;WSJMarket Data Group

Currencies London close onSept. 1
Per In

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

Argentina peso-a 11.0365 0.0906 8.4058 0.1190

Brazil real 2.9370 0.3405 2.2369 0.4470

Canada dollar 1.4261 0.7012 1.0861 0.9207

Chile peso 773.46 0.001293 589.10 0.001698

Colombia peso 2474.92 0.0004041 1885.00 0.0005305

EcuadorUS dollar-f 1.3130 0.7616 1 1

Mexico peso-a 17.1839 0.0582 13.0879 0.0764

Peru sol 3.7339 0.2678 2.8439 0.3516

Uruguay peso-e 31.728 0.0315 24.165 0.0414

U.S. dollar 1.3130 0.7616 1 1

Venezuela bolivar 8.34 0.119943 6.35 0.157480

ASIA-PACIFIC

Australia dollar 1.4056 0.7115 1.0705 0.9341

1-mo. forward 1.4085 0.7100 1.0728 0.9322

3-mos. forward 1.4145 0.7069 1.0774 0.9282

6-mos. forward 1.4233 0.7026 1.0840 0.9225

China yuan 8.0658 0.1240 6.1432 0.1628

Hong Kong dollar 10.1756 0.0983 7.7501 0.1290

India rupee 79.4144 0.0126 60.4850 0.0165

Indonesia rupiah 15373 0.0000650 11709 0.0000854

Japan yen 136.91 0.007304 104.27 0.009590

1-mo. forward 136.88 0.007306 104.25 0.009592

3-mos. forward 136.82 0.007309 104.20 0.009596

6-mos. forward 136.69 0.007316 104.11 0.009606

Malaysia ringgit-c 4.1400 0.2415 3.1532 0.3171

NewZealand dollar 1.5666 0.6383 1.1932 0.8381

Pakistan rupee 134.342 0.0074 102.320 0.0098

Philippines peso 57.145 0.0175 43.524 0.0230

Singapore dollar 1.6409 0.6094 1.2498 0.8001

South Koreawon 1330.61 0.0007515 1013.45 0.0009867

Taiwan dollar 39.219 0.02550 29.871 0.03348

Thailand baht 41.972 0.02383 31.968 0.03128

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

Euro zone euro 1 1 0.7616 1.3130

1-mo. forward 0.9998 1.0002 0.7615 1.3132

3-mos. forward 0.9993 1.0007 0.7611 1.3138

6-mos. forward 0.9986 1.0014 0.7606 1.3148

Czech Rep. koruna-b 27.747 0.0360 21.133 0.0473

Denmark krone 7.4498 0.1342 5.6740 0.1762

Hungary forint 314.37 0.003181 239.44 0.004176

Norway krone 8.1319 0.1230 6.1936 0.1615

Poland zloty 4.2054 0.2378 3.2030 0.3122

Russia ruble-d 49.016 0.02040 37.332 0.02679

Sweden krona 9.1861 0.1089 6.9965 0.1429

Switzerland franc 1.2071 0.8284 0.9194 1.0877

1-mo. forward 1.2068 0.8287 0.9191 1.0880

3-mos. forward 1.2059 0.8293 0.9184 1.0888

6-mos. forward 1.2042 0.8305 0.9171 1.0904

Turkey lira 2.8359 0.3526 2.1599 0.4630

U.K. pound 0.7903 1.2653 0.6020 1.6612

1-mo. forward 0.7905 1.2649 0.6021 1.6608

3-mos. forward 0.7910 1.2643 0.6024 1.6600

6-mos. forward 0.7918 1.2630 0.6030 1.6583

MIDDLE EAST/AFRICA

Bahrain dinar 0.4951 2.0200 0.3771 2.6521

Egypt pound-a 9.3915 0.1065 7.1530 0.1398

Israel shekel 4.6900 0.2132 3.5721 0.2799

Jordan dinar 0.9299 1.0754 0.7083 1.4119

Kuwait dinar 0.3738 2.6755 0.2847 3.5128

Lebanon pound 1985.33 0.0005037 1512.10 0.0006613

Saudi Arabia riyal 4.9241 0.2031 3.7504 0.2666

South Africa rand 14.0219 0.0713 10.6796 0.0936

United Arab dirham 4.8224 0.2074 3.6730 0.2723

a-floating rate b-financial c-government rate c-commercial
rate d-Russian Central Bank rate.
Source: ICAPPlc.
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California
Passes Ban
On Plastic
Store Bags

A bill banning the use of plastic
bags at California grocery stores,
pharmacies, liquor stores and other
businesses is headed to Gov. Jerry
Brown’s desk after the state legisla-
ture passed the measure Friday.

If signed by Mr. Brown, the bill
would institute the first statewide
ban on plastic bags in the U.S. A
spokesman for the governor said
Friday he hasn’t taken a position on
the issue.

Cities including San Francisco,
Los Angeles, Seattle and Portland,
Ore., already have such bans in
place, as do most counties in Ha-
waii. The California ban would pro-
hibit the thin, commonly distributed
plastic bags in grocery stores and
pharmacies beginning July 1, 2015,
and go into effect for convenience
and liquor stores on that date a year
later. Proponents say plastic bags
are rarely recycled and commonly
littered. The plastic often ends up in
the ocean, they say, harming sea life.

The final bill, passed Friday by
the Senate, would allow reusable
plastic bags to be sold at grocery
stores, and would also allow paper
bags to be sold to consumers for a
minimum of 10 cents.

State Sen. Kevin de León, a Dem-
ocrat from Los Angeles, opposed
previous versions of the bill because
it would directly harm Command
Packaging, a company in his district.
The company has since retooled
some of its operations to create re-
cycled plastic bags out of agricul-
tural film used for wrapping crops,
and Mr. de León, the state Senate’s
incoming leader, now supports the
ban.

“This measure is going to prove
that a cleaner environment is com-
patible with expanding the economy
and job creation,” Mr. de León said.
“Part of the bill creates a new mar-
ket for agriculture film recycling.”

Most producers of plastic bags
and paper bags oppose the law, say-
ing it would kill jobs and serve as a
tax on consumers. The statewide
ban is supported by the California
Grocers Association, which says it
will eliminate a patchwork of local
legislations.

“This bill is widely supported by
groups representing environmental
causes, workers, the poor, and busi-
ness. It’s pretty rare to have such a
diverse and sweeping coalition
standing behind a policy,” California
Grocers Association President Ron
Fong said in a statement. “This has
never been about anything but en-
couraging Californians to shift hab-
its and use reusable bags.”

The United Food and Commercial
Workers, a union that represents
grocery workers, also backs the ban,
saying it wants the money currently
spent on plastic bags to be used for
worker training and food-safety ini-
tiatives.

Mark Daniels, an executive with
plastic-bag maker Hilex Poly, in
Hartsville, S.C., said the law
amounts to a giveaway to grocers in
the state, which now will collect a
profit from products that they once
were required to buy and give away
free to consumers at cost. Such plas-
tic bags are popular among consum-
ers, he said, as they are often reused
for lunches, lining trash bags or
scooping up dog waste, he said.

BY ALEJANDRO LAZO

U.S. NEWS

NorthKoreaDetaineesSeekHelp
PYONGYANG, North Korea—

North Korea gave foreign media ac-
cess on Monday to three detained
Americans who said they have been
able to contact their families and—
watched by officials as they spoke—
called for Washington to send a
high-ranking representative to nego-
tiate for their freedom.

Jeffrey Fowle and Mathew Miller
said they expect to face trial within
a month. But they said they don’t
know what punishment they could
face or what the specific charges
against them are. Kenneth Bae, who
already is serving a 15-year term,
said his health has deteriorated at
the labor camp where he works eight
hours a day.

The three were allowed to speak
briefly with the Associated Press at
a meeting center in Pyongyang.
North Korean officials were present
during the interviews, conducted
separately and in different rooms,
but didn’t censor the questions that
were asked. The three said they
didn’t know they were going to be
interviewed until immediately be-
forehand.

All said they believe the only so-
lution to their situation is for a U.S.
representative to come to North Ko-
rea to make a direct appeal.

That has often been North Ko-
rea’s bargaining chip in the past,
when senior statesmen including for-
mer President Bill Clinton made
trips to Pyongyang to secure the re-
lease of detainees.

North Korea says Messrs. Fowle
and Miller committed hostile acts,
which violated their status as tour-
ists. It has announced that authori-
ties are preparing for the trial, but
hasn’t announced the date.

In Washington, National Security
Council spokesman Patrick Ventrell
said, “We have seen the reports of
interviews with the three American
citizens detained in North Korea.”

“Securing the release of U.S. citi-
zens is a top priority and we have
followed these cases closely in the
White House,” his statement added.
“We continue to do all we can to se-
cure their earliest possible release.”

Mr. Ventrell noted that the State
Department has issued a travel
warning recommending against all
travel to North Korea for U.S. citi-
zens.

Mr. Fowle arrived in North Korea
on April 29. He is suspected of leav-
ing a Bible in a nightclub in the
northern port city of Chongjin.
Christian proselytizing is considered
a crime in North Korea. Mr. Fowle,
56, lives in Miamisburg, Ohio, where
he works in a city streets depart-
ment. He has a wife and three chil-
dren aged 9, 10, and 12.

“Within a month I could be shar-
ing a jail cell with Ken Bae,” he said,
adding that he hasn’t spoken with
his family for three weeks. “I’m des-
perate to get back to them.”

North Korea says Mr. Miller, 24,
entered the country on April 10 with
a tourist visa, but tore it up at the
airport and shouted that he wanted
to seek asylum. Mr. Miller refused to
comment on whether he was seeking
asylum.

Mr. Bae, a 46-year-old Korean-
American missionary, has been held
since November 2012. He was moved
from a work camp to a hospital be-
cause of failing health and weight
loss but last month was sent back to
the work camp outside of Pyong-
yang, where he said he does farm-re-
lated labor. He said he has lost 15
pounds (6.8 kilograms) and has se-

vere back pain, along with a sleep
disorder. His family has said his
health problems include diabetes, an
enlarged heart, liver problems and
back pain.

“The only hope that I have is to
have someone from the U.S. come,”
he said. “But so far, the latest I’ve
heard is that there has been no re-
sponse yet. So I believe that officials
here are waiting for that.”

Mr. Bae said he didn’t realize be-
fore the trial that he was violating
North Korean law, but refused to go
into details.

The U.S. repeatedly has offered to
send its envoy for North Korean hu-
man-rights issues, Robert King, to
Pyongyang to seek a pardon for Mr.
Bae and other U.S. detainees, but
without success. Washington has no
diplomatic ties with North Korea and
no embassy in Pyongyang. Instead,
the Swedish Embassy takes responsi-
bility for U.S. consular affairs.

Messrs. Fowle and Miller said
they have met with the Swedish am-
bassador and have been allowed to
make phone calls to their relatives.

All three detainees appeared to
speak freely but cautiously on Mon-
day.

ASSOCIATED PRESS

In this photo combo, Americans Mathew Miller, Jeffrey Fowle and Kenneth Bae, left to right, speak to the Associated Press on Monday in Pyongyang, North Korea.
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Some Grand Canyon Hikers Face a Fee
While most Grand Canyon visi-

tors are drawn to its dramatic
beauty, a growing number see it as a
grueling challenge: a steep 24-mile
trek from one side of the canyon rim
to the other.

So many are attempting the “rim
to rim” hike or run that the National
Park Service announced it will now
require permits for groups making
the trip starting Sept. 15.

Park officials said the permits,
which will be required for some
groups of between two and 30 peo-
ple, will let the park keep better
track of who is on the trails, and
manage stretched resources to re-
spond to water and medical needs.

Kirby-Lynn Shedlowski, a spokes-
woman for the National Park Ser-
vice, said that in one busy May
weekend, officials saw 400 to 600
people completing rim-to-rim trips.

The service received “pretty
much constant” emergency calls for
issues including dehydration and
blisters that weekend, she said. Un-
prepared and injured trekkers trig-
gered more search-and-rescue oper-
ations, park rangers said.

The trend also means more trash
on the trails and overcrowding at
restrooms, Ms. Shedlowski said.

Endurance sports, such as trail
running and ultramarathons, have
been rising in popularity and “I
think this has risen…as a bucket-list
challenge for a lot of people,” she
said. “We want to ensure they have
a safe experience.”

The trips typically start before
sunrise and end late at night. Some
participants are lulled by the easy
descent only to struggle during the
hot climb back out of the valley.

The permit will cost $175 and ap-
ply only to guides or groups that ad-
vertise the runs and require some
payment to participate. Park offi-
cials said they won’t limit the num-

ber of permits. The group must also
provide a certificate of insurance for
general liability in the amount of
$300,000 and must have at least one
leader with some medical training.

William Taylor runs a travel ad-
venture company in Utah and has
made the “grueling” rim-to-rim trip
three times, he said. The first time,
one of the participants passed out
from exhaustion a half mile from the
top. Other participants carried her
out, he said. Mr. Taylor said he un-
derstands why the park would re-
quire groups to have a leader with
medical training but said the fee is
“exorbitant.”

The new permitting process
doesn’t affect a trip Mr. Taylor is
planning with a group of friends—a
50-mile round-trip rim-to-rim hike
in November. “It pushes the limits
and that’s why we do it,” he said.

Robyn Benincasa, founder of Ath-
ena Project, a nonprofit in San Diego
that helps “survivors of medical and
traumatic setbacks,” said a trip the
group has planned for early October
will have to obtain a permit. “It’s a
big deal and I understand why they
don’t necessarily want untrained
masses trying to do this,” she said.

BY SHEILA V KUMAR

More visitors try ‘rim to rim’ trips in a single day, leading to more calls for aid.
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EUR High Yield Bond
Funds that invest in higher yielding securities denominated/hedged in European
currencies 40% of assets in securities with a credit quality equivalent to BB, or lower.
Ranked on % total return (dividends reinvested) in Euros for one year ending
September 01, 2014
Leading 10 Performers
FUND FUND LEGAL %Return in $US **
RATING * NAME FUNDMGM'T CO. CURR. BASE YTD 1-YR 2-YR 5-YR

NS Anima Fix Anima Sgr S.p.A EURITA 6.52 13.50 12.24 10.68
High Yield A

NS Anima Anima Sgr S.p.A EURITA 6.09 13.24 9.24 3.32
Obbligazionario High Yield A

NS Henderson Henderson EURLUX 5.99 12.97 NS NS
Horizon Euro Hi Yld BdA1 EUR Management S.A.

NS Regard Haut Pro BTP Finance EURFRA 6.51 12.71 10.90 NS
Rendement

NS Aberdeen Aberdeen Global GBPLUX 6.37 12.18 12.50 15.06
Global Sel High Yield BdD1 Services S.A.

NS Danske Danske Invest DKKDNK 5.75 12.06 13.69 NS
Invest Euro HYObl Akk KLDKK h

NS Objectif Lazard Frères EURFRA 6.09 11.93 11.75 9.76
Alpha «Haut Rendement»Acc Gestion

NS CNP-Assur-Euro-HY CCRAsset EURFRA 5.82 11.76 11.95 12.41
A/I Management

NS Danske Danske Invest EURLUX 5.25 11.76 NS NS
Invest SICAV EuroHYBondA Management Company S.A.

NS Schroder ISF Schroder EURLUX 5.99 11.72 NS NS
Euro High Yield AAcc InvestmentManagement 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

MARKETS

Fund Scorecard

Ruble Hits a Low;
Russian Stocks Fall

The Russian ruble hit a record
low against the dollar on Monday,
burdened by continued fighting in
Ukraine over the weekend and Euro-
pean Commission President José
Manuel Barroso’s warning that the
situation was approaching “a point
of no return.”

The dollar rose 1.2% to 37.50 ru-
bles in early trade, surpassing a pre-

vious record set Friday.
By the end of the day,
some of that move had
been retraced, but

year-to-date the ruble is down more
than 12% against the greenback.

Neil Mellor, a currency strategist
at BNY Mellon, said the market had
been somewhat complacent during
parts of last month, but that recent
developments have reignited investor
fears. “The ruble is in free-fall, which
is a source of serious concern,” he
said.

Among stocks, Moscow’s Micex
closed the session 0.5% lower, while
the dollar-denominated RTS de-
clined 1%.

The Micex has lost 3.5% since the
beginning of last week, and the RTS
has declined almost 7%.

On Sunday, Ukrainian govern-
ment forces lost more ground to
Russian-backed separatists in heavy
fighting in the east of the country.
On Saturday, European leaders
threatened to impose more sanc-
tions on Moscow if it doesn’t end its
support for the rebels.

“While guns are firing there is no
way one could expect the market sit-
uation to normalize,” said Igor Akin-
shin, a dealer at Alfa Bank in Mos-
cow. “The peak hasn't passed yet.”

European stocks largely lacked
direction Monday, as investors at-
tempted to gauge the implications
of geopolitical tensions as well as
data showing that manufacturing
activity in the euro zone slowed
even more sharply than first esti-
mated in August, due in part to a
weaker-than-expected performance
from Germany.

The Stoxx Europe 600 added

0.25% to 342.86. The U.K’s FTSE 100
climbed 0.1% to 6825.31, and Ger-
many’s DAX gained 0.1% to 9479.03.
France’s CAC was little changed at
4379.73.

U.S. markets were closed for a
holiday.

In debt markets, yields on two-
year French government bonds
moved into negative territory for
the first time, as investors bid for
safety. Other countries where yields
on short-term bonds are negative
include Germany, the Netherlands,
Austria, Finland and Belgium.

The euro was little changed
against the dollar ahead of rate an-
nouncements from both the Euro-
pean Central Bank and the Bank of
England later in the week. Late af-
ternoon in New York, the euro was
at $1.3130 compared with $1.3128
late Friday.

Several banks, including BNP
Paribas, RBC and Nomura, expect
the central bank to trim interest
rates in a further bid to fuel the
sluggish recovery, highlighted again
by Monday’s manufacturing data.

Last month, ECB President Mario
Draghi hinted that the central bank
could be preparing further stimulus,
even raising the prospect of quanti-
tative easing.

Some economists have since said
that the ECB is likely to want to
gauge the impact of its June mea-
sures and assess the take-up of the
targeted longer-term refinancing
operation before taking further ac-
tion.

In equity markets, Swiss drug
maker Novartis led the pan-Euro-
pean index, adding 4.3% to 85.90
Swiss francs after a positive testing
of its LCZ696 heart drug. Fabian
Wenner, an analyst at Kepler Cheu-
vreux, raised his target price to 87
Swiss francs from 81 francs.

France’s Iliad, which is trying to
buy U.S. carrier T-Mobile, was the
biggest loser on the index, tumbling
8.8% after reporting a fall in first-
half net profit on Friday.

In commodities markets, Brent
crude oil lost 40 cents a barrel, or
0.4%, to $102.79.

BY JOSIE COX

MARKET
REPORT

Barclays to Sell Spanish
Retail Unit to Caixabank

MADRID—Caixabank SA plans
to buy Barclays PLC’s retail-bank-
ing division in Spain as the British
bank scales back its presence in
less-profitable markets.

Caixabank, Spain’s third-largest
bank by market capitalization, said
Sunday it would pay around €800
million ($1.05 billion) for the Bar-
clays retail-banking business in
Spain. The final price will depend
on the unit’s total assets at the end
of the year, Caixabank added.

For Barclays, the sale will trig-
ger a £500 million ($830 million)
loss, and is part of a global re-
trenchment to boost profitability.

Caixabank’s purchase, which also
includes Barclays’s wealth- and in-
vestment-management and corpo-
rate-banking divisions in Spain, is
expected to close by January and is
subject to regulatory approval.
Caixabank’s purchase doesn’t in-
clude Barclays’s investment-banking
division in Spain.

With the sale, Caixabank ac-
quires around 550,000 new retail
and private-banking clients, 270
branches and 2,400 employees.

Caixabank executives told ana-
lysts on a call Monday that the pur-
chase would help the lender expand
its presence in Madrid, where Bar-
clays has more than one-third of its
bank branches in Spain. Caixabank,
based in Barcelona, has been trying
to bolster its clients in Spain’s capi-
tal city.

Caixabank’s “fully loaded” Basel
III core capital ratio will drop to
11.6% from 12.4% as a result of the
deal.

Barclays is the 13th largest bank
in Spain in terms of total assets,
Caixabank executives said, and
around 75% of its loan book is
mortgages. Caixabank already has
the most branches of any Spanish
bank, so the lender is likely to close
some of the branches it acquires.

At its peak, Barclays had 5,100
employees and 600 offices.

The sale is part of a global re-
trenchment by Barclays as it seeks
to shed less-profitable units in its
vast banking business.

Barclays and other foreign lend-
ers have struggled to gain traction
in Spain, which is dominated by re-
tail-banking giants Banco Santan-
der SA, Banco Bilbao Vizcaya Ar-
gentaria SA and Caixabank. Many
of the foreign banks have decided
to concentrate more on their busi-
nesses at home or in their top-earn-
ing markets to help bolster their
capital ratios after the financial cri-
sis, analysts have said.

U.K.-based Lloyds Banking
Group PLC sold its retail-banking
business to Banco de Sabadell SA
in 2013, while Banco Popular Espa-
ñol SA bought Citigroup Inc.’s re-
tail-banking and credit-card busi-
ness this summer. Sabadell and
Popular are Spain’s fifth- and
fourth-largest nonstate-owned
banks by market value.

Separately, Barclays said Sunday
it had completed the sale of its
United Arab Emirates retail busi-
ness to Abu Dhabi Islamic Bank,
generating a £119 million pretax
profit.

BY JEANNETTE NEUMANN

Investors Bracing for September
vestment strategist at BlackRock
Inc., which oversees $4.32 trillion,
also is nervous about the outlook
this autumn for similar reasons.

He, Mr. Paulsen and many others
expect investors to soon begin
wringing their hands over Federal
Reserve plans to raise target interest
rates next year. Recent readings on
job creation and economic growth
have been stronger than expected.
Many analysts and economists expect
the Fed to wait until mid-2015 to
raise rates. But if the economy shows
more signs of strength this fall, wor-
ries could spread that the Fed will
move sooner, and that could trouble
the stock market.

“If you get another strong em-
ployment number, that will focus in-
vestor attention on the impending
monetary tightening,” Mr. Koester-
ich said. “It could cause volatility in
the fall.”

The S&P 500, at a record 2003.37
Friday, already is ahead of Mr. Koes-
terich’s forecast of 1900 for the end
of this year, making him doubly con-
cerned. Others agree.

“We are expecting an 8% to 10%
correction for the S&P 500 over the
next two months. There is a good
chance that it would wipe out all
the gains for the year,” said Doug
Ramsey, chief investment officer at
Leuthold Group, which oversees
$1.7 billion in Minneapolis. His indi-
cators suggest the market has got-
ten ahead of itself and investors are
overly bullish. In such a climate, he,
too, worries about the impact of in-
terest-rate fears on investors who,
by his measures, still are overly op-
timistic.

He also believes any stock pull-
back would be temporary, although
he has reduced his stock invest-
ments in case such a pullback oc-
curs.

One reason these money man-
agers aren’t more worried is that, in
their eyes, neither the economy nor
market indicators have gone to ex-

Continued from first page

tremes. The S&P 500 traded on Fri-
day at 19 times its companies’ earn-
ings for the past year. That is well
above the historical average of 15.5,
but still far from the extreme of 40
seen in the late 1990s.

Globally, central bankers still
worry more about deflation than in-
flation, meaning they are in no rush
to raise rates. Fed rate increases are
expected to be modest and slow.
They could be partly offset by deci-
sions of central bankers in most of
the rest of the world to ease mone-
tary policy and stimulate economies.

The bond market supports this
view. Bond yields remain exception-
ally low, suggesting bond investors
expect slow inflation and economic
growth. The yield on the 10-year
U.S. Treasury note was at 2.347%
late Friday, the third lowest of the
year. Analysts said some investors
have been seeking safety amid wor-
ries about global economic weak-
ness and about the risk that high-
price stocks could slump.

Moreover, major market col-
lapses usually come when investors
are overly optimistic, not when so

many are bracing for a pullback.
That leads analysts to expect a de-
cline but not a disaster. Some con-
trarians said that with so many peo-
ple hunkering down, the stock
market could continue rising, con-
founding the skeptics once again.

As for September, Mr. Koesterich
and others, including analysts at re-
search firm Bespoke Investment
Group, note that the most signifi-
cant September declines have fol-
lowed stock weakness in the first
eight months.

That reinforces the suspicion that
investors re-evaluate in September
and cut stockholdings when times
have been bad. This year, stocks are
up—the S&P 500 has gained 8.4% in
2014—but investors are worried any-
way. Whether that will lead them to
sell in September or to hang on is the
big question on many people’s minds.

“The slow appreciation we’ve
seen is quite likely to continue or
accelerate, but the risks are rising,”
said Brad McMillan, chief invest-
ment officer at brokerage firm Com-
monwealth Financial Network, in a
note to clients last week.

Unkindest Month
Though past crashes have given October a bad name, data show September often
has been the worst month for stocks.

The Wall Street JournalSource: Bespoke Investment Group

Note: Data start January 1915; stock market closed in late 1914 due to the start of World War I
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WORLD NEWS

Clashes Rock
Pakistan After
Army Warning

ISLAMABAD—Fresh clashes be-
tween antigovernment protesters
and police broke out in the Pakistani
capital’s government quarter on
Monday, a day after the military
warned the administration of Prime
Minister Nawaz Sharif against “fur-
ther use of force” to quell the
spreading unrest.

The military also faced protest-
ers who briefly occupied the head-
quarters of the country’s state tele-
vision and soldiers fanned out
around government buildings,
checking the protesters’ advance on
the prime minister’s house. The po-
lice, which had been at the forefront
of resisting the protesters over the
weekend, retreated to the edge of
the government quarter.

The renewed violence, which
threatens to bring down Mr. Sharif’s
government, came as the military
denied Monday that it had asked the
prime minister to quit. Some Paki-
stani media had reported that army
chief Gen. Raheel Sharif had advised
Mr. Sharif to step down at a recent
meeting.

“News of Army Chief asking PM
to resign or going on leave is base-
less,” the military’s spokesman said
in response on Twitter. The prime
minister’s office also denied that
any such message was conveyed.

“The military would never di-
rectly tell the prime minister to re-
sign,” said a security adviser famil-

iar with the military’s thinking.
“That would allow him to become a
political martyr.”

Aides said the prime minister
was determined to resist pressure to
resign. The government privately
believes that the protesters are sup-
ported by the military, in a bid to
weaken or oust the prime minister.

An opposition leader, Imran
Khan, and Muslim cleric Tahir ul
Qadri led thousands of protesters in
a march to Islamabad on Aug. 15 for
a sit-in in front of Pakistan’s Parlia-
ment, demanding Mr. Sharif’s resig-
nation and alleging that the ruling
party rigged last year’s elections.
Mr. Sharif denied fraud allegations
and most court challenges to the
election’s results had been unsuc-
cessful.

Mr. Khan, a former cricket star, is
pressing for fresh elections, while
Mr. Qadri is calling for “revolution.”
As a softer alternative, Mr. Khan has
suggested that the prime minister
leave his office on a “holiday” for a
month, while a promised judicial in-
vestigation into the election-rigging
allegations takes place.

Over the weekend, three protest-
ers died and more than 500 were in-
jured in clashes with police using
tear gas, rubber bullets and baton
charges, as the demonstrators had
attempted to march on the prime
minister’s house.

Earlier Monday, antigovernment
protesters briefly occupied the
headquarters of the country’s state
television, where they smashed up

equipment, causing its broadcast to
go blank for almost an hour. Soldiers
and paramilitary Rangers forces ar-
rived at the scene, prompting the
protesters to leave the building. The
soldiers surrounded the compound.

Protesters also made further at-
tempts Monday to move toward the
prime minister’s official residence,
gaining some ground and leading to
fresh casualties among both police
and protesters, with hospitals re-
porting that at least one demonstra-
tor was brought in with rubber-bul-
let injuries.

Parliament, the prime minister’s
house and office, the presidency, the
Supreme Court, and ministries are
all located together in Islamabad’s
government quarter. The police
forces that were previously deployed
around these buildings were re-
placed Monday with soldiers. Many
embassies, including the U.S. Em-

bassy, are located in the area.
Mr. Sharif came to power after a

landslide victory in May 2013 elec-
tions. His previous stint in power
was ended by a 1999 military coup
and he has been at loggerheads with
the country’s powerful military es-
tablishment over a series of issues,
including the treason trial of former
dictator Pervez Musharraf and at-
tempts to improve relations with In-
dia.

Talat Hussain, a leading political
talk-show host, said that the mili-
tary’s aim was to “dilute” Mr. Sharif,
either by weakening or ousting him.
But Mr. Sharif has refused to be
shunted out of office, meaning that
the military would have to stage an
outright takeover to remove him, he
said.

“Nawaz Sharif is saying you’ll
have to drag me out, and with me
will go the Parliament and the con-

stitution,” said Talat Hussain, a
leading political talk-show host.

The armed forces have directly
ruled Pakistan for half its 67-year
history. Democracy was restored in
2008, after the latest period of mili-
tary rule. It is widely thought that
the military, which is battling Tali-
ban and al Qaeda jihadists in the
northwest, doesn’t want to directly
assume power at this time. A coup
would imperil U.S. aid that Washing-
ton pegs at some $3 billion a year,
U.S. officials say.

There is speculation that an
army-backed civilian government
could be brought in instead, but
there it is unclear how this would be
compatible with the constitution.

The army chief met his top com-
manders late Sunday. Afterward, the
military advised the government to
go back into talks with protest lead-
ers.

BY SAEED SHAH
AND QASIM NAUMAN

A protester readies a slingshot in Islamabad Monday. The renewed violence threatens to bring down Mr. Sharif’s government.
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India, Japan Pursue Closer Ties to Counter China
TOKYO—The leaders of Japan

and India pledged to step up de-
fense and economic cooperation as
the two Asian powers aim to build a
strategic counterweight to China.

As India’s new prime minister,
Narendra Modi, begins to outline a
vision for his diplomatic policy, he
is on a five-day tour of Japan this
week, where he and Japanese Prime
Minister Shinzo Abe have empha-
sized rapidly growing ties between
Asia’s two biggest democracies, as
well as a budding personal friend-
ship between them.

At their joint news conference
Monday, Mr. Abe described their bi-
lateral relations as having the “most
potential in the world.” Mr. Modi
noted his discussions with Mr. Abe
elevated the strategic and global
partnership between their countries
to a “special” level.

A joint statement signed by the
two leaders was heavy on plans for
cooperation in the security area.
They underlined the importance of
close dialogue between top foreign
affairs and defense officials, pledged
holding joint military drills regu-
larly and welcomed progress on
talks to transfer Japan’s defense and
nuclear technology to India.

Growth in security cooperation
will be matched by closer economic
and trade ties. Mr. Abe unveiled a
plan to double the amount of Ja-

pan’s direct investment and the
number of Japanese companies op-
erating in India in five years, and
pledged a total of ¥3.5 trillion ($30
billion) in Japanese investment over
the next five years. Mr. Abe also ex-
pressed hopes to introduce Japan’s
shinkansen bullet-train technology
to India.

While the two leaders didn’t men-
tion China by name, the presence of
the nation whose growing military
capability and aggressive territorial
behavior have alarmed its neighbors
was palpable. In a speech to business
leaders, Mr. Modi took a swipe at
China as he discussed the need for

India and Japan to forge a closer
partnership to promote peace and
prosperity in Asia and counter an
“expansionist” mind-set. It was seen
as a veiled reference to China, which
is embroiled in territorial disputes
with both New Delhi and Tokyo.

“Everywhere around us, we see
an 18th-century expansionist mind-
set: encroaching on another country,
intruding in others’ waters, invading
other countries and capturing terri-
tory,” Mr. Modi said.

Mr. Modi’s comments are the
clearest sign yet that the Indian
leader intends to throw in his lot
with Japan, a U.S. ally that is trying

to rally Asian nations to form a
united front as they face an increas-
ingly well-armed and assertive
China.

India has been at the center of
Mr. Abe’s strategy to build closer
diplomatic and defense alliances
with nations in the Asia-Pacific. In
January, Mr. Abe visited Delhi,
where he viewed a military parade
on Republic Day. In July, Tokyo
joined a military exercise with India
and the U.S. known as Malabar. Ja-
pan’s easing of weapons exports
rules under Mr. Abe has also raised
expectations that Japan may soon
provide military aircraft to India.

The blossoming friendship be-
tween the two leaders—both known
for their nationalistic views and
pledges of ambitious economic over-
haul plans—has been on display
since Mr. Modi arrived in Japan on
Saturday, accompanied by a delega-
tion of business executives. Mr. Abe
made a special trip to Kyoto and
welcomed Mr. Modi with a bear hug,
an unusual gesture from a politician
in Japan where physical contact in
public is kept to a minimum. The
two sat down for an informal din-
ner, fed fish in a koi pond, and took
a walk through a Buddhist temple in
Japan’s ancient capital before Mr.
Modi’s official schedule in Tokyo
started Monday morning.

During his first 100 days in of-
fice, Mr. Modi has shown alacrity in
defining his foreign-policy priori-
ties. His advisers say he is driving a

business-focused diplomacy aimed
at increasing investment and
growth in India, while sharpening
his focus on India’s security and
military preparedness.

After his election in May, Mr.
Modi moved quickly to repair India’s
strained relations with its neighbors
such as Nepal, Bangladesh and Bhu-
tan in an effort to re-establish New
Delhi’s supremacy in South Asia,
where China has made inroads in re-
cent years by bankrolling major in-
frastructure projects like highways
and ports.

Analysts in India say Mr. Modi
is looking to shore up regional alli-
ances across Asia while also work-
ing to deepen economic ties and
fixing India’s trade imbalance with
China. India is expected to forge
closer strategic ties with Vietnam
and Australia in high-level meet-
ings this month. Mr. Modi will also
meet Chinese President Xi Jinping
in New Delhi mid-September. The
two met at a Brics summit in Brazil
in July.

K.C. Singh, a former Indian dip-
lomat and strategic analyst, said
that in the coming years, India’s re-
lations with China would be charac-
terized by “heightened cooperation
and competition, and occasional
friction.”

Others say among Mr. Modi’s
foreign-policy challenges will be to
engage China, Japan and the U.S.
more proactively while balancing its
ties between the three countries.

BY MITSURU OBE
AND NIHARIKA MANDHANA

India’s Narendra Modi, center, and Japan’s Shinzo Abe, right, at a banquet Monday
in Tokyo. Mr. Abe described the ties as ‘having the most potential in the world.’
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Heady U.S. IPO Market Keeps Rolling
A busy initial-public-offering

market is warming up for autumn.
Chinese e-commerce giant Ali-

baba Group Holding Ltd. expects
to make what could be the largest
IPO ever as early as this month, po-
tentially raising more than $20 bil-
lion. New York office landlord Par-
amount Group Inc. filed
preliminary paperwork last week
for what may be the largest-ever
debut by a real-estate investment
trust. Online-storage startup Box
Inc. and consumer-credit upstart
LendingClub Corp. are also ex-
pected to price offerings in coming
months.

The anticipated flood would cap
off the busiest period for new U.S.
share listings in decades. Compa-
nies this year have raised $46.4 bil-
lion, the most in the first eight
months of any year since 2000, ac-
cording to data provider Dealogic.

“We still have a ton in the hop-
per and I think people are optimis-
tic about being able to execute
deals after Labor Day,” said Marc
Jaffe, co-chair of the global capital-
markets practice at law firm
Latham & Watkins LLP.

U.S. stocks’ climb to record
highs is affording companies an op-
portunity to sell shares at attrac-
tive valuations. Money managers
say many IPOs look like good bets.
Some feature rapid expansion in
profit or sales and offer new ways
to bet on trends like the emergence
of cloud-based business software
or increased U.S. energy production
thanks to the shale-drilling boom.

“If you have a good growth op-
portunity, investors are there,” said
Scott McNeill, chief financial of-
ficer of Dallas-based oil driller RSP
Permian Inc.

The company and its early in-
vestors sold a combined $744 mil-
lion worth of stock in a January
IPO and a “follow-on” stock offer-

ing last month. RSP Permian is
looking to finance West Texas oil
wells without taking on too much
debt.

IPOs further benefit from a per-
ception among many investors that
other assets, including bonds of all
types, are fully valued following
sharp rallies.

“With interest rates low and
with good corporate-earnings
growth and nowhere else to invest,
risk appetite is alive and well,” said
Matt Litfin, who helps oversee $4.6
billion as a portfolio manager at
William Blair Funds.

To be sure, these deals carry
their share of risk. Companies of-
ten go public at an early stage,
when their sales and profit out-
looks are particularly unclear.

This year, IPOs are attracting a

higher price tag relative to their
sales than in the past. In 2014,
companies have fetched an average
IPO price 8.2 times their latest
year’s sales, versus an average
price-to-sales ratio of 3.6 in the
previous 12 years, according to
data compiled by University of
Florida professor Jay Ritter.

That is in part because this year
has featured a disproportionate
share of IPOs by biotechnology
companies, which often go public
without meaningful revenue. Ex-
cluding biotech firms, this year’s
IPOs have fetched an average price-
to-sales ratio of 4.2 times.

Some market watchers say the
IPO boom has thinned the ranks of
attractive companies, particularly
in hot sectors like corporate soft-
ware and the Internet.

“Maybe a year and a half ago I
had eight to 10 that I was heavily
anticipating, now I only have three
or four,” said Tony Ursillo, technol-
ogy equity analyst and portfolio
manager at fund firm Loomis,
Sayles & Co.

Since IPO activity accelerated
last year, some onetime darlings
have fallen from grace. Advertising-
technology provider Rocket Fuel
Inc.’s stock rallied as much as 148%
in the months after its September
2013 IPO, but on Friday the shares
closed 44% below their IPO offer
price.

Market participants said the
rally in these so-called momentum
stocks was driven by short-term-
oriented bets that their share-price
gains alone would attract further
buying. Many of these stocks sold

off sharply this March and April.
Fund managers stress that com-

panies going public now generally
are more solid than in the late
1990s and early 2000 when compa-
nies such as Pets.com, with little
more than a marketing plan and a
catchy name, went public.

“One thing we’ve seen this year
is a good diversity across the busi-
ness and we’d expect that to con-
tinue,” said Jeffrey Bunzel, head of
equity capital markets for the
Americas at Deutsche Bank AG.

The health-care sector, which
has accounted for the largest share
of IPO activity of any industry in
the past year, also represents the
biggest share of the public backlog,
according to Dealogic.

Also on the horizon is a slate of
big energy deals, driven by surging
production on U.S. soil. For one,
Royal Dutch Shell PLC plans to
split off some oil-pipeline assets
into a type of high-dividend-paying
company called a master limited
partnership, following similar
moves by Marathon Petroleum
Corp. and Valero Energy Corp. in
recent years.

Phillips 66 Partners LP, an MLP
spun out of refiner Phillips 66 last
year, has seen its shares rally 222%
since its July 2013 IPO. Those were
among the biggest share gains
among companies that went public
in the U.S. last year.

“Treasury yields are low and
people still need income,” said
Scott Moore, manager of the $30
million Buffalo Dividend Focus
fund.

Mr. Moore said participating in
IPOs has bolstered his fund’s per-
formance this year. He declined to
name specific stocks, but his fund’s
holdings earlier this year included
Midcoast Energy Partners LP and
EQT Midstream Partners LP, two
MLPs that have seen big share-
price gains, according to Morning-
star.

BY MATT JARZEMSKY
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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 08/29 EUR 43.14 19.1 13.3 0.3

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 08/28 USD 1589.56 22.6 28.9 24.8
UAE Blue Chip Fund OT OT ARE 08/31 AED 12.33 32.2 58.2 58.0

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 08/29 USD 24.09 5.5 23.1 18.3
Japan Fund USD JP EQ IRL 09/01 USD 21.54 -4.6 4.8 13.4
Polar Healthcare Class I USD OT EQ IRL 08/29 USD 34.21 20.7 44.2 41.8
Polar Healthcare Class R USD OT EQ IRL 08/29 USD 33.42 20.1 43.2 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
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

Alibaba Group Holding Ltd.’s coming U.S. listing, possibly the largest IPO ever, anchors a busy calendar for such deals.
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Libya Cabinet Loses Control of Capital
CAIRO—Libya’s parliament

tasked the recently resigned prime
minister with forming a new govern-
ment as the outgoing cabinet ac-
knowledged it had lost control of the
capital to Islamist-allied militias.

The state-controlled news agency
said the parliament convening in To-
bruk voted Monday to name Abdul-
lah al-Thinni as the new head of a
cabinet would form a “crisis govern-
ment.”

Mr. al-Thinni resigned Wednes-
day, saying he hoped a new govern-
ment would be more inclusive. Mr.
al-Thinni’s government was at odds
with an alliance of Islamist militants
who took over the capital, Tripoli,
from rival groups after weeks of
fighting. Dozens were killed and
thousands fled the capital, including
the government, which set up a base
in the east.

The outgoing government of Mr.
al-Thinni said Sunday it had lost
control of almost all state institu-
tions and government offices to
armed militias. It said some of those
buildings were “occupied,” others
“stormed,” and staff and employees
had been prevented from entering.

“It has become dangerous for
(employees) to get to their work
places without the risk of being de-
tained or killed especially after some
of the armed groups issued direct
threats against them, attacked and
torched their homes and terrorized
their families,” the statement said.

The Tripoli house of Mr. al-Thinni
himself was attacked and burned.
The militias in control of the capital,
operating under an umbrella group
called the Dawn of Libya, have also
taken control of the U.S. embassy

compound in the capital, a week af-
ter they drove out rival militias.

Libya’s divisions are rooted in ri-
valries between Islamists and non-
Islamists, as well as powerful tribal
and regional allegiances between
groups who quickly filled the power
vacuum after the 2011 fall of long-
time dictator Moammar Gadhafi.
Successive transitional governments

have failed to control the militias.
A State Department official said

the compound “remains secure.”
The outgoing parliament, led by

Islamists, has refused to recognize
the newly elected body that con-
venes in the east. It has also sepa-
rately named a new prime minister
to form a “national salvation govern-
ment.”

Associated Press

Abdullah al-Thinni recently resigned as Libya’s prime minister.
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Afghan Election Agreement Is Imperiled
KABUL—A deal brokered by U.S.

Secretary of State John Kerry to end
Afghanistan’s protracted election
crisis was on the brink of collapse
Monday, with presidential candidate
Abdullah Abdullah ready to pull out
of talks with his rival.

Mr. Abdullah, a former foreign
minister, and Ashraf Ghani, a former
finance minister, faced each other in
a June 14 runoff. Mr. Abdullah al-
leged widespread fraud and refused
to accept preliminary results that
showed Mr. Ghani winning, trigger-
ing a political crisis that risks turn-
ing violent.

Mr. Kerry soon intervened to fa-
cilitate an agreement between the
two candidates, who accepted a full
audit of votes under the supervision
of the United Nations and agreed to
share power in a future government.

Since then, however, the two
feuding camps repeatedly threat-
ened to scuttle the agreement,
prompting Mr. Kerry to travel to Ka-
bul a second time last month. Dur-
ing his second visit, the candidates
renewed their pledge to cooperate.

Now, both parts of the deal bro-
kered by Mr. Kerry appear to be
breaking down, just as time is run-
ning out for the new president to
sign a security agreement that
would allow U.S. forces to stay in
Afghanistan once the international
military coalition’s current mandate
expires in December.

On Monday, Mr. Abdullah’s camp
threatened to end talks with Mr.
Ghani’s camp unless their demands
on the audit and on the political
deal are met Tuesday.

Mr. Abdullah’s observers last
week pulled out of the audit, saying
they weren’t satisfied with the crite-
ria used to identify suspect votes.
The audit continued without repre-
sentatives of the two parties, and
Afghanistan’s election commission is
expected to release its outcome in
coming days.

Sayed Fazil Sancharaki, a spokes-
man for Mr. Abdullah, told reporters
Monday that they want the audit
stopped and that they will reject its
result unless their criteria are ap-
plied. “We will reject such an an-
nouncement, and the people of Af-
ghanistan will stand against it,” said
Mr. Sancharaki. “We are fed up,” he
said.

Mr. Abdullah’s aides said that if
their concerns aren’t addressed,
they will consider the runoff vote
inconclusive.

Meanwhile, talks on a power-
sharing agreement have reached a
deadlock. Despite weeks of negotia-
tions, the two camps still have very
different visions of what a unity
government should look like. Mr.
Abdullah’s team sees it as a coali-
tion government, where power is
shared equally; Mr. Ghani, on the
other hand, believes the winner
should play a bigger role in forming
a government.

“We want a genuine and even
partnership between the two
teams,” said Mahmud Saikal, an aide

to Mr. Abdullah. “They want a mo-
nopoly of power.”

Much of the disagreement has
centered on the role of a chief exec-
utive officer, who would be picked
from the losing side. Mr. Abdullah’s
team wants a powerful CEO, a posi-
tion they eventually want replaced
with that of prime minister through
a constitutional amendment.

That is not something that the
Ghani camp is ready to accept. “The
government of national unity does
not mean we can bypass Afghani-
stan’s constitution. Dr. Ghani cannot
accept unconstitutional demands,”
said Ajmal Obaid Abidi, a senior
member of the Ghani team. “He
does not believe in a shareholder

government.”
A powerful ally of Mr. Abdullah,

Atta Mohammad Noor, the governor
of Balkh province, on Monday called
on his supporters to prepare for
peaceful protests and to occupy gov-
ernment buildings, a step he de-
scribes as an “orange movement.”

A failure to reach a solution
would upend what was supposed
the first democratic transfer of
power in the country’s history.

The election’s winner was due to
President Hamid Karzai, who has
been in power since the U.S. toppled
the Taliban in 2001.Mr. Karzai last
week said he was ready to step
down on Tuesday. But since there is
still no clarity on who won the elec-
tion, Mr. Karzai will stay in office
longer, according to his spokesman.

“The President is not considering
the step-down before the official
transfer of power to the new Afghan
president. It is unconstitutional to
step down before officially transfer-
ring the power to his successor,”
said the spokesman, Aimal Faizi.

Tensions between the two camps
are deepening days ahead of a cru-
cial North Atlantic Treaty Organiza-
tion summit in Wales.

There, leaders of member coun-
tries are expected to discuss their
military and financial commitments
to Afghanistan and its security
forces after the end of this year. In
a statement, the U.N. said it is work-
ing with both candidates to address
their concerns.

On Monday, the U.N.’s chief of
mission in Afghanistan, Jan Kubis,
met the two candidates and with
U.S. Ambassador James Cunning-
ham.

BY MARGHERITA STANCATI

Lesotho Seeks Calm
After Fears of Coup

JOHANNESBURG—Leaders of Le-
sotho agreed Monday to take steps
to restore order to the tiny moun-
tain kingdom, after an apparent
coup attempt over the weekend.

Following meetings with South
Africa’s President Jacob Zuma in
Pretoria, Lesotho’s Prime Minister
Thomas Thabane and his deputy,
Mothetjoa Metsing—part of a fragile
coalition government—agreed to re-
open parliament. The prime minis-
ter had suspended parliament in
June, following earlier fears of a
military coup; Mr. Metsing had
planned a protest march Monday
against the decision but huddled in-
stead with officials in Pretoria.

On Saturday, soldiers had
stormed police stations, exchanging
fire with police. The prime minister
fled to neighboring South Africa,
where he accused army officers of
staging a coup. Lesotho’s military
denied it had attempted a coup and
said it was trying to prevent the po-
lice from arming the opposition.
South African officials and other re-
gional leaders have been busy since
then trying to find a path out of the
political turmoil. As part of the pact
that Mr. Zuma brokered, Lesotho’s
leaders agreed to work with repre-
sentatives of the Southern African
Development Community, a regional
body, to chart a way forward and to
maintain security, according to a
statement from the South African
president’s office. Details weren’t
disclosed.

With their top leaders out of the
country, residents in the capital,
Maseru, on Monday stockpiled wa-
ter, eggs and other foodstuff to
brace for more potential trouble, ac-
cording to a member of Lesotho’s
parliament who declined to be iden-
tified. Police, he added, were largely
off the streets, adding to the sense
of unease.

“There’s anxiety,” he said. “But
the security situation is fine—for
now.”

On Saturday, the U.S. Embassy in
Maseru said the State Department
had ordered the departure of non-
employee family members from the
mission amid security concerns. In
an emergency message, the embassy
warned U.S. citizens to avoid crowds
and demonstrations.

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, Mr. Thabane. But the coali-
tion’s political grip has been shaky.
Mr. Thabane’s ties to the military
have been a continuing source of
tension—and coup rumors have sur-
faced frequently, alarming officials
in Pretoria.

Lesotho—encircled by South Af-
rica—has a population of only
around two million people. But it
holds strategic importance for its
bigger neighbor. Lesotho’s mountain
rivers supply water to many of
South Africa’s parched provinces,
including commercial hub Gauteng.

BY PETER WONACOTT

Afghan Presidential candidate Abdullah Abdullah’s camp on Monday threatened to end talks on the election crisis.
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Dubai’s IPO Market
Showing Signs of Life

DUBAI—Five years after Dubai
teetered on the brink of financial di-
saster, signs are emerging that the
market for initial public offerings in
the emirate is coming back to life,
as the owner of the world’s largest
shopping mall prepares to sell
shares to the public.

Emaar Properties, Dubai’s high-
est-profile real estate group, said
Sunday it plans to list at least 15%
of its profitable and fast-growing
malls business, a unit that real-es-
tate-services firm JLL values at
about $10.6 billion.

This would be the biggest share
sale since 2007.

Fund managers and analysts say
that a successful IPO of Emaar
Malls could pave the way for other
local companies to follow suit.
Among the potential issuers are two
private-equity groups, Gulf Capital
and Ithmar Capital, as well as two
government-owned property firms,
Nakheel and Meraas Holding, ac-
cording to bankers.

Earlier this year, Emirates REIT
and retailer Marka launched IPOs
that generated strong investor in-
terest.

The willingness of these compa-
nies to go public is a reflection of
Dubai’s resurgent economy and un-
derscores the main stock exchange’s
performance—up 54% since the
start of the year.

The U.A.E.’s upgrade to emerg-
ing-markets status by index com-
piler MSCI Inc. has also generated
more interest from international in-
stitutions.

“There is an IPO renaissance in
the U.A.E., and with the MSCI up-
grade to Emerging Market status in
May, we continue to see positive
momentum with clients considering

an IPO,” said Declan Hayes, manag-
ing director, transaction services at
Deloitte Corporate Finance.

The renewed IPO interest stands
in contrast with Dubai’s predica-
ment only a few years ago, when
many of the emirate’s state-owned
holdings were involved in complex
restructuring because they were un-
able to service debts accumulated in
the precrisis years to fund expensive
expansion plans at home and
abroad.

IPO activity after 2009 dried up
and the few companies that had the
desire to float, including Abu
Dhabi’s Gulf Marine Services, two
hospital groups and Dubai developer
Damac, opted for the London Stock
Exchange instead of a local listing.

The economies in the Persian
Gulf have since then picked up
steam and companies have started
dusting off plans to go public again.
In the first six months of this year,
the value of all IPOs in the Gulf re-
gion tripled to $2.2 billion from the

same period in 2013, according to
figures from Ernst & Young.

“Taken together with the fact
that Dubai has positioned itself as a
financial-services hub in the region,
it isn’t surprising that we’ve seen an
increase in the number of IPOs,”
said Ghadir Abu Leil-Cooper, Baring
Asset Management’s head of EMEA
Equities. “This also reflects the de-
cision of many corporate boards to
raise financing through the market,
which is a perfectly legitimate fi-
nancing route, and sometimes the
desire to monetize some of the
value of a family shareholding while
preserving the corporate structure.”

One potential sticking point for
issuers looking at Dubai is that the
main exchange requires companies
to sell at least 55% of the firm.

In the case of Emaar, which said
it is selling at least 15% of its malls
business, the regulator granted an
exemption, which some consider an-
other sign that Dubai is willing to
accommodate potential issuers.

BY NICOLAS PARASIE

Europe Banks Aim
To Revive ‘Cocos’

The prospect of quantitative eas-
ing in Europe is reviving the market
for risky bank debt, with two Euro-
pean lenders testing the waters on
so-called contingent-capital bonds, or
cocos, after a monthslong drought.

Cocos—which can convert to eq-
uity or be wiped out if the issuer’s
capital levels drop below a thresh-
old—had a booming start to the
year as banks took advantage of re-
cord-low rates to bolster their bal-
ance sheets ahead of a banking-sys-
tem health check this fall.

Issuance surged to a record €33.6
billion ($44.1 billion) in the first half
of the year, before the market ground
to a halt in July when financial diffi-
culties at Portugal’s Banco Espírito
Santo and U.S. Federal Reserve
Chairwoman Janet Yellen’s warning
about the high price of risky debt
prompted investors to pull back.

On Monday, though, two Euro-
pean banks started meeting inves-
tors to gauge interest in cocos they
plan to sell.

Italian bank UniCredit SpA and
Spanish peer Banco Santander SA
are hoping to become the first
banks to issue cocos in Europe since
mid-June.

Analysts say the two banks will
be helped by expectations that the
European Central Bank may soon
take more-aggressive measures to
jump-start the region’s flagging
economy, prompting yields on most
types of debt to fall.

“Yields are very low, so it makes
sense to move fast,” said Roger
Francis, a credit strategist at Miz-
uho International PLC.

On average, coco debt yields
5.79%, according to a Bank of Amer-
ica Merrill Lynch index.

Average yields rose as high as
6.19% in August, still some 0.15 per-
centage point lower than at the
start of the year, according to fig-
ures from Bank of America.

Covered bonds—bank debt
backed by loans such as mortgages
and thought of as the safest they
sell—yield 0.96% on average, ac-
cording to a Markit index.

Mr. Francis said other European
banks could follow Santander and
UniCredit. Banks could issue as
much as €18 billion of these bonds
over the next four months, he said.

Regulators are encouraging banks
to sell cocos as a way to shift the
cost of future bank rescues from tax-
payers onto bondholders by boosting
the amount of capital they have
available to absorb potential losses.

Others say banks could delay is-
suance until regulators complete the
health checks this fall.

Ben Bennett, a credit strategist at
Legal & General Investment Manage-
ment, said a handful of banks may
seek to take advantage of the recent
fall in borrowing costs, though issu-
ance is likely to be limited.

“I’d have thought that most issu-
ers would wait until after the
[health checks] to issue,” he said.

Mr. Bennett declined to comment
on whether his firm would consider
participating in any of the deals.

BY BEN EDWARDS

MARKETS

Picture-taking outside the Dubai Mall, owned by Emaar Properties.
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Asian Currencies Go Higher
stocks and bonds this year, almost
one-third of the $176.9 billion that
has flown into global emerging
markets. That compares with the
$195 billion received during all of
last year, according to data from
the Institute of International Fi-
nance.

The strong performance of the
Asian currencies against the dollar
comes as the U.S. unit has broadly
rallied against most other curren-
cies amid expectations the Fed will
eventually raise rates that would
boost yields in the U.S. Other
emerging-market currencies are
mostly faring worse, with the Turk-
ish lira close to its weakest level in
four months and the South African
rand down 1.8% this year.

Analysts at Bank of America
Merrill Lynch say the decoupling of
Asian currencies from global for-
eign-exchange movements has been
driven by a range of forces. Some
central banks are acting to support
their currencies, elections in India
and Indonesia have brought busi-
ness-friendly governments to
power, and U.S. Treasury yields
have dropped, which tends to weigh
on the dollar.

To be sure, analysts and inves-
tors say these Asian markets are
still vulnerable to outflows if risk
aversion rises or economic condi-
tions in the region worsen. Chief
among the worries is when the Fed
will raise rates.

“There is still uncertainty as to

Continued from page 15 the degree of the rate hike or when
the rate hike is going to be enacted.
Nobody is massively pricing that in
yet,” said Sacha Tihanyi, a senior
currency strategist at Scotiabank
in Hong Kong. “That doesn’t mean
it’s not going to get choppy and vio-
lent when the signal does come,
whenever it does come.”

For now, though, concerns have
eased about the tapering of the
Federal Reserve’s easy-money poli-
cies, while the European Central
Bank and Bank of Japan are look-
ing to continue easy-money poli-
cies, sending funds back into high-
yielding markets.

“Even if the Fed stops expanding
its balance sheet, you’ve got the
two other large central banks ex-
panding their balance sheets.
You’ve got a lot of money-printing
going around,” said Rahul Chadha,
co-chief investment officer at Mirae
Asset Global Investments in Hong
Kong.

Investors say the move into Asia
isn’t just a chase for yield, and that
they are still being discriminating.

Mr. Chadha said “quality cycli-
cal” stocks that move in tandem
with ups and downs in the economy
have performed well, pointing to
the auto, information-technology
and pharmaceuticals sectors in In-
dia. He also said that stocks of
overly indebted companies have re-
mained weak. Mr. Chadha’s regional
fund has a large, overweight posi-
tion in Indian equities, which make
up 23% of the fund.

So-called coco bonds can
convert to equity or be
wiped out if the issuer’s
capital levels drop below
a threshold.
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Beijing’s Ruling on Vote Stirs
Fear Over Hong Kong Status

Hong Kong has prospered as a financial
and business center through both British
and Chinese Communist rule by being able
to largely ignore politics and focus squarely
on the bottom line.

Now, a series of reminders from Beijing
of who’s in charge—including a weekend de-
cree that it will effectively decide who can
run for Hong Kong’s top post in 2017—bring
politics directly to the fore and raise the
possibility that some of the pillars that have
supported the city’s commercial success are
under threat. Most immediately, the deci-
sion appears likely to cause protracted anti-
government demonstrations that at least
temporarily could slow the city’s normal ef-
ficiency.

Across Hong Kong on Monday, bankers
and finance executives played down the im-
pact that Beijing’s decision, which had been
widely expected, will have on the city’s rep-
utation as a global finance center built on
rule of law.

Still, questions remain about what’s next,
in particular whether Hong Kong’s transpar-
ent, Western-style legal system will begin
bowing toward China.

Concerns in the legal community, in par-
ticular, ramped up after Beijing said this
year that Hong Kong’s administrators—in-
cluding its judges—must “love the country.”

“Ultimately the legal system is pretty
much answerable to Beijing, but they have
chosen to allow Hong Kong to live in a bit
of a bubble,” said Nigel Davis, a lecturer of
law at the University of Hong Kong. “The
way things are going, it looks to me like
that bubble could be burst.”

The promise of access to the mainland
market and a solid legal and financial sys-
tem have made Hong Kong attractive for
businesses.

That held true as China grew at a dou-
ble-digit rate and largely kept out of Hong
Kong’s affairs. But a growing sense that
Beijing is tightening its control over the
city at a time when China’s economy is
slowing threatens to diminish some of
Hong Kong’s appeal.

The prospect of a civil-disobedience cam-
paign as well as concerns about creeping in-
fluence from Beijing in the city’s judicial
and regulatory institutions add to factors
that may color long-term planning, such as
whether to register a business venture or
establish a trust fund in the city—the kind
of activities that keep Hong Kong’s lawyers
and bankers employed.

“There’s very little appreciation for how
difficult it is to build institutions, and easy
to destroy them,” says Mark Clifford, execu-
tive director of the Asia Business Council
and longtime resident of Hong Kong.

For China, Hong Kong has acted as a
showcase that it can manage a free-market
hub. From the start, China has signaled its
own anxiety that its rule could risk “killing

the golden goose.”
But in 1990, as it laid preparations for a

new flag for Hong Kong once it reverted to
Chinese sovereignty, it said five stars sewn
into flower petals would “symbolize the
fact that all Hong Kong compatriots love
their motherland.”

But now, Beijing is pushing the concept
of loving China to the fore, calling it a pre-
requisite for anyone eligible to run Hong
Kong in coming years.

For a rule-based city that counts on le-
gal code as its bedrock, ambiguous terms
like “love” are sowing confusion.

When China extended the requirement to
“love the country” to all Hong Kong admin-
istrators, including judges, hundreds of law-
yers marched in protest. Retired Hong Kong
Chief Justice Andrew Li called Beijing’s cat-
egorization of judges as administrators “un-
fortunate” in an Aug. 15 commentary in the
South China Morning Post.

“Under the principle of judicial indepen-
dence, judges should not be pro- or anti-
anyone or anything,” he wrote.

Beijing officials have blamed the uproar
on misunderstandings related to translation.

There are also signs that businesses are
coming under pressure from Beijing to dis-
associate themselves from democracy advo-
cates.

The world’s four largest accounting firms
voiced concerns in a June ad in Hong Kong
media about the prospect of protests that
had threatened to paralyze Hong Kong’s
business district in the absence of “genuine
choice” on the city’s chief executive.

In the ad, the Hong Kong affiliates of
Ernst & Young LLP, PricewaterhouseCoo-
pers, Deloitte LLP and KPMG LLP said they
worried about protests “shaking Hong Kong
from its position as an international finan-
cial and commercial center.”

The unusual move led some to question
whether the firms acted unprofessionally by
taking a stance on a politically charged is-
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Police officers stand guard in Hong Kong’s Central district on Monday. Pro-democracy activists have threatened to paralyze the district over Beijing’s ruling on the city’s 2017 elections.

IN DEPTH

Finance Heavy
Make-up of Hong Kong’s gross
domestic product

The Wall Street Journal

Source: Hong Kong’s Census and Statistics
Department, 2012

Note: Numbers rounded to the nearest
percentage point.
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Beijing Ruling Sparks Backlash
HONG KONG—Pro-democracy legislators

heckled a top Chinese official Monday as he
sought to explain Beijing’s position on how
Hong Kong should elect its leader, while po-
lice and demonstrators scuffled outside the
venue.

Dozens of pro-democracy politicians dis-
rupted remarks by Li Fei, deputy secretary-
general of the Standing Committee of the
National People’s Congress, China’s rubber-
stamp parliament, which decreed on Sun-
day that candidates for Hong Kong’s top
leadership post must be approved by a
committee heavily loyal to Beijing.

Legislators shouted slogans and held up
signs saying “breach of promise” and
“shameful.” A few of them were escorted
out by the police, while some were dragged
out.

Police used pepper spray to restore or-
der outside the venue, the AsiaWorld-Expo
near Hong Kong’s airport, after some pro-
testers tried to force barricades set up by
police, according to a police spokesman.

A 21-year-old social worker identifying
himself only as Kit said he and others in his
pro-democracy group of activists were pep-
per-sprayed by police. “We are here to pro-
test in a peaceful manner,” he said.

According to the police, the pepper
spray was used after protesters consistently
ignored police warnings to back down.

Sunday’s decree capped months of blunt
reminders from Beijing of who is in charge
in the former British colony and drew im-
mediate ire from pro-democracy voices in
Hong Kong. China’s government has for
years been contending with a democracy
campaign in Hong Kong, a major interna-
tional financial center. It has counted on
support from Hong Kong’s business elites
and what local media have sometimes
called a silent majority of locals more inter-
ested in steadily rising living standards
than politics.

Democracy advocates, however, say Bei-
jing has been infringing on the autonomy it
guaranteed the city 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 govern-
ment more responsive to the public.

Pro-democracy voices in Hong Kong
have threatened a mass civil-disobedience
campaign if they weren’t offered “genuine
choice” in 2017 elections, and 23 legislators

said Sunday they would veto Beijing’s pro-
posal in the 70-seat Hong Kong legislature,
where it needs a two-thirds approval. By
constituting a bloc of more than a third,
the city’s 27 pro-democratic legislators hold
effective veto power.

If the package is voted down, Mr. Li
said, there will be no universal suffrage in
2017. If the proposal doesn’t pass, he said,
“The governance of Hong Kong would turn
more difficult. Many people in Hong Kong
are very worried about it.”

Beijing’s position is that its proposal
provides for the most democratic regime
Hong Kong’s 7.2 million residents have ever
enjoyed, after over a century after British
colonial rule. Until the handover, Hong
Kong was led by a governor—most often a

career diplomat—appointed by the British
government.

Since China took over in 1997, the city’s
leader has been selected, around once every
five years, by an election committee
stacked with Beijing loyalists and members
of the business community, in an arrange-
ment to ensure that the winning candidate
was palatable to China.

If legislators vote down the reform pack-
age, the selection method for the chief ex-
ecutive in 2017 will revert to the previous
arrangements, Mr. Li said Monday.

Pro-democracy lawmakers, however, say
that means little, arguing that the reforms
announced Sunday are no more democratic
than the committee-based selection pro-
cess.

As for planned protests in Hong Kong in
coming weeks, Mr. Li called one main orga-
nizer, activist group Occupy Central, illegal.
“History and practical experience tells us
that if some people want to instigate radi-
cal activities, and we succumb to that, that
will only breed further illegal activities.”

As he spoke, protesters outside held up
banners demanding “genuine elections,”
and hurled insults at pro-Beijing politicians
in Hong Kong, saying “their conscience has
been devoured by dogs.”

Meanwhile, pro-Beijing supporters also
in attendance waved Chinese flags and held
signs saying, “Respect the decision of the
National People’s Congress.”

—Isabella Steger
contributed to this article.

By JennyW. Hsu,
Chester Yung
and Jeffrey Ng

Hong Kong pro-democracy lawmaker Leung Kwok-hung is dragged away by security guards after heckling a Chinese official Monday.

IN DEPTH

sue, says Denis Wang, a founding director of
the Chinese University of Hong Kong’s gradu-
ate program in global business.

A few days later, an ad that claimed to have
been placed by employees of the so-called Big
Four appeared in the Apple Daily newspaper,
admonishing the companies by saying, “Hey
boss, your statement doesn’t represent us.”

Also in June, Next Media Ltd., which owns
the Apple Daily, said HSBC Holdings PLC and
Standard Chartered PLC pulled millions of dol-
lars in advertising from the newspaper, which
is known for its criticism of Beijing. Represen-
tatives for the two banks have said the deci-
sion to halt ads was a purely commercial one,
though Next Media said the move was
prompted by pressure from the Chinese gov-
ernment.

Events such as these are raising concerns
about whether Beijing is stepping up pressure
on the business community to support its poli-
cies, and where such interference will end.

Businesses in Hong Kong have counted on
the rule of law for predictability and fairness,
especially as foreign businesses have been in-
creasingly targeted by authorities in China,
lately on antitrust grounds.

Fears of a threat to Hong Kong’s role as a
trading center aren’t new. Britain’s decision in
1984 to cede the territory to China initially

Continued from previous page sparked high levels of anxiety, including in the
business community, prompting a flood of for-
eign-passport applications. Yet by the 1997
handover, Hong Kong largely embraced the re-
turn to the motherland, led by investors whose
early optimism helped them rack up big prof-
its.

Since then, enormous prosperity has been
created, but the mainland’s money and people
have also appeared to overwhelm the city,
adding to crowding both in its subway and in
its financial sector: Seven of the heaviest
weightings in the Hang Seng Index of stocks
that was once the bevy of local landlords and
trading companies are now mainland compa-
nies.

Many bankers on Monday said that Beijing
has little interest in upsetting a financial sec-
tor it relies on as a gateway for global capital
for Chinese companies and investors.

“Investment bankers are opportunistic,
flexible and savvy enough to know that to
work in Hong Kong you have to play by China’s
rules,” said Philippe Espinasse, a former in-
vestment banker in Hong Kong who now
writes on the industry.

And in several instances, Beijing has ap-
peared to protect the city’s special position.
When Hong Kong’s economy was reeling in
2003 during the deadly SARS virus outbreak,
Beijing rushed out an agreement that dropped

trade barriers between Hong Kong and main-
land China.

But Beijing’s decision to limit the choice of
Hong Kong people in deciding their next leader
adds risk to a historically low risk environ-
ment and Beijing critics say it dents Hong
Kong’s appeal as one of the world’s leading fi-
nancial centers.

“Every year, we see a steady erosion of the
one-country, two-systems policy,” said Anson
Chan, a former chief secretary in the Hong
Kong government starting under British rule
who has since founded a political group fight-
ing for a one-person-one-vote system. “For
members of the judiciary to have to be patri-
otic, this has serious implications for busi-
ness,” she said. “If it’s one thing that the busi-
ness community values, it’s the rule of law.”

Ms. Chan said she had urged the business
sector to stand up to Beijing’s demands. “It’s
not in the interests of the commercial sector
to cave in because it will just cause Beijing to
demand more,” she said.

Until the past few months, faith in the in-
dependence of Hong Kong’s regulators had
also been strong. Earlier this year, Hong Kong
regulators effectively blocked e-commerce
company Alibaba, one of China’s great busi-
ness success stories, from listing its shares in
the city because of the way its corporate struc-
ture treats outside investors.

But in a development that raised eyebrows
around its timing, Hong Kong’s antigraft
watchdog raided the home of Jimmy Lai, the
founder of Next Media Ltd. and a staunch Bei-
jing critic, in connection with his contributions
to pro-democracy politicians. To some ana-
lysts, the raid suggested the commission—once
unquestioned as an independent corruption
fighter—was acting under political influence.
Regulators said the move wasn’t politically
motivated.

Should such concerns grow, other Asia fi-
nancial hubs are eager to take over Hong
Kong’s role. Tokyo, which has tried unsuccess-
fully to become Asia’s financial hub for years,
quickly seized on an opportunity to promote
itself after Beijing’s decision on Hong Kong.

“What has just happened isn’t a single iso-
lated incident,” Tokyo Gov. Yoichi Masuzoe
told reporters following a Monday meeting to
promote the city as an international financial
center. He described Hong Kong as “a different
society than ours. True, English is understood
there, but freedom is far more firmly guaran-
teed in Japan.”

Some firms looking to start operations in
Asia are now looking to Singapore as an alter-
native, said one executive, adding, “I haven’t
heard that on the agenda before.”

—Kosauku Narioka in Tokyo
contributed to this article.
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OPINION: REVIEW & OUTLOOK

T he people of Hong Kong can plead
or protest for democracy all they
want, but they can only hold a

sham election for Chief Executive in 2017.
That was the ruling of China’s rubber-
stamp National People’s Congress on Sun-
day.

Moderates on both sides of the politi-
cal spectrum in Hong Kong had urged
compromise. They proposed nomination
procedures that would satisfy Beijing’s
concerns while still allowing the free elec-
tion that China promised in 1997 when it
made the city a self-governing special ad-
ministrative region for 50 years. Beijing
not only rejected these ideas, it seems
they were never seriously considered. The
Communist Party insists on absolute veto
power over the choice of candidates.

The result will be more frustration in
Hong Kong. Since the handover from Brit-
ish rule, the city has suffered under medi-
ocre leaders weakened by their lack of a
popular mandate. This has angered parts
of the population, particularly the young,
and some are promising acts of civil dis-
obedience.

The anger is likely to grow. The pro-de-

mocracy camp has enough votes in the lo-
cal Legislative Council to reject Beijing’s
sham democracy plan, and a poll by Chi-
nese University in Hong
Kong found that 60% of
the city’s people want the
legislature to vote it down.
If Beijing’s plan is voted
down, the next Chief Exec-
utive will be selected us-
ing the current nondemocratic system, in
which a 1,200-member committee made
up largely of China’s businessmen friends
picks the leader. Their choice will face in-
creased resistance from all but the most
loyal pro-Beijing partisans.

Beijing is already giving a taste of how
it intends to handle any dissent. In the
People’s Daily and other state media Sat-
urday, a Foreign Ministry spokesman ac-
cused some in the city of “colluding” with
external forces. These foreign govern-
ments seek “not only to undermine the
stability and development of Hong Kong
but also to attempt to use Hong Kong as
a bridgehead to subvert and infiltrate the
mainland.” This is the familiar dishonest
ploy to brand democrats unpatriotic and

a threat to national security.
Last week police raided the homes of

media tycoon Jimmy Lai and a pro-de-
mocracy legislator. Mr. Lai,
who has bravely financed
the democracy movement,
is accused by pro-Beijing
publications of being a
pawn of the U.S. govern-
ment. He and other pro-de-

mocracy figures have been threatened by
pro-Beijing mafia groups.

This Putinist politics gets a pro-busi-
ness gloss because most of the city’s rich-
est businessmen long ago submitted to
Beijing’s will. Last week Wang Zhenmin,
the dean of the Tsinghua University Law
School, was sent to Hong Kong to explain
that the electoral system is designed to
please the business elite: “If we just ig-
nore their interests, the Hong Kong capi-
talism will stop. So that’s why on the one
hand we realize universal suffrage in
Hong Kong, on the other hand we must
guarantee the continued development of
capitalism in Hong Kong.”

The threat to Hong Kong’s capitalism
comes not from democracy, but from the

cronyism and erosion of the rule of law
that are infiltrating from the mainland.
Businessmen may want to curry favor
with politicians, but it is competition that
drives capitalist prosperity. Beijing fool-
ishly believes that turning Hong Kong into
a paradise for oligarchs will make it easier
to control.

Beijing’s real motive for Sunday’s deci-
sion is fear that a demonstration of demo-
cratic success in Hong Kong would spread
to the mainland. The Communist Party’s
approach to the territory turned harsher
after Xi Jinping became chairman of the
Party committee on Hong Kong affairs in
2008. So it is no surprise that as supreme
leader he continues to take a hard line
against democracy.

The tragedy for both Hong Kong and
China is that the conflict is unnecessary.
The city is manifestly ready for democracy,
which would give Beijing fewer headaches
rather than more. The cautious and prag-
matic population would never elect the
populist firebrand that Beijing fears. In-
stead a vibrant city is caught in a down-
ward spiral of disaffection and fear. Mr. Xi
deserves the blame for the consequences.

M aybe miracles do happen. A
member of Francois Hollande’s
new cabinet, barely two days

into the job, took on one of the center-
pieces of the country’s dysfunctional
economic policy: the notorious 35-hour
work week.

It’s time to rethink labor policy, newly
installed Economy Minister Emmanuel
Macron said in an interview with Le
Point magazine last week. After discuss-
ing his desire to simplify measures that
force small firms to offer progressively
more expensive benefits the more em-
ployees they hire, he suggests that the
government also could “allow enter-

prises and branches, with a majority
agreement [with workers], to waive the
rules on working hours and compensa-
tion.”

Congratulations to Mr.
Macron for starting in the
right place. The 35-hour
work week, which forces
employers to pay over-
time or offer compensa-
tory vacation time if employees exceed
the limit, was introduced in 2000 as a
jobs-creation measure. The Socialist gov-
ernment of the day argued that employ-
ers would have to hire more people to
produce the same level of output if each

worker worked less. Instead it has driven
up French labor costs and deterred job-
creating investment.

Unions are furious
about Mr. Macron’s trial
balloon, and President
Hollande’s skittishness
about challenges from the
far left of his Socialist
Party may deter him from

following through. Still, Mr. Macron’s
clear thinking on this and other issues
makes for a refreshing change from pre-
decessor Arnaud Montebourg, whose
main economic idea was to chase away
foreign investors.

Meanwhile, although Mr. Macron’s
thoughts on the work week have at-
tracted the most attention, elsewhere in
the interview he offered a broader prin-
ciple that could apply to the Obama Ad-
ministration as much as France:

“It’s a matter of getting out of the
trap where the accumulation of rights
granted to workers transforms into
handicaps for those who don’t have jobs,
especially young people and those from
overseas. . . . We forget that historically
the law served to protect the rights of
the most vulnerable, but today the su-
perabundance of laws can instead handi-
cap the most vulnerable.”

I ran’s leaders are preparing for an-
other visit to New York this month
for the U.N. General Assembly, but

many of their citizens aren’t going any-
where as they languish in
the regime’s prisons for
political crimes. One nota-
ble case is Farshid Fathi,
an evangelical Christian
pastor who this week will
spend his 35th birthday in
jail.

The intelligence minis-
try arrested Pastor Fathi in December
2010. The father of two then spent a year
in solitary and semi-solitary confinement
in Evin prison’s Ward 209, reserved for
political cases. There he was interrogated
for hours on end and subjected to psy-
chological abuse, according to an Iranian
Christian convert who has also spent
time in prison for his beliefs, currently
resides in the country and is familiar
with Pastor Fathi’s case.

A Tehran revolutionary court in Feb-
ruary 2012 convicted Pastor Fathi of act-
ing against national security and sen-

tenced him to six years including time
served. More recently he has been trans-
ferred to Rajai Shahr prison on the out-
skirts of Tehran, where he is sharing a

cell with addicts and other
common criminals who
routinely harass and
threaten him. When he in-
quired about the reason
for this latest transfer, the
pastor was told that it was
because he sang Christian
hymns.

The Iranian regime knows the political
value of punishment and humiliation all-
too well, and in Pastor Fathi’s case his
harsh imprisonment is meant to send a
message to his followers. Iran’s tradi-
tional Christian communities, such as Or-
thodox Armenians and Assyrians, are
protected under the Islamic Republic’s
constitution as so-called People of the
Book. Their daily lives are subject to var-
ious legal restrictions, however. Their
schools and church activities are closely
watched, and they can’t lead most public
institutions.

Converts to Christianity receive harsher
treatment since Tehran’s authoritarians
won’t tolerate Shiites leaving the official
religion. Apostasy is punishable by death
under Shariah law, and Persian-language
Bibles are banned (though contraband edi-
tions can be purchased in some book-
stores). Yet the Internet has made it in-
creasingly difficult for Tehran to root out
evangelical Christianity, and the movement

by some estimates claims up to 500,000
Iranian believers.

Islamic State fighters in Syria and Iraq
have recently given the world a display
of brutal vigilantism against minority re-
ligions. Pastor Fathi’s case is a reminder
that persecution also is conducted by
long-established states, a truth to keep in
mind as the world’s leaders sit down to
tea with Iran’s dictators.

Hong Kong’s Hopes Crushed

Better French Macron-Economics

A Christian Prisoner in Iran

The new Economy
Minister speaks up
for the jobless.

Beijing breaks its
democratic promise,
and unrest may follow.

Pastor Farshid Fathi
shares a cell with
common criminals
solely for his beliefs.

Notable & Quotable
Reporter Alexa Olesen writing at Foreign
Policy magazine, August 11:

China usually bristles at or condemns
U.S. intervention in global hot spots and
has opposed U.S. sanctions against Su-
dan, Syria, Russia, and Iran. But the inter-
ests of Washington and Beijing are un-
usually closely aligned when it comes to
Iraq. On August 8, the official Xinhua
News Agency quoted a Foreign Ministry
spokesperson as saying that China was

“keeping an open mind” about operations
that would “help maintain security and
stability” in Iraq. . . . Wang Chong, a re-
searcher at Charhar Institute, a public di-
plomacy think tank in Beijing, wrote on
Weibo that he “firmly supported” the U.S.
crackdown on IS. Wang added that the
United States “ought to send ground
troops to wipe out those brutal terror-
ists” and that if there was a need, “China
could also send troops to help and pro-
vide training.”
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U.S. Weighs Engines for Osprey
LONDON—Rolls-Royce Holdings

PLC may lose its role as the sole en-
gine provider for the U.S. Defense
Department’s V-22 Osprey aircraft,
as the U.S. military explores ways to
cut costs.

The Pentagon said it is assessing
what engine options may exist for use
on the MV-22s flown by the U.S. Ma-
rine Corps, the CV-22s operated by
U.S. Air Force special-operations per-
sonnel, and export buyers such as Is-
rael. Each V-22 currently is powered
by two Rolls-Royce AE1107C engines.

The V-22 tilt-rotor aircraft, built
by a consortium of Boeing Co. and
Textron Inc.’s Bell Helicopter unit, is
designed to take off like a helicopter
and, once airborne, transition into
airplane mode by rotating the na-
celles—the fuselage that contains
the engines—forward to fly farther
and faster. The aircraft can carry 24
combat troops over a range of 390
nautical miles.

“The V-22 Program is continually
investigating ways to reduce the life
cycle costs of the aircraft,” the U.S.
Navy, which manages the program,
said in an email. “Knowing that
more than 90% of the operational
use of the V-22 is in the future, cou-
pled with budget pressures, it is
prudent to investigate alternatives
to existing systems and the engine is
no exception.”

The Pentagon has struggled to
lower the $60 million price tag of
each tilt-rotor aircraft.

The U.S. Marine Corps is in the
process of acquiring 360 MV-22s.
The Pentagon this fiscal year is pur-
chasing the last CV-22s for the Air

Force. Israel is the first export cus-
tomer for the aircraft. The United
Arab Emirates, Japan and Singapore
are also potential overseas buyers,
according to program backers.

The V-22 program began in the
early 1980s though the tilt-rotor’s
operational introduction was slowed
by a troubled development, during
which there were multiple crashes
and a push by the Pentagon to can-
cel the project over costs, which was
overruled by Congress. The aircraft
entered service in 2007. However,
reliability problems have persisted.

Switching engine makers is un-
usual for military aircraft programs.
The F-35 Joint Strike Fighter, the
Pentagon’s most expensive weapons

program, had an alternate engine
before government officials decided
to stop funding the General Electric
Co. option to save money. The Pen-
tagon has stuck with that decision
even after a fault with one of the
fighter’s engines built by Pratt &
Whitney, a unit of United Technolo-
gies Corp., grounded the fleet for a
short time this year.

Having engine options can yield
savings. The U.S. Air Force in the
1980s introduced engine competi-
tion for the F-16 fighter after Pratt &
Whitney had exclusive rights. The
move is widely regarded to have
lowered costs and led to engine im-
provements as the incumbent and
GE battled for orders.

The U.S. Navy said it is looking
broadly for improvements with a
new engine rather than just more
power. Increased output would aid
the tilt-rotor’s ability to operate at
high altitude and hot weather, and
could be a byproduct of a new en-
gine. V-22s flying in Afghanistan and
Iraq operated in hot weather and at
high altitudes where thin air dimin-
ishes engine effectiveness. Lower
fuel burn and greater durability
could also be a deciding factor in
whether to pursue an alternative.

Rolls-Royce said it has developed
upgrades to the V-22’s engine to
boost power 17% along with reliabil-
ity improvements. Those have bol-
stered the performance in hot cli-
mates and at high altitudes, and
lowered repair intervals. The time
between engine removals has dou-
bled, Rolls-Royce said in a state-
ment.

No decision has been made on
whether to introduce another engine
for the V-22. “This is an inquiry to
allow the program to understand
where industry is headed,” the Navy
said.

The Pentagon is buying V-22s un-
der a five-year multiyear contract
that guarantees companies certainty
over production quantities in return
for lower costs. The engines are pur-
chased separately.

To keep the costs of introducing
an alternative engine low, the Penta-
gon said that any candidate to re-
place the Rolls-Royce turbine would
have to come “with minimal impact
to aircraft operation and physical
systems.” The new engine would
also have to be able to be retrofit
into existing tilt-rotors, it said.

BY ROBERT WALL

Rolls-Royce could lose its exclusive deal to provide engines for the Pentagon’s
V-22 Osprey aircraft. Above, an MV-22B Osprey during a flight last month.
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BUSINESS & FINANCE

EU Queries
Competitors
Of WhatsApp
And Facebook
tween EU antitrust regulators and
Google Inc., aimed at addressing
concerns over the U.S. search gi-
ant’s dominance of online search in
Europe, looks set to be revisited af-
ter intense opposition from top Eu-
ropean politicians. The Google de-
bate played a key role in the
buildup to EU parliamentary elec-
tions in May.

In July, before it was officially
notified of the Facebook-WhatsApp
deal, the European Commission had
sent a first, much shorter question-
naire—about eight pages long—to
several technology companies to
get a better understanding of the
social-media and instant-messaging
markets.

Companies have until Sept. 8 to
reply to the new, longer question-
naire, which contains in-depth que-
ries on the ease of switching be-
tween networks, how easy it is to
create new competitors, and how
the new social-media industry and
its apps compete with traditional
telecom services.

“Do you consider traditional
electronic communications services,
such as voice calls, SMS, MMS,
emails, etc., to be substitutable with
the consumer communications serv-
ices functionalities offered by your
app(s)?” one question asks, looking
into the way in which many people
now use Apple Inc.’s iMessage,
WhatsApp, Twitter direct messages
or other services as alternatives to
Short Message Service—the formal
name for texting.

It also asks rivals what distinc-
tions could be drawn “between
services primarily designed to en-
able users to keep in touch with
their existing friends / relatives as
opposed to services primarily de-
signed to enable users to enter into
contact with new people,” and
which are the biggest Facebook
competitors around the world.

The questionnaire inquires
about what a merged entity could
do with customers’ data, and how
that could affect advertising serv-
ices, in particular the effectiveness
of ads over both mobile devices
such as smartphones and on com-
puters.

“In your view, what would be
the likely impact on WhatsApp and
its user base if post-transaction
WhatsApp… were to start collecting
increased amount of data about its
users (e.g. user location, age, gen-
der, message content, etc.)?” the
questionnaire asks.

It also probes the growing over-
lap between social networks and
messaging services, as companies
scramble to make the most advan-
tageous possible use of consumers’
data.

“Which of the following web-
sites/apps in your view can be de-
scribed as a provider of social net-
working services? Please tick as
many boxes as you consider appro-
priate,” the commission asks, before
listing dozens of services including
Flickr, Foursquare, Google+, Inter-
Nations, LinkedIn, Myspace,
Meetup, Tumblr, Twitter, Skyrock,
Pinterest, Ask.FM and Spotbros.

Personal data and privacy ha-
ven’t previously played major roles
in competition reviews, but some
regulators and privacy advocates
have said that is likely to change.

Continued from page 15

Goldman Took Loss on Banco Espírito Debt
was bailed out and broken up by the
Portuguese central bank.

For Goldman, what started out
looking like a lucrative opportunity
became a money-loser. The Wall
Street bank planned to sell the Es-
pírito Santo debt to outside inves-
tors, but Goldman struggled to find
buyers, according to a person famil-
iar with the matter. The deal also
drew Goldman near the eye of a Chi-
nese political storm.

The transaction with Goldman is
the latest instance of a Wall Street
firm helping finance the Espírito
Santo empire via off-balance-sheet
vehicles before its demise. Portu-
guese regulators are investigating
special-purpose vehicles, adminis-
tered by Credit Suisse Group AG, that
bought debt from Espírito Santo
companies, the Journal reported last
month.

The latest twist in the Espírito
Santo saga started last September,
when Venezuela’s state oil company,
Petróleos de Venezuela SA, known
as PdVSA, awarded an $834 million
contract to a Chinese company
named Wison Engineering Services
Co.

The contract, awarded just days
after Chinese police detained Wison’s
controlling shareholder in an oil-in-
dustry corruption investigation, was
to help build an oil refinery in Puerto
la Cruz on Venezuela’s coast. It
marked the biggest such contract in
Latin America for a Chinese company
and a rare international foray for Wi-
son.

Banco Espírito Santo at the time
had a substantial presence in Vene-
zuela. It had opened a Caracas
branch in January 2012, part of an

Continued from first page ambitious global growth strategy,
and served as banker to the Venezu-
elan government and PdVSA on mul-
tiple projects. A Banco Espírito Santo
marketing presentation this year
touted Venezuela as “an important
market,” noting the large community
of Portuguese expatriates there.

PdVSA, meanwhile, held signifi-
cant sums of Espírito Santo debt,
making it one of the family-owned
conglomerate’s largest creditors, ac-
cording to a person familiar with the
relationship.

Banco Espírito Santo’s financial
problems were intensifying amid rev-
elations of accounting problems at
its parent company. Earlier this year,
Banco Espírito Santo wrote to PdVSA
seeking to reassure it that it would
make good on its debts, according to
a person familiar with the letter.

In May, Banco Espírito Santo ap-
proached Goldman to set up a spe-
cial-purpose vehicle named Oak Fi-
nance Luxembourg SA. Banco
Espírito Santo wanted to use the ve-
hicle to raise dollar-denominated
funding, which was becoming scarce
due to the bank’s financial troubles,
according to the person familiar with
the relationship.

On July 3, locked out of bond
markets and bleeding cash, Banco
Espírito Santo borrowed $835 mil-
lion from Oak Finance, according to
the prospectus.

The borrowed funds were for
purposes including trade financing
for Wison Engineering on PDVSA’s
Deep Conversion Project, according
to the loan agreement included in
the Oak Finance prospectus.

Wison, which is listed on the
Hong Kong Stock Exchange, has
struggled following the police deten-
tion last September of its founder
and controlling shareholder, Hua
Bangsong. The 48-year-old Mr. Hua,
later formally arrested on unspeci-
fied bribery charges, is one of sev-

eral Chinese oil-industry executives
and senior government officials de-
tained in a broad corruption investi-
gation. Chinese authorities haven’t
detailed specific allegations against
the men. Mr. Hua hasn’t made a
court appearance and couldn’t be
reached for comment.

Wison says the investigation
casts doubt on its ability to stay in
business, noting last week that it is
in default on some of its bank obliga-
tions. Nonetheless, Wison announced
on July 21 that it had started its
phase of construction activity on the
Venezuelan refinery project, al-
though it said it had subcontracted
out the work to Chinese state-owned
companies. Wison said in a state-
ment that such subcontracting ar-
rangements are normal and declined
to comment about financial aspects
of the project.

The same day that Banco Espírito
Santo tapped the Oak Finance loan,
Oak Finance issued $785 million of
debt with annual interest rates of up
to 3.5%. Goldman, which served as
arranger and dealer for the transac-
tion, bought the debt and hoped to
sell it at a profit to outside investors.

At first, the arrangement ap-
peared lucrative for Goldman. It
stood to collect fees from Oak Fi-
nance that “will be materially higher
than the fees and/or commissions
typically charged in vanilla bond
transactions,” according to the pro-
spectus.

But Banco Espírito Santo’s finan-
cial difficulties made it hard for
Goldman to attract buyers. During
July, customers and creditors of the
Portuguese lender yanked €3.35 bil-
lion ($4.4 billion) of funds, leaving
the bank with “a severe liquidity
shortfall,” according to Portugal’s
central bank. The bank’s shares
plunged 80% before its Aug. 3 bail-
out.

Goldman eventually sold a por-
tion of the Oak Finance debt, at a
loss, to hedge funds that specialize in
distressed debt, according to a per-
son familiar with the market activity.
Goldman is still holding some of the
debt, which has lost value, this per-
son said.

The fate of the Oak Finance debt
is unclear. The sole collateral on the
bonds is Oak Finance’s $835 million
loan to Banco Espírito Santo. Despite
the bank’s collapse, that loan is sup-
posed to be repaid. It was among the
liabilities transferred to Novo Banco,
the “good bank” that Portugal carved
out of Banco Espírito Santo when it
was bailed out in August, according
to Moody’s Investors Service.

The transaction is the latest instance of a Wall Street
firm helping finance the Espírito Santo empire via
off-balance-sheet vehicles before its demise.
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OPINION

The terror organization that
calls itself the Islamic State is
advancing with monstrous brutal-
ity, persecuting and killing anyone
who stands in its way. In the areas
they control, the IS terrorists en-
slave and humiliate people who do
not share their beliefs. Yazidis and
Christians, as well as Muslims who
refuse to submit to their radical
ideology, are forced to leave every-
thing behind and flee for their
lives. IS now controls a transna-
tional territory that is home to
more than five million people and

contains cities, oil wells, dams and
airports. The fact that these ter-
rorists include a growing number
of foreign fighters from Europe is
a cause of alarm for all of us.

With the advanced weapons
that IS has captured, and its signif-
icant financial means, the terrorist
group is a threat to the survival of
Iraq’s Kurdistan region and to Iraqi
statehood itself—and even to the
already fragile regional order in
the Middle East. Without the re-
cent determined military interven-
tion by the U.S., Kurdish forces
wouldn’t have been able to halt the
advance by comparatively better-

armed IS fighters.
In this dramatic situation, Ger-

many has provided humanitarian
assistance to the people fleeing
from IS and supported the Kurdis-
tan regional government by sup-
plying food, blankets, tents and
generators. Now my government
has decided to expand its aid to
the Kurds by sending weapons and
military equipment.

This decision has sparked in-
tense debate in Germany. Indeed,
some people even see it as a fun-
damental change in German
foreign policy.

I do not share this view. The
fact is that Germany is taking on
its responsibility in the world—in
the fight against IS, but also in the
Middle East, in Africa and in Af-
ghanistan. Along with the Euro-
pean Union, we are particularly
active in the search for a political
solution to the highly dangerous
crisis close to home, the conflict
between Russia and Ukraine.

Responsibility is always about
concrete action. We must calibrate
our engagement depending on
what is at stake for fundamental
principles of a peaceful and just
international order, for our own
interests and our closest partner
countries and allies. Germany’s
skepticism about military interven-
tion and its restrictive approach to
arms exports are politically well-
founded and deeply ingrained in
Germans’ collective consciousness.
There is no paradigm shift regard-
ing our foreign-policy principles,
which include a policy of military
restraint. But in the face of a
threat like the one posed by IS, we

must not hide behind principles.
We must take responsible deci-
sions, knowing full well that they
involve difficult trade-offs. We
take the greatest care in making
such decisions, and we do so in
close coordination with our Euro-
pean, trans-Atlantic and regional
partner countries.

Where there is a threat of mass
murder, where the stability and
order of countries and entire
regions are endangered, and where
there is no chance of successful
political settlements without mili-
tary support, we must be willing to
honestly weigh up the risks of get-
ting involved against the conse-
quences of doing nothing. This was
why Germany decided to take part
in international military interven-
tions in Kosovo in 1999 and in
Afghanistan in 2001. That is also
why we decided that there were
good reasons for opposing military

action in Iraq in 2003.
Our opposition to the IS terror-

ists doesn’t start with supplying
arms, nor does it end there. IS
can’t be stopped by either humani-
tarian or military means alone.
We, the international community,
must develop a comprehensive po-
litical strategy to counter this ter-
rorist organization systematically.

In my view, four main elements
are crucial: We need a new, effec-
tive and inclusive Iraqi govern-
ment in Baghdad to dry up poten-
tial support for IS by closing ranks
with the Sunni tribes. We need
intensive diplomatic efforts to
unite the countries in the region to
confront the IS threat together. We
need the Islamic world’s leaders to
clearly distance themselves from
IS and to unmask the rank cyni-
cism of the propagandists and ide-
ologists claiming religious legiti-
macy for terrorist savagery.

Finally, we need resolute steps to
hamper and prevent the flow of
fighters and funds to IS.

Looking at the crises spanning
the Maghreb, the Middle East and
Eastern Europe, many perceive
that the world is coming loose
from its moorings. Crisis and con-
flict are creeping closer to Europe,
and certainties that have prevailed
for 25 years since the end of the
Cold War have lost their hold.

We in Europe must not indulge
the illusion that we could shut our-
selves away from the world if it
goes to pieces, and maybe offer a
bit of humanitarian aid. Our pros-
perity and our security depend on
our unprecedented network of
political and economic ties to the
whole world. Wherever order falls
apart—especially in the vicinity of
Europe’s borders—we will be
affected too.

In Germany, we therefore need
to ask ourselves objectively: What
are our options, and what are our
responsibilities? In doing so, we
also need to be aware of our limi-
tations. Germany is the largest
country in the EU, politically sta-
ble and economically strong, but
what we can contribute with hu-
manitarian assistance, politically
or militarily to conflict resolution
is only meaningful and effective if
implemented in close collabora-
tion with others. When we act, we
act in concert with our European
and trans-Atlantic partners—this
is and will remain the fundamen-
tal basis of German foreign policy.

Mr. Steinmeier is Germany’s
foreign minister.

Italy has many economic prob-
lems, but one of the most signifi-
cant is also one of the least dis-
cussed: high electricity prices.
Italians, and especially small- and
medium-size companies, pay the
third-highest electricity rates in
the European Union, behind Den-
mark and Cyprus, and their power
is 35% more expensive than the
European Union average. This is a
significant drag on growth, which
is why Prime Minister Matteo
Renzi is finally doing something
about it in a long overdue law re-
cently approved by the parlia-
ment.

The main reason for such high
rates is that Rome traditionally
regarded electricity consumers as

the equivalent of an ATM, an eas-
ily accessible source of the funds
they need to achieve the politi-
cians’ redistributive goals and win
votes. This started in the era of
state monopoly, when employees
of state-owned utilities had a
right to discounted electricity
prices. That “right” was kept in
place for former employees even
after the privatization of the in-
cumbent and the liberalization of
the electricity market were en-
acted. This handout to a favored
group of workers has been subsi-
dized by all consumers until now.
Over time, subsidies were added
to subsidies that were added to
subsidies.

Even since the monopoly was
broken up, the government has re-
tained a central role in rate set-
ting, and has used that power
generously. Since 1963, railways
have enjoyed a discounted energy
price. More recently, a number of
industrial sectors, particularly en-
ergy-intensive industries, also re-
ceive preferential tariffs. Network
costs are also above a reasonable
“efficient level” given the risk pro-
file of the underlying investments.
All of this is subsidized by all the
ordinary consumers who must pay
more for power.

Making matters worse, Italian
renewable generators enjoy what
are perhaps the most generous
subsidies in Europe. Renewable
subsidies account for about one-
fifth of the cost of energy to end
consumers. The average Italian

household now pays about €94
($125) per year to support green
energies on top of their energy
bill, up from €31 per year in 2010.
The growth has been particularly
rapid for solar incentives, whose
impact has grown to €21 per
megawatt-hour in 2013 from €5
per megawatt-hour in 2010. For
each solar megawatt-hour, the
generator gets subsidies that are

five- to seven-times higher than
the average value of energy itself.

Rome piles other taxes and lev-
ies onto electricity consumers,
such as an excise tax, a levy re-
lated to the costs of phasing out
nuclear power and a fee to sup-
port general R&D in the electricity
industry. All these levies, which
fund various other redistributive
schemes, account for about half of
Italy’s excess over the EU average.
Electricity rates would be “only”
17% above average, rather than
the current 35%, if these levies
were equal to the EU average.

The problem has grown partic-
ularly serious since the recession.
The economic crisis drove down
energy consumption. Therefore
Italian consumers pay more and

more both because the base of
subsidized groups has grown, and
because the number of those pay-
ing full rates is shrinking. A new
balance must be found between
the interests of struggling small
companies and subsidized finan-
cial investors that make their sal-
ary off resources forcibly taken
from consumers.

Fortunately, the tide at last
seems to be turning. Federica
Guidi, Italy’s minister for eco-
nomic development, has promoted
a reform package, which includes
a decree converted into law by the
parliament last month as well as
other measures. Starting by the
end of 2014, the reforms will re-
duce by approximately €1.5 billion
per year the amount of subsidies
awarded to various interest
groups. This represents about 10%
of the overall subsidy bill. The
goal is to pull down prices for or-
dinary consumers.

Previous reform efforts have
either tried to contain the rate of
growth of subsidies, or shielded
some powerful groups from the
burden of taxes and levies, but
these never addressed the under-
lying tangle of subsidies that have
pushed rates inexorably higher.
The new measure is different be-
cause it deals with the subsidy
problem head-on, and for every-
one. No special-interest group has
been spared. All of the subsidies
that have been mentioned above
have been reduced or reframed in
order to make them less onerous

to consumers.
The reform has created a lot of

discontent. Vested interests have
noisily opposed it. Nor, for all
their fuss, is this a perfect reform
for consumers. Some argue that
cuts should have been even
deeper. But no one should make
the perfect the enemy of the good.
What really matters is that for the
first time small and medium firms
aren’t paying the bill but rather
will see a concrete benefit.

Even in Italy, if you have politi-
cal will, a vision and courage, re-
sults can be delivered, and the
“vested rights” of rent seekers
may be counterbalanced by the
voice of those who bear the
“vested duty” of paying the bill.
To paraphrase Mr. Renzi’s elec-
toral slogan, at least with regard
to energy, the trend is being re-
versed.

Mr. Stagnaro, a senior fellow of
Istituto Bruno Leoni, a Milan-
based think tank, serves as an
adviser on energy and liberaliza-
tion to Italy’s minister of eco-
nomic development. This article
is written in his personal capac-
ity.
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today.”
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Luxottica CEO Steps Down After 10Years
Italy’s Luxottica Group SpA, the

world’s largest eyewear maker, said
Monday that Andrea Guerra had
stepped down as chief executive af-
ter almost 10 years, in a move that
returns founder Leonardo Del Vec-
chio to a more prominent role.

The company, which makes eye-
wear for the likes of Chanel and
Giorgio Armani and owns brands
such as Ray-Ban and Oakley, said it
will now be run on a co-CEO model,
in which two chief executives will
have distinct responsibilities and
each will be in charge of a unit. The
two units, markets and corporate,
will be complemented by an opera-
tions role, which will be taken by
Massimo Vian, already a Luxottica
executive.

The three areas will fall under
the supervision of 79-year-old Mr.
Del Vecchio, who founded Luxottica
in 1961. In his chairman role, Mr. Del
Vecchio will head an executive com-
mittee made up of the co-CEOs,
which will help the executives main-
tain a unitary strategy.

“We’re entering a third phase [of
the history] of the company,” Enrico
Cavatorta, the current chief finan-
cial officer, said Monday.

Mr. Cavatorta will take on the
role of corporate chief executive. He
said the increasing complexity of
the business had made a new orga-
nizational model necessary.

According to a person familiar
with the matter, the new structure
had been proposed and decided
upon by Mr. Del Vecchio a few
months ago, as he wanted to return

to a strong operational role. He had
relinquished the position 10 years
ago and handed it to Mr. Guerra.

During Mr. Guerra’s years, Mr.
Del Vecchio had a limited role in the
company’s daily management.

For instance, he was informed of
an important agreement that the
former chief executive struck with
Google Inc. on the so-called Google
Glass, only when it already was
completed. Luxottica reached a deal
with Google last March, in which
Luxottica will design and develop
Google’s Web-connected eyewear.

“Maybe he would have liked to
know it a day or two before,” Mr.
Cavatorta said on Monday. Although
Mr. Cavatorta says that this wasn’t
a reason for friction.

“I want to go back to the com-
pany,” Mr. Del Vecchio said few

months ago, when explaining his vi-
sion for the new management struc-
ture, according to the person.

In the new structure, Mr. Del
Vecchio will be much more present
compared with past years, particu-
larly in the transitional phase. But
Mr. Cavatorta said that he won’t
manage day-to-day operations.

“He will only be more with us
than in the past…He will have the
role of a guide and strategic vision,”
he said.

Citigroup said in an analyst note
that it remains skeptical of the new
structure. “[Mr.] Del Vecchio’s first
priority should be to identifying the
right person to replace him as fu-
ture...Chairman rather than CEO of
Markets.”

The intention to have a stronger
role in the company has triggered

clashes between Mr. Del Vecchio and
Mr. Guerra in the past few months,
as Mr. Guerra dismissed the pro-
posal to be a co-CEO, “under the
leadership” of Mr. Del Vecchio, the
person added.

Mr. Cavatorta said Monday that
Mr. Guerra didn’t agree with the
change in the executive structure of
the company, which led to his de-
parture. He also said the increased
powers given to Mr. Del Vecchio
aren’t a step back for the company.

He said that the company’s strat-
egy is unchanged, and it will con-
tinue to grow through acquisitions
and by broadening its role in emerg-
ing markets. Yet the company will
have a renewed focus on return on
investment, Mr. Cavatorta said.

—Liam Moloney
contributed to this article.

BY MANUELA MESCO

Food Processor’s Troubles in China Reflect Broader Perils
nounced the arrest of six China em-
ployees of OSI’s Shanghai plant on
accusations of selling expired prod-
ucts.

Authorities still haven’t an-
nounced the results of tests con-
ducted on meat from the plant. Sev-
eral people briefed on the situation
said the tests haven’t revealed any
safety problems. There have been no
reports of illness from the incident.

Meanwhile, OSI’s China plants ef-
fectively have ground to a halt, the
people briefed on the situation said.

An OSI spokesman said the com-
pany’s 10 facilities in China are all
open for business. The company de-
clined to comment further.

OSI said Monday that it hired an
outside company to oversee OSI’s
vegetable processing plant in the
southern city of Guangzhou.

OSI is the latest in a growing list
of foreign businesses falling afoul of
regulators in China, in industries
such as dairy, technology and phar-
maceuticals.

Chinese regulators last month
levied 1.24 billion yuan ($202 mil-
lion) in fines against 12 Japanese
auto-part makers for alleged price
manipulation. BMW AG, Volkswagen
AG’s Audi and Mercedes-Benz parent
Daimler AG are awaiting possible
punishment following similar probes.
Microsoft Corp. and Qualcomm Inc.
are being investigated for potential
monopolistic activity.

BMW, Audi and Daimler re-
sponded to the investigations by
cutting prices. Qualcomm has said it
is cooperating with authorities; Mi-
crosoft has said that it abides by
laws in China and is cooperating
with investigators.

The actions are deepening the im-

Continued from first page

pression among some foreign busi-
nesses that they are being harshly
targeted. The American Chamber of
Commerce in Beijing reported in
March that 41% of 365 companies
surveyed said the business environ-
ment is less welcoming than it used
to be. Some 61% of European compa-
nies that have operated in China for
more a decade said doing business in
the country is getting more difficult,
according to a survey this year by
the European Chamber of Commerce.

Legal experts said OSI may have
violated a regulation issued in
March that made tampering with
production dates and expiration
dates illegal. But they said the fall-
out has been harsh, given the appar-
ent lack of food-related sickness.

“The real question is why is such
heavy-handed action being taken

against any company?” said Lester
Ross, a Beijing-based attorney with
U.S. law firm WilmerHale.

The China Food and Drug Admin-
istration and Shanghai’s municipal
FDA didn't respond to requests for
comment.

Experts said Beijing could be
sending a message to domestic com-
panies by going after high-profile
foreign businesses. “Officials are go-
ing out of their way to target the
most visible companies,” said Ben
Cavender, a senior analyst at China
Market Research Group.

OSI qualifies. The company be-
gan operations in 1909 in a suburb
of Chicago and in the mid-1950s be-
came a supplier to McDonald’s.
When OSI arrived in China in 1991,
fast-food sales were just taking off.
The company invested in ranches,

hatcheries, feed mills and slaughter-
houses. It is now one of China’s big-
gest poultry producers, capable of
processing more than 300 million
chickens a year. It also supplies
pizza toppings, hamburgers and the
lettuce that goes on them. OSI
doesn’t disclose how much of its
revenue comes from China.

The repercussions from the OSI
incident has threatened sales at
McDonald’s, which considers China a
key growth market, and KFC parent
Yum Brands Inc., which generates
more than half its sales in China.

The Dragon TV exposé opened
with an anchor standing in front of a
photo of a McDonald’s Big Mac. “Oc-
casionally we eat Western fast food
because it’s convenient and even
more because these enterprises are
all large, we think their standards are

high,” she said. Later scenes showed
OSI Shanghai plant workers handling
chicken that had passed its use-by
date, picking ground meat off the
floor and working on production
lines with no gloves.

Dragon TV declined to comment
on the source of its video footage.

McDonald’s said last month in a
Securities and Exchange Commis-
sion filing that its global compara-
ble sales forecast for this year is at
risk because of the issue.

The People’s Daily, the voice of
the Chinese Communist Party, high-
lighted articles on the Shanghai
plant on social media using the
hashtag “McDonald’s and KFC’s
Shady Suppliers.” The police depart-
ment in Anhui province announced
on its microblog that officers had
seized expired products from KFC
and McDonald’s in three cities. At-
tached was a cartoon hamburger
with flies coming from it.

Some Western executives in China
have complained that their companies
are blamed for industry shortcomings
caused by poor regulation. They said
they are held to a higher standard
than their Chinese counterparts.

To protect themselves, some for-
eign food companies are taking sup-
ply-chain oversight into their own
hands, driving up costs in China.

Wal-Mart Stores Inc. has said it
tests at least 600 products daily in
China to catch flaws before the food
is sent out to stores. Chicken proces-
sor Tyson Foods Inc. has spent hun-
dreds of millions of dollars in recent
years to build its own farms in China
so that it can control the safety of its
entire supply chain, from chicks
hatching to the grocer’s shelf.

—Fanfan Wang in Shanghai
contributed to this article.

Sources: WSJ calculations of Chinese Commerce Ministry data; American Chamber of Commerce 2014 Business Climate Report (survey) The Wall Street Journal

A Chill in China Business
Global companies say factors including a slowing economy and heightened government scrutiny are making China a
more difficult place to operate.
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OPINION

In forging Turkey out of the
ruins of the Ottoman Empire,
Mustafa Kemal Atatürk warned
his countrymen in 1923 that all
they had accomplished hung in a
most tenuous balance: “No matter
how great they are, political and
military victories cannot endure
unless they are crowned by eco-
nomic triumphs.” Ninety years
later, Atatürk’s wisdom applies
not just to Turkey at its inception
but to all people, in all times, who
seek to win and preserve freedom
and independence.

There is no better modern ex-
ample of the power of an eco-
nomic triumph than the experi-
ence of Ukraine and Poland in the
post-Cold War era. With the fall
of the Berlin Wall and the col-
lapse of the U.S.S.R., both na-
tions—which emerged from So-
viet domination with virtually
identical economic and political
systems—suddenly faced the rar-
est of Central European condi-
tions: independence.

Ukraine has largely squandered
its economic potential with perva-
sive corruption, statist cronyism
and government control. With
budget deficits as high as 14.4%
of GDP, hyperinflation and an un-
derground economy approaching
50% of all economic activity,
Ukraine’s economy since 1992 has
grown about one-fifth as much as
the economy of its smaller neigh-
bor Belarus. The per capita in-
come of Ukraine, in U.S. dollar
equivalence, has grown to only
$3,900 in 2013 from a base of
$1,570 in 1990.

Today, the whole world is
painfully aware that Ukraine’s
economic failure has endangered

its freedom and independence,
and forced it to courageously
fight for both.

By most conventional mea-
sures, Ukraine should be a
wealthy country. It has world-
class agricultural land, it is rich
in hydrocarbons and mineral re-
sources, and it possesses a well-
educated labor force. Yet Ukraine
remains poor, because while suc-
cessful Central European nations
have replaced their central-plan-
ning institutions with market-
based reforms, Ukraine has never
been able to break the crippling
chains of collectivism. Only now
is Ukraine seriously attempting to
limit government, control spend-
ing, stop the growth of its na-
tional debt, and stabilize the
value of its currency.

These are reforms that Poland
instituted almost a quarter of a
century ago, and dramatically
transforming its economy. By em-
ploying free-market principles
and unleashing the genius of its
people, Poland has triggered an

economic triumph as per capita
GDP, in U.S. dollar equivalence,
soared to more than $13,432 by
2013 from $1,683 in 1990. Today
Poland is the fastest-growing
economy in Europe. Its economic
success and democratic reforms
have earned it European Union
membership, and Poland’s once
fleeting sovereignty is now an-
chored in NATO.

The man largely responsible
for Poland’s transformation is
Leszek Balcerowicz, the former fi-
nance minister who was later
governor of Poland’s Central
Bank. In transforming a nation
from a state-based collectivist
economy to a market-oriented
economy, Mr. Balcerowicz in 1989
had no manual to read or modern
example to follow.

He faced two choices: act
boldly using what he called
“shock therapy” or act slowly and
incrementally. Bold action had lit-
tle chance of success but incre-
mentalism had no chance of suc-
cess. As Mr. Balcerowicz put it, “a

very risky option is always better
than a hopeless option.”

The concept of free markets
was foreign to the Polish people,
but Mr. Balcerowicz understood
that economic freedom was a nec-
essary condition for prosperity
and, ultimately, for the preserva-
tion of political freedom and na-
tional independence. The Balcero-
wicz Plan was built around
permitting state firms to go bank-
rupt, banning deficit financing,
and maintaining a sound cur-
rency. It ended artificially low in-
terest rate loans for state firms,
opened up international trade and
instituted currency convertibility.

His plan was signed into law
on December 31, 1989 and within
days, inflation—which had
reached an annual rate of
17,000%—started to plummet. Po-
land pegged the value of the zloty
to the dollar, permitting redenom-
ination of the zloty five years
later by crossing out four zeros.
Once the reforms were in place,
goods started showing up first in
the trunks of cars, then in street
stands, in small shops and ulti-
mately in large stores. A miracle
transition was under way and the
rest is history.

By crowning its great political
victory in achieving independence
with economic triumph, Poland
has established itself as a West-
ern nation. Whereas the people of
Ukraine are divided by language
and heritage, in Poland people are
united by prosperity and a shared
hope for the future. By using its
political victory to remake its
economy, Poland created the
prosperity that has strengthened
and solidified its freedom and in-
dependence.

Atatürk’s dictum is a warning
that without economic growth

and prosperity, political and mili-
tary victories can be transient
and historically inconsequential.
President Obama has won historic
political victories. ObamaCare,
the Dodd-Frank financial reforms,
the largest stimulus program in
American history and the most
pervasive expansion of regulatory
authority in three quarters of a
century largely fulfilled a pro-
gressive agenda that predated the
20th century. While Mr. Obama
has transformed American soci-
ety, his program has failed to pro-
duce an economic triumph, a fail-
ure that a free society will not
long tolerate.

The Reagan program, begun in
the early 1980s, dominated the
economic policy of America for a
quarter century because it pro-
duced broad-based prosperity in
what now seems to have been a
golden age. While the Reagan
program has been largely re-
pealed, in the midst of the cur-
rent failed recovery the memory
of its success burns ever more
brightly.

But more than it needs memo-
ries, America needs a new genera-
tion of leaders who are ready, as
Ronald Reagan and Leszek Balce-
rowicz were, with a plan of action
when America turns again—as it
inevitably will—to the system of
freedom and opportunity that
made us the greatest nation in
the history of the world.

Mr. Gramm, a former Republican
senator from Texas, is senior
partner of US Policy Metrics and
a visiting scholar at the Ameri-
can Enterprise Institute. Mr. So-
lon, a former adviser to House
Minority Leader Mitch McCon-
nell, is a partner in US Policy
Metrics.
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The Lesson of Poland’s Rise and Ukraine’s Fall
BY PHIL GRAMM
AND MICHAEL SOLON

Be polite toward the Occupiers,
urged Jean Texcier, a young jour-
nalist from Normandy, as German
troops swept into Paris in May
1940, but don’t be over friendly:
They are not tourists but invaders.
Practice elegant indifference. Light
their cigarettes for them but do not
volunteer directions. Texcier’s “33
Conseils à L’Occupé” (“33 Hints to
the Occupied”), copied and recopied
and passed around surreptitiously,
were not altogether a joke. As
Ronald Rosbottom shows in “When
Paris Went Dark,” the French were
very confused about how to behave
toward the robust, fair-haired sol-
diers striding in gleaming boots
around the capital. Though Marshal
Pétain, signing the terms of the Ar-
mistice, had spoken of “collabora-
tion,” what precisely did this mean?
How the Parisians interpreted it,
how they trod the line between ac-
commodation and defiance, is a
question that haunts the French to
this day.

When the Maginot Line, France’s
supposedly impregnable barrier of
cement and steel, was rapidly out-
flanked by the Panzers, the German
army advanced on Paris, driving be-
fore it waves of defeated French re-
cruits. The Parisians initially felt
more shock than fear: It had hap-
pened so fast. Once the dust settled
and Pétain had set up his collabora-
tionist government in Vichy (the
Germans having refused to let him
stay in Paris), Parisians were sur-
prised to find their conquerors so
polite, so correct in their behavior.
The 20,000 occupiers and their
“gray mice” female auxiliaries, who
had commandeered official build-
ings, were obviously appreciative of
the city. They too had their own
Texcier, in the shape of the fort-
nightly guide “Dear Deutsche We-
gleiter fûr Paris,” which instructed
them to avoid seduction, eschew
sentimentality and act with the
“strength of steel.”

Within just a few weeks, most of
those who had fled south to escape
the German advance had returned,
restaurants and cafes had reopened
and the sky had cleared of the acrid
smoke of burning fuel depots. A
semblance of ordinary life resumed.
France was placed on German time
and occupying soldiers went shop-
ping for silk stockings and scent to
send home to their wives. Horse

racing and the fashion industry did
well.

The strength of Mr. Rosbottom’s
book lies in the details he has culled
from memoirs, letters, papers,
films, plays, songs and diaries that
illuminate the experience of both
the occupiers and the occupied. “I
do not claim,” he writes, “the man-
tle of historian but rather of story-
teller and guide.” For the vast ma-
jority of Parisians, occupation
meant neither collaboration nor re-
sistance, but rather myriad strate-
gies designed to survive, to make
do, to avoid confrontation; it was
about endurance, not heroism. “Like
a minuet,” Mr. Rosbottom writes, “a
dance with precise moves but little
touching, the Occupation involved
two parties—the Parisians and the
German—trying to avoid stepping
on each other’s toes.”

As he notes, the intellectuals and
artists caught in Paris by the rapid
advance, or by simply choosing to
stay there, each pursued their own
way through the labyrinth. Picasso
put on just one small, discrete show
during the occupation, Sartre
opened several plays before German
audiences, Colette sat down to
write “Gigi,” and the school master
writer Jean Guéhenno decided that
he would write nothing more until
liberation, since he was no longer
free to write what he wished.

Occupation was not a pretty
business. Food supplies rapidly
dwindled, a black market flourished
and long queues of hungry house-
wives formed in the eerily deserted
streets. Informers, settling old
scores or keen to make their for-
tunes, proliferated. With power
supplies cut, and French coal stocks
dispatched to aid the German war
effort, Parisians grew cold. They
also grew increasingly resentful, as
warehouses near the Gare d’Auster-
litz and off the Champs Elysées
filled with loot from Jewish homes,
and train loads of machinery, food,
pictures and furniture left from sta-
tions to the east of Paris.

Once the rafles, the rounding up
of Jews, began, it became uglier
still. Whether and how to protect
the hunted foreign Jewish families,
who had been drawn to France
from Germany and Poland during
the years of the Blum government
was a question that taxed the Pari-
sians. Not all that many demon-
strated significant courage; those
who did so might find themselves
on the trains bearing the Jews to
Auschwitz. As the publisher Jean
Paulhan wrote, the Germans were
neither lighthearted nor very cheer-
ful, but rather behaved “as if they
were already dead. Except that they
are spreading around this death.”

Though Albert Camus never ex-

plicitly said so, “La Peste,” his novel
about the city of Oran being cut off
after an invasion of rats bearing the
bubonic plague, and descending
into a terrified and perilous sense
of exile and solitude, has long been
taken for a metaphor of the German
occupation. And when the rats left
Paris, the reckoning was as ugly as
the occupation itself. Angry, punish-
ing and guilty Parisians turned on
one another, summary justice took
the lives of perceived collaborators,
while women deemed to have slept
with the enemy were publicly
shaved and humiliated. The young
German soldiers who, only a few
days before liberation, had been
treated with deference were pa-
raded through the streets and spat
on.

Much of what “When Paris went
Dark” contains is familiar to histori-
ans of the period. What Mr. Rosbot-
tom provides is a well rounded
overview of the many subtle forms
that accommodation took, as well
as a vivid sense
of what the French to this day call
“les années noires,” the four long
years in which their country was
not their own.

Ms. Moorehead’s “Village of Se-
crets: Defying the Nazis in Vichy
France” will be published in Octo-
ber.
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EUQueriesRivalsof Facebook,WhatsApp
BRUSSELS—European Union an-

titrust officials have sent a second
wave of extremely detailed ques-
tions to the competitors and cus-
tomers of Facebook Inc. and mes-
saging service WhatsApp Inc., an
unusual move that might call into
question the proposed $19 billion
acquisition of the latter by the Cali-
fornia-based social network.

EU antitrust officials are trying
to understand what separates a so-
cial network from a messaging ap-
plication and get to the heart of the

competitive landscape, according to
a questionnaire sent to several com-
panies, and seen by The Wall Street
Journal.

The move kicks off the EU’s for-
mal review of the deal, which could
be a test case for how to apply EU
competition law to the new world of
social media, and comes amid
broader concerns in Europe regard-
ing the power of U.S. technology
companies.

Recipients of the questionnaire
likely include telecommunications
operators, social-networking sites
and other Internet service provid-
ers—which the European Commis-

sion, the EU’s antitrust body, identi-
fied as competitors or customers in
at least one of the markets in which
Facebook and WhatsApp operate.

The length of the questionnaire—
nearly 70 pages—is unusual, and in-
dicates that the merger could be vul-
nerable, one EU antitrust lawyer said.
“It highlights [the merging parties’]
soft underbelly,” the lawyer said.

The European Commission and
Facebook declined to comment.
WhatsApp didn’t reply to a request
for comment.

The commission’s questioning
comes after Facebook and WhatsApp
formally notified the EU antitrust

body of the deal on Aug. 29. Face-
book approached the European Com-
mission in May to ask it to review
the blockbuster deal, despite the fact
that WhatsApp didn’t have sufficient
revenue in the region to trigger the
28-nation bloc’s merger law. The re-
quest could enable Facebook to avoid
potentially burdensome antitrust
probes in multiple EU countries.

The provisional deadline for a
decision in the case is Oct. 3. EU an-
titrust regulators typically have 25
working days after a deal has been
notified to decide whether to wave
it through or to launch a more de-
tailed investigation. The latter path

could result in the merger being
blocked if regulators decide it could
harm competition in the EU’s com-
mon market.

Europe’s telecom industry has
been lobbying against the deal, argu-
ing that “over-the-top” operators
such as WhatsApp use telecom com-
panies’ infrastructure but aren’t
taxed or regulated in the same way.

Some European politicians also
have expressed deep concern in re-
cent months at the way U.S. tech-
nology companies have come to
dominate Europe’s digital economy.
In particular, a tentative deal be-
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Iliad Keeps T-Mobile in Sights
PARIS—French telecommunica-

tions company Iliad SA said it isn’t
giving up its pursuit of T-Mobile US
Inc. and is considering teaming up
with partners possibly to make a bet-
ter offer for the U.S.’s fourth-largest
mobile operator by subscribers.

Iliad said Monday that it was in
talks with several potential part-
ners—industrial and financial com-
panies—possibly to offer to buy
more of the capital of T-Mobile US.

Iliad’s talks with potential co-
bidders were the latest twist in the
pursuit of T-Mobile US, which has
attracted suitors that have come
and gone over the past month.

In July, Iliad offered to pay $15
billion to buy 56% of T-Mobile US,
but majority owner Deutsche
Telekom AG dismissed the proposal
as inadequate, while hinting that it
might be open to a higher offer.

Meanwhile, longtime suitor
Sprint Corp. yielded to regulatory

pressure and abandoned its pursuit
of T-Mobile US in August. Sprint is
the No. 3 mobile operator in the
U.S., after AT&T Inc. and Verizon
Communications Inc.

For Sprint, getting its hands on
T-Mobile US could have allowed it
to create a stronger competitor to
AT&T and Verizon.

For Iliad, known in France for
sparking a price war in the mobile
market, buying T-Mobile US would
give access to one of the world’s
largest telecom markets, where Iliad
sees potential to win customers
with cheaper offers.

“Our offer is probably even more
pertinent today after Sprint pulled
out of the race,” Iliad Chief Finan-
cial Officer Thomas Reynaud said.
“It could evolve, though,” he said,
“not necessarily on the value, but on
the percentage of the capital.”

Several companies interested in
working with Iliad on a bid ap-
proached the French company in Au-
gust and talks are continuing, Mr.

Reynaud said. One arrangement un-
der discussion would call for Iliad
and a partner to make a bid for more
than the 56% of T-Mobile US that Il-
iad previously offered to buy, he said.

Mr. Reynaud declined to identify
the potential partners. He said there
are two types of interested parties:
industrial competitors that see an
interest in co-investing in the U.S.
mobile market along with Iliad, and
financial companies such as private-
equity groups. Some of the prospec-
tive partners are American, he said.

Asked to comment on Iliad talk-
ing with potential partners, a spokes-
man for Deutsche Telekom said the
situation hadn’t changed since the
company said in August that it was
waiting for an acceptable bid.

Iliad officials on Monday de-
clined to respond to questions about
whether the French company could
raise the value of its offer, with or
without partners.

—Natalia Drozdiak
contributed to this article.

BY RUTH BENDER

T-Mobile US ranks as the No. 4 U.S. mobile operator in terms of subscribers, after AT&T, Verizon and Sprint.
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Asian Currencies Climb
As Investors Bet on Region

Asian currencies are charging
higher against the U.S. dollar and
outperforming other emerging-mar-
ket currencies as global investors
send fresh funds into the region’s
fast-growing economies.

Leading the pack is the Malay-
sian ringgit, which has rallied 4%
this year to touch a 10-month high
last week, while the Indonesian ru-
piah has strengthened 3.9% after
losing about a fifth of its value in
2013. The Korean won is near a six-
year high, up 3.5% this year. The In-
dian rupee is up 2.4%, the Philippine
peso is up 1.9%, and the Thai baht is
ahead 2.3%.

The gains come as economies
across Asia show broad signs of im-
proving, especially as manufactur-
ing ticks up and trade deficits nar-
row. That is in contrast to the U.S.
and Europe, where economies have
been growing slowly and data have
been mixed. The Middle East, mean-
while, has been rocked by war and
political turmoil, Eastern Europe is
plagued by tensions with Russia,
and Argentina is in default.

“The countries [in Asia] we have
been more comfortable to hold risk
positions on are those that we ex-
pect to be less correlated to the
global environment,” said Kenneth
Akintewe, a senior investment man-
ager at Aberdeen Asset Manage-
ment in Singapore, which has $551.4
billion under management.

Mr. Akintewe recently raised his
holdings of Sri Lankan bonds de-
nominated in the local currency,
which he says have performed well,
and also Indian rupee bonds.

It is a sharp reversal from last
year when the U.S. Federal Reserve
warned about the end of its bond-
buying program, sending Asian and
other emerging-market currencies
plunging. Ultra-easy U.S. monetary
policy had helped drive investors to
seek higher yields in emerging mar-
kets in recent years. Investors fled
the region last year on worries over
poor fiscal and economic conditions,
and jumped into the haven of the
U.S. dollar.

India and Indonesia, among the
worst hit last year, have now re-
ceived $52 billion of inflows into

Please turn to page 20

BY ANJANI TRIVEDI

Asia Ahead
Currencies in Asia are outperforming most others in emerging markets around
the world as investors flock to the region’s fast-growing economies.

Year-to-date currency performance Monthly cumulative fund flows

Sources: Thomson Reuters Eikon (performance); Institute of International Finance (fund flows)
The Wall Street Journal
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OPINION

In forging Turkey out of the
ruins of the Ottoman Empire,
Mustafa Kemal Atatürk warned
his countrymen in 1923 that all
they had accomplished hung in a
most tenuous balance: “No matter
how great they are, political and
military victories cannot endure
unless they are crowned by eco-
nomic triumphs.” Ninety years
later, Atatürk’s wisdom applies
not just to Turkey at its inception
but to all people, in all times, who
seek to win and preserve freedom
and independence.

There is no better modern ex-
ample of the power of an eco-
nomic triumph than the experi-
ence of Ukraine and Poland in the
post-Cold War era. With the fall
of the Berlin Wall and the col-
lapse of the U.S.S.R., both na-
tions—which emerged from So-
viet domination with virtually
identical economic and political
systems—suddenly faced the rar-
est of Central European condi-
tions: independence.

Ukraine has largely squandered
its economic potential with perva-
sive corruption, statist cronyism
and government control. With
budget deficits as high as 14.4%
of GDP, hyperinflation and an un-
derground economy approaching
50% of all economic activity,
Ukraine’s economy since 1992 has
grown about one-fifth as much as
the economy of its smaller neigh-
bor Belarus. The per capita in-
come of Ukraine, in U.S. dollar
equivalence, has grown to only
$3,900 in 2013 from a base of
$1,570 in 1990.

Today, the whole world is
painfully aware that Ukraine’s
economic failure has endangered

its freedom and independence,
and forced it to courageously
fight for both.

By most conventional mea-
sures, Ukraine should be a
wealthy country. It has world-
class agricultural land, it is rich
in hydrocarbons and mineral re-
sources, and it possesses a well-
educated labor force. Yet Ukraine
remains poor, because while suc-
cessful Central European nations
have replaced their central-plan-
ning institutions with market-
based reforms, Ukraine has never
been able to break the crippling
chains of collectivism. Only now
is Ukraine seriously attempting to
limit government, control spend-
ing, stop the growth of its na-
tional debt, and stabilize the
value of its currency.

These are reforms that Poland
instituted almost a quarter of a
century ago, and dramatically
transforming its economy. By em-
ploying free-market principles
and unleashing the genius of its
people, Poland has triggered an

economic triumph as per capita
GDP, in U.S. dollar equivalence,
soared to more than $13,432 by
2013 from $1,683 in 1990. Today
Poland is the fastest-growing
economy in Europe. Its economic
success and democratic reforms
have earned it European Union
membership, and Poland’s once
fleeting sovereignty is now an-
chored in NATO.

The man largely responsible
for Poland’s transformation is
Leszek Balcerowicz, the former fi-
nance minister who was later
governor of Poland’s Central
Bank. In transforming a nation
from a state-based collectivist
economy to a market-oriented
economy, Mr. Balcerowicz in 1989
had no manual to read or modern
example to follow.

He faced two choices: act
boldly using what he called
“shock therapy” or act slowly and
incrementally. Bold action had lit-
tle chance of success but incre-
mentalism had no chance of suc-
cess. As Mr. Balcerowicz put it, “a

very risky option is always better
than a hopeless option.”

The concept of free markets
was foreign to the Polish people,
but Mr. Balcerowicz understood
that economic freedom was a nec-
essary condition for prosperity
and, ultimately, for the preserva-
tion of political freedom and na-
tional independence. The Balcero-
wicz Plan was built around
permitting state firms to go bank-
rupt, banning deficit financing,
and maintaining a sound cur-
rency. It ended artificially low in-
terest rate loans for state firms,
opened up international trade and
instituted currency convertibility.

His plan was signed into law
on December 31, 1989 and within
days, inflation—which had
reached an annual rate of
17,000%—started to plummet. Po-
land pegged the value of the zloty
to the dollar, permitting redenom-
ination of the zloty five years
later by crossing out four zeros.
Once the reforms were in place,
goods started showing up first in
the trunks of cars, then in street
stands, in small shops and ulti-
mately in large stores. A miracle
transition was under way and the
rest is history.

By crowning its great political
victory in achieving independence
with economic triumph, Poland
has established itself as a West-
ern nation. Whereas the people of
Ukraine are divided by language
and heritage, in Poland people are
united by prosperity and a shared
hope for the future. By using its
political victory to remake its
economy, Poland created the
prosperity that has strengthened
and solidified its freedom and in-
dependence.

Atatürk’s dictum is a warning
that without economic growth

and prosperity, political and mili-
tary victories can be transient
and historically inconsequential.
President Obama has won historic
political victories. ObamaCare,
the Dodd-Frank financial reforms,
the largest stimulus program in
American history and the most
pervasive expansion of regulatory
authority in three quarters of a
century largely fulfilled a pro-
gressive agenda that predated the
20th century. While Mr. Obama
has transformed American soci-
ety, his program has failed to pro-
duce an economic triumph, a fail-
ure that a free society will not
long tolerate.

The Reagan program, begun in
the early 1980s, dominated the
economic policy of America for a
quarter century because it pro-
duced broad-based prosperity in
what now seems to have been a
golden age. While the Reagan
program has been largely re-
pealed, in the midst of the cur-
rent failed recovery the memory
of its success burns ever more
brightly.

But more than it needs memo-
ries, America needs a new genera-
tion of leaders who are ready, as
Ronald Reagan and Leszek Balce-
rowicz were, with a plan of action
when America turns again—as it
inevitably will—to the system of
freedom and opportunity that
made us the greatest nation in
the history of the world.

Mr. Gramm, a former Republican
senator from Texas, is senior
partner of US Policy Metrics and
a visiting scholar at the Ameri-
can Enterprise Institute. Mr. So-
lon, a former adviser to House
Minority Leader Mitch McCon-
nell, is a partner in US Policy
Metrics.
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The Lesson of Poland’s Rise and Ukraine’s Fall
BY PHIL GRAMM
AND MICHAEL SOLON

Be polite toward the Occupiers,
urged Jean Texcier, a young jour-
nalist from Normandy, as German
troops swept into Paris in May
1940, but don’t be over friendly:
They are not tourists but invaders.
Practice elegant indifference. Light
their cigarettes for them but do not
volunteer directions. Texcier’s “33
Conseils à L’Occupé” (“33 Hints to
the Occupied”), copied and recopied
and passed around surreptitiously,
were not altogether a joke. As
Ronald Rosbottom shows in “When
Paris Went Dark,” the French were
very confused about how to behave
toward the robust, fair-haired sol-
diers striding in gleaming boots
around the capital. Though Marshal
Pétain, signing the terms of the Ar-
mistice, had spoken of “collabora-
tion,” what precisely did this mean?
How the Parisians interpreted it,
how they trod the line between ac-
commodation and defiance, is a
question that haunts the French to
this day.

When the Maginot Line, France’s
supposedly impregnable barrier of
cement and steel, was rapidly out-
flanked by the Panzers, the German
army advanced on Paris, driving be-
fore it waves of defeated French re-
cruits. The Parisians initially felt
more shock than fear: It had hap-
pened so fast. Once the dust settled
and Pétain had set up his collabora-
tionist government in Vichy (the
Germans having refused to let him
stay in Paris), Parisians were sur-
prised to find their conquerors so
polite, so correct in their behavior.
The 20,000 occupiers and their
“gray mice” female auxiliaries, who
had commandeered official build-
ings, were obviously appreciative of
the city. They too had their own
Texcier, in the shape of the fort-
nightly guide “Dear Deutsche We-
gleiter fûr Paris,” which instructed
them to avoid seduction, eschew
sentimentality and act with the
“strength of steel.”

Within just a few weeks, most of
those who had fled south to escape
the German advance had returned,
restaurants and cafes had reopened
and the sky had cleared of the acrid
smoke of burning fuel depots. A
semblance of ordinary life resumed.
France was placed on German time
and occupying soldiers went shop-
ping for silk stockings and scent to
send home to their wives. Horse

racing and the fashion industry did
well.

The strength of Mr. Rosbottom’s
book lies in the details he has culled
from memoirs, letters, papers,
films, plays, songs and diaries that
illuminate the experience of both
the occupiers and the occupied. “I
do not claim,” he writes, “the man-
tle of historian but rather of story-
teller and guide.” For the vast ma-
jority of Parisians, occupation
meant neither collaboration nor re-
sistance, but rather myriad strate-
gies designed to survive, to make
do, to avoid confrontation; it was
about endurance, not heroism. “Like
a minuet,” Mr. Rosbottom writes, “a
dance with precise moves but little
touching, the Occupation involved
two parties—the Parisians and the
German—trying to avoid stepping
on each other’s toes.”

As he notes, the intellectuals and
artists caught in Paris by the rapid
advance, or by simply choosing to
stay there, each pursued their own
way through the labyrinth. Picasso
put on just one small, discrete show
during the occupation, Sartre
opened several plays before German
audiences, Colette sat down to
write “Gigi,” and the school master
writer Jean Guéhenno decided that
he would write nothing more until
liberation, since he was no longer
free to write what he wished.

Occupation was not a pretty
business. Food supplies rapidly
dwindled, a black market flourished
and long queues of hungry house-
wives formed in the eerily deserted
streets. Informers, settling old
scores or keen to make their for-
tunes, proliferated. With power
supplies cut, and French coal stocks
dispatched to aid the German war
effort, Parisians grew cold. They
also grew increasingly resentful, as
warehouses near the Gare d’Auster-
litz and off the Champs Elysées
filled with loot from Jewish homes,
and train loads of machinery, food,
pictures and furniture left from sta-
tions to the east of Paris.

Once the rafles, the rounding up
of Jews, began, it became uglier
still. Whether and how to protect
the hunted foreign Jewish families,
who had been drawn to France
from Germany and Poland during
the years of the Blum government
was a question that taxed the Pari-
sians. Not all that many demon-
strated significant courage; those
who did so might find themselves
on the trains bearing the Jews to
Auschwitz. As the publisher Jean
Paulhan wrote, the Germans were
neither lighthearted nor very cheer-
ful, but rather behaved “as if they
were already dead. Except that they
are spreading around this death.”

Though Albert Camus never ex-

plicitly said so, “La Peste,” his novel
about the city of Oran being cut off
after an invasion of rats bearing the
bubonic plague, and descending
into a terrified and perilous sense
of exile and solitude, has long been
taken for a metaphor of the German
occupation. And when the rats left
Paris, the reckoning was as ugly as
the occupation itself. Angry, punish-
ing and guilty Parisians turned on
one another, summary justice took
the lives of perceived collaborators,
while women deemed to have slept
with the enemy were publicly
shaved and humiliated. The young
German soldiers who, only a few
days before liberation, had been
treated with deference were pa-
raded through the streets and spat
on.

Much of what “When Paris went
Dark” contains is familiar to histori-
ans of the period. What Mr. Rosbot-
tom provides is a well rounded
overview of the many subtle forms
that accommodation took, as well
as a vivid sense
of what the French to this day call
“les années noires,” the four long
years in which their country was
not their own.

Ms. Moorehead’s “Village of Se-
crets: Defying the Nazis in Vichy
France” will be published in Octo-
ber.

[ Bookshelf ]

BY CAROLINE MOOREHEAD

Hints for the Occupied

When Paris Went Dark
By Ronald C. Rosbottom
(John Murray, 447 pages, £25)
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EUQueriesRivalsof Facebook,WhatsApp
BRUSSELS—European Union an-

titrust officials have sent a second
wave of extremely detailed ques-
tions to the competitors and cus-
tomers of Facebook Inc. and mes-
saging service WhatsApp Inc., an
unusual move that might call into
question the proposed $19 billion
acquisition of the latter by the Cali-
fornia-based social network.

EU antitrust officials are trying
to understand what separates a so-
cial network from a messaging ap-
plication and get to the heart of the

competitive landscape, according to
a questionnaire sent to several com-
panies, and seen by The Wall Street
Journal.

The move kicks off the EU’s for-
mal review of the deal, which could
be a test case for how to apply EU
competition law to the new world of
social media, and comes amid
broader concerns in Europe regard-
ing the power of U.S. technology
companies.

Recipients of the questionnaire
likely include telecommunications
operators, social-networking sites
and other Internet service provid-
ers—which the European Commis-

sion, the EU’s antitrust body, identi-
fied as competitors or customers in
at least one of the markets in which
Facebook and WhatsApp operate.

The length of the questionnaire—
nearly 70 pages—is unusual, and in-
dicates that the merger could be vul-
nerable, one EU antitrust lawyer said.
“It highlights [the merging parties’]
soft underbelly,” the lawyer said.

The European Commission and
Facebook declined to comment.
WhatsApp didn’t reply to a request
for comment.

The commission’s questioning
comes after Facebook and WhatsApp
formally notified the EU antitrust

body of the deal on Aug. 29. Face-
book approached the European Com-
mission in May to ask it to review
the blockbuster deal, despite the fact
that WhatsApp didn’t have sufficient
revenue in the region to trigger the
28-nation bloc’s merger law. The re-
quest could enable Facebook to avoid
potentially burdensome antitrust
probes in multiple EU countries.

The provisional deadline for a
decision in the case is Oct. 3. EU an-
titrust regulators typically have 25
working days after a deal has been
notified to decide whether to wave
it through or to launch a more de-
tailed investigation. The latter path

could result in the merger being
blocked if regulators decide it could
harm competition in the EU’s com-
mon market.

Europe’s telecom industry has
been lobbying against the deal, argu-
ing that “over-the-top” operators
such as WhatsApp use telecom com-
panies’ infrastructure but aren’t
taxed or regulated in the same way.

Some European politicians also
have expressed deep concern in re-
cent months at the way U.S. tech-
nology companies have come to
dominate Europe’s digital economy.
In particular, a tentative deal be-

Please turn to page 17

BY FRANCES ROBINSON
AND TOM FAIRLESS

Iliad Keeps T-Mobile in Sights
PARIS—French telecommunica-

tions company Iliad SA said it isn’t
giving up its pursuit of T-Mobile US
Inc. and is considering teaming up
with partners possibly to make a bet-
ter offer for the U.S.’s fourth-largest
mobile operator by subscribers.

Iliad said Monday that it was in
talks with several potential part-
ners—industrial and financial com-
panies—possibly to offer to buy
more of the capital of T-Mobile US.

Iliad’s talks with potential co-
bidders were the latest twist in the
pursuit of T-Mobile US, which has
attracted suitors that have come
and gone over the past month.

In July, Iliad offered to pay $15
billion to buy 56% of T-Mobile US,
but majority owner Deutsche
Telekom AG dismissed the proposal
as inadequate, while hinting that it
might be open to a higher offer.

Meanwhile, longtime suitor
Sprint Corp. yielded to regulatory

pressure and abandoned its pursuit
of T-Mobile US in August. Sprint is
the No. 3 mobile operator in the
U.S., after AT&T Inc. and Verizon
Communications Inc.

For Sprint, getting its hands on
T-Mobile US could have allowed it
to create a stronger competitor to
AT&T and Verizon.

For Iliad, known in France for
sparking a price war in the mobile
market, buying T-Mobile US would
give access to one of the world’s
largest telecom markets, where Iliad
sees potential to win customers
with cheaper offers.

“Our offer is probably even more
pertinent today after Sprint pulled
out of the race,” Iliad Chief Finan-
cial Officer Thomas Reynaud said.
“It could evolve, though,” he said,
“not necessarily on the value, but on
the percentage of the capital.”

Several companies interested in
working with Iliad on a bid ap-
proached the French company in Au-
gust and talks are continuing, Mr.

Reynaud said. One arrangement un-
der discussion would call for Iliad
and a partner to make a bid for more
than the 56% of T-Mobile US that Il-
iad previously offered to buy, he said.

Mr. Reynaud declined to identify
the potential partners. He said there
are two types of interested parties:
industrial competitors that see an
interest in co-investing in the U.S.
mobile market along with Iliad, and
financial companies such as private-
equity groups. Some of the prospec-
tive partners are American, he said.

Asked to comment on Iliad talk-
ing with potential partners, a spokes-
man for Deutsche Telekom said the
situation hadn’t changed since the
company said in August that it was
waiting for an acceptable bid.

Iliad officials on Monday de-
clined to respond to questions about
whether the French company could
raise the value of its offer, with or
without partners.

—Natalia Drozdiak
contributed to this article.

BY RUTH BENDER

T-Mobile US ranks as the No. 4 U.S. mobile operator in terms of subscribers, after AT&T, Verizon and Sprint.
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Asian Currencies Climb
As Investors Bet on Region

Asian currencies are charging
higher against the U.S. dollar and
outperforming other emerging-mar-
ket currencies as global investors
send fresh funds into the region’s
fast-growing economies.

Leading the pack is the Malay-
sian ringgit, which has rallied 4%
this year to touch a 10-month high
last week, while the Indonesian ru-
piah has strengthened 3.9% after
losing about a fifth of its value in
2013. The Korean won is near a six-
year high, up 3.5% this year. The In-
dian rupee is up 2.4%, the Philippine
peso is up 1.9%, and the Thai baht is
ahead 2.3%.

The gains come as economies
across Asia show broad signs of im-
proving, especially as manufactur-
ing ticks up and trade deficits nar-
row. That is in contrast to the U.S.
and Europe, where economies have
been growing slowly and data have
been mixed. The Middle East, mean-
while, has been rocked by war and
political turmoil, Eastern Europe is
plagued by tensions with Russia,
and Argentina is in default.

“The countries [in Asia] we have
been more comfortable to hold risk
positions on are those that we ex-
pect to be less correlated to the
global environment,” said Kenneth
Akintewe, a senior investment man-
ager at Aberdeen Asset Manage-
ment in Singapore, which has $551.4
billion under management.

Mr. Akintewe recently raised his
holdings of Sri Lankan bonds de-
nominated in the local currency,
which he says have performed well,
and also Indian rupee bonds.

It is a sharp reversal from last
year when the U.S. Federal Reserve
warned about the end of its bond-
buying program, sending Asian and
other emerging-market currencies
plunging. Ultra-easy U.S. monetary
policy had helped drive investors to
seek higher yields in emerging mar-
kets in recent years. Investors fled
the region last year on worries over
poor fiscal and economic conditions,
and jumped into the haven of the
U.S. dollar.

India and Indonesia, among the
worst hit last year, have now re-
ceived $52 billion of inflows into

Please turn to page 20

BY ANJANI TRIVEDI

Asia Ahead
Currencies in Asia are outperforming most others in emerging markets around
the world as investors flock to the region’s fast-growing economies.

Year-to-date currency performance Monthly cumulative fund flows

Sources: Thomson Reuters Eikon (performance); Institute of International Finance (fund flows)
The Wall Street Journal
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OPINION

The terror organization that
calls itself the Islamic State is
advancing with monstrous brutal-
ity, persecuting and killing anyone
who stands in its way. In the areas
they control, the IS terrorists en-
slave and humiliate people who do
not share their beliefs. Yazidis and
Christians, as well as Muslims who
refuse to submit to their radical
ideology, are forced to leave every-
thing behind and flee for their
lives. IS now controls a transna-
tional territory that is home to
more than five million people and

contains cities, oil wells, dams and
airports. The fact that these ter-
rorists include a growing number
of foreign fighters from Europe is
a cause of alarm for all of us.

With the advanced weapons
that IS has captured, and its signif-
icant financial means, the terrorist
group is a threat to the survival of
Iraq’s Kurdistan region and to Iraqi
statehood itself—and even to the
already fragile regional order in
the Middle East. Without the re-
cent determined military interven-
tion by the U.S., Kurdish forces
wouldn’t have been able to halt the
advance by comparatively better-

armed IS fighters.
In this dramatic situation, Ger-

many has provided humanitarian
assistance to the people fleeing
from IS and supported the Kurdis-
tan regional government by sup-
plying food, blankets, tents and
generators. Now my government
has decided to expand its aid to
the Kurds by sending weapons and
military equipment.

This decision has sparked in-
tense debate in Germany. Indeed,
some people even see it as a fun-
damental change in German
foreign policy.

I do not share this view. The
fact is that Germany is taking on
its responsibility in the world—in
the fight against IS, but also in the
Middle East, in Africa and in Af-
ghanistan. Along with the Euro-
pean Union, we are particularly
active in the search for a political
solution to the highly dangerous
crisis close to home, the conflict
between Russia and Ukraine.

Responsibility is always about
concrete action. We must calibrate
our engagement depending on
what is at stake for fundamental
principles of a peaceful and just
international order, for our own
interests and our closest partner
countries and allies. Germany’s
skepticism about military interven-
tion and its restrictive approach to
arms exports are politically well-
founded and deeply ingrained in
Germans’ collective consciousness.
There is no paradigm shift regard-
ing our foreign-policy principles,
which include a policy of military
restraint. But in the face of a
threat like the one posed by IS, we

must not hide behind principles.
We must take responsible deci-
sions, knowing full well that they
involve difficult trade-offs. We
take the greatest care in making
such decisions, and we do so in
close coordination with our Euro-
pean, trans-Atlantic and regional
partner countries.

Where there is a threat of mass
murder, where the stability and
order of countries and entire
regions are endangered, and where
there is no chance of successful
political settlements without mili-
tary support, we must be willing to
honestly weigh up the risks of get-
ting involved against the conse-
quences of doing nothing. This was
why Germany decided to take part
in international military interven-
tions in Kosovo in 1999 and in
Afghanistan in 2001. That is also
why we decided that there were
good reasons for opposing military

action in Iraq in 2003.
Our opposition to the IS terror-

ists doesn’t start with supplying
arms, nor does it end there. IS
can’t be stopped by either humani-
tarian or military means alone.
We, the international community,
must develop a comprehensive po-
litical strategy to counter this ter-
rorist organization systematically.

In my view, four main elements
are crucial: We need a new, effec-
tive and inclusive Iraqi govern-
ment in Baghdad to dry up poten-
tial support for IS by closing ranks
with the Sunni tribes. We need
intensive diplomatic efforts to
unite the countries in the region to
confront the IS threat together. We
need the Islamic world’s leaders to
clearly distance themselves from
IS and to unmask the rank cyni-
cism of the propagandists and ide-
ologists claiming religious legiti-
macy for terrorist savagery.

Finally, we need resolute steps to
hamper and prevent the flow of
fighters and funds to IS.

Looking at the crises spanning
the Maghreb, the Middle East and
Eastern Europe, many perceive
that the world is coming loose
from its moorings. Crisis and con-
flict are creeping closer to Europe,
and certainties that have prevailed
for 25 years since the end of the
Cold War have lost their hold.

We in Europe must not indulge
the illusion that we could shut our-
selves away from the world if it
goes to pieces, and maybe offer a
bit of humanitarian aid. Our pros-
perity and our security depend on
our unprecedented network of
political and economic ties to the
whole world. Wherever order falls
apart—especially in the vicinity of
Europe’s borders—we will be
affected too.

In Germany, we therefore need
to ask ourselves objectively: What
are our options, and what are our
responsibilities? In doing so, we
also need to be aware of our limi-
tations. Germany is the largest
country in the EU, politically sta-
ble and economically strong, but
what we can contribute with hu-
manitarian assistance, politically
or militarily to conflict resolution
is only meaningful and effective if
implemented in close collabora-
tion with others. When we act, we
act in concert with our European
and trans-Atlantic partners—this
is and will remain the fundamen-
tal basis of German foreign policy.

Mr. Steinmeier is Germany’s
foreign minister.

Italy has many economic prob-
lems, but one of the most signifi-
cant is also one of the least dis-
cussed: high electricity prices.
Italians, and especially small- and
medium-size companies, pay the
third-highest electricity rates in
the European Union, behind Den-
mark and Cyprus, and their power
is 35% more expensive than the
European Union average. This is a
significant drag on growth, which
is why Prime Minister Matteo
Renzi is finally doing something
about it in a long overdue law re-
cently approved by the parlia-
ment.

The main reason for such high
rates is that Rome traditionally
regarded electricity consumers as

the equivalent of an ATM, an eas-
ily accessible source of the funds
they need to achieve the politi-
cians’ redistributive goals and win
votes. This started in the era of
state monopoly, when employees
of state-owned utilities had a
right to discounted electricity
prices. That “right” was kept in
place for former employees even
after the privatization of the in-
cumbent and the liberalization of
the electricity market were en-
acted. This handout to a favored
group of workers has been subsi-
dized by all consumers until now.
Over time, subsidies were added
to subsidies that were added to
subsidies.

Even since the monopoly was
broken up, the government has re-
tained a central role in rate set-
ting, and has used that power
generously. Since 1963, railways
have enjoyed a discounted energy
price. More recently, a number of
industrial sectors, particularly en-
ergy-intensive industries, also re-
ceive preferential tariffs. Network
costs are also above a reasonable
“efficient level” given the risk pro-
file of the underlying investments.
All of this is subsidized by all the
ordinary consumers who must pay
more for power.

Making matters worse, Italian
renewable generators enjoy what
are perhaps the most generous
subsidies in Europe. Renewable
subsidies account for about one-
fifth of the cost of energy to end
consumers. The average Italian

household now pays about €94
($125) per year to support green
energies on top of their energy
bill, up from €31 per year in 2010.
The growth has been particularly
rapid for solar incentives, whose
impact has grown to €21 per
megawatt-hour in 2013 from €5
per megawatt-hour in 2010. For
each solar megawatt-hour, the
generator gets subsidies that are

five- to seven-times higher than
the average value of energy itself.

Rome piles other taxes and lev-
ies onto electricity consumers,
such as an excise tax, a levy re-
lated to the costs of phasing out
nuclear power and a fee to sup-
port general R&D in the electricity
industry. All these levies, which
fund various other redistributive
schemes, account for about half of
Italy’s excess over the EU average.
Electricity rates would be “only”
17% above average, rather than
the current 35%, if these levies
were equal to the EU average.

The problem has grown partic-
ularly serious since the recession.
The economic crisis drove down
energy consumption. Therefore
Italian consumers pay more and

more both because the base of
subsidized groups has grown, and
because the number of those pay-
ing full rates is shrinking. A new
balance must be found between
the interests of struggling small
companies and subsidized finan-
cial investors that make their sal-
ary off resources forcibly taken
from consumers.

Fortunately, the tide at last
seems to be turning. Federica
Guidi, Italy’s minister for eco-
nomic development, has promoted
a reform package, which includes
a decree converted into law by the
parliament last month as well as
other measures. Starting by the
end of 2014, the reforms will re-
duce by approximately €1.5 billion
per year the amount of subsidies
awarded to various interest
groups. This represents about 10%
of the overall subsidy bill. The
goal is to pull down prices for or-
dinary consumers.

Previous reform efforts have
either tried to contain the rate of
growth of subsidies, or shielded
some powerful groups from the
burden of taxes and levies, but
these never addressed the under-
lying tangle of subsidies that have
pushed rates inexorably higher.
The new measure is different be-
cause it deals with the subsidy
problem head-on, and for every-
one. No special-interest group has
been spared. All of the subsidies
that have been mentioned above
have been reduced or reframed in
order to make them less onerous

to consumers.
The reform has created a lot of

discontent. Vested interests have
noisily opposed it. Nor, for all
their fuss, is this a perfect reform
for consumers. Some argue that
cuts should have been even
deeper. But no one should make
the perfect the enemy of the good.
What really matters is that for the
first time small and medium firms
aren’t paying the bill but rather
will see a concrete benefit.

Even in Italy, if you have politi-
cal will, a vision and courage, re-
sults can be delivered, and the
“vested rights” of rent seekers
may be counterbalanced by the
voice of those who bear the
“vested duty” of paying the bill.
To paraphrase Mr. Renzi’s elec-
toral slogan, at least with regard
to energy, the trend is being re-
versed.

Mr. Stagnaro, a senior fellow of
Istituto Bruno Leoni, a Milan-
based think tank, serves as an
adviser on energy and liberaliza-
tion to Italy’s minister of eco-
nomic development. This article
is written in his personal capac-
ity.
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Small firms will gain
as newmeasures reduce
electricity handouts
to favored industries.
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Luxottica CEO Steps Down After 10Years
Italy’s Luxottica Group SpA, the

world’s largest eyewear maker, said
Monday that Andrea Guerra had
stepped down as chief executive af-
ter almost 10 years, in a move that
returns founder Leonardo Del Vec-
chio to a more prominent role.

The company, which makes eye-
wear for the likes of Chanel and
Giorgio Armani and owns brands
such as Ray-Ban and Oakley, said it
will now be run on a co-CEO model,
in which two chief executives will
have distinct responsibilities and
each will be in charge of a unit. The
two units, markets and corporate,
will be complemented by an opera-
tions role, which will be taken by
Massimo Vian, already a Luxottica
executive.

The three areas will fall under
the supervision of 79-year-old Mr.
Del Vecchio, who founded Luxottica
in 1961. In his chairman role, Mr. Del
Vecchio will head an executive com-
mittee made up of the co-CEOs,
which will help the executives main-
tain a unitary strategy.

“We’re entering a third phase [of
the history] of the company,” Enrico
Cavatorta, the current chief finan-
cial officer, said Monday.

Mr. Cavatorta will take on the
role of corporate chief executive. He
said the increasing complexity of
the business had made a new orga-
nizational model necessary.

According to a person familiar
with the matter, the new structure
had been proposed and decided
upon by Mr. Del Vecchio a few
months ago, as he wanted to return

to a strong operational role. He had
relinquished the position 10 years
ago and handed it to Mr. Guerra.

During Mr. Guerra’s years, Mr.
Del Vecchio had a limited role in the
company’s daily management.

For instance, he was informed of
an important agreement that the
former chief executive struck with
Google Inc. on the so-called Google
Glass, only when it already was
completed. Luxottica reached a deal
with Google last March, in which
Luxottica will design and develop
Google’s Web-connected eyewear.

“Maybe he would have liked to
know it a day or two before,” Mr.
Cavatorta said on Monday. Although
Mr. Cavatorta says that this wasn’t
a reason for friction.

“I want to go back to the com-
pany,” Mr. Del Vecchio said few

months ago, when explaining his vi-
sion for the new management struc-
ture, according to the person.

In the new structure, Mr. Del
Vecchio will be much more present
compared with past years, particu-
larly in the transitional phase. But
Mr. Cavatorta said that he won’t
manage day-to-day operations.

“He will only be more with us
than in the past…He will have the
role of a guide and strategic vision,”
he said.

Citigroup said in an analyst note
that it remains skeptical of the new
structure. “[Mr.] Del Vecchio’s first
priority should be to identifying the
right person to replace him as fu-
ture...Chairman rather than CEO of
Markets.”

The intention to have a stronger
role in the company has triggered

clashes between Mr. Del Vecchio and
Mr. Guerra in the past few months,
as Mr. Guerra dismissed the pro-
posal to be a co-CEO, “under the
leadership” of Mr. Del Vecchio, the
person added.

Mr. Cavatorta said Monday that
Mr. Guerra didn’t agree with the
change in the executive structure of
the company, which led to his de-
parture. He also said the increased
powers given to Mr. Del Vecchio
aren’t a step back for the company.

He said that the company’s strat-
egy is unchanged, and it will con-
tinue to grow through acquisitions
and by broadening its role in emerg-
ing markets. Yet the company will
have a renewed focus on return on
investment, Mr. Cavatorta said.

—Liam Moloney
contributed to this article.

BY MANUELA MESCO

Food Processor’s Troubles in China Reflect Broader Perils
nounced the arrest of six China em-
ployees of OSI’s Shanghai plant on
accusations of selling expired prod-
ucts.

Authorities still haven’t an-
nounced the results of tests con-
ducted on meat from the plant. Sev-
eral people briefed on the situation
said the tests haven’t revealed any
safety problems. There have been no
reports of illness from the incident.

Meanwhile, OSI’s China plants ef-
fectively have ground to a halt, the
people briefed on the situation said.

An OSI spokesman said the com-
pany’s 10 facilities in China are all
open for business. The company de-
clined to comment further.

OSI said Monday that it hired an
outside company to oversee OSI’s
vegetable processing plant in the
southern city of Guangzhou.

OSI is the latest in a growing list
of foreign businesses falling afoul of
regulators in China, in industries
such as dairy, technology and phar-
maceuticals.

Chinese regulators last month
levied 1.24 billion yuan ($202 mil-
lion) in fines against 12 Japanese
auto-part makers for alleged price
manipulation. BMW AG, Volkswagen
AG’s Audi and Mercedes-Benz parent
Daimler AG are awaiting possible
punishment following similar probes.
Microsoft Corp. and Qualcomm Inc.
are being investigated for potential
monopolistic activity.

BMW, Audi and Daimler re-
sponded to the investigations by
cutting prices. Qualcomm has said it
is cooperating with authorities; Mi-
crosoft has said that it abides by
laws in China and is cooperating
with investigators.

The actions are deepening the im-

Continued from first page

pression among some foreign busi-
nesses that they are being harshly
targeted. The American Chamber of
Commerce in Beijing reported in
March that 41% of 365 companies
surveyed said the business environ-
ment is less welcoming than it used
to be. Some 61% of European compa-
nies that have operated in China for
more a decade said doing business in
the country is getting more difficult,
according to a survey this year by
the European Chamber of Commerce.

Legal experts said OSI may have
violated a regulation issued in
March that made tampering with
production dates and expiration
dates illegal. But they said the fall-
out has been harsh, given the appar-
ent lack of food-related sickness.

“The real question is why is such
heavy-handed action being taken

against any company?” said Lester
Ross, a Beijing-based attorney with
U.S. law firm WilmerHale.

The China Food and Drug Admin-
istration and Shanghai’s municipal
FDA didn't respond to requests for
comment.

Experts said Beijing could be
sending a message to domestic com-
panies by going after high-profile
foreign businesses. “Officials are go-
ing out of their way to target the
most visible companies,” said Ben
Cavender, a senior analyst at China
Market Research Group.

OSI qualifies. The company be-
gan operations in 1909 in a suburb
of Chicago and in the mid-1950s be-
came a supplier to McDonald’s.
When OSI arrived in China in 1991,
fast-food sales were just taking off.
The company invested in ranches,

hatcheries, feed mills and slaughter-
houses. It is now one of China’s big-
gest poultry producers, capable of
processing more than 300 million
chickens a year. It also supplies
pizza toppings, hamburgers and the
lettuce that goes on them. OSI
doesn’t disclose how much of its
revenue comes from China.

The repercussions from the OSI
incident has threatened sales at
McDonald’s, which considers China a
key growth market, and KFC parent
Yum Brands Inc., which generates
more than half its sales in China.

The Dragon TV exposé opened
with an anchor standing in front of a
photo of a McDonald’s Big Mac. “Oc-
casionally we eat Western fast food
because it’s convenient and even
more because these enterprises are
all large, we think their standards are

high,” she said. Later scenes showed
OSI Shanghai plant workers handling
chicken that had passed its use-by
date, picking ground meat off the
floor and working on production
lines with no gloves.

Dragon TV declined to comment
on the source of its video footage.

McDonald’s said last month in a
Securities and Exchange Commis-
sion filing that its global compara-
ble sales forecast for this year is at
risk because of the issue.

The People’s Daily, the voice of
the Chinese Communist Party, high-
lighted articles on the Shanghai
plant on social media using the
hashtag “McDonald’s and KFC’s
Shady Suppliers.” The police depart-
ment in Anhui province announced
on its microblog that officers had
seized expired products from KFC
and McDonald’s in three cities. At-
tached was a cartoon hamburger
with flies coming from it.

Some Western executives in China
have complained that their companies
are blamed for industry shortcomings
caused by poor regulation. They said
they are held to a higher standard
than their Chinese counterparts.

To protect themselves, some for-
eign food companies are taking sup-
ply-chain oversight into their own
hands, driving up costs in China.

Wal-Mart Stores Inc. has said it
tests at least 600 products daily in
China to catch flaws before the food
is sent out to stores. Chicken proces-
sor Tyson Foods Inc. has spent hun-
dreds of millions of dollars in recent
years to build its own farms in China
so that it can control the safety of its
entire supply chain, from chicks
hatching to the grocer’s shelf.

—Fanfan Wang in Shanghai
contributed to this article.

Sources: WSJ calculations of Chinese Commerce Ministry data; American Chamber of Commerce 2014 Business Climate Report (survey) The Wall Street Journal

A Chill in China Business
Global companies say factors including a slowing economy and heightened government scrutiny are making China a
more difficult place to operate.
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OPINION: REVIEW & OUTLOOK

T he people of Hong Kong can plead
or protest for democracy all they
want, but they can only hold a

sham election for Chief Executive in 2017.
That was the ruling of China’s rubber-
stamp National People’s Congress on Sun-
day.

Moderates on both sides of the politi-
cal spectrum in Hong Kong had urged
compromise. They proposed nomination
procedures that would satisfy Beijing’s
concerns while still allowing the free elec-
tion that China promised in 1997 when it
made the city a self-governing special ad-
ministrative region for 50 years. Beijing
not only rejected these ideas, it seems
they were never seriously considered. The
Communist Party insists on absolute veto
power over the choice of candidates.

The result will be more frustration in
Hong Kong. Since the handover from Brit-
ish rule, the city has suffered under medi-
ocre leaders weakened by their lack of a
popular mandate. This has angered parts
of the population, particularly the young,
and some are promising acts of civil dis-
obedience.

The anger is likely to grow. The pro-de-

mocracy camp has enough votes in the lo-
cal Legislative Council to reject Beijing’s
sham democracy plan, and a poll by Chi-
nese University in Hong
Kong found that 60% of
the city’s people want the
legislature to vote it down.
If Beijing’s plan is voted
down, the next Chief Exec-
utive will be selected us-
ing the current nondemocratic system, in
which a 1,200-member committee made
up largely of China’s businessmen friends
picks the leader. Their choice will face in-
creased resistance from all but the most
loyal pro-Beijing partisans.

Beijing is already giving a taste of how
it intends to handle any dissent. In the
People’s Daily and other state media Sat-
urday, a Foreign Ministry spokesman ac-
cused some in the city of “colluding” with
external forces. These foreign govern-
ments seek “not only to undermine the
stability and development of Hong Kong
but also to attempt to use Hong Kong as
a bridgehead to subvert and infiltrate the
mainland.” This is the familiar dishonest
ploy to brand democrats unpatriotic and

a threat to national security.
Last week police raided the homes of

media tycoon Jimmy Lai and a pro-de-
mocracy legislator. Mr. Lai,
who has bravely financed
the democracy movement,
is accused by pro-Beijing
publications of being a
pawn of the U.S. govern-
ment. He and other pro-de-

mocracy figures have been threatened by
pro-Beijing mafia groups.

This Putinist politics gets a pro-busi-
ness gloss because most of the city’s rich-
est businessmen long ago submitted to
Beijing’s will. Last week Wang Zhenmin,
the dean of the Tsinghua University Law
School, was sent to Hong Kong to explain
that the electoral system is designed to
please the business elite: “If we just ig-
nore their interests, the Hong Kong capi-
talism will stop. So that’s why on the one
hand we realize universal suffrage in
Hong Kong, on the other hand we must
guarantee the continued development of
capitalism in Hong Kong.”

The threat to Hong Kong’s capitalism
comes not from democracy, but from the

cronyism and erosion of the rule of law
that are infiltrating from the mainland.
Businessmen may want to curry favor
with politicians, but it is competition that
drives capitalist prosperity. Beijing fool-
ishly believes that turning Hong Kong into
a paradise for oligarchs will make it easier
to control.

Beijing’s real motive for Sunday’s deci-
sion is fear that a demonstration of demo-
cratic success in Hong Kong would spread
to the mainland. The Communist Party’s
approach to the territory turned harsher
after Xi Jinping became chairman of the
Party committee on Hong Kong affairs in
2008. So it is no surprise that as supreme
leader he continues to take a hard line
against democracy.

The tragedy for both Hong Kong and
China is that the conflict is unnecessary.
The city is manifestly ready for democracy,
which would give Beijing fewer headaches
rather than more. The cautious and prag-
matic population would never elect the
populist firebrand that Beijing fears. In-
stead a vibrant city is caught in a down-
ward spiral of disaffection and fear. Mr. Xi
deserves the blame for the consequences.

M aybe miracles do happen. A
member of Francois Hollande’s
new cabinet, barely two days

into the job, took on one of the center-
pieces of the country’s dysfunctional
economic policy: the notorious 35-hour
work week.

It’s time to rethink labor policy, newly
installed Economy Minister Emmanuel
Macron said in an interview with Le
Point magazine last week. After discuss-
ing his desire to simplify measures that
force small firms to offer progressively
more expensive benefits the more em-
ployees they hire, he suggests that the
government also could “allow enter-

prises and branches, with a majority
agreement [with workers], to waive the
rules on working hours and compensa-
tion.”

Congratulations to Mr.
Macron for starting in the
right place. The 35-hour
work week, which forces
employers to pay over-
time or offer compensa-
tory vacation time if employees exceed
the limit, was introduced in 2000 as a
jobs-creation measure. The Socialist gov-
ernment of the day argued that employ-
ers would have to hire more people to
produce the same level of output if each

worker worked less. Instead it has driven
up French labor costs and deterred job-
creating investment.

Unions are furious
about Mr. Macron’s trial
balloon, and President
Hollande’s skittishness
about challenges from the
far left of his Socialist
Party may deter him from

following through. Still, Mr. Macron’s
clear thinking on this and other issues
makes for a refreshing change from pre-
decessor Arnaud Montebourg, whose
main economic idea was to chase away
foreign investors.

Meanwhile, although Mr. Macron’s
thoughts on the work week have at-
tracted the most attention, elsewhere in
the interview he offered a broader prin-
ciple that could apply to the Obama Ad-
ministration as much as France:

“It’s a matter of getting out of the
trap where the accumulation of rights
granted to workers transforms into
handicaps for those who don’t have jobs,
especially young people and those from
overseas. . . . We forget that historically
the law served to protect the rights of
the most vulnerable, but today the su-
perabundance of laws can instead handi-
cap the most vulnerable.”

I ran’s leaders are preparing for an-
other visit to New York this month
for the U.N. General Assembly, but

many of their citizens aren’t going any-
where as they languish in
the regime’s prisons for
political crimes. One nota-
ble case is Farshid Fathi,
an evangelical Christian
pastor who this week will
spend his 35th birthday in
jail.

The intelligence minis-
try arrested Pastor Fathi in December
2010. The father of two then spent a year
in solitary and semi-solitary confinement
in Evin prison’s Ward 209, reserved for
political cases. There he was interrogated
for hours on end and subjected to psy-
chological abuse, according to an Iranian
Christian convert who has also spent
time in prison for his beliefs, currently
resides in the country and is familiar
with Pastor Fathi’s case.

A Tehran revolutionary court in Feb-
ruary 2012 convicted Pastor Fathi of act-
ing against national security and sen-

tenced him to six years including time
served. More recently he has been trans-
ferred to Rajai Shahr prison on the out-
skirts of Tehran, where he is sharing a

cell with addicts and other
common criminals who
routinely harass and
threaten him. When he in-
quired about the reason
for this latest transfer, the
pastor was told that it was
because he sang Christian
hymns.

The Iranian regime knows the political
value of punishment and humiliation all-
too well, and in Pastor Fathi’s case his
harsh imprisonment is meant to send a
message to his followers. Iran’s tradi-
tional Christian communities, such as Or-
thodox Armenians and Assyrians, are
protected under the Islamic Republic’s
constitution as so-called People of the
Book. Their daily lives are subject to var-
ious legal restrictions, however. Their
schools and church activities are closely
watched, and they can’t lead most public
institutions.

Converts to Christianity receive harsher
treatment since Tehran’s authoritarians
won’t tolerate Shiites leaving the official
religion. Apostasy is punishable by death
under Shariah law, and Persian-language
Bibles are banned (though contraband edi-
tions can be purchased in some book-
stores). Yet the Internet has made it in-
creasingly difficult for Tehran to root out
evangelical Christianity, and the movement

by some estimates claims up to 500,000
Iranian believers.

Islamic State fighters in Syria and Iraq
have recently given the world a display
of brutal vigilantism against minority re-
ligions. Pastor Fathi’s case is a reminder
that persecution also is conducted by
long-established states, a truth to keep in
mind as the world’s leaders sit down to
tea with Iran’s dictators.

Hong Kong’s Hopes Crushed

Better French Macron-Economics

A Christian Prisoner in Iran

The new Economy
Minister speaks up
for the jobless.

Beijing breaks its
democratic promise,
and unrest may follow.

Pastor Farshid Fathi
shares a cell with
common criminals
solely for his beliefs.

Notable & Quotable
Reporter Alexa Olesen writing at Foreign
Policy magazine, August 11:

China usually bristles at or condemns
U.S. intervention in global hot spots and
has opposed U.S. sanctions against Su-
dan, Syria, Russia, and Iran. But the inter-
ests of Washington and Beijing are un-
usually closely aligned when it comes to
Iraq. On August 8, the official Xinhua
News Agency quoted a Foreign Ministry
spokesperson as saying that China was

“keeping an open mind” about operations
that would “help maintain security and
stability” in Iraq. . . . Wang Chong, a re-
searcher at Charhar Institute, a public di-
plomacy think tank in Beijing, wrote on
Weibo that he “firmly supported” the U.S.
crackdown on IS. Wang added that the
United States “ought to send ground
troops to wipe out those brutal terror-
ists” and that if there was a need, “China
could also send troops to help and pro-
vide training.”
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U.S. Weighs Engines for Osprey
LONDON—Rolls-Royce Holdings

PLC may lose its role as the sole en-
gine provider for the U.S. Defense
Department’s V-22 Osprey aircraft,
as the U.S. military explores ways to
cut costs.

The Pentagon said it is assessing
what engine options may exist for use
on the MV-22s flown by the U.S. Ma-
rine Corps, the CV-22s operated by
U.S. Air Force special-operations per-
sonnel, and export buyers such as Is-
rael. Each V-22 currently is powered
by two Rolls-Royce AE1107C engines.

The V-22 tilt-rotor aircraft, built
by a consortium of Boeing Co. and
Textron Inc.’s Bell Helicopter unit, is
designed to take off like a helicopter
and, once airborne, transition into
airplane mode by rotating the na-
celles—the fuselage that contains
the engines—forward to fly farther
and faster. The aircraft can carry 24
combat troops over a range of 390
nautical miles.

“The V-22 Program is continually
investigating ways to reduce the life
cycle costs of the aircraft,” the U.S.
Navy, which manages the program,
said in an email. “Knowing that
more than 90% of the operational
use of the V-22 is in the future, cou-
pled with budget pressures, it is
prudent to investigate alternatives
to existing systems and the engine is
no exception.”

The Pentagon has struggled to
lower the $60 million price tag of
each tilt-rotor aircraft.

The U.S. Marine Corps is in the
process of acquiring 360 MV-22s.
The Pentagon this fiscal year is pur-
chasing the last CV-22s for the Air

Force. Israel is the first export cus-
tomer for the aircraft. The United
Arab Emirates, Japan and Singapore
are also potential overseas buyers,
according to program backers.

The V-22 program began in the
early 1980s though the tilt-rotor’s
operational introduction was slowed
by a troubled development, during
which there were multiple crashes
and a push by the Pentagon to can-
cel the project over costs, which was
overruled by Congress. The aircraft
entered service in 2007. However,
reliability problems have persisted.

Switching engine makers is un-
usual for military aircraft programs.
The F-35 Joint Strike Fighter, the
Pentagon’s most expensive weapons

program, had an alternate engine
before government officials decided
to stop funding the General Electric
Co. option to save money. The Pen-
tagon has stuck with that decision
even after a fault with one of the
fighter’s engines built by Pratt &
Whitney, a unit of United Technolo-
gies Corp., grounded the fleet for a
short time this year.

Having engine options can yield
savings. The U.S. Air Force in the
1980s introduced engine competi-
tion for the F-16 fighter after Pratt &
Whitney had exclusive rights. The
move is widely regarded to have
lowered costs and led to engine im-
provements as the incumbent and
GE battled for orders.

The U.S. Navy said it is looking
broadly for improvements with a
new engine rather than just more
power. Increased output would aid
the tilt-rotor’s ability to operate at
high altitude and hot weather, and
could be a byproduct of a new en-
gine. V-22s flying in Afghanistan and
Iraq operated in hot weather and at
high altitudes where thin air dimin-
ishes engine effectiveness. Lower
fuel burn and greater durability
could also be a deciding factor in
whether to pursue an alternative.

Rolls-Royce said it has developed
upgrades to the V-22’s engine to
boost power 17% along with reliabil-
ity improvements. Those have bol-
stered the performance in hot cli-
mates and at high altitudes, and
lowered repair intervals. The time
between engine removals has dou-
bled, Rolls-Royce said in a state-
ment.

No decision has been made on
whether to introduce another engine
for the V-22. “This is an inquiry to
allow the program to understand
where industry is headed,” the Navy
said.

The Pentagon is buying V-22s un-
der a five-year multiyear contract
that guarantees companies certainty
over production quantities in return
for lower costs. The engines are pur-
chased separately.

To keep the costs of introducing
an alternative engine low, the Penta-
gon said that any candidate to re-
place the Rolls-Royce turbine would
have to come “with minimal impact
to aircraft operation and physical
systems.” The new engine would
also have to be able to be retrofit
into existing tilt-rotors, it said.

BY ROBERT WALL

Rolls-Royce could lose its exclusive deal to provide engines for the Pentagon’s
V-22 Osprey aircraft. Above, an MV-22B Osprey during a flight last month.
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EU Queries
Competitors
Of WhatsApp
And Facebook
tween EU antitrust regulators and
Google Inc., aimed at addressing
concerns over the U.S. search gi-
ant’s dominance of online search in
Europe, looks set to be revisited af-
ter intense opposition from top Eu-
ropean politicians. The Google de-
bate played a key role in the
buildup to EU parliamentary elec-
tions in May.

In July, before it was officially
notified of the Facebook-WhatsApp
deal, the European Commission had
sent a first, much shorter question-
naire—about eight pages long—to
several technology companies to
get a better understanding of the
social-media and instant-messaging
markets.

Companies have until Sept. 8 to
reply to the new, longer question-
naire, which contains in-depth que-
ries on the ease of switching be-
tween networks, how easy it is to
create new competitors, and how
the new social-media industry and
its apps compete with traditional
telecom services.

“Do you consider traditional
electronic communications services,
such as voice calls, SMS, MMS,
emails, etc., to be substitutable with
the consumer communications serv-
ices functionalities offered by your
app(s)?” one question asks, looking
into the way in which many people
now use Apple Inc.’s iMessage,
WhatsApp, Twitter direct messages
or other services as alternatives to
Short Message Service—the formal
name for texting.

It also asks rivals what distinc-
tions could be drawn “between
services primarily designed to en-
able users to keep in touch with
their existing friends / relatives as
opposed to services primarily de-
signed to enable users to enter into
contact with new people,” and
which are the biggest Facebook
competitors around the world.

The questionnaire inquires
about what a merged entity could
do with customers’ data, and how
that could affect advertising serv-
ices, in particular the effectiveness
of ads over both mobile devices
such as smartphones and on com-
puters.

“In your view, what would be
the likely impact on WhatsApp and
its user base if post-transaction
WhatsApp… were to start collecting
increased amount of data about its
users (e.g. user location, age, gen-
der, message content, etc.)?” the
questionnaire asks.

It also probes the growing over-
lap between social networks and
messaging services, as companies
scramble to make the most advan-
tageous possible use of consumers’
data.

“Which of the following web-
sites/apps in your view can be de-
scribed as a provider of social net-
working services? Please tick as
many boxes as you consider appro-
priate,” the commission asks, before
listing dozens of services including
Flickr, Foursquare, Google+, Inter-
Nations, LinkedIn, Myspace,
Meetup, Tumblr, Twitter, Skyrock,
Pinterest, Ask.FM and Spotbros.

Personal data and privacy ha-
ven’t previously played major roles
in competition reviews, but some
regulators and privacy advocates
have said that is likely to change.

Continued from page 15

Goldman Took Loss on Banco Espírito Debt
was bailed out and broken up by the
Portuguese central bank.

For Goldman, what started out
looking like a lucrative opportunity
became a money-loser. The Wall
Street bank planned to sell the Es-
pírito Santo debt to outside inves-
tors, but Goldman struggled to find
buyers, according to a person famil-
iar with the matter. The deal also
drew Goldman near the eye of a Chi-
nese political storm.

The transaction with Goldman is
the latest instance of a Wall Street
firm helping finance the Espírito
Santo empire via off-balance-sheet
vehicles before its demise. Portu-
guese regulators are investigating
special-purpose vehicles, adminis-
tered by Credit Suisse Group AG, that
bought debt from Espírito Santo
companies, the Journal reported last
month.

The latest twist in the Espírito
Santo saga started last September,
when Venezuela’s state oil company,
Petróleos de Venezuela SA, known
as PdVSA, awarded an $834 million
contract to a Chinese company
named Wison Engineering Services
Co.

The contract, awarded just days
after Chinese police detained Wison’s
controlling shareholder in an oil-in-
dustry corruption investigation, was
to help build an oil refinery in Puerto
la Cruz on Venezuela’s coast. It
marked the biggest such contract in
Latin America for a Chinese company
and a rare international foray for Wi-
son.

Banco Espírito Santo at the time
had a substantial presence in Vene-
zuela. It had opened a Caracas
branch in January 2012, part of an

Continued from first page ambitious global growth strategy,
and served as banker to the Venezu-
elan government and PdVSA on mul-
tiple projects. A Banco Espírito Santo
marketing presentation this year
touted Venezuela as “an important
market,” noting the large community
of Portuguese expatriates there.

PdVSA, meanwhile, held signifi-
cant sums of Espírito Santo debt,
making it one of the family-owned
conglomerate’s largest creditors, ac-
cording to a person familiar with the
relationship.

Banco Espírito Santo’s financial
problems were intensifying amid rev-
elations of accounting problems at
its parent company. Earlier this year,
Banco Espírito Santo wrote to PdVSA
seeking to reassure it that it would
make good on its debts, according to
a person familiar with the letter.

In May, Banco Espírito Santo ap-
proached Goldman to set up a spe-
cial-purpose vehicle named Oak Fi-
nance Luxembourg SA. Banco
Espírito Santo wanted to use the ve-
hicle to raise dollar-denominated
funding, which was becoming scarce
due to the bank’s financial troubles,
according to the person familiar with
the relationship.

On July 3, locked out of bond
markets and bleeding cash, Banco
Espírito Santo borrowed $835 mil-
lion from Oak Finance, according to
the prospectus.

The borrowed funds were for
purposes including trade financing
for Wison Engineering on PDVSA’s
Deep Conversion Project, according
to the loan agreement included in
the Oak Finance prospectus.

Wison, which is listed on the
Hong Kong Stock Exchange, has
struggled following the police deten-
tion last September of its founder
and controlling shareholder, Hua
Bangsong. The 48-year-old Mr. Hua,
later formally arrested on unspeci-
fied bribery charges, is one of sev-

eral Chinese oil-industry executives
and senior government officials de-
tained in a broad corruption investi-
gation. Chinese authorities haven’t
detailed specific allegations against
the men. Mr. Hua hasn’t made a
court appearance and couldn’t be
reached for comment.

Wison says the investigation
casts doubt on its ability to stay in
business, noting last week that it is
in default on some of its bank obliga-
tions. Nonetheless, Wison announced
on July 21 that it had started its
phase of construction activity on the
Venezuelan refinery project, al-
though it said it had subcontracted
out the work to Chinese state-owned
companies. Wison said in a state-
ment that such subcontracting ar-
rangements are normal and declined
to comment about financial aspects
of the project.

The same day that Banco Espírito
Santo tapped the Oak Finance loan,
Oak Finance issued $785 million of
debt with annual interest rates of up
to 3.5%. Goldman, which served as
arranger and dealer for the transac-
tion, bought the debt and hoped to
sell it at a profit to outside investors.

At first, the arrangement ap-
peared lucrative for Goldman. It
stood to collect fees from Oak Fi-
nance that “will be materially higher
than the fees and/or commissions
typically charged in vanilla bond
transactions,” according to the pro-
spectus.

But Banco Espírito Santo’s finan-
cial difficulties made it hard for
Goldman to attract buyers. During
July, customers and creditors of the
Portuguese lender yanked €3.35 bil-
lion ($4.4 billion) of funds, leaving
the bank with “a severe liquidity
shortfall,” according to Portugal’s
central bank. The bank’s shares
plunged 80% before its Aug. 3 bail-
out.

Goldman eventually sold a por-
tion of the Oak Finance debt, at a
loss, to hedge funds that specialize in
distressed debt, according to a per-
son familiar with the market activity.
Goldman is still holding some of the
debt, which has lost value, this per-
son said.

The fate of the Oak Finance debt
is unclear. The sole collateral on the
bonds is Oak Finance’s $835 million
loan to Banco Espírito Santo. Despite
the bank’s collapse, that loan is sup-
posed to be repaid. It was among the
liabilities transferred to Novo Banco,
the “good bank” that Portugal carved
out of Banco Espírito Santo when it
was bailed out in August, according
to Moody’s Investors Service.

The transaction is the latest instance of a Wall Street
firm helping finance the Espírito Santo empire via
off-balance-sheet vehicles before its demise.
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Beijing Ruling Sparks Backlash
HONG KONG—Pro-democracy legislators

heckled a top Chinese official Monday as he
sought to explain Beijing’s position on how
Hong Kong should elect its leader, while po-
lice and demonstrators scuffled outside the
venue.

Dozens of pro-democracy politicians dis-
rupted remarks by Li Fei, deputy secretary-
general of the Standing Committee of the
National People’s Congress, China’s rubber-
stamp parliament, which decreed on Sun-
day that candidates for Hong Kong’s top
leadership post must be approved by a
committee heavily loyal to Beijing.

Legislators shouted slogans and held up
signs saying “breach of promise” and
“shameful.” A few of them were escorted
out by the police, while some were dragged
out.

Police used pepper spray to restore or-
der outside the venue, the AsiaWorld-Expo
near Hong Kong’s airport, after some pro-
testers tried to force barricades set up by
police, according to a police spokesman.

A 21-year-old social worker identifying
himself only as Kit said he and others in his
pro-democracy group of activists were pep-
per-sprayed by police. “We are here to pro-
test in a peaceful manner,” he said.

According to the police, the pepper
spray was used after protesters consistently
ignored police warnings to back down.

Sunday’s decree capped months of blunt
reminders from Beijing of who is in charge
in the former British colony and drew im-
mediate ire from pro-democracy voices in
Hong Kong. China’s government has for
years been contending with a democracy
campaign in Hong Kong, a major interna-
tional financial center. It has counted on
support from Hong Kong’s business elites
and what local media have sometimes
called a silent majority of locals more inter-
ested in steadily rising living standards
than politics.

Democracy advocates, however, say Bei-
jing has been infringing on the autonomy it
guaranteed the city 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 govern-
ment more responsive to the public.

Pro-democracy voices in Hong Kong
have threatened a mass civil-disobedience
campaign if they weren’t offered “genuine
choice” in 2017 elections, and 23 legislators

said Sunday they would veto Beijing’s pro-
posal in the 70-seat Hong Kong legislature,
where it needs a two-thirds approval. By
constituting a bloc of more than a third,
the city’s 27 pro-democratic legislators hold
effective veto power.

If the package is voted down, Mr. Li
said, there will be no universal suffrage in
2017. If the proposal doesn’t pass, he said,
“The governance of Hong Kong would turn
more difficult. Many people in Hong Kong
are very worried about it.”

Beijing’s position is that its proposal
provides for the most democratic regime
Hong Kong’s 7.2 million residents have ever
enjoyed, after over a century after British
colonial rule. Until the handover, Hong
Kong was led by a governor—most often a

career diplomat—appointed by the British
government.

Since China took over in 1997, the city’s
leader has been selected, around once every
five years, by an election committee
stacked with Beijing loyalists and members
of the business community, in an arrange-
ment to ensure that the winning candidate
was palatable to China.

If legislators vote down the reform pack-
age, the selection method for the chief ex-
ecutive in 2017 will revert to the previous
arrangements, Mr. Li said Monday.

Pro-democracy lawmakers, however, say
that means little, arguing that the reforms
announced Sunday are no more democratic
than the committee-based selection pro-
cess.

As for planned protests in Hong Kong in
coming weeks, Mr. Li called one main orga-
nizer, activist group Occupy Central, illegal.
“History and practical experience tells us
that if some people want to instigate radi-
cal activities, and we succumb to that, that
will only breed further illegal activities.”

As he spoke, protesters outside held up
banners demanding “genuine elections,”
and hurled insults at pro-Beijing politicians
in Hong Kong, saying “their conscience has
been devoured by dogs.”

Meanwhile, pro-Beijing supporters also
in attendance waved Chinese flags and held
signs saying, “Respect the decision of the
National People’s Congress.”

—Isabella Steger
contributed to this article.

By JennyW. Hsu,
Chester Yung
and Jeffrey Ng

Hong Kong pro-democracy lawmaker Leung Kwok-hung is dragged away by security guards after heckling a Chinese official Monday.

IN DEPTH

sue, says Denis Wang, a founding director of
the Chinese University of Hong Kong’s gradu-
ate program in global business.

A few days later, an ad that claimed to have
been placed by employees of the so-called Big
Four appeared in the Apple Daily newspaper,
admonishing the companies by saying, “Hey
boss, your statement doesn’t represent us.”

Also in June, Next Media Ltd., which owns
the Apple Daily, said HSBC Holdings PLC and
Standard Chartered PLC pulled millions of dol-
lars in advertising from the newspaper, which
is known for its criticism of Beijing. Represen-
tatives for the two banks have said the deci-
sion to halt ads was a purely commercial one,
though Next Media said the move was
prompted by pressure from the Chinese gov-
ernment.

Events such as these are raising concerns
about whether Beijing is stepping up pressure
on the business community to support its poli-
cies, and where such interference will end.

Businesses in Hong Kong have counted on
the rule of law for predictability and fairness,
especially as foreign businesses have been in-
creasingly targeted by authorities in China,
lately on antitrust grounds.

Fears of a threat to Hong Kong’s role as a
trading center aren’t new. Britain’s decision in
1984 to cede the territory to China initially

Continued from previous page sparked high levels of anxiety, including in the
business community, prompting a flood of for-
eign-passport applications. Yet by the 1997
handover, Hong Kong largely embraced the re-
turn to the motherland, led by investors whose
early optimism helped them rack up big prof-
its.

Since then, enormous prosperity has been
created, but the mainland’s money and people
have also appeared to overwhelm the city,
adding to crowding both in its subway and in
its financial sector: Seven of the heaviest
weightings in the Hang Seng Index of stocks
that was once the bevy of local landlords and
trading companies are now mainland compa-
nies.

Many bankers on Monday said that Beijing
has little interest in upsetting a financial sec-
tor it relies on as a gateway for global capital
for Chinese companies and investors.

“Investment bankers are opportunistic,
flexible and savvy enough to know that to
work in Hong Kong you have to play by China’s
rules,” said Philippe Espinasse, a former in-
vestment banker in Hong Kong who now
writes on the industry.

And in several instances, Beijing has ap-
peared to protect the city’s special position.
When Hong Kong’s economy was reeling in
2003 during the deadly SARS virus outbreak,
Beijing rushed out an agreement that dropped

trade barriers between Hong Kong and main-
land China.

But Beijing’s decision to limit the choice of
Hong Kong people in deciding their next leader
adds risk to a historically low risk environ-
ment and Beijing critics say it dents Hong
Kong’s appeal as one of the world’s leading fi-
nancial centers.

“Every year, we see a steady erosion of the
one-country, two-systems policy,” said Anson
Chan, a former chief secretary in the Hong
Kong government starting under British rule
who has since founded a political group fight-
ing for a one-person-one-vote system. “For
members of the judiciary to have to be patri-
otic, this has serious implications for busi-
ness,” she said. “If it’s one thing that the busi-
ness community values, it’s the rule of law.”

Ms. Chan said she had urged the business
sector to stand up to Beijing’s demands. “It’s
not in the interests of the commercial sector
to cave in because it will just cause Beijing to
demand more,” she said.

Until the past few months, faith in the in-
dependence of Hong Kong’s regulators had
also been strong. Earlier this year, Hong Kong
regulators effectively blocked e-commerce
company Alibaba, one of China’s great busi-
ness success stories, from listing its shares in
the city because of the way its corporate struc-
ture treats outside investors.

But in a development that raised eyebrows
around its timing, Hong Kong’s antigraft
watchdog raided the home of Jimmy Lai, the
founder of Next Media Ltd. and a staunch Bei-
jing critic, in connection with his contributions
to pro-democracy politicians. To some ana-
lysts, the raid suggested the commission—once
unquestioned as an independent corruption
fighter—was acting under political influence.
Regulators said the move wasn’t politically
motivated.

Should such concerns grow, other Asia fi-
nancial hubs are eager to take over Hong
Kong’s role. Tokyo, which has tried unsuccess-
fully to become Asia’s financial hub for years,
quickly seized on an opportunity to promote
itself after Beijing’s decision on Hong Kong.

“What has just happened isn’t a single iso-
lated incident,” Tokyo Gov. Yoichi Masuzoe
told reporters following a Monday meeting to
promote the city as an international financial
center. He described Hong Kong as “a different
society than ours. True, English is understood
there, but freedom is far more firmly guaran-
teed in Japan.”

Some firms looking to start operations in
Asia are now looking to Singapore as an alter-
native, said one executive, adding, “I haven’t
heard that on the agenda before.”

—Kosauku Narioka in Tokyo
contributed to this article.
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IN DEPTH

Beijing’s Ruling on Vote Stirs
Fear Over Hong Kong Status

Hong Kong has prospered as a financial
and business center through both British
and Chinese Communist rule by being able
to largely ignore politics and focus squarely
on the bottom line.

Now, a series of reminders from Beijing
of who’s in charge—including a weekend de-
cree that it will effectively decide who can
run for Hong Kong’s top post in 2017—bring
politics directly to the fore and raise the
possibility that some of the pillars that have
supported the city’s commercial success are
under threat. Most immediately, the deci-
sion appears likely to cause protracted anti-
government demonstrations that at least
temporarily could slow the city’s normal ef-
ficiency.

Across Hong Kong on Monday, bankers
and finance executives played down the im-
pact that Beijing’s decision, which had been
widely expected, will have on the city’s rep-
utation as a global finance center built on
rule of law.

Still, questions remain about what’s next,
in particular whether Hong Kong’s transpar-
ent, Western-style legal system will begin
bowing toward China.

Concerns in the legal community, in par-
ticular, ramped up after Beijing said this
year that Hong Kong’s administrators—in-
cluding its judges—must “love the country.”

“Ultimately the legal system is pretty
much answerable to Beijing, but they have
chosen to allow Hong Kong to live in a bit
of a bubble,” said Nigel Davis, a lecturer of
law at the University of Hong Kong. “The
way things are going, it looks to me like
that bubble could be burst.”

The promise of access to the mainland
market and a solid legal and financial sys-
tem have made Hong Kong attractive for
businesses.

That held true as China grew at a dou-
ble-digit rate and largely kept out of Hong
Kong’s affairs. But a growing sense that
Beijing is tightening its control over the
city at a time when China’s economy is
slowing threatens to diminish some of
Hong Kong’s appeal.

The prospect of a civil-disobedience cam-
paign as well as concerns about creeping in-
fluence from Beijing in the city’s judicial
and regulatory institutions add to factors
that may color long-term planning, such as
whether to register a business venture or
establish a trust fund in the city—the kind
of activities that keep Hong Kong’s lawyers
and bankers employed.

“There’s very little appreciation for how
difficult it is to build institutions, and easy
to destroy them,” says Mark Clifford, execu-
tive director of the Asia Business Council
and longtime resident of Hong Kong.

For China, Hong Kong has acted as a
showcase that it can manage a free-market
hub. From the start, China has signaled its
own anxiety that its rule could risk “killing

the golden goose.”
But in 1990, as it laid preparations for a

new flag for Hong Kong once it reverted to
Chinese sovereignty, it said five stars sewn
into flower petals would “symbolize the
fact that all Hong Kong compatriots love
their motherland.”

But now, Beijing is pushing the concept
of loving China to the fore, calling it a pre-
requisite for anyone eligible to run Hong
Kong in coming years.

For a rule-based city that counts on le-
gal code as its bedrock, ambiguous terms
like “love” are sowing confusion.

When China extended the requirement to
“love the country” to all Hong Kong admin-
istrators, including judges, hundreds of law-
yers marched in protest. Retired Hong Kong
Chief Justice Andrew Li called Beijing’s cat-
egorization of judges as administrators “un-
fortunate” in an Aug. 15 commentary in the
South China Morning Post.

“Under the principle of judicial indepen-
dence, judges should not be pro- or anti-
anyone or anything,” he wrote.

Beijing officials have blamed the uproar
on misunderstandings related to translation.

There are also signs that businesses are
coming under pressure from Beijing to dis-
associate themselves from democracy advo-
cates.

The world’s four largest accounting firms
voiced concerns in a June ad in Hong Kong
media about the prospect of protests that
had threatened to paralyze Hong Kong’s
business district in the absence of “genuine
choice” on the city’s chief executive.

In the ad, the Hong Kong affiliates of
Ernst & Young LLP, PricewaterhouseCoo-
pers, Deloitte LLP and KPMG LLP said they
worried about protests “shaking Hong Kong
from its position as an international finan-
cial and commercial center.”

The unusual move led some to question
whether the firms acted unprofessionally by
taking a stance on a politically charged is-

Please turn to next page

By Enda Curran and Kathy Chu
in Hong Kong and James T. Areddy

in Shanghai

Police officers stand guard in Hong Kong’s Central district on Monday. Pro-democracy activists have threatened to paralyze the district over Beijing’s ruling on the city’s 2017 elections.

IN DEPTH

Finance Heavy
Make-up of Hong Kong’s gross
domestic product

The Wall Street Journal

Source: Hong Kong’s Census and Statistics
Department, 2012

Note: Numbers rounded to the nearest
percentage point.
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Libya Cabinet Loses Control of Capital
CAIRO—Libya’s parliament

tasked the recently resigned prime
minister with forming a new govern-
ment as the outgoing cabinet ac-
knowledged it had lost control of the
capital to Islamist-allied militias.

The state-controlled news agency
said the parliament convening in To-
bruk voted Monday to name Abdul-
lah al-Thinni as the new head of a
cabinet would form a “crisis govern-
ment.”

Mr. al-Thinni resigned Wednes-
day, saying he hoped a new govern-
ment would be more inclusive. Mr.
al-Thinni’s government was at odds
with an alliance of Islamist militants
who took over the capital, Tripoli,
from rival groups after weeks of
fighting. Dozens were killed and
thousands fled the capital, including
the government, which set up a base
in the east.

The outgoing government of Mr.
al-Thinni said Sunday it had lost
control of almost all state institu-
tions and government offices to
armed militias. It said some of those
buildings were “occupied,” others
“stormed,” and staff and employees
had been prevented from entering.

“It has become dangerous for
(employees) to get to their work
places without the risk of being de-
tained or killed especially after some
of the armed groups issued direct
threats against them, attacked and
torched their homes and terrorized
their families,” the statement said.

The Tripoli house of Mr. al-Thinni
himself was attacked and burned.
The militias in control of the capital,
operating under an umbrella group
called the Dawn of Libya, have also
taken control of the U.S. embassy

compound in the capital, a week af-
ter they drove out rival militias.

Libya’s divisions are rooted in ri-
valries between Islamists and non-
Islamists, as well as powerful tribal
and regional allegiances between
groups who quickly filled the power
vacuum after the 2011 fall of long-
time dictator Moammar Gadhafi.
Successive transitional governments

have failed to control the militias.
A State Department official said

the compound “remains secure.”
The outgoing parliament, led by

Islamists, has refused to recognize
the newly elected body that con-
venes in the east. It has also sepa-
rately named a new prime minister
to form a “national salvation govern-
ment.”

Associated Press

Abdullah al-Thinni recently resigned as Libya’s prime minister.
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Afghan Election Agreement Is Imperiled
KABUL—A deal brokered by U.S.

Secretary of State John Kerry to end
Afghanistan’s protracted election
crisis was on the brink of collapse
Monday, with presidential candidate
Abdullah Abdullah ready to pull out
of talks with his rival.

Mr. Abdullah, a former foreign
minister, and Ashraf Ghani, a former
finance minister, faced each other in
a June 14 runoff. Mr. Abdullah al-
leged widespread fraud and refused
to accept preliminary results that
showed Mr. Ghani winning, trigger-
ing a political crisis that risks turn-
ing violent.

Mr. Kerry soon intervened to fa-
cilitate an agreement between the
two candidates, who accepted a full
audit of votes under the supervision
of the United Nations and agreed to
share power in a future government.

Since then, however, the two
feuding camps repeatedly threat-
ened to scuttle the agreement,
prompting Mr. Kerry to travel to Ka-
bul a second time last month. Dur-
ing his second visit, the candidates
renewed their pledge to cooperate.

Now, both parts of the deal bro-
kered by Mr. Kerry appear to be
breaking down, just as time is run-
ning out for the new president to
sign a security agreement that
would allow U.S. forces to stay in
Afghanistan once the international
military coalition’s current mandate
expires in December.

On Monday, Mr. Abdullah’s camp
threatened to end talks with Mr.
Ghani’s camp unless their demands
on the audit and on the political
deal are met Tuesday.

Mr. Abdullah’s observers last
week pulled out of the audit, saying
they weren’t satisfied with the crite-
ria used to identify suspect votes.
The audit continued without repre-
sentatives of the two parties, and
Afghanistan’s election commission is
expected to release its outcome in
coming days.

Sayed Fazil Sancharaki, a spokes-
man for Mr. Abdullah, told reporters
Monday that they want the audit
stopped and that they will reject its
result unless their criteria are ap-
plied. “We will reject such an an-
nouncement, and the people of Af-
ghanistan will stand against it,” said
Mr. Sancharaki. “We are fed up,” he
said.

Mr. Abdullah’s aides said that if
their concerns aren’t addressed,
they will consider the runoff vote
inconclusive.

Meanwhile, talks on a power-
sharing agreement have reached a
deadlock. Despite weeks of negotia-
tions, the two camps still have very
different visions of what a unity
government should look like. Mr.
Abdullah’s team sees it as a coali-
tion government, where power is
shared equally; Mr. Ghani, on the
other hand, believes the winner
should play a bigger role in forming
a government.

“We want a genuine and even
partnership between the two
teams,” said Mahmud Saikal, an aide

to Mr. Abdullah. “They want a mo-
nopoly of power.”

Much of the disagreement has
centered on the role of a chief exec-
utive officer, who would be picked
from the losing side. Mr. Abdullah’s
team wants a powerful CEO, a posi-
tion they eventually want replaced
with that of prime minister through
a constitutional amendment.

That is not something that the
Ghani camp is ready to accept. “The
government of national unity does
not mean we can bypass Afghani-
stan’s constitution. Dr. Ghani cannot
accept unconstitutional demands,”
said Ajmal Obaid Abidi, a senior
member of the Ghani team. “He
does not believe in a shareholder

government.”
A powerful ally of Mr. Abdullah,

Atta Mohammad Noor, the governor
of Balkh province, on Monday called
on his supporters to prepare for
peaceful protests and to occupy gov-
ernment buildings, a step he de-
scribes as an “orange movement.”

A failure to reach a solution
would upend what was supposed
the first democratic transfer of
power in the country’s history.

The election’s winner was due to
President Hamid Karzai, who has
been in power since the U.S. toppled
the Taliban in 2001.Mr. Karzai last
week said he was ready to step
down on Tuesday. But since there is
still no clarity on who won the elec-
tion, Mr. Karzai will stay in office
longer, according to his spokesman.

“The President is not considering
the step-down before the official
transfer of power to the new Afghan
president. It is unconstitutional to
step down before officially transfer-
ring the power to his successor,”
said the spokesman, Aimal Faizi.

Tensions between the two camps
are deepening days ahead of a cru-
cial North Atlantic Treaty Organiza-
tion summit in Wales.

There, leaders of member coun-
tries are expected to discuss their
military and financial commitments
to Afghanistan and its security
forces after the end of this year. In
a statement, the U.N. said it is work-
ing with both candidates to address
their concerns.

On Monday, the U.N.’s chief of
mission in Afghanistan, Jan Kubis,
met the two candidates and with
U.S. Ambassador James Cunning-
ham.

BY MARGHERITA STANCATI

Lesotho Seeks Calm
After Fears of Coup

JOHANNESBURG—Leaders of Le-
sotho agreed Monday to take steps
to restore order to the tiny moun-
tain kingdom, after an apparent
coup attempt over the weekend.

Following meetings with South
Africa’s President Jacob Zuma in
Pretoria, Lesotho’s Prime Minister
Thomas Thabane and his deputy,
Mothetjoa Metsing—part of a fragile
coalition government—agreed to re-
open parliament. The prime minis-
ter had suspended parliament in
June, following earlier fears of a
military coup; Mr. Metsing had
planned a protest march Monday
against the decision but huddled in-
stead with officials in Pretoria.

On Saturday, soldiers had
stormed police stations, exchanging
fire with police. The prime minister
fled to neighboring South Africa,
where he accused army officers of
staging a coup. Lesotho’s military
denied it had attempted a coup and
said it was trying to prevent the po-
lice from arming the opposition.
South African officials and other re-
gional leaders have been busy since
then trying to find a path out of the
political turmoil. As part of the pact
that Mr. Zuma brokered, Lesotho’s
leaders agreed to work with repre-
sentatives of the Southern African
Development Community, a regional
body, to chart a way forward and to
maintain security, according to a
statement from the South African
president’s office. Details weren’t
disclosed.

With their top leaders out of the
country, residents in the capital,
Maseru, on Monday stockpiled wa-
ter, eggs and other foodstuff to
brace for more potential trouble, ac-
cording to a member of Lesotho’s
parliament who declined to be iden-
tified. Police, he added, were largely
off the streets, adding to the sense
of unease.

“There’s anxiety,” he said. “But
the security situation is fine—for
now.”

On Saturday, the U.S. Embassy in
Maseru said the State Department
had ordered the departure of non-
employee family members from the
mission amid security concerns. In
an emergency message, the embassy
warned U.S. citizens to avoid crowds
and demonstrations.

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, Mr. Thabane. But the coali-
tion’s political grip has been shaky.
Mr. Thabane’s ties to the military
have been a continuing source of
tension—and coup rumors have sur-
faced frequently, alarming officials
in Pretoria.

Lesotho—encircled by South Af-
rica—has a population of only
around two million people. But it
holds strategic importance for its
bigger neighbor. Lesotho’s mountain
rivers supply water to many of
South Africa’s parched provinces,
including commercial hub Gauteng.

BY PETER WONACOTT

Afghan Presidential candidate Abdullah Abdullah’s camp on Monday threatened to end talks on the election crisis.
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Dubai’s IPO Market
Showing Signs of Life

DUBAI—Five years after Dubai
teetered on the brink of financial di-
saster, signs are emerging that the
market for initial public offerings in
the emirate is coming back to life,
as the owner of the world’s largest
shopping mall prepares to sell
shares to the public.

Emaar Properties, Dubai’s high-
est-profile real estate group, said
Sunday it plans to list at least 15%
of its profitable and fast-growing
malls business, a unit that real-es-
tate-services firm JLL values at
about $10.6 billion.

This would be the biggest share
sale since 2007.

Fund managers and analysts say
that a successful IPO of Emaar
Malls could pave the way for other
local companies to follow suit.
Among the potential issuers are two
private-equity groups, Gulf Capital
and Ithmar Capital, as well as two
government-owned property firms,
Nakheel and Meraas Holding, ac-
cording to bankers.

Earlier this year, Emirates REIT
and retailer Marka launched IPOs
that generated strong investor in-
terest.

The willingness of these compa-
nies to go public is a reflection of
Dubai’s resurgent economy and un-
derscores the main stock exchange’s
performance—up 54% since the
start of the year.

The U.A.E.’s upgrade to emerg-
ing-markets status by index com-
piler MSCI Inc. has also generated
more interest from international in-
stitutions.

“There is an IPO renaissance in
the U.A.E., and with the MSCI up-
grade to Emerging Market status in
May, we continue to see positive
momentum with clients considering

an IPO,” said Declan Hayes, manag-
ing director, transaction services at
Deloitte Corporate Finance.

The renewed IPO interest stands
in contrast with Dubai’s predica-
ment only a few years ago, when
many of the emirate’s state-owned
holdings were involved in complex
restructuring because they were un-
able to service debts accumulated in
the precrisis years to fund expensive
expansion plans at home and
abroad.

IPO activity after 2009 dried up
and the few companies that had the
desire to float, including Abu
Dhabi’s Gulf Marine Services, two
hospital groups and Dubai developer
Damac, opted for the London Stock
Exchange instead of a local listing.

The economies in the Persian
Gulf have since then picked up
steam and companies have started
dusting off plans to go public again.
In the first six months of this year,
the value of all IPOs in the Gulf re-
gion tripled to $2.2 billion from the

same period in 2013, according to
figures from Ernst & Young.

“Taken together with the fact
that Dubai has positioned itself as a
financial-services hub in the region,
it isn’t surprising that we’ve seen an
increase in the number of IPOs,”
said Ghadir Abu Leil-Cooper, Baring
Asset Management’s head of EMEA
Equities. “This also reflects the de-
cision of many corporate boards to
raise financing through the market,
which is a perfectly legitimate fi-
nancing route, and sometimes the
desire to monetize some of the
value of a family shareholding while
preserving the corporate structure.”

One potential sticking point for
issuers looking at Dubai is that the
main exchange requires companies
to sell at least 55% of the firm.

In the case of Emaar, which said
it is selling at least 15% of its malls
business, the regulator granted an
exemption, which some consider an-
other sign that Dubai is willing to
accommodate potential issuers.

BY NICOLAS PARASIE

Europe Banks Aim
To Revive ‘Cocos’

The prospect of quantitative eas-
ing in Europe is reviving the market
for risky bank debt, with two Euro-
pean lenders testing the waters on
so-called contingent-capital bonds, or
cocos, after a monthslong drought.

Cocos—which can convert to eq-
uity or be wiped out if the issuer’s
capital levels drop below a thresh-
old—had a booming start to the
year as banks took advantage of re-
cord-low rates to bolster their bal-
ance sheets ahead of a banking-sys-
tem health check this fall.

Issuance surged to a record €33.6
billion ($44.1 billion) in the first half
of the year, before the market ground
to a halt in July when financial diffi-
culties at Portugal’s Banco Espírito
Santo and U.S. Federal Reserve
Chairwoman Janet Yellen’s warning
about the high price of risky debt
prompted investors to pull back.

On Monday, though, two Euro-
pean banks started meeting inves-
tors to gauge interest in cocos they
plan to sell.

Italian bank UniCredit SpA and
Spanish peer Banco Santander SA
are hoping to become the first
banks to issue cocos in Europe since
mid-June.

Analysts say the two banks will
be helped by expectations that the
European Central Bank may soon
take more-aggressive measures to
jump-start the region’s flagging
economy, prompting yields on most
types of debt to fall.

“Yields are very low, so it makes
sense to move fast,” said Roger
Francis, a credit strategist at Miz-
uho International PLC.

On average, coco debt yields
5.79%, according to a Bank of Amer-
ica Merrill Lynch index.

Average yields rose as high as
6.19% in August, still some 0.15 per-
centage point lower than at the
start of the year, according to fig-
ures from Bank of America.

Covered bonds—bank debt
backed by loans such as mortgages
and thought of as the safest they
sell—yield 0.96% on average, ac-
cording to a Markit index.

Mr. Francis said other European
banks could follow Santander and
UniCredit. Banks could issue as
much as €18 billion of these bonds
over the next four months, he said.

Regulators are encouraging banks
to sell cocos as a way to shift the
cost of future bank rescues from tax-
payers onto bondholders by boosting
the amount of capital they have
available to absorb potential losses.

Others say banks could delay is-
suance until regulators complete the
health checks this fall.

Ben Bennett, a credit strategist at
Legal & General Investment Manage-
ment, said a handful of banks may
seek to take advantage of the recent
fall in borrowing costs, though issu-
ance is likely to be limited.

“I’d have thought that most issu-
ers would wait until after the
[health checks] to issue,” he said.

Mr. Bennett declined to comment
on whether his firm would consider
participating in any of the deals.

BY BEN EDWARDS

MARKETS

Picture-taking outside the Dubai Mall, owned by Emaar Properties.
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Asian Currencies Go Higher
stocks and bonds this year, almost
one-third of the $176.9 billion that
has flown into global emerging
markets. That compares with the
$195 billion received during all of
last year, according to data from
the Institute of International Fi-
nance.

The strong performance of the
Asian currencies against the dollar
comes as the U.S. unit has broadly
rallied against most other curren-
cies amid expectations the Fed will
eventually raise rates that would
boost yields in the U.S. Other
emerging-market currencies are
mostly faring worse, with the Turk-
ish lira close to its weakest level in
four months and the South African
rand down 1.8% this year.

Analysts at Bank of America
Merrill Lynch say the decoupling of
Asian currencies from global for-
eign-exchange movements has been
driven by a range of forces. Some
central banks are acting to support
their currencies, elections in India
and Indonesia have brought busi-
ness-friendly governments to
power, and U.S. Treasury yields
have dropped, which tends to weigh
on the dollar.

To be sure, analysts and inves-
tors say these Asian markets are
still vulnerable to outflows if risk
aversion rises or economic condi-
tions in the region worsen. Chief
among the worries is when the Fed
will raise rates.

“There is still uncertainty as to

Continued from page 15 the degree of the rate hike or when
the rate hike is going to be enacted.
Nobody is massively pricing that in
yet,” said Sacha Tihanyi, a senior
currency strategist at Scotiabank
in Hong Kong. “That doesn’t mean
it’s not going to get choppy and vio-
lent when the signal does come,
whenever it does come.”

For now, though, concerns have
eased about the tapering of the
Federal Reserve’s easy-money poli-
cies, while the European Central
Bank and Bank of Japan are look-
ing to continue easy-money poli-
cies, sending funds back into high-
yielding markets.

“Even if the Fed stops expanding
its balance sheet, you’ve got the
two other large central banks ex-
panding their balance sheets.
You’ve got a lot of money-printing
going around,” said Rahul Chadha,
co-chief investment officer at Mirae
Asset Global Investments in Hong
Kong.

Investors say the move into Asia
isn’t just a chase for yield, and that
they are still being discriminating.

Mr. Chadha said “quality cycli-
cal” stocks that move in tandem
with ups and downs in the economy
have performed well, pointing to
the auto, information-technology
and pharmaceuticals sectors in In-
dia. He also said that stocks of
overly indebted companies have re-
mained weak. Mr. Chadha’s regional
fund has a large, overweight posi-
tion in Indian equities, which make
up 23% of the fund.

So-called coco bonds can
convert to equity or be
wiped out if the issuer’s
capital levels drop below
a threshold.
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Clashes Rock
Pakistan After
Army Warning

ISLAMABAD—Fresh clashes be-
tween antigovernment protesters
and police broke out in the Pakistani
capital’s government quarter on
Monday, a day after the military
warned the administration of Prime
Minister Nawaz Sharif against “fur-
ther use of force” to quell the
spreading unrest.

The military also faced protest-
ers who briefly occupied the head-
quarters of the country’s state tele-
vision and soldiers fanned out
around government buildings,
checking the protesters’ advance on
the prime minister’s house. The po-
lice, which had been at the forefront
of resisting the protesters over the
weekend, retreated to the edge of
the government quarter.

The renewed violence, which
threatens to bring down Mr. Sharif’s
government, came as the military
denied Monday that it had asked the
prime minister to quit. Some Paki-
stani media had reported that army
chief Gen. Raheel Sharif had advised
Mr. Sharif to step down at a recent
meeting.

“News of Army Chief asking PM
to resign or going on leave is base-
less,” the military’s spokesman said
in response on Twitter. The prime
minister’s office also denied that
any such message was conveyed.

“The military would never di-
rectly tell the prime minister to re-
sign,” said a security adviser famil-

iar with the military’s thinking.
“That would allow him to become a
political martyr.”

Aides said the prime minister
was determined to resist pressure to
resign. The government privately
believes that the protesters are sup-
ported by the military, in a bid to
weaken or oust the prime minister.

An opposition leader, Imran
Khan, and Muslim cleric Tahir ul
Qadri led thousands of protesters in
a march to Islamabad on Aug. 15 for
a sit-in in front of Pakistan’s Parlia-
ment, demanding Mr. Sharif’s resig-
nation and alleging that the ruling
party rigged last year’s elections.
Mr. Sharif denied fraud allegations
and most court challenges to the
election’s results had been unsuc-
cessful.

Mr. Khan, a former cricket star, is
pressing for fresh elections, while
Mr. Qadri is calling for “revolution.”
As a softer alternative, Mr. Khan has
suggested that the prime minister
leave his office on a “holiday” for a
month, while a promised judicial in-
vestigation into the election-rigging
allegations takes place.

Over the weekend, three protest-
ers died and more than 500 were in-
jured in clashes with police using
tear gas, rubber bullets and baton
charges, as the demonstrators had
attempted to march on the prime
minister’s house.

Earlier Monday, antigovernment
protesters briefly occupied the
headquarters of the country’s state
television, where they smashed up

equipment, causing its broadcast to
go blank for almost an hour. Soldiers
and paramilitary Rangers forces ar-
rived at the scene, prompting the
protesters to leave the building. The
soldiers surrounded the compound.

Protesters also made further at-
tempts Monday to move toward the
prime minister’s official residence,
gaining some ground and leading to
fresh casualties among both police
and protesters, with hospitals re-
porting that at least one demonstra-
tor was brought in with rubber-bul-
let injuries.

Parliament, the prime minister’s
house and office, the presidency, the
Supreme Court, and ministries are
all located together in Islamabad’s
government quarter. The police
forces that were previously deployed
around these buildings were re-
placed Monday with soldiers. Many
embassies, including the U.S. Em-

bassy, are located in the area.
Mr. Sharif came to power after a

landslide victory in May 2013 elec-
tions. His previous stint in power
was ended by a 1999 military coup
and he has been at loggerheads with
the country’s powerful military es-
tablishment over a series of issues,
including the treason trial of former
dictator Pervez Musharraf and at-
tempts to improve relations with In-
dia.

Talat Hussain, a leading political
talk-show host, said that the mili-
tary’s aim was to “dilute” Mr. Sharif,
either by weakening or ousting him.
But Mr. Sharif has refused to be
shunted out of office, meaning that
the military would have to stage an
outright takeover to remove him, he
said.

“Nawaz Sharif is saying you’ll
have to drag me out, and with me
will go the Parliament and the con-

stitution,” said Talat Hussain, a
leading political talk-show host.

The armed forces have directly
ruled Pakistan for half its 67-year
history. Democracy was restored in
2008, after the latest period of mili-
tary rule. It is widely thought that
the military, which is battling Tali-
ban and al Qaeda jihadists in the
northwest, doesn’t want to directly
assume power at this time. A coup
would imperil U.S. aid that Washing-
ton pegs at some $3 billion a year,
U.S. officials say.

There is speculation that an
army-backed civilian government
could be brought in instead, but
there it is unclear how this would be
compatible with the constitution.

The army chief met his top com-
manders late Sunday. Afterward, the
military advised the government to
go back into talks with protest lead-
ers.

BY SAEED SHAH
AND QASIM NAUMAN

A protester readies a slingshot in Islamabad Monday. The renewed violence threatens to bring down Mr. Sharif’s government.
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India, Japan Pursue Closer Ties to Counter China
TOKYO—The leaders of Japan

and India pledged to step up de-
fense and economic cooperation as
the two Asian powers aim to build a
strategic counterweight to China.

As India’s new prime minister,
Narendra Modi, begins to outline a
vision for his diplomatic policy, he
is on a five-day tour of Japan this
week, where he and Japanese Prime
Minister Shinzo Abe have empha-
sized rapidly growing ties between
Asia’s two biggest democracies, as
well as a budding personal friend-
ship between them.

At their joint news conference
Monday, Mr. Abe described their bi-
lateral relations as having the “most
potential in the world.” Mr. Modi
noted his discussions with Mr. Abe
elevated the strategic and global
partnership between their countries
to a “special” level.

A joint statement signed by the
two leaders was heavy on plans for
cooperation in the security area.
They underlined the importance of
close dialogue between top foreign
affairs and defense officials, pledged
holding joint military drills regu-
larly and welcomed progress on
talks to transfer Japan’s defense and
nuclear technology to India.

Growth in security cooperation
will be matched by closer economic
and trade ties. Mr. Abe unveiled a
plan to double the amount of Ja-

pan’s direct investment and the
number of Japanese companies op-
erating in India in five years, and
pledged a total of ¥3.5 trillion ($30
billion) in Japanese investment over
the next five years. Mr. Abe also ex-
pressed hopes to introduce Japan’s
shinkansen bullet-train technology
to India.

While the two leaders didn’t men-
tion China by name, the presence of
the nation whose growing military
capability and aggressive territorial
behavior have alarmed its neighbors
was palpable. In a speech to business
leaders, Mr. Modi took a swipe at
China as he discussed the need for

India and Japan to forge a closer
partnership to promote peace and
prosperity in Asia and counter an
“expansionist” mind-set. It was seen
as a veiled reference to China, which
is embroiled in territorial disputes
with both New Delhi and Tokyo.

“Everywhere around us, we see
an 18th-century expansionist mind-
set: encroaching on another country,
intruding in others’ waters, invading
other countries and capturing terri-
tory,” Mr. Modi said.

Mr. Modi’s comments are the
clearest sign yet that the Indian
leader intends to throw in his lot
with Japan, a U.S. ally that is trying

to rally Asian nations to form a
united front as they face an increas-
ingly well-armed and assertive
China.

India has been at the center of
Mr. Abe’s strategy to build closer
diplomatic and defense alliances
with nations in the Asia-Pacific. In
January, Mr. Abe visited Delhi,
where he viewed a military parade
on Republic Day. In July, Tokyo
joined a military exercise with India
and the U.S. known as Malabar. Ja-
pan’s easing of weapons exports
rules under Mr. Abe has also raised
expectations that Japan may soon
provide military aircraft to India.

The blossoming friendship be-
tween the two leaders—both known
for their nationalistic views and
pledges of ambitious economic over-
haul plans—has been on display
since Mr. Modi arrived in Japan on
Saturday, accompanied by a delega-
tion of business executives. Mr. Abe
made a special trip to Kyoto and
welcomed Mr. Modi with a bear hug,
an unusual gesture from a politician
in Japan where physical contact in
public is kept to a minimum. The
two sat down for an informal din-
ner, fed fish in a koi pond, and took
a walk through a Buddhist temple in
Japan’s ancient capital before Mr.
Modi’s official schedule in Tokyo
started Monday morning.

During his first 100 days in of-
fice, Mr. Modi has shown alacrity in
defining his foreign-policy priori-
ties. His advisers say he is driving a

business-focused diplomacy aimed
at increasing investment and
growth in India, while sharpening
his focus on India’s security and
military preparedness.

After his election in May, Mr.
Modi moved quickly to repair India’s
strained relations with its neighbors
such as Nepal, Bangladesh and Bhu-
tan in an effort to re-establish New
Delhi’s supremacy in South Asia,
where China has made inroads in re-
cent years by bankrolling major in-
frastructure projects like highways
and ports.

Analysts in India say Mr. Modi
is looking to shore up regional alli-
ances across Asia while also work-
ing to deepen economic ties and
fixing India’s trade imbalance with
China. India is expected to forge
closer strategic ties with Vietnam
and Australia in high-level meet-
ings this month. Mr. Modi will also
meet Chinese President Xi Jinping
in New Delhi mid-September. The
two met at a Brics summit in Brazil
in July.

K.C. Singh, a former Indian dip-
lomat and strategic analyst, said
that in the coming years, India’s re-
lations with China would be charac-
terized by “heightened cooperation
and competition, and occasional
friction.”

Others say among Mr. Modi’s
foreign-policy challenges will be to
engage China, Japan and the U.S.
more proactively while balancing its
ties between the three countries.

BY MITSURU OBE
AND NIHARIKA MANDHANA

India’s Narendra Modi, center, and Japan’s Shinzo Abe, right, at a banquet Monday
in Tokyo. Mr. Abe described the ties as ‘having the most potential in the world.’
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Heady U.S. IPO Market Keeps Rolling
A busy initial-public-offering

market is warming up for autumn.
Chinese e-commerce giant Ali-

baba Group Holding Ltd. expects
to make what could be the largest
IPO ever as early as this month, po-
tentially raising more than $20 bil-
lion. New York office landlord Par-
amount Group Inc. filed
preliminary paperwork last week
for what may be the largest-ever
debut by a real-estate investment
trust. Online-storage startup Box
Inc. and consumer-credit upstart
LendingClub Corp. are also ex-
pected to price offerings in coming
months.

The anticipated flood would cap
off the busiest period for new U.S.
share listings in decades. Compa-
nies this year have raised $46.4 bil-
lion, the most in the first eight
months of any year since 2000, ac-
cording to data provider Dealogic.

“We still have a ton in the hop-
per and I think people are optimis-
tic about being able to execute
deals after Labor Day,” said Marc
Jaffe, co-chair of the global capital-
markets practice at law firm
Latham & Watkins LLP.

U.S. stocks’ climb to record
highs is affording companies an op-
portunity to sell shares at attrac-
tive valuations. Money managers
say many IPOs look like good bets.
Some feature rapid expansion in
profit or sales and offer new ways
to bet on trends like the emergence
of cloud-based business software
or increased U.S. energy production
thanks to the shale-drilling boom.

“If you have a good growth op-
portunity, investors are there,” said
Scott McNeill, chief financial of-
ficer of Dallas-based oil driller RSP
Permian Inc.

The company and its early in-
vestors sold a combined $744 mil-
lion worth of stock in a January
IPO and a “follow-on” stock offer-

ing last month. RSP Permian is
looking to finance West Texas oil
wells without taking on too much
debt.

IPOs further benefit from a per-
ception among many investors that
other assets, including bonds of all
types, are fully valued following
sharp rallies.

“With interest rates low and
with good corporate-earnings
growth and nowhere else to invest,
risk appetite is alive and well,” said
Matt Litfin, who helps oversee $4.6
billion as a portfolio manager at
William Blair Funds.

To be sure, these deals carry
their share of risk. Companies of-
ten go public at an early stage,
when their sales and profit out-
looks are particularly unclear.

This year, IPOs are attracting a

higher price tag relative to their
sales than in the past. In 2014,
companies have fetched an average
IPO price 8.2 times their latest
year’s sales, versus an average
price-to-sales ratio of 3.6 in the
previous 12 years, according to
data compiled by University of
Florida professor Jay Ritter.

That is in part because this year
has featured a disproportionate
share of IPOs by biotechnology
companies, which often go public
without meaningful revenue. Ex-
cluding biotech firms, this year’s
IPOs have fetched an average price-
to-sales ratio of 4.2 times.

Some market watchers say the
IPO boom has thinned the ranks of
attractive companies, particularly
in hot sectors like corporate soft-
ware and the Internet.

“Maybe a year and a half ago I
had eight to 10 that I was heavily
anticipating, now I only have three
or four,” said Tony Ursillo, technol-
ogy equity analyst and portfolio
manager at fund firm Loomis,
Sayles & Co.

Since IPO activity accelerated
last year, some onetime darlings
have fallen from grace. Advertising-
technology provider Rocket Fuel
Inc.’s stock rallied as much as 148%
in the months after its September
2013 IPO, but on Friday the shares
closed 44% below their IPO offer
price.

Market participants said the
rally in these so-called momentum
stocks was driven by short-term-
oriented bets that their share-price
gains alone would attract further
buying. Many of these stocks sold

off sharply this March and April.
Fund managers stress that com-

panies going public now generally
are more solid than in the late
1990s and early 2000 when compa-
nies such as Pets.com, with little
more than a marketing plan and a
catchy name, went public.

“One thing we’ve seen this year
is a good diversity across the busi-
ness and we’d expect that to con-
tinue,” said Jeffrey Bunzel, head of
equity capital markets for the
Americas at Deutsche Bank AG.

The health-care sector, which
has accounted for the largest share
of IPO activity of any industry in
the past year, also represents the
biggest share of the public backlog,
according to Dealogic.

Also on the horizon is a slate of
big energy deals, driven by surging
production on U.S. soil. For one,
Royal Dutch Shell PLC plans to
split off some oil-pipeline assets
into a type of high-dividend-paying
company called a master limited
partnership, following similar
moves by Marathon Petroleum
Corp. and Valero Energy Corp. in
recent years.

Phillips 66 Partners LP, an MLP
spun out of refiner Phillips 66 last
year, has seen its shares rally 222%
since its July 2013 IPO. Those were
among the biggest share gains
among companies that went public
in the U.S. last year.

“Treasury yields are low and
people still need income,” said
Scott Moore, manager of the $30
million Buffalo Dividend Focus
fund.

Mr. Moore said participating in
IPOs has bolstered his fund’s per-
formance this year. He declined to
name specific stocks, but his fund’s
holdings earlier this year included
Midcoast Energy Partners LP and
EQT Midstream Partners LP, two
MLPs that have seen big share-
price gains, according to Morning-
star.

BY MATT JARZEMSKY
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Japan Fund USD JP EQ IRL 09/01 USD 21.54 -4.6 4.8 13.4
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Polar Healthcare Class R USD OT EQ IRL 08/29 USD 33.42 20.1 43.2 41.1
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Alibaba Group Holding Ltd.’s coming U.S. listing, possibly the largest IPO ever, anchors a busy calendar for such deals.
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California
Passes Ban
On Plastic
Store Bags

A bill banning the use of plastic
bags at California grocery stores,
pharmacies, liquor stores and other
businesses is headed to Gov. Jerry
Brown’s desk after the state legisla-
ture passed the measure Friday.

If signed by Mr. Brown, the bill
would institute the first statewide
ban on plastic bags in the U.S. A
spokesman for the governor said
Friday he hasn’t taken a position on
the issue.

Cities including San Francisco,
Los Angeles, Seattle and Portland,
Ore., already have such bans in
place, as do most counties in Ha-
waii. The California ban would pro-
hibit the thin, commonly distributed
plastic bags in grocery stores and
pharmacies beginning July 1, 2015,
and go into effect for convenience
and liquor stores on that date a year
later. Proponents say plastic bags
are rarely recycled and commonly
littered. The plastic often ends up in
the ocean, they say, harming sea life.

The final bill, passed Friday by
the Senate, would allow reusable
plastic bags to be sold at grocery
stores, and would also allow paper
bags to be sold to consumers for a
minimum of 10 cents.

State Sen. Kevin de León, a Dem-
ocrat from Los Angeles, opposed
previous versions of the bill because
it would directly harm Command
Packaging, a company in his district.
The company has since retooled
some of its operations to create re-
cycled plastic bags out of agricul-
tural film used for wrapping crops,
and Mr. de León, the state Senate’s
incoming leader, now supports the
ban.

“This measure is going to prove
that a cleaner environment is com-
patible with expanding the economy
and job creation,” Mr. de León said.
“Part of the bill creates a new mar-
ket for agriculture film recycling.”

Most producers of plastic bags
and paper bags oppose the law, say-
ing it would kill jobs and serve as a
tax on consumers. The statewide
ban is supported by the California
Grocers Association, which says it
will eliminate a patchwork of local
legislations.

“This bill is widely supported by
groups representing environmental
causes, workers, the poor, and busi-
ness. It’s pretty rare to have such a
diverse and sweeping coalition
standing behind a policy,” California
Grocers Association President Ron
Fong said in a statement. “This has
never been about anything but en-
couraging Californians to shift hab-
its and use reusable bags.”

The United Food and Commercial
Workers, a union that represents
grocery workers, also backs the ban,
saying it wants the money currently
spent on plastic bags to be used for
worker training and food-safety ini-
tiatives.

Mark Daniels, an executive with
plastic-bag maker Hilex Poly, in
Hartsville, S.C., said the law
amounts to a giveaway to grocers in
the state, which now will collect a
profit from products that they once
were required to buy and give away
free to consumers at cost. Such plas-
tic bags are popular among consum-
ers, he said, as they are often reused
for lunches, lining trash bags or
scooping up dog waste, he said.

BY ALEJANDRO LAZO

U.S. NEWS

NorthKoreaDetaineesSeekHelp
PYONGYANG, North Korea—

North Korea gave foreign media ac-
cess on Monday to three detained
Americans who said they have been
able to contact their families and—
watched by officials as they spoke—
called for Washington to send a
high-ranking representative to nego-
tiate for their freedom.

Jeffrey Fowle and Mathew Miller
said they expect to face trial within
a month. But they said they don’t
know what punishment they could
face or what the specific charges
against them are. Kenneth Bae, who
already is serving a 15-year term,
said his health has deteriorated at
the labor camp where he works eight
hours a day.

The three were allowed to speak
briefly with the Associated Press at
a meeting center in Pyongyang.
North Korean officials were present
during the interviews, conducted
separately and in different rooms,
but didn’t censor the questions that
were asked. The three said they
didn’t know they were going to be
interviewed until immediately be-
forehand.

All said they believe the only so-
lution to their situation is for a U.S.
representative to come to North Ko-
rea to make a direct appeal.

That has often been North Ko-
rea’s bargaining chip in the past,
when senior statesmen including for-
mer President Bill Clinton made
trips to Pyongyang to secure the re-
lease of detainees.

North Korea says Messrs. Fowle
and Miller committed hostile acts,
which violated their status as tour-
ists. It has announced that authori-
ties are preparing for the trial, but
hasn’t announced the date.

In Washington, National Security
Council spokesman Patrick Ventrell
said, “We have seen the reports of
interviews with the three American
citizens detained in North Korea.”

“Securing the release of U.S. citi-
zens is a top priority and we have
followed these cases closely in the
White House,” his statement added.
“We continue to do all we can to se-
cure their earliest possible release.”

Mr. Ventrell noted that the State
Department has issued a travel
warning recommending against all
travel to North Korea for U.S. citi-
zens.

Mr. Fowle arrived in North Korea
on April 29. He is suspected of leav-
ing a Bible in a nightclub in the
northern port city of Chongjin.
Christian proselytizing is considered
a crime in North Korea. Mr. Fowle,
56, lives in Miamisburg, Ohio, where
he works in a city streets depart-
ment. He has a wife and three chil-
dren aged 9, 10, and 12.

“Within a month I could be shar-
ing a jail cell with Ken Bae,” he said,
adding that he hasn’t spoken with
his family for three weeks. “I’m des-
perate to get back to them.”

North Korea says Mr. Miller, 24,
entered the country on April 10 with
a tourist visa, but tore it up at the
airport and shouted that he wanted
to seek asylum. Mr. Miller refused to
comment on whether he was seeking
asylum.

Mr. Bae, a 46-year-old Korean-
American missionary, has been held
since November 2012. He was moved
from a work camp to a hospital be-
cause of failing health and weight
loss but last month was sent back to
the work camp outside of Pyong-
yang, where he said he does farm-re-
lated labor. He said he has lost 15
pounds (6.8 kilograms) and has se-

vere back pain, along with a sleep
disorder. His family has said his
health problems include diabetes, an
enlarged heart, liver problems and
back pain.

“The only hope that I have is to
have someone from the U.S. come,”
he said. “But so far, the latest I’ve
heard is that there has been no re-
sponse yet. So I believe that officials
here are waiting for that.”

Mr. Bae said he didn’t realize be-
fore the trial that he was violating
North Korean law, but refused to go
into details.

The U.S. repeatedly has offered to
send its envoy for North Korean hu-
man-rights issues, Robert King, to
Pyongyang to seek a pardon for Mr.
Bae and other U.S. detainees, but
without success. Washington has no
diplomatic ties with North Korea and
no embassy in Pyongyang. Instead,
the Swedish Embassy takes responsi-
bility for U.S. consular affairs.

Messrs. Fowle and Miller said
they have met with the Swedish am-
bassador and have been allowed to
make phone calls to their relatives.

All three detainees appeared to
speak freely but cautiously on Mon-
day.

ASSOCIATED PRESS

In this photo combo, Americans Mathew Miller, Jeffrey Fowle and Kenneth Bae, left to right, speak to the Associated Press on Monday in Pyongyang, North Korea.
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Some Grand Canyon Hikers Face a Fee
While most Grand Canyon visi-

tors are drawn to its dramatic
beauty, a growing number see it as a
grueling challenge: a steep 24-mile
trek from one side of the canyon rim
to the other.

So many are attempting the “rim
to rim” hike or run that the National
Park Service announced it will now
require permits for groups making
the trip starting Sept. 15.

Park officials said the permits,
which will be required for some
groups of between two and 30 peo-
ple, will let the park keep better
track of who is on the trails, and
manage stretched resources to re-
spond to water and medical needs.

Kirby-Lynn Shedlowski, a spokes-
woman for the National Park Ser-
vice, said that in one busy May
weekend, officials saw 400 to 600
people completing rim-to-rim trips.

The service received “pretty
much constant” emergency calls for
issues including dehydration and
blisters that weekend, she said. Un-
prepared and injured trekkers trig-
gered more search-and-rescue oper-
ations, park rangers said.

The trend also means more trash
on the trails and overcrowding at
restrooms, Ms. Shedlowski said.

Endurance sports, such as trail
running and ultramarathons, have
been rising in popularity and “I
think this has risen…as a bucket-list
challenge for a lot of people,” she
said. “We want to ensure they have
a safe experience.”

The trips typically start before
sunrise and end late at night. Some
participants are lulled by the easy
descent only to struggle during the
hot climb back out of the valley.

The permit will cost $175 and ap-
ply only to guides or groups that ad-
vertise the runs and require some
payment to participate. Park offi-
cials said they won’t limit the num-

ber of permits. The group must also
provide a certificate of insurance for
general liability in the amount of
$300,000 and must have at least one
leader with some medical training.

William Taylor runs a travel ad-
venture company in Utah and has
made the “grueling” rim-to-rim trip
three times, he said. The first time,
one of the participants passed out
from exhaustion a half mile from the
top. Other participants carried her
out, he said. Mr. Taylor said he un-
derstands why the park would re-
quire groups to have a leader with
medical training but said the fee is
“exorbitant.”

The new permitting process
doesn’t affect a trip Mr. Taylor is
planning with a group of friends—a
50-mile round-trip rim-to-rim hike
in November. “It pushes the limits
and that’s why we do it,” he said.

Robyn Benincasa, founder of Ath-
ena Project, a nonprofit in San Diego
that helps “survivors of medical and
traumatic setbacks,” said a trip the
group has planned for early October
will have to obtain a permit. “It’s a
big deal and I understand why they
don’t necessarily want untrained
masses trying to do this,” she said.

BY SHEILA V KUMAR

More visitors try ‘rim to rim’ trips in a single day, leading to more calls for aid.
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MARKETS

Fund Scorecard

Ruble Hits a Low;
Russian Stocks Fall

The Russian ruble hit a record
low against the dollar on Monday,
burdened by continued fighting in
Ukraine over the weekend and Euro-
pean Commission President José
Manuel Barroso’s warning that the
situation was approaching “a point
of no return.”

The dollar rose 1.2% to 37.50 ru-
bles in early trade, surpassing a pre-

vious record set Friday.
By the end of the day,
some of that move had
been retraced, but

year-to-date the ruble is down more
than 12% against the greenback.

Neil Mellor, a currency strategist
at BNY Mellon, said the market had
been somewhat complacent during
parts of last month, but that recent
developments have reignited investor
fears. “The ruble is in free-fall, which
is a source of serious concern,” he
said.

Among stocks, Moscow’s Micex
closed the session 0.5% lower, while
the dollar-denominated RTS de-
clined 1%.

The Micex has lost 3.5% since the
beginning of last week, and the RTS
has declined almost 7%.

On Sunday, Ukrainian govern-
ment forces lost more ground to
Russian-backed separatists in heavy
fighting in the east of the country.
On Saturday, European leaders
threatened to impose more sanc-
tions on Moscow if it doesn’t end its
support for the rebels.

“While guns are firing there is no
way one could expect the market sit-
uation to normalize,” said Igor Akin-
shin, a dealer at Alfa Bank in Mos-
cow. “The peak hasn't passed yet.”

European stocks largely lacked
direction Monday, as investors at-
tempted to gauge the implications
of geopolitical tensions as well as
data showing that manufacturing
activity in the euro zone slowed
even more sharply than first esti-
mated in August, due in part to a
weaker-than-expected performance
from Germany.

The Stoxx Europe 600 added

0.25% to 342.86. The U.K’s FTSE 100
climbed 0.1% to 6825.31, and Ger-
many’s DAX gained 0.1% to 9479.03.
France’s CAC was little changed at
4379.73.

U.S. markets were closed for a
holiday.

In debt markets, yields on two-
year French government bonds
moved into negative territory for
the first time, as investors bid for
safety. Other countries where yields
on short-term bonds are negative
include Germany, the Netherlands,
Austria, Finland and Belgium.

The euro was little changed
against the dollar ahead of rate an-
nouncements from both the Euro-
pean Central Bank and the Bank of
England later in the week. Late af-
ternoon in New York, the euro was
at $1.3130 compared with $1.3128
late Friday.

Several banks, including BNP
Paribas, RBC and Nomura, expect
the central bank to trim interest
rates in a further bid to fuel the
sluggish recovery, highlighted again
by Monday’s manufacturing data.

Last month, ECB President Mario
Draghi hinted that the central bank
could be preparing further stimulus,
even raising the prospect of quanti-
tative easing.

Some economists have since said
that the ECB is likely to want to
gauge the impact of its June mea-
sures and assess the take-up of the
targeted longer-term refinancing
operation before taking further ac-
tion.

In equity markets, Swiss drug
maker Novartis led the pan-Euro-
pean index, adding 4.3% to 85.90
Swiss francs after a positive testing
of its LCZ696 heart drug. Fabian
Wenner, an analyst at Kepler Cheu-
vreux, raised his target price to 87
Swiss francs from 81 francs.

France’s Iliad, which is trying to
buy U.S. carrier T-Mobile, was the
biggest loser on the index, tumbling
8.8% after reporting a fall in first-
half net profit on Friday.

In commodities markets, Brent
crude oil lost 40 cents a barrel, or
0.4%, to $102.79.

BY JOSIE COX

MARKET
REPORT

Barclays to Sell Spanish
Retail Unit to Caixabank

MADRID—Caixabank SA plans
to buy Barclays PLC’s retail-bank-
ing division in Spain as the British
bank scales back its presence in
less-profitable markets.

Caixabank, Spain’s third-largest
bank by market capitalization, said
Sunday it would pay around €800
million ($1.05 billion) for the Bar-
clays retail-banking business in
Spain. The final price will depend
on the unit’s total assets at the end
of the year, Caixabank added.

For Barclays, the sale will trig-
ger a £500 million ($830 million)
loss, and is part of a global re-
trenchment to boost profitability.

Caixabank’s purchase, which also
includes Barclays’s wealth- and in-
vestment-management and corpo-
rate-banking divisions in Spain, is
expected to close by January and is
subject to regulatory approval.
Caixabank’s purchase doesn’t in-
clude Barclays’s investment-banking
division in Spain.

With the sale, Caixabank ac-
quires around 550,000 new retail
and private-banking clients, 270
branches and 2,400 employees.

Caixabank executives told ana-
lysts on a call Monday that the pur-
chase would help the lender expand
its presence in Madrid, where Bar-
clays has more than one-third of its
bank branches in Spain. Caixabank,
based in Barcelona, has been trying
to bolster its clients in Spain’s capi-
tal city.

Caixabank’s “fully loaded” Basel
III core capital ratio will drop to
11.6% from 12.4% as a result of the
deal.

Barclays is the 13th largest bank
in Spain in terms of total assets,
Caixabank executives said, and
around 75% of its loan book is
mortgages. Caixabank already has
the most branches of any Spanish
bank, so the lender is likely to close
some of the branches it acquires.

At its peak, Barclays had 5,100
employees and 600 offices.

The sale is part of a global re-
trenchment by Barclays as it seeks
to shed less-profitable units in its
vast banking business.

Barclays and other foreign lend-
ers have struggled to gain traction
in Spain, which is dominated by re-
tail-banking giants Banco Santan-
der SA, Banco Bilbao Vizcaya Ar-
gentaria SA and Caixabank. Many
of the foreign banks have decided
to concentrate more on their busi-
nesses at home or in their top-earn-
ing markets to help bolster their
capital ratios after the financial cri-
sis, analysts have said.

U.K.-based Lloyds Banking
Group PLC sold its retail-banking
business to Banco de Sabadell SA
in 2013, while Banco Popular Espa-
ñol SA bought Citigroup Inc.’s re-
tail-banking and credit-card busi-
ness this summer. Sabadell and
Popular are Spain’s fifth- and
fourth-largest nonstate-owned
banks by market value.

Separately, Barclays said Sunday
it had completed the sale of its
United Arab Emirates retail busi-
ness to Abu Dhabi Islamic Bank,
generating a £119 million pretax
profit.

BY JEANNETTE NEUMANN

Investors Bracing for September
vestment strategist at BlackRock
Inc., which oversees $4.32 trillion,
also is nervous about the outlook
this autumn for similar reasons.

He, Mr. Paulsen and many others
expect investors to soon begin
wringing their hands over Federal
Reserve plans to raise target interest
rates next year. Recent readings on
job creation and economic growth
have been stronger than expected.
Many analysts and economists expect
the Fed to wait until mid-2015 to
raise rates. But if the economy shows
more signs of strength this fall, wor-
ries could spread that the Fed will
move sooner, and that could trouble
the stock market.

“If you get another strong em-
ployment number, that will focus in-
vestor attention on the impending
monetary tightening,” Mr. Koester-
ich said. “It could cause volatility in
the fall.”

The S&P 500, at a record 2003.37
Friday, already is ahead of Mr. Koes-
terich’s forecast of 1900 for the end
of this year, making him doubly con-
cerned. Others agree.

“We are expecting an 8% to 10%
correction for the S&P 500 over the
next two months. There is a good
chance that it would wipe out all
the gains for the year,” said Doug
Ramsey, chief investment officer at
Leuthold Group, which oversees
$1.7 billion in Minneapolis. His indi-
cators suggest the market has got-
ten ahead of itself and investors are
overly bullish. In such a climate, he,
too, worries about the impact of in-
terest-rate fears on investors who,
by his measures, still are overly op-
timistic.

He also believes any stock pull-
back would be temporary, although
he has reduced his stock invest-
ments in case such a pullback oc-
curs.

One reason these money man-
agers aren’t more worried is that, in
their eyes, neither the economy nor
market indicators have gone to ex-

Continued from first page

tremes. The S&P 500 traded on Fri-
day at 19 times its companies’ earn-
ings for the past year. That is well
above the historical average of 15.5,
but still far from the extreme of 40
seen in the late 1990s.

Globally, central bankers still
worry more about deflation than in-
flation, meaning they are in no rush
to raise rates. Fed rate increases are
expected to be modest and slow.
They could be partly offset by deci-
sions of central bankers in most of
the rest of the world to ease mone-
tary policy and stimulate economies.

The bond market supports this
view. Bond yields remain exception-
ally low, suggesting bond investors
expect slow inflation and economic
growth. The yield on the 10-year
U.S. Treasury note was at 2.347%
late Friday, the third lowest of the
year. Analysts said some investors
have been seeking safety amid wor-
ries about global economic weak-
ness and about the risk that high-
price stocks could slump.

Moreover, major market col-
lapses usually come when investors
are overly optimistic, not when so

many are bracing for a pullback.
That leads analysts to expect a de-
cline but not a disaster. Some con-
trarians said that with so many peo-
ple hunkering down, the stock
market could continue rising, con-
founding the skeptics once again.

As for September, Mr. Koesterich
and others, including analysts at re-
search firm Bespoke Investment
Group, note that the most signifi-
cant September declines have fol-
lowed stock weakness in the first
eight months.

That reinforces the suspicion that
investors re-evaluate in September
and cut stockholdings when times
have been bad. This year, stocks are
up—the S&P 500 has gained 8.4% in
2014—but investors are worried any-
way. Whether that will lead them to
sell in September or to hang on is the
big question on many people’s minds.

“The slow appreciation we’ve
seen is quite likely to continue or
accelerate, but the risks are rising,”
said Brad McMillan, chief invest-
ment officer at brokerage firm Com-
monwealth Financial Network, in a
note to clients last week.

Unkindest Month
Though past crashes have given October a bad name, data show September often
has been the worst month for stocks.

The Wall Street JournalSource: Bespoke Investment Group

Note: Data start January 1915; stock market closed in late 1914 due to the start of World War I
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U.S. NEWS

NSA Phone Program Set for Legal Test
The legality of the National Secu-

rity Agency’s bulk collection of
phone records will be tested this
week before a panel of federal
judges, the first appeals court to ad-
dress the program amid efforts by
Congress to rein it in.

The hearing scheduled for Tues-
day at the Second U.S. Circuit Court
of Appeals in New York stems from
a lawsuit filed by the American Civil
Liberties Union and its New York af-
filiate. It was filed in June 2013,
days after the program was revealed
in news reports, which relied largely
on documents provided by former
NSA contractor Edward Snowden.

The groups argue that the bulk
collection of phone metadata mate-
rial—including the time, duration
and dialing and receiving numbers—

violates Americans’ privacy rights,
as well as federal law.

The program allows intelligence
analysts to map relationships, by
querying a suspect’s number in its
database of call records collected
from phone companies. Analysts can
retrieve associated numbers within
two “hops” of the suspect’s number.
In other words, the government can
pull records of numbers that were
directly in contact with the suspect’s
number, as well as records of num-
bers in contact with those numbers.

Analysts had been able to re-
trieve records within three hops be-
fore President Barack Obama made
modifications to the program in
March. He has called on Congress to
overhaul the program, which gathers
information from about 20% or less
of all U.S. calls.

Bills have been proposed in both

houses of Congress that would end
the bulk collection program, at least
as it exists now, but they are un-
likely to be acted on this year.

In the lawsuit, the group said the
NSA program was “akin to snatching
every American’s address book—
with annotations detailing whom we
spoke to, when we talked, for how
long, and from where.”

The Justice Department has ar-
gued that callers have no privacy in-
terest in their phone metadata,
which they willingly provide to their
telecommunication companies every
time they make a call.

“The telephony-metadata pro-
gram serves the paramount govern-
ment interest in preventing and dis-
rupting terrorist attacks on the
United States, and does so with min-
imal impact on legitimate privacy
concerns,” the government wrote in

an April brief signed by Preet Bhar-
ara, the U.S. attorney in Manhattan,
and Stuart Delery, the head of the
Justice Department’s Civil Division.
A department spokeswoman de-
clined to comment.

In December, U.S. District Judge
William H. Pauley III in Manhattan
dismissed the ACLU’s challenge, de-
scribing the collection program as a
“counterpunch” against al Qaeda’s
diffuse terror network. The Justice
Department said in its appellate
brief that 16 different judges on the
nation’s surveillance court have ap-
proved bulk collection of phone re-
cords on 37 separate occasions.

Judge Pauley’s ruling came less
than two weeks after a federal dis-
trict judge in the District of Colum-
bia concluded in a separate lawsuit
that the program “almost certainly”
violates the Constitution. The Jus-

tice Department has appealed that
ruling, and arguments in the U.S.
Court of Appeals for the D.C. Circuit
are scheduled for November.

An independent privacy-watch-
dog board declared the phone-re-
cords collection illegal in January
and called for its end.

The judges who will hear the
New York case includes Gerard
Lynch, Robert Sack and Vernon
Broderick, a federal district judge on
loan to the Second Circuit. All were
nominated by Democrats, and judges
Lynch and Sack were part of an ear-
lier Second Circuit panel that ruled
in favor of the ACLU in a lawsuit
challenging amendments to the For-
eign Intelligence Surveillance Act,
the law that the government has in-
terpreted to permit bulk collection.
The U.S. Supreme Court dismissed
the lawsuit last year, in a 5-4 ruling.

BY JOE PALAZZOLO

Democrat CampaignsHard
After Weak 2010 Showing

BOSTON—Four years after los-
ing a Senate race that critics said
she should have easily won, Demo-
crat Martha Coakley is trying to re-
deem herself by running a more
spirited campaign for governor of
Massachusetts.

But while the state attorney gen-
eral is a front-runner for the Demo-
cratic nomination in the Sept. 9 pri-
mary, Ms. Coakley may face yet
another tough Republican oppo-
nent—this time in Charlie Baker, a
former health-care executive. A Bos-
ton Globe poll released Friday
showed Mr. Baker slightly ahead of
Ms. Coakley, 38% to 37%, in a hypo-
thetical November match-up.

This time, Ms. Coakley is criss-
crossing the state and engaging
more personally with voters, politi-
cal observers say. That contrasts
with her perceived lackluster cam-
paign to replace liberal icon Edward
M. Kennedy in 2010, when she lost to
former Republican Sen. Scott Brown.

In one much-publicized remark
in that campaign, Ms. Coakley
scoffed at the notion of standing
outside in the cold shaking hands
with voters, an approach that was
later parodied on “Saturday Night
Live.”

“I own some of it, I know,” Ms.
Coakley said after a recent cam-
paign stop at a retirement commu-
nity north of Boston, referring to
criticism of her 2010 loss. “But I
made a vow this time to start early
with a good team and make sure
we…get out to talk to people in a
way they perceived I did not be-
fore.”

Ms. Coakley, 61 years old, has
held a consistent lead over her Dem-
ocratic opponents. A poll released
by Suffolk University and the Boston
Herald on Aug. 25 showed her with
support from 42% of likely Demo-
cratic primary voters, ahead of 30%
for her closest competitor, State
Treasurer Steve Grossman. Friday’s
Globe Poll showed her moving fur-
ther ahead in the primary.

Some party activists are skepti-
cal about her ability to win in No-
vember against Mr. Baker, who
served as a cabinet official under
two Massachusetts Republican gov-
ernors. He lost in 2010 to current
Democratic Gov. Deval Patrick, who
isn’t seeking a third term. He has
the most cash on hand of any guber-
natorial candidate as of Aug. 15 fil-

ings.
Mr. Baker, 57, describes himself

as socially liberal and fiscally re-
sponsible. “I want to bring that
sense of balance to Beacon Hill,” he
said.

Activists endorsed Mr. Grossman
over Ms. Coakley at the party’s state
convention in June. Some in her
party still worry whether she can
connect with voters in a high-profile
race. “She needs to campaign like
her hair is on fire between now and
November,” said Democratic strate-
gist Mary Anne Marsh.

Mr. Grossman, who is 68 and ran
his family’s marketing business be-
fore being elected treasurer in 2010,
described himself as a “proven jobs
creator” and said there is growing
excitement about his campaign.

Although Massachusetts is
widely regarded as a liberal state, it
had a string of Republican gover-
nors before Mr. Patrick, and GOP ac-
tivists are optimistic. While Ms.
Coakley’s strength is her appeal to
women, her biggest weakness is “a
lack of enthusiasm” among the
Democratic base, said Massachu-
setts Republican strategist Jason
Kauppi.

Democrats retook the Senate
seat in 2012 when Mr. Brown lost to
Democrat Elizabeth Warren. But Ms.
Coakley’s upset loss in 2010, which
threatened President Barack
Obama’s ability to pass his health-
care overhaul, hasn’t been forgotten
here.

So Ms. Coakley is trying to show
her party she can shake enough
hands and win enough hearts to
prevail in November. In her stop at
the retirement community, Brooksby
Village, Ms. Coakley cut a softer im-
age than before.

Calling for better services for
mental health, her voice cracked
with emotion as she told of her
brother’s suicide, nearly 20 years
ago. She only began telling the story
publicly within the past year, she
said.

Philip J. Snodgrass, 86, a
Brooksby resident and retired pro-
fessor of medicine, said he saw a
transformation. “Now, she seems to
be absolutely on target,” he said.

Still, he wasn’t sure if his fellow
Democrats would support her,
though he planned to do so. “The
800-pound gorilla in the back of the
room is the resentment so many
Democratic voters have” about 2010,
he said.

BY JENNIFER LEVITZ

Romney Is Back in Demand
Mitt Romney, widely criticized by

Republicans for losing a presidential
race that many thought to be winna-
ble, is suddenly one of his party’s
most sought-after campaigners.

He has lent a hand to GOP Sen-
ate candidates in Arkansas, North
Carolina, Iowa and New Hampshire
in a travel schedule that has in-
cluded three-dozen fundraising
events and rallies in the past year.

Less than two years after voters
rejected him for a president over-
seeing the weakest economic recov-
ery since the Great Depression, Mr.
Romney last week deflected ques-
tions about whether he would run a
third time for president, saying the
chances were “one in a million.’’

In a survey this week, more than
35% of Iowa Republicans said they
would scrap their first choice for
president and back Mr. Romney if he
entered the race.

“It’s been remarkable to see the
party and voters generally react so
positively to Mitt Romney, because
typically you see a former candidate
branded as a loser or yesterday’s
news, and instead he’s in great de-
mand,” said Spencer Zwick, who
was finance chairman in his 2008
and 2012 presidential campaigns.

The Romney revival comes de-

spite widespread criticism, even
within his own party, that he was a
stiff candidate who failed to connect
with many voters. His remarks
scoffing at the 47% of Americans he
said draw government assistance
and recommending self-deportation
for illegal immigrants led Democrats
to cast him as a corporate elitist
who didn’t care about the welfare of
the middle class or minorities.

In a tacit acknowledgment that
he needed a makeover, Mr. Romney
took steps after his defeat to soften
his image. He came out in favor of
raising the minimum wage, bucking
many members of his own party. A
documentary of his two presidential
campaigns released on Netflix
showed him as a more approach-
able, less scripted candidate.

Allies such as Mr. Zwick say the
reason for Mr. Romney’s improving
profile is simple: He was right. The
former private-equity investor and
Massachusetts governor had argued
that President Barack Obama wasn’t
effectively leading the country, and
his low approval ratings suggest that
more voters now agree, they say.

Mr. Romney earned goodwill
from the Republican establishment
this year by throwing his support to
incumbents facing tea-party chal-
lengers, including Rep. Mike Simp-
son of Idaho. More recently, he has

stumped for Republican Senate can-
didates whose campaigns will help
determine whether the GOP wins a
majority in the chamber, including
Joni Ernst in Iowa, Scott Brown in
New Hampshire, Thom Tillis in
North Carolina and Tom Cotton in
Arkansas.

“Without all that negative adver-
tising trained on him like there was
in 2012, as he’s promoted other can-
didates, he has really found his
voice and flourished,” said GOP
strategist Kevin Madden, who has
advised Mr. Romney’s campaigns.

Mr. Romney’s political rehabilita-
tion reflects the volatile nature of
politics. After he won only 27% of
the Hispanic vote, the Republican
National Committee urged members
to embrace comprehensive immigra-
tion reform as the party aimed to
broaden its appeal to a rapidly diver-
sifying electorate. But the GOP-led
House refused to consider a Senate
bill that would allow illegal immi-
grants to earn citizenship.

That stance Democrats say, will
prevent Republicans from building a
winning national coalition in 2016.
“They haven’t learned from their
mistakes,” said Democratic National
Committee spokesman Michael Czin.
“The fact that they now are looking
to Romney as a remedy shows how
weak the party is.”

BY BETH REINHARD

Former GOP presidential hopeful Mitt Romney, campaigned for New Hampshire Senate candidate Scott Brown, right, in July.
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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 600 342.86 0.86 0.25% 4.4% 15.3%

Stoxx Europe 50 3057.13 12.64 0.42 4.7 14.5

Euro Zone Euro Stoxx 319.64 -0.01 -0.003% 1.7 15.5

Euro Stoxx 50 3175.05 2.42 0.08 2.1 16.7

Austria ATX 2297.42 -4.10 -0.18 -9.8 -6.4

Belgium Bel-20 3180.69 -12.03 -0.38 8.8 19.0

Czech Republic PX 980.90 0.89 0.09 -0.8 4.0

Denmark OMXCopenhagen 669.67 -0.02 -0.002 18.3 30.1

Finland OMXHelsinki 7615.54 -21.14 -0.28 3.8 19.8

France CAC-40 4379.73 -1.31 -0.03 2.0 11.3

Germany DAX 9479.03 8.86 0.09 -0.8 17.0

Hungary BUX 17881.22 101.46 0.57 -3.7 -1.7

Ireland ISEQ 4822.52 39.39 0.82 6.2 13.5

Italy FTSEMIB 20345.85 -104.64 -0.51 7.3 19.8

Netherlands AEX 414.23 1.10 0.27 3.1 14.1

Norway All-Shares 682.52 5.09 0.75 13.2 24.5

Poland WIG 52416.31 547.54 1.06 2.2 6.6

Portugal PSI 20 5909.10 -33.68 -0.57 -9.9 1.7

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

Russia RTSI 1177.66 -12.57 -1.06% -18.4 -8.8

Spain IBEX 35 10746.50 17.70 0.16% 8.4 27.5

Sweden OMXStockholm 447.60 -0.70 -0.16 5.7 15.1

Switzerland SMI 8746.97 88.00 1.02 6.6 10.8

Turkey BIST 100 80824.72 511.8 0.64 19.2 17.9

U.K. FTSE 100 6825.31 5.56 0.08 1.1 4.9

ASIA-PACIFIC DJAsia-Pacific TSM 1531.88 1.75 0.11 5.8 15.2

Australia SPX/ASX 200 5629.80 3.90 0.07 5.2 8.5

China Shanghai Composite 2235.51 18.31 0.83 5.6 6.5

Hong Kong Hang Seng 24752.09 10.03 0.04 6.2 11.6

India S&PBSE Sensex 26867.55 229.44 0.86 26.9 42.3

Japan Nikkei Stock Average 15476.60 52.01 0.34 -5.0 14.0

Singapore Straits Times 3314.13 -12.96 -0.39 4.6 8.5

South Korea Kospi 2067.86 -0.68 -0.03 2.8 7.4

AMERICAS DJAmericas 506.35 -0.02 -0.004 8.7 22.3

Brazil Bovespa 61773.70 485.55 0.79 19.9 23.5

Mexico IPC 45395.06 -233.03 -0.51 6.2 14.9

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

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

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

Australia 1.0705 1.7784 1.1644 0.1530 0.0287 0.1728 0.0103 0.2997 1.4056 0.1887 0.9856 ...

Canada 1.0861 1.8043 1.1814 0.1552 0.0291 0.1754 0.0104 0.3041 1.4261 0.1914 ... 1.0146

Denmark 5.6740 9.4259 6.1717 0.8110 0.1520 0.9161 0.0544 1.5884 7.4498 ... 5.2240 5.3002

Euro 0.7616 1.2653 0.8284 0.1089 0.0204 0.1230 0.0073 0.2132 ... 0.1342 0.7012 0.7115

Israel 3.5721 5.9341 3.8854 0.5106 0.0957 0.5767 0.0343 ... 4.6900 0.6296 3.2888 3.3367

Japan 104.2737 173.2239 113.4206 14.9038 2.7931 16.8357 ... 29.1912 136.9073 18.3774 96.0041 97.4032

Norway 6.1936 10.2891 6.7369 0.8852 0.1659 ... 0.0594 1.7339 8.1319 1.0916 5.7024 5.7855

Russia 37.3321 62.0177 40.6069 5.3358 ... 6.0275 0.3580 10.4510 49.0156 6.5795 34.3714 34.8723

Sweden 6.9965 11.6228 7.6102 ... 0.1874 1.1296 0.0671 1.9586 9.1861 1.2331 6.4416 6.5355

Switzerland 0.9194 1.5273 ... 0.1314 0.0246 0.1484 0.0088 0.2574 1.2071 0.1620 0.8464 0.8588

U.K. 0.6020 ... 0.6548 0.0860 0.0161 0.0972 0.0058 0.1685 0.7903 0.1061 0.5542 0.5623

U.S. ... 1.6612 1.0877 0.1429 0.0268 0.1615 0.0096 0.2799 1.3130 0.1762 0.9207 0.9341

Source: ICAPPlc.

MSCI indexes
Developed and emerging-market regional and country indexes
fromMSCI as of September 01, 2014

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

...% ... MSCIACWI 431.54 -0.23% 5.6% 18.6%

... ... World (DevelopedMarkets) 1,748.67 -0.25 5.3 18.7

... ... World ex-EMU 215.60 -0.25 6.5 19.2

... ... World ex-UK 1,767.77 -0.23 5.7 19.2

... ... EAFE 1,924.56 -0.09 0.5 13.4

... ... EmergingMarkets (EM) 1,087.88 -0.08 8.5 17.0

... ... EUROPE 116.89 0.30 4.2 14.9

... ... EMU 192.47 -0.22 -2.7 15.7

... ... Europe ex-UK 124.43 0.25 3.4 15.3

... ... EuropeValue 118.95 0.31 4.8 17.8

... ... EuropeGrowth 110.54 0.28 3.7 11.9

... ... EuropeSmall Cap 269.59 -0.09 3.4 18.2

... ... EMEurope 261.68 -1.24 -4.7 -2.0

... ... UK 2,013.14 0.22 1.0 6.1

... ... Nordic Countries 213.92 0.26 6.0 16.4

... ... Russia 719.95 -1.46 -9.2 -0.8

... ... SouthAfrica 1,280.09 -0.60 12.5 25.0

... ... ACASIAPACIFICEX-JAPAN 511.38 0.16 9.2 17.5

... ... Japan 780.76 -0.20 -3.0 14.2

... ... China 66.10 0.35 4.8 13.8

... ... India 1,000.29 0.00 22.4 37.6

... ... Korea 590.19 -0.13 0.1 5.7

... ... Taiwan 343.33 -0.60 13.4 21.0

... ... USBROADMARKET 2,273.37 -0.38 8.0 22.5

... ... USSmall Cap 3,360.90 -0.66 4.1 19.7

... ... EMLATINAMERICA 3,663.52 -1.62 14.5 20.2

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 3416.87 0.01% 18.2%

2.82 19.55 GlobalDOW 1880.24 0.37% 19.8% 2622.09 0.05 19.3

2.94 15.08 Global Titans 50 250.85 0.34 17.5 246.12 0.08 17.0

3.24 20.67 DevEuropeTSM 3387.31 -0.07 13.5

2.36 20.03 DevelopedMarketsTSM 3422.87 -0.01 18.1

2.78 14.95 S&PBMIEmgMarkets 280.66 0.38 18.1

3.40 20.49 S&PEurope 350 1407.95 0.27 14.0 1660.86 0.09 13.4

3.27 24.42 S&PEuro 1365.70 0.00 14.5 1632.65 -0.18 14.0

3.87 25.59 EuropeDow 1424.93 0.12 12.9 1988.03 -0.15 12.5

3.34 10.32 BRIC50 450.83 0.59 22.9 564.40 0.28 22.4

1.91 20.64 U.S. TSM 20936.01 0.38 22.3

3.46 22.44 DJGlobal SelectRESI 3550.17 0.00 18.0

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 835.44 0.66% 20.5%

5.15%16.79 Global SelectDiv 235.16 0.28% 18.1% 264.38 0.02 17.6

5.20 16.43 Asia/Pacific SelectDiv 322.59 0.63 12.7 362.67 0.36 12.3

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

3.12 28.15 S&PGlbNatResources 2180.09 0.24 12.6 2845.49 -0.02 12.1

2.12 19.72 IslamicMarket 2939.62 0.07 19.6

2.40 17.80 IslamicMarket 100 2878.60 0.42 21.2 3236.29 0.15 20.7

Islamic Turkey -c 4478.55 0.18 9.1

3.34 22.35 Sustainability Europe 114.50 0.40 14.8 165.34 0.13 14.3

3.48 29.96 S&PGlb Infrastructure 1733.90 0.36 24.2 2572.95 0.09 23.7

2.17 16.15 Luxury 1739.40 0.22 1.5 1937.22 -0.05 1.1

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 29, 2014

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

Corn (cents/bu.)* CBOT 366.00 1.25 0.34% 517.00 358.00
Soybeans (cents/bu.)* CBOT 1024.50 0.25 0.02 1,279.25 1,019.75
Wheat (cents/bu.)* CBOT 563.00 -0.50 -0.09% 765.00 542.25
Live cattle (cents/lb.)* CME 151.525 0.100 0.07 160.750 130.900
Cocoa ($/ton)* ICE-US 3,229 unch. unch. 3,300 2,639
Coffee (cents/lb.)* ICE-US 200.70 -0.50 -0.25 222.60 119.90
Sugar (cents/lb.)* ICE-US 15.46 -0.03 -0.19 18.91 15.30
Cotton (cents/lb.)* ICE-US 66.54 -0.03 -0.05 84.74 62.02
Rapeseed (euro/ton) LIFFE 323.50 -0.25 -0.08 386 301
Cocoa (pounds/ton) LIFFE 2,010 -7 -0.35 2,061 1,651
Robusta coffee ($/ton) LIFFE 2,080 25 1.22 2,218 1,585

Copper ($/lb.)* COMEX 3.1520 -0.0085 -0.27 3.3570 2.8845
Gold ($/troy oz.)* COMEX 1288.00 0.60 0.05 1,390.80 1,207.00
Silver ($/troy oz.)* COMEX 19.520 0.028 0.14 22.240 18.700
Aluminum ($/ton)* LME 2,113.50 24.50 1.17 2,113.50 1,686.50
Tin ($/ton)* LME 21,880.00 75.00 0.34 23,770.00 21,410.00
Copper ($/ton)* LME 6,971.00 -30.00 -0.43 7,422.00 6,430.00
Lead ($/ton)* LME 2,251.50 -1.50 -0.07 2,287.00 2,033.00
Zinc ($/ton)* LME 2,360.50 0.50 0.02 2,410.00 1,948.00
Nickel ($/ton)* LME 18,575 -180 -0.96 21,100 13,425

Crude oil ($/bbl.)* NYMEX 95.86 -0.10 -0.10 105.55 88.34
Heating oil ($/gal.)* NYMEX 2.8499 -0.0102 -0.36 3.0912 2.8080
RBOB gasoline ($/gal.)* NYMEX 2.6201 unch. -0.11 2.8999 2.5188
Natural gas ($/mmBtu)* NYMEX 4.074 0.009 0.22 4.8790 3.7400
Brent crude ($/bbl.) ICE-EU 103.10 -0.67 -0.65 113.81 101.87
Gas oil ($/ton) ICE-EU 866.25 -2.25 -0.26 950.25 857.00

Sources: SIX Financial Information;WSJMarket Data Group

Currencies London close onSept. 1
Per In

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

Argentina peso-a 11.0365 0.0906 8.4058 0.1190

Brazil real 2.9370 0.3405 2.2369 0.4470

Canada dollar 1.4261 0.7012 1.0861 0.9207

Chile peso 773.46 0.001293 589.10 0.001698

Colombia peso 2474.92 0.0004041 1885.00 0.0005305

EcuadorUS dollar-f 1.3130 0.7616 1 1

Mexico peso-a 17.1839 0.0582 13.0879 0.0764

Peru sol 3.7339 0.2678 2.8439 0.3516

Uruguay peso-e 31.728 0.0315 24.165 0.0414

U.S. dollar 1.3130 0.7616 1 1

Venezuela bolivar 8.34 0.119943 6.35 0.157480

ASIA-PACIFIC

Australia dollar 1.4056 0.7115 1.0705 0.9341

1-mo. forward 1.4085 0.7100 1.0728 0.9322

3-mos. forward 1.4145 0.7069 1.0774 0.9282

6-mos. forward 1.4233 0.7026 1.0840 0.9225

China yuan 8.0658 0.1240 6.1432 0.1628

Hong Kong dollar 10.1756 0.0983 7.7501 0.1290

India rupee 79.4144 0.0126 60.4850 0.0165

Indonesia rupiah 15373 0.0000650 11709 0.0000854

Japan yen 136.91 0.007304 104.27 0.009590

1-mo. forward 136.88 0.007306 104.25 0.009592

3-mos. forward 136.82 0.007309 104.20 0.009596

6-mos. forward 136.69 0.007316 104.11 0.009606

Malaysia ringgit-c 4.1400 0.2415 3.1532 0.3171

NewZealand dollar 1.5666 0.6383 1.1932 0.8381

Pakistan rupee 134.342 0.0074 102.320 0.0098

Philippines peso 57.145 0.0175 43.524 0.0230

Singapore dollar 1.6409 0.6094 1.2498 0.8001

South Koreawon 1330.61 0.0007515 1013.45 0.0009867

Taiwan dollar 39.219 0.02550 29.871 0.03348

Thailand baht 41.972 0.02383 31.968 0.03128

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

Euro zone euro 1 1 0.7616 1.3130

1-mo. forward 0.9998 1.0002 0.7615 1.3132

3-mos. forward 0.9993 1.0007 0.7611 1.3138

6-mos. forward 0.9986 1.0014 0.7606 1.3148

Czech Rep. koruna-b 27.747 0.0360 21.133 0.0473

Denmark krone 7.4498 0.1342 5.6740 0.1762

Hungary forint 314.37 0.003181 239.44 0.004176

Norway krone 8.1319 0.1230 6.1936 0.1615

Poland zloty 4.2054 0.2378 3.2030 0.3122

Russia ruble-d 49.016 0.02040 37.332 0.02679

Sweden krona 9.1861 0.1089 6.9965 0.1429

Switzerland franc 1.2071 0.8284 0.9194 1.0877

1-mo. forward 1.2068 0.8287 0.9191 1.0880

3-mos. forward 1.2059 0.8293 0.9184 1.0888

6-mos. forward 1.2042 0.8305 0.9171 1.0904

Turkey lira 2.8359 0.3526 2.1599 0.4630

U.K. pound 0.7903 1.2653 0.6020 1.6612

1-mo. forward 0.7905 1.2649 0.6021 1.6608

3-mos. forward 0.7910 1.2643 0.6024 1.6600

6-mos. forward 0.7918 1.2630 0.6030 1.6583

MIDDLE EAST/AFRICA

Bahrain dinar 0.4951 2.0200 0.3771 2.6521

Egypt pound-a 9.3915 0.1065 7.1530 0.1398

Israel shekel 4.6900 0.2132 3.5721 0.2799

Jordan dinar 0.9299 1.0754 0.7083 1.4119

Kuwait dinar 0.3738 2.6755 0.2847 3.5128

Lebanon pound 1985.33 0.0005037 1512.10 0.0006613

Saudi Arabia riyal 4.9241 0.2031 3.7504 0.2666

South Africa rand 14.0219 0.0713 10.6796 0.0936

United Arab dirham 4.8224 0.2074 3.6730 0.2723

a-floating rate b-financial c-government rate c-commercial
rate d-Russian Central Bank rate.
Source: ICAPPlc.
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eign Minister Sergei Lavrov again
on Monday saying that Russia is rul-
ing out military intervention and
that it seeks a political solution.

But Kiev, backed by NATO and
Western capitals, charges that Rus-
sia has deployed more than 1,000
troops to fight alongside the sepa-
ratists, turning the tide against
Ukrainian forces that only a few
weeks ago seemed close to retaking
the separatist strongholds of Lu-
hansk and Donetsk.

Ukraine is increasingly facing off
against a well-armed army equipped
with tanks and artillery, rather than
a band of rebels and mercenaries
with guns, making the change in
tactics necessary, it said.

“The operation to liberate the
east of Ukraine from terrorists is
over,” Mr. Heletey said in a Face-
book post Monday, using Kiev’s
usual designation for the separat-
ists. “We must urgently build our
defense against Russia, which is try-
ing not only to reinforce regions oc-
cupied earlier by terrorists, but to
attack other Ukrainian regions.”

Officials didn’t specify what the
changes would mean on the ground.

Noting the latest in a series of
battlefield setbacks, a Ukrainian
military spokesman said its troops
had been ordered to withdraw from
the airport in Luhansk. The eastern
regional capital is a stronghold of
pro-Russia separatists, but Kiev’s
military had managed to hold on to
the strategic location through five
months of fighting.

Col. Andriy Lysenko also said
Russian troops were taking over
control of cities and towns in the re-
gion, replacing separatist forces.
Ukrainian troops were taking up po-
sitions to prevent Russian forces
from moving past the port city of
Mariupol into other regions of

Continued from first page

Ukraine’s southern coast, he said.
Elsewhere, Kiev’s forces had taken
up defensive positions to protect
the retreat of units blasted by rebels
and Russian forces in the town of
Illovaisk, near Donetsk.

Col. Lysenko said that Russia
had at least four battalions of 400
soldiers each on Ukrainian territory.

Ukrainian President Petro Po-
roshenko accused Russia of under-
taking “undisguised aggression”
that has “fundamentally changed
the situation in the zone of military
action.” Later Monday, Mr. Porosh-
enko told visiting U.S. Sen. Robert
Menendez that Kiev is seeking a
special alliance status from Wash-

ington and will ask the U.S. to desig-
nate the separatists a terrorist
group, according the presidential
website. The U.S. has resisted Kiev’s
appeals for lethal military aid.

European leaders stepped up
calls on Russia to pull back its
forces Monday, after a summit Sat-
urday threatened new economic
sanctions on Moscow if it doesn’t do
more to reduce tensions.

Germany’s Chancellor Angela
Merkel stressed the need to prepare
more sanctions, saying the risk
stemming from the country’s “unac-
ceptable” behavior in Ukraine out-
weighs the economic risks.

“I have pointed to what these

[sanctions] could mean for German
companies. But I also have to say
what it could mean if you are al-
lowed to shift borders in Europe
and attack other countries with
your troops without facing any con-
sequences,” she said.

Russia appeared undeterred. As
talks began, it signaled it would take
a hard line during the Minsk talks,
calling on Kiev to agree to an imme-
diate and unconditional cease-fire
as Mr. Putin accused Ukraine’s lead-
ers of escalating the violence by re-
fusing to negotiate in good faith.

—Andrea Thomas
and Marcin Sobczyk

contributed to this article.

Putin Raises
Suspicions
By His Use
Of Old Name

MOSCOW—The term “Nov-
orossiya,” the czarist-era name for
modern-day Ukraine’s Russian-
speaking southeast, has resurfaced
amid Russian President Vladimir Pu-
tin’s strongest and most direct show
of support for pro-Russia rebels in
east Ukraine.

The term showed up Friday
when the Kremlin posted the Rus-
sian president’s first direct letter to
the rebels on its website under the
headline, “Russian President Vladi-
mir Putin addressed the militia of
Novorossiya.”

The czarist-era term, which
means “New Russia” and dates to an
era when the Russian empire con-
trolled much of modern-day
Ukraine, doesn’t appear in the text
of the letter, but its presence in the
headline revives charged terminol-
ogy that Mr. Putin hasn’t used since
April in the official Kremlin lexicon.

The first time Mr. Putin used the
term, pro-Russia militants were ad-
vancing at a rapid clip across
Ukraine’s southeast and drumming
up local support by suggesting the
Donetsk and Luhansk regions would
follow Crimea’s lead in joining Rus-
sia. Many rebels and locals inter-
preted Mr. Putin’s description of
their region as Novorossiya as tacit
support for that aim.

Now the controversial term has
reappeared at a telling time, as Mr.
Putin has been making his most
public show of support for the reb-
els since the conflict began.

Today, pro-Russia rebels have
adopted the name for their move-
ment and revived the czarist gover-
norate’s flag as one of their em-
blems. The symbolic choice
highlights the historical and cultural
links of the Donetsk and Luhansk re-
gions to neighboring Russia, implic-
itly calling into question their place
in an independent Ukraine.

“The region that we’re talking
about was once called Novorossiya,”
Mr. Putin said when he first men-
tioned the term in April. “Lugansk,
Donetsk, Kherson and Odessa
weren’t included as part of Ukraine.
They were given to it by the Soviet
government.”

Ukraine, meanwhile, views the
revival of the term Novorossiya as a
colonialist throwback. Dating to the
days when the Russian empire ruled
much of modern-day Ukraine, the
term conjures an era when Ukraine
didn’t exist as a sovereign state.

Mr. Putin has emphasized that
era at various points since the con-
flict began. During his speech on the
annexation of Crimea in March, Mr.
Putin described Ukrainians and Rus-
sians as “not simply close neigh-
bors” but rather “one people.”

Kremlin spokesman Dmitry Pes-
kov was asked, in an interview with
the Russian radio station Echo of
Moscow, about the appearance of
the term Novorossiya on the Krem-
lin website. He sidestepped several
questions about whether the term’s
reappearance amounted to a politi-
cal statement by the Kremlin.

“It’s the historical name for that
territory,” Mr. Peskov said. “If you
look at history, over the course of
several centuries, it was called Nov-
orossiya. Therefore it’s the absolute,
so to speak, Russian name of this
territory.”

BY PAUL SONNE

NATO to Approve Rapid Reaction Force
BRUSSELS—A military unit that

is on permanent high alert and can
move rapidly when a crisis arises
will be approved by the leaders of
North Atlantic Treaty Organization
when they meet in Wales this week,
the secretary-general of the alliance
said on Monday.

“This force can travel light, but
strike hard if needed,” Anders Fogh
Rasmussen told reporters. It would
be a “very high-readiness force able
to deploy at very short notice,” he
added.

NATO leaders were taken aback
earlier this year at how quickly Rus-
sia assembled a large military force
and sent it into Crimea. They said
that in recent years NATO hasn’t
maintained a force capable of re-
sponding fast enough to such
threats.

The alliance does have a “NATO
Response Force,” but Mr. Rasmussen
said the summit would agree to
faster-moving “spearhead” troops.
NATO officials said they would be in
place in two days instead of five.

Plans for the new force have
been known, but Mr. Rasmussen
provided additional details. The unit
will comprise several thousand
troops, supplied by allies on a rotat-
ing basis, Mr. Rasmussen said. It
will include a command-and-control
center, whose operators would also
be rotated, and equipment, such as
ammunition, will be pre-positioned
in critical areas so soldiers won't

have to bring it with them.
Such a high-alert force would

mean “any potential aggressor
knows that if they even started to
think about attacking a NATO ally,
they would meet not only national
troops from that specific NATO ally,
but they would meet NATO troops,”
Mr. Rasmussen said.

A NATO official said part of the
force—which would initially be de-
ployable only inside the alliance’s 28
member states—should be in place
by Christmas. After the spearhead
force was deployed, other troops
from the response force could fol-
low. All the troops would be located
at their usual bases, able to fly out
from nearby airfields

He said the high-readiness force
would be accompanied by plans to
deal on its territory with so-called
hybrid warfare—tactics including
misinformation, cyberattacks, and
unidentified armed men that NATO
says Russia is using in Ukraine.

Russia’s renewed belligerence
has given the summit in Wales on
Thursday and Friday a new impor-
tance. With leaders such as U.S.
President Barack Obama and Ger-
man Chancellor Angela Merkel ex-
pected to attend, it will be one of
the largest and most intensive
meetings of heads of state in recent
years.

“We will address the challenges
of a changed world, and so I expect

it to be a crucial summit in NATO’s
history,” Mr. Rasmussen said.

However, despite pressure from
countries such as Poland and the
Baltic nations that lie close to Rus-
sia, NATO leaders don't plan to ap-
prove new permanent bases in its
easternmost nations.

Some alliance leaders who op-
pose new bases cite a 1997 agree-
ment, the NATO-Russia Founding
Act, which states in part that NATO
will avoid “additional permanent
stationing of substantial combat
forces.” Others maintain that the
language of the agreement makes it
clear that they would be allowed be-
cause Russia has drastically changed
“the current and foreseeable secu-
rity environment.”

Mr. Rasmussen said the alliance
would adhere to the agreement.
“NATO sticks to the NATO-Russia
Founding Act,” he added.

The secretary-general also sug-
gested that the push for “perma-
nent” bases was misguided, given
the rapidly shifting security land-
scape. “Personally, I do believe that
what matters is not words, but real
presence on the ground,” he said.
“And actually, very few things in life
are permanent.

With NATO creating a new rapid-
response force and staging more
military exercises, that means “a
more visible presence in the east for
as long as required,” Mr. Rasmussen
added.

—Stephen Fidler contributed to
this article.

BY NAFTALI BENDAVID

Secretary General Anders Fogh Rasmussen discusses this week’s NATO summit.
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Kiev Shifts Defenses to Face Russia

A teacher takes a photograph of pupils Monday on their first day back at school in the eastern Ukrainian city of Slovyansk.
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Major players & benchmarks

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

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

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

Europe: 21/1 0.60 101.90% 0.01% 0.81 0.56 0.66

Eur. HighVolatility: 20/1 0.69 101.31 0.01 1.11 0.68 0.83

EuropeCrossover: 21/1 2.42 111.33 0.05 3.11 2.19 2.61

Asia ex-Japan IG: 21/1 0.96 100.16 0.01 1.13 0.96 1.03

Japan: 21/1 0.63 101.76 0.01 0.72 0.63 0.66

Note: Data as ofAugust 29

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

In percentage points
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Source: Markit Group

Behind Europe's deals: Bank revenue rankings, Germany
Behind every IPO, bond offering,merger deal or syndicated loan is one ormore investment banks. Here are
investment banks ranked by year-to-date revenues from recent deals.

PERCENTAGEOFTOTALREVENUE
Revenue, Equity Debt Mergers&
inmillions share capitalmarkets capitalmarkets acquisitions Loans

DeutscheBank $268 15.3% 29% 43% 21% 7%

GoldmanSachs 113 6.4 29 20 43 7

JPMorgan 110 6.3 34 20 35 10

BankofAmericaMerrill Lynch 92 5.2 37 20 31 13

UniCredit 90 5.2 10 47 13 29

CommerzbankGroup 79 4.5 27 42 4 28

Barclays 69 3.9 26 51 9 14

Credit Suisse 61 3.5 10 35 39 17

Citi 51 2.9 15 30 35 21

Source: Dealogic

Tracking
credit
markets &
dealmakers

Dow Jones Industrial Average P/E: 16
LAST: 17098.45 Market Closed
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: Monday's best and worst...

Previous
close, in STOCK PERFORMANCE

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

Novartis AG Switzerland Pharmaceuticals 9,860,542 85.90 4.31% 20.6% 26.6%

BGGrp United Kingdom Integrated Oil & Gas 3,106,570 1,217 1.29 -6.2 -0.8

Reckitt Benckiser Grp United Kingdom Nondurable Household Products 608,016 5,315 1.24 10.9 21.2

Deutsche Telekom Germany Mobile Telecommunications 6,285,356 11.47 0.79 -6.8 18.0

Total France Integrated Oil & Gas 2,816,187 50.54 0.70 13.5 20.6

Tesco United Kingdom Food Retailers &Wholesalers 32,282,130 225.55 -1.91% -32.5 -38.5

GlaxoSmithKline United Kingdom Pharmaceuticals 5,664,361 1,460 -0.98 -9.4 -11.3

Schneider Electric SE France Electrical Components & Equipment 1,336,131 63.73 -0.92 0.5 10.1

Telefon L.M. Ericsson B Sweden Telecommunications Equipment 4,531,064 86.40 -0.86 10.1 10.9

HSBCHldgs United Kingdom Banks 16,795,748 647.50 -0.69 -2.2 -4.2

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

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

Moet Hennessy Louis Vuitt 368,654 132.90 0.64% 0.2% 0.3%
France (Clothing & Accessories)
Royal Dutch Shell A 2,316,009 2,453 0.62 13.4 17.5
United Kingdom (Integrated Oil & Gas)
RocheHolding Part. Cert. 806,830 269.30 0.60 8.1 16.0
Switzerland (Pharmaceuticals)
Bayer 826,693 102.65 0.59 0.7 19.9
Germany (Specialty Chemicals)
Financiere Richemont 889,157 88.05 0.57 -0.8 -0.4
Switzerland (Clothing & Accessories)
Rio Tinto 2,143,772 3,231 0.54 -5.2 10.9
United Kingdom (GeneralMining)
SAP 1,227,052 59.50 0.51 -4.5 6.0
Germany (Software)
ABB 3,532,908 20.93 0.48 -10.9 5.2
Switzerland (Industrial Machinery)
Anheuser-Busch InBev 819,515 84.95 0.47 10.0 20.7
Belgium (Brewers)
National Grid 3,038,669 902.50 0.39 14.5 21.5
United Kingdom (Multiutilities)
Allianz SE 615,389 130.15 0.27 -0.2 18.0
Germany (Full Line Insurance)
Unilever CVA 1,833,441 31.72 0.27 8.4 11.6
Netherlands (Food Products)
Siemens 1,014,017 95.58 0.25 -3.7 16.9
Germany (Diversified Industrials)
AstraZeneca 1,490,477 4,578 0.23 28.1 44.0
United Kingdom (Pharmaceuticals)
BPPLC 15,753,898 482.70 0.22 -1.1 8.2
United Kingdom (Integrated Oil & Gas)
Banco Bilbao Vizcaya Argn 9,198,750 9.23 0.20 4.2 30.4
Spain (Banks)
Nestle 3,014,124 71.35 0.14 9.3 16.9
Switzerland (Food Products)
Banco Santander S.A. 20,756,246 7.60 0.13 20.4 48.1
Spain (Banks)
Standard Chartered 4,202,573 1,214 0.08 -10.7 -15.8
United Kingdom (Banks)
Sanofi SA 1,820,253 83.54 0.05 8.3 14.9
France (Pharmaceuticals)

Latest,
in local STOCK PERFORMANCE

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

INGGroep 9,045,486 10.47 0.05% 3.7% 27.4%
Netherlands (Life Insurance)
Unilever 1,161,690 2,660 0.04 7.2 8.2
United Kingdom (Food Products)
BNPParibas 2,328,514 51.38 ... -9.3 8.4
France (Banks)
Vodafone Group 40,644,075 206.70 -0.02 -15.7 -3.1
United Kingdom (Mobile Telecommunications)
Diageo 1,610,125 1,775 -0.03 -11.3 -10.1
United Kingdom (Distillers & Vintners)
British American Tobacco 1,127,385 3,552 -0.04 9.7 9.1
United Kingdom (Tobacco)
Telefonica S.A. 5,081,211 12.06 -0.08 1.9 17.4
Spain (Fixed Line Telecommunications)
AXA 3,144,977 18.83 -0.11 -6.8 14.2
France (Full Line Insurance)
Credit Suisse GroupAG 2,981,188 25.85 -0.12 -5.2 -3.6
Switzerland (Banks)
BHPBilliton 4,069,914 1,905 -0.13 1.9 1.4
United Kingdom (GeneralMining)
Glencore PLC 11,110,897 361.85 -0.15 15.7 18.6
United Kingdom (GeneralMining)
L'Air Liquide 332,418 97.09 -0.15 -5.6 -2.4
France (Commodity Chemicals)
Barclays 24,223,696 224.10 -0.16 -17.6 -20.9
United Kingdom (Banks)
Deutsche Bank 4,261,094 25.98 -0.25 -25.1 -22.2
Germany (Banks)
ENI 8,339,286 18.92 -0.32 8.2 8.0
Italy (Integrated Oil & Gas)
Zurich Insurance Group 260,774 275.80 -0.43 6.7 19.1
Switzerland (Full Line Insurance)
BASF 1,309,669 77.91 -0.49 0.5 15.3
Germany (Commodity Chemicals)
Lloyds Banking Group PLC 55,831,151 75.85 -0.55 -3.8 4.5
United Kingdom (Banks)
Daimler 1,503,538 61.88 -0.58 -1.6 16.6
Germany (Automobiles)
UBS 6,975,430 16.35 -0.67 -3.4 -9.3
Switzerland (Banks)

Sources: SIX Financial Information

DJIA component stocks Friday, August 29, 2014

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

UBS 41.99 –2.18 –3.76 –10.87

FundacionBancaria Caixa 91.28 –3.59 ... ...

SAFEWAY 141.72 –4.06 –7.7 –6.99

FIAT 241.9 –6.07 –12.09 –37.59

AXA 59.14 –1.38 –4.15 –11.87

HBOS 46.87 –1.09 –1.28 0.08

BkOFSCOTLAND 43.43 –0.97 –1.4 –1.74

StenaAktiebolag 335.66 –7.42 –7.55 –64.93

Glencore Intl 109.52 –2.39 –8.11 –28.38

WENDEL 111.11 –2.42 –3.49 –12.9

And the most deterioration
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

Tesco 99.03 4.34 0.08 1.68

ACE 27.18 0.58 –0.78 –2.95

Deutsche Lufthansa 129.63 2.49 5.24 12.77

GroheHldg 65.24 1.1 –3.17 –8.77

Edison 45.69 0.74 0.39 –1.67

Kering 66.95 0.98 0.34 –3.96

KoninklijkeDSM 52.82 0.65 –0.31 2.22

BcaNazdel Lavoro 60.39 0.74 –0.78 –11.6

BcoPopEspanol 156.8 1.9 –12.5 –32.94

MerckKGaA 39.89 0.47 –0.27 –0.92

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.
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EUROPE NEWS

Draghi is Looking to a Turbulent Time Ahead

states. That was an implicit
acknowledgment that he fears
political institutions in some
countries may be simply too weak
to overcome vested interests. This
latest call for governments to
coordinate their fiscal policies to
boost aggregate euro-zone
demand fits a similar pattern.

The principal rationale for any
political union is its ability to
absorb shocks and spread risks.
Other things being equal, that
should allow it to sustain higher
debt at lower cost, boosting
overall prosperity. But in the euro
zone, other things aren’t equal.
Despite efforts to improve risk-
sharing via the new bailout funds
and the creation of a banking
union, its individual members have
fewer tools to absorb shocks than
independent states. In the absence
of a true political union, the long-
term cohesion of the currency
union depends largely on its
members self-insuring against
shocks by reducing their debt and
boosting competitiveness—
creating what Bundesbank
President Jens Weidmann has

dubbed a “stability union.”
Is Mr. Draghi losing faith in the

euro zone’s ability to sustain a
stability union? He has good
reason. Look at what has
happened since he took the
markets by surprise with his 2012
“whatever it takes” speech.

Back then, newly-elected
French President François
Hollande had just announced that
he intended to honor ill-judged
manifesto pledges to raise taxes
and lower pension ages that had
been demanded by his party’s left-
wing. The result was to crush
confidence, snuff out the recovery
and drive up unemployment to a
record high of 10.3% in July.

By January this year, Mr.
Hollande recognized his mistake
and embraced reform. But it took
him until last week to complete
the U-turn, with the purging of
anti-reform left-wing ministers
from the cabinet. Meanwhile, two
years have been wasted.

It is the same in Italy. In July
2012, Prime Minister Mario Monti
had just agreed a deal with
parliament on watered down labor

reform after six bruising months
of negotiation. The experience
exhausted his political capital.
Although his government limped
on for another nine months, he
attempted no further major
reforms. His successor, Enrico
Letta, spent nine fruitless months
seeking a deal on electoral reform
while the economy stagnated,
before being replaced this year by
Matteo Renzi who also spent his
first five months pursuing political
reform.

Mr. Renzi has just announced
an economic reform package. But
the cost of Italy’s two lost years
has been immense.

The result is that the euro zone
is barely in better shape to absorb
a major shock than two years
ago—just as it faces potentially
major shocks from geopolitical
tensions along its Eastern and
Southern borders. Debt-to-GDP
ratios are higher than two years
ago, euro-zone unemployment is
flat, compared with last year, and
there is a risk of outright
deflation. The lack of growth in
Germany, France and Italy, its

three biggest economies, is placing
a cap on euro-area growth that no
amount of reform-led growth in
countries such as Spain, Ireland
and Portugal can overcome.

The message of Mr. Draghi’s
Jackson Hole speech is that he
thinks the euro zone’s growth
challenge is now so serious that it
needs to act more like a political
union in both fiscal and monetary
policy as well as in the oversight
of structural reforms to spread
risks and absorb shocks.

That risks setting him on a
potential collision course with
Berlin—already alarmed at Mr.
Draghi’s self-proclaimed
willingness to embark on a large-
scale government bond-buying
program, which German officials
warn will inevitably be challenged
in the constitutional court.
Officials fear that Mr. Draghi’s call
for greater coordination of
national fiscal policies was a not-
so-coded call for Germany to
abandon its own debt reduction
strategy and embark on a fiscal
stimulus program, something
Berlin is sure to resist.

It also potentially puts him at
odds with officials in Brussels,
alarmed at his use of the
politically-charged “F-word”—
adopting the same language used
by the French and Italian
governments for greater
“flexibility” in interpreting the
fiscal rules. Officials in Brussels
and Berlin are resigned to a face-
saving deal with France and
possibly Italy over their deficit
limits, potentially using the
Ukraine crisis as an excuse. But
they are pushing hard for big
reform and spending
commitments in return.

Mr. Draghi will have a chance
to clarify his position at his
monthly news conference this
week. But he has set the stage for
a politically turbulent few months.
If another major shocks
materializes, the euro zone will
have to bind further together or
risk being blown apart.

What was Mario Draghi up to?
Even 10 days after the European
Central Bank chief’s speech at the
annual central bankers’ jamboree
at Jackson Hole, nobody is quite
sure—not the markets, nor policy
makers in Berlin, Brussels, Paris,
nor even many of his colleagues.

To most observers, his call for
governments to allow fiscal policy
to play a greater role in pulling
the currency bloc out of its slump

came out of a clear
blue sky. Like most
central bankers,
Mr. Draghi has
tended to avoid
commenting on
fiscal policy
beyond

emphasizing the need to maintain
the credibility of the euro zone’s
fiscal rules. Yet here he was
apparently calling time on the
euro zone’s austerity policies.

To add to the puzzle, no data
had emerged over the summer to
trigger such a dramatic change of
tone. Certainly, second-quarter
growth was weaker than expected
and growth forecasts for this year
and next are being pared back.
Headline inflation also fell to just
0.3% in July, but this largely
reflected falling oil prices, which
should boost consumer spending;
importantly, core inflation actually
rose to 0.9%. The euro has fallen
5% since the start of the summer
on a trade-weighted basis,
providing a further boost. Most
economists expect the ECB to
downgrade its inflation forecast
next week, but not by much.

Yet perhaps Mr. Draghi’s U-turn
should not have come as such a
surprise. Over the summer, he
appears to have become
increasingly disillusioned with the
institutional setup of the euro
zone, which he clearly thinks isn’t
adequate to meet the economic
challenges it faces.

In July, he made a hard-hitting
speech calling for Brussels to be
given new powers to oversee
structural reforms in member

EUROPE FILE | By Simon Nixon

ECB Chief Mario Draghi will have a chance to clarify his position at his monthly news conference this week.
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Manufacturing Slowdown Is Bad News for Europe
Activity in the euro zone’s manu-

facturing sector slowed more
sharply than first estimated in Au-
gust, with Italy joining France in
contraction, while German factories
had their most sluggish month since
September of last year.

By contrast, economies that have
been hit hardest by the currency
area’s fiscal and banking crises
showed signs of recovery, with ac-
tivity in Greece expanding again,
while Ireland’s factories had their
strongest month since late 1999.

However, fresh signs that the
currency area’s economy remains
mired in stagnation, with manufac-
turers cutting jobs in August, will
likely add to pressure on the Euro-
pean Central Bank to take more dra-
matic stimulus measures to boost
demand and inflation.

The headline measure from data
firm Markit’s monthly survey of
purchasing managers at more than
3,000 manufacturers fell to 50.7
from 51.8 in July, an indication that
growth was very modest. A reading
above 50 for the purchasing man-
agers index indicates an expansion

in activity, while a reading below
that level signals a contraction.

The final measure was slightly
lower than the preliminary estimate
of 50.8 released late last month.

Markit said the slowdown likely
reflected the impact of rising ten-
sions between the European Union
and Russia over the future of
Ukraine, as well as growing doubts

about the effectiveness of euro-zone
economic policy and its likely future
course.

“The braking effect of rising eco-
nomic and geopolitical uncertainties
on manufacturers is becoming more
visible,” said Rob Dobson, an econo-
mist at Markit. “This is also the case
on the demand front, with growth of
new orders and new export business

both slowing in August.”
Reflecting the increasingly

gloomy outlook for Europe’s econo-
mies, Estonia’s government Monday
cut its growth forecast for the sec-
ond time in six months, and now ex-
pects gross domestic product to in-
crease by just 0.5% in 2014, having
projected an expansion of 3.5% in
autumn of 2013.

“It is clear that besides what is
happening in Russia, our closest
neighbors Finland and Latvia—and
the European Union in general—are
also lowering their expectations,”
said Finance Minister Jurgen Ligi.

The fresh decline in manufactur-
ing activity in Italy adds to concerns
about the inability of the euro
zone’s third-largest economy to re-
turn to sustainable growth six years
after the onset of the financial cri-
sis. The economy contracted for the
second straight quarter in the three
months to June, while figures re-
leased Friday showed its first an-
nual decline in consumer prices
since 1959, by 0.1%, based on its na-
tional measure.

Activity in Spain’s manufacturing
sector slowed for the second
straight month in August, a sign

that the economic recovery may be
losing some momentum.

Spain’s economy grew at its fast-
est quarterly pace in six years dur-
ing the second quarter, with gross
domestic product increasing by 0.6%
from the three months to March.
The revival of the Spanish econ-
omy—the euro zone’s fourth-larg-
est—has been one of the few posi-
tive developments for the currency
area over the past nine months.

The slowdown in manufacturing
suggests that the revival may ease
in the third quarter, although there
were indications in the survey that
it is set to persist: manufacturers
continued to hire additional work-
ers, while new orders rose at the
fastest pace since April 2007.

A survey of Dutch manufacturers
also released Monday recorded a
similar slowdown in activity during
August.

The euro zone wasn’t alone in
experiencing weakness in manufac-
turing, and may be dragging down
the rest of Europe. U.K. manufactur-
ing activity slowed sharply, while
activity declined in Denmark, partly
reflecting weak demand for their ex-
ports in the euro zone.

BY PAUL HANNON

Euro-zone manufacturing has slowed more sharply than had been expected.
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How to Be a Friend in Time of Need
Support Offered to Someone After a Loss or During a Depression Helps the Healing Process

Robert Schwartzman was de-
spondent after he lost a loved
one several years ago. “You’ve
lost your spark,” several well-
meaning friends pointed out.
“People are talking about it.”

But instead of feeling com-
forted by their concern, Mr.

Schwartzman
says he felt
“awful.” His
friends’ words

struck him as insensitive and
judgmental. “I really felt kicked
when I was down,” says Mr.
Schwartzman, a toy inventor in
New York City.

Emotional support offered to
someone after a loss or during a
depression can be an essential el-
ement in the healing process.

But it isn’t easy to know what
to say when a loved one is hurt-
ing. Even the most well-inten-
tioned words or gestures can
seem to do more harm than
good.

What is the best way to help
someone who is feeling low,
struggling emotionally, grieving
or perhaps even clinically de-
pressed?

This question occurred to me
recently, when I was scuba diving
with friends and noticed that one
of them seemed unusually sub-
dued and downcast. I tried to in-
clude him in conversations and
even teased him a little about his
grumpiness, attempting to nudge
him out of it. He became more ir-
ritable.

So in a quiet moment between
dives, I asked him how he has
been. He replied, “Not well at
all.”

My friend, an Army veteran,
had told me he suffers from Post-
Traumatic Stress Disorder. He
said he’d been feeling depressed
lately and had isolated himself. “I
need to refresh my coping skills,”
he said.

I’m embarrassed to say I drew
a blank about what to say next. I
asked a few more questions and
listened. I offered to visit him.
But I failed to offer any genuine
comfort.

“Depression is an interper-
sonal minefield,” says Jonathan
Rottenberg, professor of psychol-
ogy, director of the Mood and
Emotion Laboratory at the Uni-
versity of South Florida and au-
thor of “The Depths: The Evolu-
tionary Origins of the Depression
Epidemic.”

It is “intensely painful, con-
fusing and frightening, both to
the depressed person and those
around that person,” he says.

Camille Wortman, professor of
social and health psychology at
Stony Brook University, in New
York, whose research focuses on
grief, says we find it hard to
comfort someone we care about
who is despondent or bereaved
because we worry we’ll do some-
thing wrong.

Even if we have been de-
pressed ourselves, we feel help-
less, as if nothing we can say or
do will make a difference. And
we feel vulnerable because we
know we could end up in the
same situation some day.

Some people avoid a person
who is depressed because they
don’t know what else to do. Most

of us try to help—and yet we of-
ten still make the person who is
hurting feel misunderstood, un-
heard, even judged.

We minimize the problem
(“You have so much to be thank-
ful for”). We offer platitudes
(“Time heals all wounds”) and
advice (“You’ll feel better if you
exercise”).

We claim to know how the
person feels (“I understand what
you’re going through; I lost my
second cousin last year.”)

“It’s not so much that the ad-
vice is good or bad, although it’s
often bad,” says Dr. Wortman.
“It’s that it’s presumptuous and
judgmental for someone with little
knowledge of your situation to
come in and tell you how to han-
dle it.” And the person has proba-
bly already tried the advice.

When I asked people what
kind of emotional support was
helpful during difficult times in
their lives, they were specific
and concise.

Sharon Rosenblatt, a 26-year-
old Internet tech consultant in
Silver Spring, Md., says during a
major depressive episode in July,
the most comforting thing her
friends and family did was treat
her as if she was normal, listen-
ing and trusting her to make up
her own mind.

“I like that they don’t treat
me like a time bomb that’s about
to go off,” she says.

After her husband died of
lung cancer years ago, Mary
Westheimer says a good friend
helped her with two suggestions:
“You don’t have to make it
through all time at once—just

this day, this hour or this min-
ute.” And: “Just remind yourself
that the only way out is
through.”

Gary Crowder, 46, who works
in real estate in Hallandale
Beach, Fla., says after his wife
died earlier this summer, some of
the most effective support came
to him in writing.

“I love a text from people who
care, because it doesn’t obligate
me to a voice conversation,” he
says. “The best words are: ‘If
there is anything I can do, just
let me know, and I mean any-
thing.’ ” Unsolicited questions
about the depth of his grief “are
not a good course,” he says.

Support from family and
friends isn’t always enough to
make someone feel better, ex-
perts say.

Clinical depression is a dis-
ease and, like grief, it often re-
quires professional help. But
loved ones are a first, and often
a last, line of defense.

Start by asking the person
how they’re doing. Don’t wait for
your friend to reach out to you.
I’ve been thinking about this a
lot since the news of Robin Wil-
liams’s suicide.

Listen to what he has to say.
“A depressed person wants most
of all to be heard, respected and
gently loved,” Dr. Rottenberg
says. “And they want to be reas-
sured that the friend isn’t going
to leave.”

Offer to talk, but don’t pres-
sure. Think of yourself as a “dis-
traction”—someone to have fun
with. “Be gently hopeful, without
claiming that everything is going
to be better overnight,” he says.

Don’t tell your friend to “buck

up.” “Depression isn’t something
you just shake off,” says Wendy
Parmley, a nurse in Orem, Utah,
who works with suicide-preven-
tion organizations groups and
wrote a book, “Hope After Sui-
cide.”

Avoid saying things that mini-
mize his pain or make him feel
isolated. That includes: “Stop
feeling sorry for yourself,”
“There are people worse off,”
“You need a hobby,” or “Snap out
of it.”

“These are all proven losers
that the depressed person will
see as blaming or hostile,” Dr.
Rottenberg says.

Simple, clear messages work
best, Dr. Rottenberg says. Say, “I
am sorry that you’re in so much
pain. I may not have all the an-
swers, but I want you to know
that I am here for you for as long
as it takes.”

Eventually, Mr. Schwartzman
wrote his friends to tell them
how to help. He told them they
could let him know they would
always be there for him if he
found himself sinking.

As for my dive buddy, I don’t
know him all that well, but the
day after our conversation, I
wrote him a note to say I was
sorry he’d hit a rough patch, that
I’d been through my own hard
times and knew a thing or two
about being down and was a
“good ear.” I also offered to go
diving with him.

His response? “Thanks, Eliza-
beth. That’s really cool.”

Write to Elizabeth Bernstein at
Elizabeth.bernstein@wsj.com or
follow her column on Facebook or
Twitter at EBernsteinWSJ.

BY ELIZABETH BERNSTEIN
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BONDS: ON
RELATIONSHIPS

 Start by asking the person how
he or she is.
 Listen to the answer. Don’t tell
the person what you think is wrong.
 Don’t analyze. Don’t say things
that minimize his pain or make him
feel isolated.
 Don’t wait for your friend to reach
out to you. Invite him to meals or
other activities even if he doesn’t
want to talk. Send texts or leave a
message, with no response required.
 Tell your loved one she can trust
you and you will be there to talk if
she needs you. Be available
immediately, if possible.
 Don’t offer help if you aren’t
sincere and willing to really be there
for the person.

 Share your own experiences with
depression or tough times. This can
go a long way toward helping your
friend feel less isolated.
 Ask your friend if he has thought
about seeking professional help. If
he hasn’t, encourage him to do so.
Offer to make the appointment for
him and drive him to it.
 It’s OK—and important—to ask
your friend if he has thought about
hurting himself, if that is a concern.
If your friend says he is having
suicidal thoughts, do not keep it to
yourself. Call the emergency room, a
doctor or a therapist. ‘Never leave it
up to the depressed person to call,’
says Wendy Parmley, a nurse and
author of ‘Hope After Suicide.’

Be Somebody to Lean On
It starts with asking a simple question, then listening to the answer.
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U.K. to Tighten Antiterror Measures
Plans Seek to Counter Security Threat Posed by Islamist Extremists at Home and Traveling In and Out of Britain

LONDON—Prime Minister David
Cameron announced plans to
strengthen powers to counter the
security threat posed by Islamist ex-
tremists at home and those travel-
ing in and out of Britain, including
legislation to enable police to seize
passports at the border.

Mr. Cameron said on Friday that
he would announce new measures
after British security services raised
the assessment of the threat from
international terrorism to severe,
the second-highest level on its five-
point scale, from substantial, as a
result of the rise of Islamist mili-
tancy in Syria and Iraq. That change
reflects the assessment that an at-
tack is highly likely but there isn’t
intelligence to suggest a terror
strike is imminent.

Mr. Cameron has talked of a gen-
erational struggle against a poison-
ous and extremist ideology and said
Islamic State, the extremist group
fighting in Iraq and Syria also
known as ISIS and ISIL, poses a di-
rect threat to Britain. On Monday,
he reiterated that there was no need
for the introduction of new powers,
but said security services wanted a
targeted approach that protected
their operational independence.

“To achieve this there are two
key areas where we now need to
strengthen our powers to fill spe-
cific gaps in our armory—these are
around preventing suspects from
traveling and dealing decisively with
those already here who pose a risk,”
he told Parliament.

The prime minister said, al-
though the home secretary had the
power to enable security services to
seize the passport of a British terror
suspect, police working at the bor-
der had only limited stop-and-
search powers.

“So we will introduce specific
and targeted legislation to fill this
gap by providing police with a tem-
porary power to seize a passport at
the border during which time they

will be able to investigate the indi-
vidual concerned. This power would
include appropriate safeguards and
of course oversight arrangements,”
he said.

The government estimates at
least 500 British citizens have trav-
eled to Syria and Iraq to fight in the
conflict there with a range of orga-
nizations, including Islamic State,
which aims to form an Islamic ca-
liphate in the region. Other foreign
fighters had also traveled to the
area, including 700 from France and
400 from Germany, Mr. Cameron
said.

The release of a video last month
showing the beheading of American

journalist James Foley by a masked
man apparently speaking in a Brit-
ish accent has fueled concerns about
Britons being drawn into the con-
flict in Syria and Iraq and the risk
they might return home radicalized,
battle-hardened and intent on carry-
ing out attacks on U.K. soil.

Mr. Cameron said the govern-
ment would draw up proposals to
enable security agencies to exclude
British nationals from the U.K. “in
line with our international obliga-
tions” and discuss the details on a
cross-party basis.

This area is likely to prove con-
troversial as rendering someone
stateless could contravene United

Nations rules.
The government can exclude for-

eign nationals or people of dual na-
tionality from the U.K. without ren-
dering them stateless, but not
Britons who had pledged allegiance
to another state, he said, adding
that there was a gap there that
needed to be discussed and dealt
with.

“It is abhorrent that people who
declare their allegiance elsewhere
are able to return to the United
Kingdom and pose a threat to our
national security,” he said.

In a bid to boost aviation secu-
rity, airlines would have to comply
with the government’s no-fly ar-

rangements, provide information on
passengers lists, and comply with
U.K. security screening require-
ments or they wouldn’t be able to
land in Britain, Mr. Cameron said.

The prime minister said intelli-
gence agencies and police also be-
lieved they needed stronger powers
to impose further restrictions on
terror suspects in Britain, so the
government would bolster existing
measures including “stronger loca-
tional constraints on suspects” un-
der Terrorism Prevention and Inves-
tigation Measures, known as TPIMs.

TPIMs replaced a more restric-
tive measure known as control or-
ders which were introduced after al
Qaeda-linked terrorist attacks on
British soil in 2005 but dropped in
2011.

These measures enabled security
officials to place terrorism suspects
under house arrest, prevent them
from using a computer and some-
times forcibly move them to a dif-
ferent part of the country for an in-
definite period.

The British government has
ruled out committing combat troops
to Iraq and hasn’t taken part in air-
strikes with the U.S., although Mr.
Cameron reiterated on Monday that
Britain supported them.

The U.K. has stuck to a strategy
of putting pressure on Islamic State
by supporting an inclusive Iraqi
government, helping make sure the
Kurds get arms to fight extremists,
and using the U.K. air force to
gather intelligence and deliver aid
and other supplies.

A NATO summit in Wales this
week will provide an opportunity to
review the international response so
far and discuss what more might be
done to counter the threat of Is-
lamic State, the U.K. prime minister
said.

“Britain will continue to consider
what further role is in our national
interest including any further diplo-
matic, humanitarian, or indeed mili-
tary measures we might take,” Mr.
Cameron said.

BY NICHOLAS WINNING

Britain’s Prime Minister, David Cameron, center, walks from 10 Downing Street to Parliament on Monday.
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In ArmingKurds,Merkel Puts Germany in NewRole
BERLIN—German Chancellor An-

gela Merkel made a case to parlia-
ment for greater German participa-
tion in international conflicts, a day
after her government’s decision to
ship antitank weaponry and small
arms to Kurdish fighters in Iraq.

In a step away from its postwar
pacifist traditions, Germany late
Sunday announced plans to arm
troops fighting Islamist insurgents.
Although it doesn't legally have to,
Berlin sought a parliamentary vote
on the shipments, which lawmakers
approved with a broad majority on
Monday.

Ms. Merkel told lawmakers that
Germany can’t shy away from for-
eign policy when its security inter-
ests are at stake, in this case from
the threat of Islamist rebels in Iraq
who count about 400 German citi-
zens among their forces.

“We face the decision not to un-
dertake any risk, to deliver nothing
and ultimately condone the spread
of terror, or to support those who
are desperately but courageously
fighting the hideous ISIS terror with
limited resources,” Ms. Merkel said.

“Can we really wait and hope

that others confront this acute dan-
ger? No, that doesn’t correspond
with our understanding of responsi-
bility in this situation.”

While Australia, Canada, Italy,
France, the U.K., the U.S. and Iran
have also pledged weapons and am-
munition to the Kurds, arms exports
to conflict zones have long been a

taboo subject among the German
electorate.

The deliveries to Iraq are in line
with the more assertive foreign pol-
icy Ms. Merkel has adopted in her
third term. The measure received a
generally positive reception from
the mainstream press and senior
lawmakers here, but it has met with

deep skepticism among voters.
Two polls published in recent

weeks found about two-thirds of
voters oppose sending arms to Iraq.
A survey by the Körber Foundation
on attitudes toward geopolitics in
May found 60% believe Germany
should continue to exercise restraint
in foreign policy.

In her speech to parliament, Ms.
Merkel laid out the broader frame-
work of international conflicts Ger-
many faces, arguing Berlin needs to
undertake risks like sending weap-
ons to a region in crisis to avoid a
larger catastrophe that could touch
its borders.

Experts say the step to arm
Kurds is a major development for
Germany, marking the first time it is
supporting a group that is neither a
direct ally nor a political partner.

“The wider message is that her
[Merkel’s] government is willing to
act on crises even when it isn’t in
the immediate national interest but
the wider security interest,” said Jo-
sef Janning of the German Council
on Foreign Relations.

While the sovereign debt crisis
cemented Germany’s role as an eco-
nomic heavyweight in Europe, Berlin
has assumed geopolitical responsi-

bility only hesitantly in view of its
history of military aggression in two
world wars.

That stance occasionally leaves
Germany as the lone major dis-
senter in Europe, as it was in the
2011 decision to abstain from the
United Nations vote on military ac-
tion in Libya, siding it with China
and Russia—a position that sat awk-
wardly with allies in the West. Ana-
lysts say that is slowly changing as
Berlin seeks to equate its economic
clout with political muscle.

On the conflict in Ukraine, how-
ever, Ms. Merkel reiterated her view
that a military solution is out of the
question, adding it “is and remains
our conviction” that cooperation,
rather than confrontation, underlies
relations with Russia.

Ms. Merkel made clear she will
go to the North Atlantic Treaty Or-
ganization summit in the U.K. this
week pushing for a diplomatic solu-
tion for “the dispute between Russia
and Ukraine,” although she said res-
olutions at the Wales summit will
underline NATO articles on defend-
ing member states too.

BY HARRIET TORRY

Chancellor Merkel, second from left, talks to government ministers before
addressing a special session of the lower house of parliament on Monday.
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HEARD ON
THE PITCH

SPORTS

Transfers Warped by World Cup
Tournament Performances Can Have Outsize Roles for Players, Club Teams

On June 25, 1950, Sweden de-
feated Italy in a World Cup group-
stage game, 3-2. Within a year,
seven of the Swedish starting 11
from that day in São Paulo had
moved to Italian clubs.

It’s hard to overstate just how
insular the world of soccer was back
then. Domestic leagues were verita-
ble islands, almost entirely cut off
from the rest of the world, particu-
larly in the aftermath of World War
II. Not only was there no foreign
soccer on television, in many coun-
tries there generally was no televi-
sion either. No European club com-
petitions. No international scouting
networks. No agents. No chance—
beyond the odd friendly and the
World Cup, making its return after a
12-year hiatus—to see and evaluate
foreign players.

That’s why, having seen their na-
tional team defeated by the Swedes,
Italian clubs raided the opposition,
largely on the strength of reports
from Italy players, FA officials and
the smattering of journalists who
made the trip to Brazil.

It may have made sense in the
1950s, but this modus operandi has
continued over the years. The World
Cup is the game’s biggest showcase.
Do well there and your transfer
value will skyrocket. Underperform
and the reverse is likely to happen.
What’s remarkable is that it persists
to this day despite the huge number
of cautionary tales.

Whether it was Brazil’s Denilson
in 1998—his transfer to Spain’s Be-

tis represented a world-record fee
at the time—or his countryman Kle-
berson, who moved to Manchester
United in 2002 or Ghana’s Asamoah
Gyan, who joined Sunderland in a
club-record move in 2010, this phe-
nomenon repeats itself with alarm-
ing regularity every four years.

Logic would suggest that it
shouldn’t. Major clubs have global
networks of scouts. Virtually every
game in the world’s top 50 leagues
is on TV somewhere. Egghead ana-
lysts parse and evaluate players sta-
tistically. And software like Wy-
scout, with its archive of more than
60,000 matches, allows anyone to
watch the body of work of just
about any player over the past few
seasons.

So why are clubs still influenced
by what happens in a few games
over the summer every four years?
Would they not be better served to
closely track a player over time? It’s
the epitome of what economists
might call irrational behavior and
evidence that the transfer market
remains inefficient.

You could argue that we’ve seen
this phenomenon again this sum-
mer. James Rodríguez is a 23-year-
old Colombian attacking midfielder.
A year ago, he moved from Porto to
Monaco for a reported €45 million
($59 million), a fee which raised
eyebrows at the time. He had a
bumpy start in the Principality, only
becoming a regular in October and
scoring his first goal in late Novem-
ber, before finishing the season
strongly. Then, he went to the
World Cup, where he led Colombia

to the quarterfinals and was the
tournament’s top goal scorer. Real
Madrid signed him for €80 million
($105 million), making him the
fourth most expensive player in his-
tory.

Now, you can’t prove a negative,
so we can’t know for sure. But it
doesn’t seem unreasonable to sug-
gest that, without his sparkling per-
formances in Brazil, he would not
have broken the $100 million mark.
You can make a similar case for the
man he replaces in Madrid, Ángel Di
María. He had a brilliant season at

club level for the Spanish club and
he was arguably Argentina’s best
performer in Brazil. But it’s safe to
say that six months ago—or even
just in late May—the notion that
someone would pay €75 million
($98.5 million) for his services
would seem far-fetched.

This applies further down the
food chain as well. Enner Valencia
was a standout performer for Ecua-
dor in the World Cup, scoring three
goals in three group games. Eight
months earlier, he was a 23-year-old
forward at Emelec, in the Ecuador-
ean league, with a handful of inter-
national caps. He moved to Mexico’s
Pachuca in January and, in late July,

West Ham signed him for $20 mil-
lion.

Or take Costa Rica’s Giancarlo
González. Before the World Cup, he
was a 26-year-old journeyman ply-
ing his trade with the Columbus
Crew. In August, following Costa
Rica’s strong performance in Brazil,
he moved to Italy’s Palermo for $5
million, making him the most expen-
sive defender ever sold by a club in
Major League Soccer.

Again, it’s probably not a stretch
to suggest that each of these four
players would have been substan-
tially cheaper had they been signed
at the end of last season, rather
than after Brazil 2014.

The argument works in reverse,
too. Milan owner Silvio Berlusconi
reportedly complained after Italy’s
exit from the World Cup that the dis-
appointing showing of Mario Balot-
elli would cost him money. He was
quoted by the Italian media as saying
that he had a deal lined up to sell
him for €35 million ($46 million) but
that it was scuttled by the center-for-
ward’s performance in Brazil. It may
be a coincidence, but Balotelli was
sold last week to Liverpool for €20
million ($26.3 million), a fee which
appears distinctly on the low side.

What all this suggests is that, for
all the supposedly scientific meth-
ods used to evaluate players and the
armies of scouts deployed across
the planet, things have only moved
on so much since 1950. To many
clubs, a couple games in June and
July every four years still wield an
outsize influence in determining a
player’s transfer value.

BY GABRIELE MARCOTTI

James Rodríguez, the leading goal scorer in this year’s World Cup tournament, plays for new team Real Madrid in a 2-0 home win over Córdoba on Aug. 25.
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This phenomenon repeats
itself with alarming
regularity every four years.

Mexico’s Hernández Swaps
Manchester for Madrid

Real Madrid signed Mexico striker
Javier Hernández on a season-long
loan from Manchester United on
Monday as a last-minute reinforce-
ment for the European champions’ at-
tack.

Mainly a substitute in Manchester,
Hernandez will likely have a similar
role in Madrid.

“I have come to help,” Hernandez
said at his presentation. “I hope I can
do my share so that this club contin-
ues to be successful.”

Madrid announced the agreement
hours before the close of the summer
transfer window on Monday. The club
said the loan deal includes an option
to purchase the player, but didn't dis-
close any more details.

—Associated Press

European Wild Cards Give
McGinley Plenty to Ponder

When three of Europe’s biggest
names failed to automatically qualify
for the Ryder Cup team, the equation
appeared simple for captain Paul
McGinley as he prepared to select his
three wild cards.

Stephen Gallacher didn’t read the
script.

A slew of top-10 finishes this year
may have helped the 39-year-old
Scotsman lock down a wild-card se-
lection for a Ryder Cup debut in his
home country, leaving Lee Westwood,
Luke Donald and Ian Poulter compet-
ing for two spots when McGinley an-
nounces his picks at the European
Tour headquarters at Wentworth on
Tuesday.

The other player in contention to
play the U.S. at Gleneagles is Fran-
cesco Molinari of Italy.

The three chosen will join a team
already packed with talent, including
four of the top five in the world—
Rory McIlroy, Henrik Stenson, Justin
Rose and Sergio Garcia.

Westwood, Donald and Poulter
have made up the backbone of
Europe’s dominance of the event
since 2002 but have struggled for
form this year.

Not Gallacher.
He came up just short in his

attempt to snatch the final automatic
qualifying place from Graeme Mc-
Dowell, finishing third in the Italian
Open on Sunday.

“His performance this week will
very strongly be in his favor when it
comes to making the picks,” McGinley
said Sunday.

“And for a rank-and-file guy from
the European Tour, who doesn’t play
in America and misses out on a lot of
the ranking points as a result, to per-
form as well as he does is all credit
to him,” McGinley added. —AP

HEARD ON
THE PITCH

Agence France-Presse/Getty Images

Javier Hernandez steps onto the
Real Madrid pitch Monday.
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This Labor Day
week marks the
official start of the
2014 general-
election season, so
what’s the logical

thing to do? Look forward to the
2016 presidential election, of
course.

OK, so that isn’t entirely
logical. But there is no doubt that
the 2016 presidential race—which
figures to be as wide open,
unpredictable and flat-out
interesting as any in memory—
will be providing much of the
background music for this year’s
congressional election, important
as that contest is in its own right.

And at this early stage, the
most intriguing presidential
jockeying is unfolding on the
Republican side. Whereas the
early Democratic contest can be
summarized in four simple
words—is Hillary Clinton
inevitable?—the Republican cast
of characters has, over the course
of the summer, sorted itself into a
matrix of different categories
defined by the potential
candidates’ varied circumstances
and strategies.

There are, for example, two
potential presidential wannabes
who have emerged as the policy
wonks in the crowd. They are Rep.
Paul Ryan of Wisconsin and Sen.
Marco Rubio of Florida.

The former, by dint of his
position as chairman of the House
Budget Committee, has written a
blueprint for the kind of
government he envisions, and,
more recently, a new plan for how
conservatives can fight poverty.
The latter, having washed his
hands of his early emphasis on
immigration reform, has delivered
a series of speeches on policies
foreign and domestic that would
help fill up a policy binder in a
presidential campaign.

Two of the party’s elder
statesmen, meanwhile, seem to be
making it clear that they are
available for a draft if party
regulars clamor for them to run.

They are former Florida Gov.
Jeb Bush and, improbably enough,

2012 GOP nominee Mitt Romney.
Mr. Bush is the clear favorite

of many in the party’s
establishment and money wings.
But he doesn’t look like a man
who relishes the battles with
movement conservatives that his
candidacy would require, and may
enter the fray only if it is clear
establishment players commit to
clearing a path for him.

Mr. Romney, meantime, says
there is only a one in a million
chance he will run again, but his
busy travel schedule on behalf of
Republican congressional
candidates in recent weeks
suggests he is open to persuasion.

Two other potential candidates
are embarked on reclamation
projects. One is New Jersey Gov.
Chris Christie, seeking to recover
from the disastrous scandal over a
traffic jam at a bridge created by
his aides in a fit of pique. The
other is Texas Gov. Rick Perry,
seeking to recover from an equally
disastrous 2012 presidential run.

Here’s betting that both will
conclude that their reclamation
work has been successful enough
to justify a run. Mr. Perry seems
to be benefiting in the party from
his recent indictment for trying to
force out of office a Democratic
prosecutor who has been a thorn
in the Republicans’ side.

One GOP contender stands out
for trying to lay sole claim to the
hard-right space, and that is Texas
Sen. Ted Cruz. On the big three
areas of policy debate—economic,
social and national security—Mr.
Cruz is making sure nobody gets
to his right in his unabashed
quest to be seen as rightful heir to
Ronald Reagan.

Meanwhile, three other
governors from around the
country are forming a club of
outsiders capable of running on
an “I’m not from Washington”
theme, a potentially lucrative
approach at a time when views of
Washington are scraping the
bottom of the public-opinion
barrel. They are Wisconsin Gov.
Scott Walker, Louisiana Gov.
Bobby Jindal and Indiana Gov.
Mike Pence.

Mr. Walker retains something
approaching folk-hero status
within the party for waging an
epic battle against public-
employee unions a few years ago.

The question is whether the
enmity he generated among other
voters will undermine his bid for
re-election this fall.

Neither Mr. Pence nor Mr.
Jindal has to worry about re-
election this year, so they are
focusing on enacting conservative
governing agendas within their
states that could serve them well
with Republican primary voters.
Mr. Jindal did that most recently
by taking on the Common Core
educational standards that
conservatives love to hate as an
example of government overreach.

Finally, there is a politician
trying to carve an entirely new
lane for himself in Republican
politics: Kentucky Sen. Rand Paul.
He is crafting a singular identity
as a quasi-libertarian who
nonetheless isn’t an isolationist,
who can appeal to young voters’
hands-off views on social issues,
and who reaches minority voters.

It’s a tough act to pull off, and
Mr. Paul’s quirkiness scares many
in the GOP. Yet Scott Reed, a party
activist who ran Bob Dole’s 1996
presidential campaign, says Mr.
Paul did more than anyone else to
improve his position over the
summer now drawing to a close.

Howthe2016Republican
WannabesSpentSummer

[ Capital Journal ]

BY GERALD F. SEIB

i i i
Business & Finance

n EU antitrust officials have
sent a second wave of ex-
tremely detailed questions to
the competitors and customers
of Facebook and WhatsApp. 15

n Asian currencies are charg-
ing higher against the U.S. dol-
lar and outperforming other
emerging-markets currencies
as investors send fresh funds
into the region’s economies. 15

n Luxottica said Andrea
Guerra stepped down as CEO
after almost 10 years, in a re-
shuffle that returns founder
Leonardo Del Vecchio to a more
prominent role. 16

n Rolls-Royce might lose its
role as the sole engine pro-
vider for the U.S. Defense De-
partment’s V-22 Osprey air-
craft, as the U.S. military
explores ways to cut costs. 17

n Five years after Dubai tee-
tered on the brink of financial
disaster, there are signs emerg-
ing that the emirate’s IPO mar-
ket is returning to life. 20

n The prospect of quantitative
easing in Europe is reviving the
market for risky bank debt,
with two European lenders
testing the waters on so-called
contingent capital bonds. 20

n Barclays agreed to sell its
retail banking division in Spain
to Caixabank as the British
bank scales back its presence
in less-profitable markets. 22

i i i
World-Wide

n Activity in the euro zone’s
manufacturing sector slowed
more sharply than first esti-
mated in August, with Italy
joining France in contraction,
while German factories had
their most sluggish month
since September of last year. 4

n The legality of the NSA’s
bulk collection of phone re-
cords will be tested this week
before a panel of federal
judges, the first U.S. appeals
court to address the controver-
sial program amid efforts by
Congress to rein it in. 6

n The leaders of Japan and In-
dia pledged to step up defense
and economic cooperation as
the Asian powers aim to build
a counterweight to China. 8

n North Korea gave foreign
media access to three detained
Americans, who called for
Washington to send a high-
ranking representative to nego-
tiate for their freedom. 7

n A deal brokered by Kerry to
end Afghanistan’s election crisis
was on the brink of collapse,
with presidential candidate Ab-
dullah Abdullah ready to pull
out of talks with his rival. 9

n Libya’s elected parliament
tasked the recently resigned
prime minister with forming a
new government as the outgo-
ing cabinet acknowledged it
had lost control of the capital
to Islamist-allied militias. 9
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Rep. Paul Ryan of Wisconsin is among the many contenders for the wide-open 2016 Republican presidential race.
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India’s Sports Craze: Mix of Wrestling, Tag

Rahul Chaudhari tagged an op-
ponent, spun away from a
tackle and sprinted back

across the midline of the court be-
fore taunting his rivals with a cele-
bratory move: a midair split with a
fist pump.

The lanky Mr. Chaudhari is a ris-
ing star in India’s newest profes-
sional sport: Kabaddi.

An ancient Indian game, kabaddi
in its newest incarnation is like a
high-octane mix of tag and Greco-
Roman wrestling. Since the start of
its first season in July, it has been
drawing sellout crowds and big tele-
vision audiences.

The new league, known as Pro
Kabaddi, is backed by Anand Mahin-
dra, chairman of one of India’s big-
gest conglomerates, Mahindra
Group, which, among other things,
is the world’s largest manufacturer
of tractors.

Franchise owners include the Fu-
ture Group, run by Indian big-box
store pioneer Kishore Biyani, and
the former head of Walt Disney
Co.’s Indian unit, Ronnie Screwvala.

Professional sports have had
mixed success in India. Cricket is
the most established, but even the
sport’s Indian Premier League has
struggled in recent years with de-
clining television viewership and
ticket sales.

Still, investors continue to be-
lieve that the country of 1.2 billion
has the raw ingredients needed to
make sports a success. Billionaire
Mukesh Ambani is investing in a
soccer league that kicks off later
this year, and he has plans for a
basketball league as well.

Indians’ taste in sports can be
hard for some outsiders to fathom.
Cricket is the most popular sport in
the country. The country also has
pro leagues for badminton and
men’s field hockey.

While few outside of the subcon-
tinent have ever heard of kabaddi,
most Indians played the sport as
children in schoolyards and back-
yards across India. It occupies a
niche a bit like red rover or capture
the flag.

Players called raiders attempt to
tag opponents and get back to their
own side of the court without being
tackled. If they succeed, the tagged
players are out and the raider’s
team gets a point. If the raider is

tackled, the opposing team scores a
point. The catch: raiders have to
hold their breath the whole time
they are in enemy territory sprint-
ing around trying to tag players. To
prove they are not inhaling, raiders
repeatedly say kabaddi.

Judging by TV viewership so far,
kabaddi is already India’s second-
most-popular professional sport, af-
ter cricket. Nearly 220 million Indi-
ans tuned in to watch the first eight
days of Pro Kabaddi, according to
estimates from Star TV based on
data from TAM Media Research, a
company that tracks TV viewership
in India. That is twice the number
of Indians that watched this year’s
World Cup over its first eight days.

Star is owned by 21st Century
Fox Inc., which until last year was
part of Wall Street Journal owner
News Corp.

“We knew we were tapping into
something that was visceral, some-
thing in our bloodstream,” said Mr.
Mahindra, adding that he played ka-
baddi as a child. “But to be honest,
the response has shocked us.”

Still, Mr. Mahindra said, he isn’t
counting on making money from the
venture any time soon.

Jubin Jacob, a 23-year-old archi-
tecture student, said he has been
tuning in to the Pro Kabaddi games.
“I think kabaddi has the right mix-
ture of the violence of a contact
sport and strategy,” he said. “You
can’t just have strength and speed;
you also have to think fast.”

Player Gurpreet Singh of the

Bangalore Bulls got his start in the
game in rural Punjab, the north-
western Indian state where he was
born. He will be making 1.2 million
rupees, or nearly $20,000, for the
two-month Pro Kabaddi season.

His regular gig is playing for the
Punjab Police, a local team spon-
sored by the state police. He earns
around $800 a month on the police
squad, and used the money to buy a
house, “buffaloes and two cars,” he
said. In Indian villages, “the main
game is kabaddi,” Mr. Singh said.
“In cricket, the action happens only
between two players, and everyone
else stands far away. But kabaddi is
complicated.”

It has even developed a bit of a
following outside India, and there
are a handful of non-Indian players
competing in the pro league.

Hong Dongju from Busan, South
Korea, is a defender for the Delhi
team. He started playing when he
was in college.

When Mr. Hong told his parents
he wanted to move to India to be a
professional kabaddi player, they
weren’t thrilled. “Kabaddi is not
popular in Korea. So they weren’t
happy about it at the beginning,” he
said. Now they just want him to
avoid injury, especially to his face.

When the league rolled into
Delhi in early August, thousands

turned up to watch the Telugu Ti-
tans take on Dabang Delhi at the
Thyagaraj Sports Complex, an arena
built for netball competitions in the
2010 Commonwealth Games.

Spectators jumped to their feet
screaming, blowing whistles and
waving foam fingers as the an-
nouncer counted down to the
match. The Titans sprinted out un-
der a shower of pyrotechnics, and
the players bent forward to touch
the floor and then touched their
foreheads in a display of respect.

After the national anthem and
the coin toss, Delhi’s star player,
Surjeet Narwal, hopped across the
midline. Shuffling from one side of
the ring to the other, Mr. Narwal
darted his hands out at defenders
trying to tag them out.

“Watch for that hand touch, he’s
got a great hand touch,” said the
play-by-play commentator.

With Delhi up by two, Telugu
star Mr. Chaudhari raided, showing
off his signature shiftiness, said the
commentators. “The best thing
about him is he is so unpredict-
able—which leg he is going to use,
you will never know.”

“Dodging around people, jump-
ing over and under them and just
keeping the momentum going by
saying ‘kabaddi, kabaddi,’ this is
what I love about kabaddi,” Mr.
Chaudhari said.

Despite a late comeback, Delhi
couldn’t overcome Mr. Chaudhari’s
moves, losing to the Titans 39-35.

—Suryatapa Bhattacharya
and Aditi Malhotra

contributed to this article.

BY SEAN MCLAIN
New Delhi

Kabaddi is drawing big crowds in India. Above, a Pro Kabaddi league match.
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Pro Kabaddi is played between two teams of seven on a field of play roughly the size of a tennis court. The game's rules
resemble a mix of tag, dodgeball and Greco-Roman wrestling.

Teams take turns sending a player
called a raider to try to tag out
opponents. If a raider tags an opponent
and returns to his side of the court, he
scores a point for every tagged player
and those players exit the field of play.

When players attempt to tackle a
raider it is called ‘the struggle.’

Raiders use all their limbs, stepping on
toes and throwing roundhouse kicks to
tag out players. The catch: raiders have
to hold their breath the whole time
they are in enemy territory and to
prove they are not inhaling, raiders
repeatedly say kabaddi.

Photos: AFP/Getty Images (2), Hindustan Times/
Getty Images

The Wall Street Journal

How to Play Kabaddi

*Source: US Department of Treasury:
Office of Foreign Assets Control: Ukraine-related designations 2014 (3/17, 3/20, 4/11, 4/28)
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Espírito Got
Loan From
Goldman as
End Neared

As Portuguese lender
Banco Espírito Santo SA
neared collapse this summer,
it found a Wall Street ally to
help it raise funds: Goldman
Sachs Group Inc.

Through a Luxembourg fi-
nancing vehicle created by
Goldman, Banco Espírito
Santo received $835 million in
July, according to a prospec-
tus reviewed by The Wall
Street Journal, a time when it
was nearly impossible for the
troubled lender to borrow di-
rectly in the capital markets.

At least some of that
money was earmarked for an
unusual destination: helping
finance a refinery-construc-
tion project that a troubled
Chinese company was running
for Venezuela’s state oil com-
pany. That oil company was a
major creditor of companies
in the Espírito Santo group.

The previously unreported
Goldman deal offered a fleet-
ing respite for Portugal’s sec-
ond-largest bank by assets,
which was struggling with a
cash crunch and a month later

Please turn to page 17

By Margot Patrick,
David Enrich
and Patricia
Kowsmann

Chinese Meat Scandal
Shows Risks to Firms

BEIJING—U.S.-based food
processor OSI Group LLC
spent more than two decades
and $750 million building a
business in China that served
McDonald’s Corp. and other
fast-food chains.

That all collapsed in July
after a Chinese television re-
port showed workers in the
company’s Shanghai plant al-
legedly making chicken nug-
gets and patties from expired
meat. OSI’s operations across
China now are paralyzed, af-
ter state media excoriated the
company and customers
throughout the country cut
ties.

Meanwhile, OSI has be-

come a lesson in the perils
faced by foreign companies in
China, when their operations
are under unprecedented
scrutiny by regulators and
state media and negative pub-
licity can destroy a business
almost overnight.

Reaction to the OSI broad-
cast by state-run Dragon TV
on July 20 was swift and se-
vere. Authorities closed the
plant and ordered an investi-
gation. The city’s Communist
Party chief was quoted by
Xinhua, the official news
agency, as saying “all compa-
nies that break the law will be
punished by the law.”

OSI Chairman Sheldon
Lavin within days issued a
statement saying that what
happened at the plant “was

terribly wrong, and I am ap-
palled that it ever happened
in the company that I own.”

But the company’s global
customers weren’t taking
chances. Burger King World-
wide Inc. and the operators of
the KFC and the 7-Eleven
chains cut all ties with OSI’s
China operations. McDonald’s
halted orders from the Shang-
hai plant, then suspended
OSI’s supply to the hamburger
chain’s 2,000-plus restaurants
across the country.
McDonald’s said last week
that it is reconsidering its re-
lationship with OSI in China
altogether.

On Friday, a month after
the initial TV revelations,
Shanghai authorities an-
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Inside Stock Investors Brace
For September Swoon

For stocks, September can
be the cruelest month.

The big crashes of 1929
and 1987 came in October, but
on average, October shows
gains over the past 20, 50 and
100 years. The only month
that shows an average decline
in all three periods is Septem-
ber.

Money managers debate
why that is. It could be that
people sit down after Labor
Day and re-evaluate their
portfolios. Regardless, the ar-
rival of September is making
some people nervous now.
Even some who feel bullish
for the long run are warning
clients to beware of Septem-
ber.

“I am a little worried,” said
James Paulsen, chief invest-

ment strategist at Wells Capi-
tal Management, which over-
sees $345 billion. Mr. Paulsen
has been one of the business’s
most relentless stock bulls for
years, but now he says U.S.
stocks could fall as much as
15% some time this autumn.
He is urging clients to shift
some money into foreign
stocks, which as a whole are
less expensive than U.S. stocks.

Mr. Paulsen emphasizes
that he doesn’t think the bull
market is over; it could run
another five years, he said.
“But bull markets aren’t typi-
cally straight-line events,” he
said. A 15% decline would be
less than the 20% drop that
typically defines a bear mar-
ket, but would certainly be
enough to rattle investors.

Russ Koesterich, chief in-
Please turn to page 22

BY E.S. BROWNING

Kiev Shifts
Battle Focus
To Russia

Ukraine is shifting the fo-
cus of its military operation
from rooting out pro-Russia
rebels in the east to defend-
ing against a broader incur-
sion by Moscow, following
major setbacks for Kiev’s
forces in fighting in recent
days, a top official said Mon-
day.

The announcement by De-
fense Minister Valery Heletey
that Ukraine is drastically
changing tactics came as an-
other round of talks in the
Belarusian capital of Minsk
among Kiev, Moscow and the
separatists ended without ap-
parent results beyond agree-
ing to meet again Friday.

President Barack Obama
will travel to Estonia this
week to reassure a region rat-
tled by Russia’s incursion into
Ukraine that the North Atlan-
tic Treaty Organization re-
mains committed to defend-
ing its Baltic members.

Mr. Obama, who departs
for Tallinn on Tuesday, will
spend a day in Estonia before
heading to Wales for a North
Atlantic Treaty Organization
summit, part of an effort to
reaffirm that the alliance will
stand with Estonia, Latvia
and Lithuania. The White
House hopes that Mr.
Obama’s stop in Tallinn will
send a clear message to Rus-
sian President Vladimir Putin:
Don’t touch the Baltics.

“Russia, don’t even think
about messing around in Es-
tonia or in any of the Baltic
areas in the same way that
you have been messing
around in Ukraine,” said
Charles Kupchan, the White
House’s senior director for
European affairs.

So far, though, Mr. Putin
has appeared undaunted by
Washington’s warnings and
hasn’t been dissuaded by a
series of sanctions.

Moscow denies deploying
troops in Ukraine, with For-

Please turn to page 5

By Gregory L. White
in Moscow

and James Marson
in Mariupol, Ukraine

A police officer takes a beating from antigovernment protesters in Islamabad on Monday. Police have
been the target of mobs seeking to oust Prime Minister Nawaz Sharif. Article on page 8

Pakistani Protesters Direct Violence at Police
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Barclays
Sale Won’t
Speed Its
Overhaul

Barclays ends its pain in
Spain for no real gain. The
U.K. bank has sold its Spanish
retail operations for a measly
€800 million ($1.05 billion).

The focus should be on
what this means for the
shrinking of its “bad bank.”

The Spanish unit wasn't
part of Barclays’s targets for
cuts to risk-weighted assets,
so the sale should be a bonus.
But the bank isn't adjusting
its goals, at least not yet.

This could mean that other
assets, maybe complex securi-
ties on the investment-bank-
ing side, are proving more dif-
ficult to shift than expected.
Or it could simply mean that
the bank hopes to win over
investors by maintaining con-
servative promises that it is
sure it can beat.

Barclays had done well so
far this year, cutting risk-
weighted assets, which have a
direct bearing on a bank’s
capital adequacy, in its bad
bank. These fell to £87 billion
($144.4 billion) at the end of
June from £110 billion in De-
cember 2013.

The bank is targeting a re-
duction to £80 billion by the
end of this year and to £50
billion by 2016. It has said
that its European retail opera-
tions would account for about
£15 billion of that 2016 target.
The sale of Spain cuts that by
more than half, or £8 billion.

To stay consistent with its
previous goals, Barclays
should be cutting its targets
for the size of its bad bank by
that amount.

The sale price valued the
Spanish business at about half
of book value. That not only
results in a post-tax loss of
£500 million, but, more im-
portant, it burns up £700 mil-
lion of tangible book value.

That chunk of tangible
book value might have been
better sacrificed in cutting
trickier assets. The Spain
business could have been re-
structured and made profit-
able before a sale.

The cut in assets does
boost the bank’s core equity
Tier 1 ratio by 0.12 percentage
point. However, the worry, as
Berenberg Bank notes, is that
Barclays, like many peers, is
making business decisions
aimed at regulatory ends
rather than with a focus on
economic risks or its share-
holders.

With Barclays’s shares
trading at 0.8 times its ex-
pected tangible book value af-
ter the deal, the bank remains
a laggard among most Euro-
pean peers. Investors should
ignore Spain and keep the
pressure up.

—Paul J. Davies

Russia to Stay Out in Cold
The worsening tensions

between Moscow and the
West over Ukraine have put
Russian markets in the deep
freeze. But even after steep
falls in stocks, bonds and
the ruble, there is little rea-
son for investors to warm to
Russian assets.

Russian assets rallied in
May and June as investors
hoped that President Vladi-
mir Putin might back down
from confrontation. But the
shooting down of Malaysia
Airlines Flight 17 over
Ukraine in July and now the
deepening conflict have
hammered prices since then.
The ruble Monday hit a re-
cord low against the dollar
and has fallen 11% this year.
MSCI’s Russia stock index is
down 17.5%, while the broad
Emerging Markets index is
up 8.5%. And while J.P. Mor-
gan Chase’s EMBI Global
emerging-market bond index
is up nearly 10%, Russian
dollar-denominated sover-
eign bonds are down 1.6%.

On traditional metrics,
Russia looks cheap. Russian
stocks now trade at a mi-
serly forward price/earnings
ratio of about 4, according
to Coutts.

That may sound attrac-
tive given that the big fear

among investors more
broadly is that stocks are
overvalued due to loose
global monetary policy. Rus-
sian sovereign-bond yields,
too, look high given the
country’s low debt level and
vast foreign-exchange re-
serves. Its 2023 dollar bond
yields about 5.2%, while lo-
cal-currency debt yields 9%
to 10%.

The Russian economy has
also proved more resilient
than some expected; the
greater fallout from Ukraine
has shown up in Europe,
even with sanctions being
imposed. Russian unemploy-

ment has fallen to 4.9%, the
country’s manufacturing
purchasing managers index
has risen above the 50
break-even mark, and
growth of 0.8% on the year
in the second quarter was
better than expected. Some
parts of Russian industry
may be benefiting from the
paralysis in the Ukrainian
economy. And so far, Mr. Pu-
tin has been able to keep the
support of the Russian pop-
ulation. Consumer confi-
dence rose in the second
quarter.

But the outlook is bleak.
The decline in the ruble and

Russia’s retaliatory ban on
food imports from Europe
are likely to add to upward
pressure on inflation, which
has risen to 7.5%. That will
be a challenge for the Cen-
tral Bank of Russia, which is
seeking to build a reputation
as an inflation-targeting in-
stitution. The central bank
has already raised rates by
2.5 percentage points this
year, and may increase rates
again in September. Mean-
while, oil prices, a key factor
for Russia’s budget, have de-
clined.

Further sanctions seem
likely if Mr. Putin continues
to raise the stakes on
Ukraine.

Risk-averse money man-
agers should be concerned
about further limitations on
the ability to invest in Rus-
sian assets. Even if tensions
were to ease, the damage to
the Russian economy in
terms of lost investment and
confidence will have a long-
lasting effect. Russian
growth was slowing long be-
fore the Ukraine crisis blew
up.

Russia may look cheap to
investors, but they shouldn’t
be tempted. It may get
cheaper yet.

—Richard Barley

Reboot Risks and Rewards for PC Makers
Personal computers aren’t

dead yet, but how long will
they enjoy their new lease on
life?

Better-than-expected
sales of PCs boosted recent
quarterly results for chip
maker Intel, software giant
Microsoft and computer
manufacturers such as Hewl-
ett-Packard and Lenovo
Group. Investors have no-
ticed: The stocks of both H-P
and Intel are up more than
30% this year, with Lenovo
shares up 23%. The Nasdaq
Composite Index is up 9.7%.

Even Apple’s recent re-
sults are evidence of the
counterintuitive trend. The
company, which remains a
niche player in PCs, managed
to surprise the market with
an 18% jump, year over year,
in Mac sales for the June
quarter, while sales of iPads
fell 9%.

That latter point is par-
ticularly salient. After all, ex-
plosive growth in tablets in
recent years has sparked

more than a few obituaries
for the PC business.

Those calls turned out to
be premature, though it is
important to note that PCs
now compete with a wider
variety of devices, including
smartphones. So the growth
rates of yesteryear are likely
gone for good.

From 2006 to 2010, PC
sales increased by an average
of 11% a year, according to
IDC. The year 2010 marked
the introduction of the iPad.
PC sales have since declined
4% a year on average.

In a business expected to
ship more than 300 million
devices this year, though,
there is still money to be
made.

Over the past few
months, the PC segment has
benefited from several tail-
winds. In April, Microsoft
ended support of Windows
XP, a popular operating sys-
tem first launched in 2001
and still running on many
corporate machines. PCs are
also getting better and
cheaper, which helps narrow
the price premium compared
with tablets. Nine of the top
10 selling laptop computers
on Amazon.com are priced
under $400. Most of these
are Intel-based Windows ma-
chines.

Still, when a moderated
decline is what qualifies as
good news, investors must

grapple with the question of
sustainability. IDC last week
updated their 2014 projec-
tion. It no longer calls for a
6% decline in global ship-
ments this year, but the drop
is still 3.7%.

Upgrades of the aging XP
base are a one-time event
that will only last so long.
Meanwhile, tablet makers are
working to make devices
even more compelling alter-
natives to laptops. Apple is
reportedly working on a new
iPad with a screen of nearly
13 inches, and a big element
of its partnership with Inter-
national Business Machines
involves the latter pushing
the iPad deeper into the en-
terprise market.

This means that even the

PC sector’s leaders must
keep up their efforts to di-
versify. This will be a slow
process, though, given the
sheer size of the business.
Intel’s PC chip operations
generated about 62% of first-
half revenue. That is down
from 65% two years prior.
Wall Street expects the fig-
ure to fall below 60% in 2015,
according to FactSet. H-P’s
personal systems group,
comprising its PC business,
is expected to remain about
30% of company revenue for
the next two fiscal years.

With their overall growth
potential likely capped by
dependence on PCs, compa-
nies like Intel and H-P will
need to demonstrate their
ability to squeeze profits out

of this segment while ex-
panding others. Intel will
spend a lot of time at its IDF
developers’ conference next
week talking about new op-
portunities like the “Internet
of Things.” Yet it is also
likely to use the IFA trade
show in Germany this week
to showcase the latest PCs
running on its new line of
Broadwell chips.

H-P Chief Executive Of-
ficer Meg Whitman has told
investors that the PC busi-
ness has some “wind beneath
its wings” beyond just the XP
refresh. She predicted the
company will take additional
market share. Meanwhile, Le-
novo CEO Yuanqing Yang
told investors on the com-
pany’s Aug. 13 conference
call that the company ex-
pects its PC business to ben-
efit from “momentum and
the opportunity from indus-
try consolidation” to expand
profitably.

With customers vacillat-
ing between PCs and tablets,
the computing market is
clearly in a state of flux. But
with mobility remaining a
paramount feature, PCs likely
will continue their slow ebb.
Investors can enjoy the odd
fillip in demand. But the
companies that remain de-
pendent on this business
must still master the art of
making more out of less.

—Dan Gallagher

Lenovo Group Yoga 2 Pro laptop

Powering Down
Global PC shipments

The Wall Street Journal
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Grains of salt should spill
when investors read a com-
pany’s unaudited results.
Singapore’s top auditing
body, the Accounting and
Corporate Regulatory Au-
thority, has attempted to
answer how much salt. A
study it commissioned found
that for 257 listed compa-
nies last year, auditors pro-
posed 3,222 sets of adjust-
ments to their books valued
at 33.9 billion Singapore dol-
lars ($27.15 billion), or 12%
of the market cap of the
companies involved.

There were quite a few
bad apples in the barrel,
with 33 companies collec-
tively contributing almost
three-quarters of the adjust-
ments. The key differentia-
tor seems to be working
with Chinese currency. Chi-
nese yuan accounts repre-
sented 60% of the proposed
adjustments, valued at S$20
billion. A study commis-
sioned by a regulator with
two Big Four auditors on its
board espousing the value of
auditing might also be taken
with a grain of salt, espe-
cially by company CFOs.
Management accepted only
two-thirds of the adjust-
ments recommended by au-
ditors.

OVERHEARD

Russia in the Red
Performance of stock indexes

The Wall Street Journal
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in Hrabske, Ukraine, Sunday

Even the personal-
computer sector’s
leaders must keep up
their efforts to
diversify.
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