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Putin Floats Ukraine Peace Plan
Poroshenko Offers
Some Support,
But Details Differ

MOSCOW—Russian Presi-
dent Vladimir Putin said he
and his Ukrainian counterpart
were closing in on a cease-fire
plan for eastern Ukraine, with
Moscow proposing an end to
the rebel offensive as well as a
pullback of government
troops—something that could
be tough for Kiev to swallow.

In his own statements,
Ukrainian President Petro Po-
roshenko said he “supported
Russia’s readiness to imple-
ment a joint plan for peaceful
resolution” of the crisis, and
that he hoped talks with sepa-
ratists set for Friday will lead
to the start of a peace process.

He didn’t directly address
Mr. Putin’s proposal for a pull-
back of Ukrainian forces. That
would be a major concession
for Mr. Poroshenko, who has
consistently called the sepa-
ratists “terrorists” and vowed
to root them out from territo-
ries they control.

But he has found his
choices limited after his mili-
tary suffered a major reversal
on the battlefield, following
what Kiev and the West say
was an influx of Russian

troops and weapons. His ap-
peals for Western military aid
were met coolly. Moscow has
denied sending any men or
materiel into Ukraine.

“Peace is our first task,”
Mr. Poroshenko said. “Today
at 5 a.m. I spoke to President
Putin about how we can stop
these horrific processes. It

can’t be denied that people
must stop dying.”

Mr. Putin said: “Our
views…on paths to resolve the
conflict are very close,” add-

ing that he drafted his seven-
Please turn to page 4

BY GREGORY L. WHITE PARIS—France threatened
to halt the controversial de-
livery of a warship to Russia,
due next month, arguing that
the Kremlin’s support of
breakaway forces in eastern
Ukraine threatened peace in
Europe.

Despite a possible cease-
fire in Ukraine, “the condi-
tions that would allow France
to authorize the delivery of
the first Mistral-class ship
aren’t met as of now,” the of-
fice of President François Hol-
lande said in a statement.

Russia shrugged off
France’s decision. “The De-
fense Ministry doesn’t see a
particular tragedy in this,”
Russian Deputy Defense Min-
ister Yuri Borisov told the of-
ficial Tass news agency. “But
it is, of course, unpleasant
and puts a certain tension in
the interactions with our
French partners.”

France, which has come
under pressure from its West-

Please turn to page 4

U.S. President Barack Obama greets children Wednesday in Tallinn, Estonia, where he sought to reaffirm support for North Atlantic
Treaty Organization allies on Russia’s border before heading to a summit of NATO leaders in Wales starting Thursday. Article on page 4
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AstraZeneca Targeted
U.S. to Fend Off Pfizer

WASHINGTON—U.K. phar-
maceutical giant AstraZeneca
PLC pulled out all the stops to
fend off a hostile takeover
from Pfizer Inc. earlier this
year, refusing to release cer-
tain financial statements and
stirring up opposition from
British politicians.

Behind the scenes, the
company also targeted Wash-
ington. AstraZeneca hired
Wall Street advisers with
close ties to the Obama ad-
ministration: Thomas Nides of
Morgan Stanley and Roger
Altman of Evercore Partners.
Messrs. Nides and Altman
made previously undisclosed
calls in May, people familiar
with the calls said, telling se-

nior administration officials
they should clamp down on a
merger technique, known as a
corporate inversion, that
Pfizer wanted to use to make
its proposed deal more lucra-
tive.

Several weeks after the
calls were placed, Pfizer ran
out of time to court AstraZen-
eca, and backed down.

In an inversion, a U.S.
company acquires a foreign
firm, then reincorporates its
headquarters overseas into a
lower-tax jurisdiction. This al-
lows the U.S. company to
make a variety of tax-reduc-
ing steps, including loading
up the U.S. unit with debt and
shifting profit overseas. In-
versions have taken place for
years, but a flurry of deals

has come in the past year.
Though Pfizer faltered for

other reasons, the concerns
raised by Messrs. Altman,
Nides, and a number of other
executives were among the
factors that led the Obama
administration to fight the in-
version trend that has swept
through the mergers-and-ac-
quisitions world this year, a
senior administration official
said.

Within a matter of weeks
this summer, the Obama ad-
ministration went from being
a mostly passive objector to
the architect of still-undis-
closed policies aimed at cur-
tailing the tax benefits of such
deals. Administration officials
described a crescendo of calls

Please turn to page 18
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Investors Should Fear Fed’s Rate Shadow
The impact of rising U.S.

interest rates on financial
markets could be harsher, and
come sooner, than investors
are ready for.

The Federal Reserve looks
poised to start raising rates
by the middle of next year.
The European Central Bank,
by contrast, has recently
stepped up its stimulative ef-
forts and may announce a
quantitative-easing program
as soon as its meeting on
Thursday.

A quick glance at history
suggests there is little to
worry about from a Fed move.
Economists polled by The
Wall Street Journal forecast
the Fed’s target range for the
federal-funds rate, set at zero
to 0.25% since December
2008, will have risen to
around 2% by the middle of
2016. It would be a similar
pace to the first year of the
rate increases the Fed started
in mid-2004, and which the
stock and bond markets
weathered easily.

But after all the Fed has
done to boost the economy,
rate increases could have a
much more pronounced effect
than in past tightening cam-
paigns.

In its efforts to revive the

economy after the financial
crisis, the Fed came face-to-
face with the zero lower
bound on interest rates. Put
simply, because investors can
always turn to cash and get
zero interest, short-term rates
can’t in practice go more than
a tiny bit negative, as they are
in Germany now.

So after it lowered its tar-
get close to zero, the Fed
turned to two new tools to
stimulate the economy.

One was bond-purchase
programs, the last of which
will end next month. Another
was forward guidance—its
promise to keep rates low for
a very long time.

But with the fed-funds rate
stuck near zero, it has been
difficult for economists to
gauge just how stimulative
the Fed’s new policies have
been.

Jing Cynthia Wu, an econ-
omist at the University of Chi-
cago Booth School of Busi-
ness, and Fan Dora Xia, a
newly minted Ph.D. now
working at Bank of America
Merrill Lynch, came up with a
possible solution: a so-called
shadow fed-funds rate.

This looks to show what
the fed funds rate would look
like if investors didn’t have

recourse to cash, and could
therefore slip meaningfully
below zero. To construct it,
the two economists looked at
where the rates of longer-
term Treasurys implied the
fed-funds rate would be.

Through the end of 2008,
when the Fed confronted the
zero lower bound, the shadow
rate essentially mimics the ef-
fective fed-funds rate. Then,
as the Fed employed its new
tools, it went deeply negative
and, Ms. Wu and Ms. Xia
found, did a much better job
at explaining what happened
to the economy than the fed-

funds rate did. As of July, the
shadow rate was negative
2.8%.

As the date of the Fed’s
first rate increase approaches,
longer-term interest rates
should begin to adjust, bring-
ing the shadow rate back in
line with the fed-funds rate.
So if the Fed were to, say,
raise its target range to 0.25%
to 0.5% at its June meeting
next year, that would entail a
three-percentage-point in-
crease in the shadow rate in
less than a year.

That would exceed the
pace of tightening seen in

1994, which was less than
kind to the stock and, espe-
cially, bond markets.

Moreover, points out Wil-
liam Sterling, chief invest-
ment officer of investment
management firm Trilogy
Global Advisors, the bulk of
the increase in the shadow
rate would occur before the
Fed raised its target.

In other words, investors
waiting for the Fed to make
its move may end up waiting
too long.

Of course, it isn’t clear
that a move higher in the
shadow rate would have the
same effect as an increase in
the fed-funds rate. But given
it appears to have some ex-
planatory power for how the
economy has performed since
the Fed reached the zero
lower bound, investors should
probably heed it.

Perhaps the Fed should,
too. The large gap the shadow
rate must traverse before it
gets to zero amounts to an ar-
gument for the central bank
being clearer sooner about
when its rate-rise countdown
is beginning. And it must be
prepared to adjust the timing
of its move if this casts a
shadow over the economy.

—Justin Lahart

China Builds Shaky Floor for Oil
China’s secretive effort to

build a strategic petroleum
reserve has given oil bulls
comfort that the underpin-
nings for global oil prices are
strong. Yet in the near term,
there are reasons to believe
this mysterious hoard won’t
offer much support.

The world’s second-largest
consumer of oil after the U.S.
began building its strategic
reserves a decade ago and re-
cently stepped up construc-
tion of storage facilities.
China aims by 2020 to squir-
rel away 100 days of net im-
ports, according to state me-
dia. At current rates of
imports, that would mean 600
million barrels of crude oil at
least. Analyst estimates of
how much China has managed
to fill so far vary hugely,
ranging between 120 million
and 260 million barrels.

Beijing doesn’t divulge de-
tails regularly on the pro-
gram, which is thought to buy
oil when the price dips. If
China’s strategic reserve is an
opportunistic buyer, that
could partly explain why oil
has rarely dipped below $100
a barrel since 2010. Recently,
it seemed the amounts pur-
chased were large enough to
act as a floor on what the
world pays for crude.

Excitement about the stra-
tegic reserve built during the
second quarter, when the In-
ternational Energy Agency
calculated that the program
soaked up oil roughly equiva-
lent to 12% of Chinese im-

ports. China imports and do-
mestically extracts more
crude than its refineries actu-
ally process into diesel or gas-
oline. This difference helps
the IEA estimate what flows
into storage.

The trouble is that short-
term oil bulls can’t bank on
the buying spree to continue.
China might not build the
space fast enough to store the
oil just yet. Amrita Sen at
London-based Energy Aspects
estimates from local media
sources that few new storage
facilities are coming on line
this year. More storage will
have to wait until next year,
and another chunk will be
available only at the decade’s
end.

Another factor is China’s
refining industry, which is
where most of the imported
crude goes for processing into

products, some of which
might then be re-exported.
China’s oil giants are slashing
the new refining capacity they
had planned for next year, ac-
cording to Citigroup, which
will moderate the demand for
imported crude. That takes
pressure off authorities to
build up the strategic reserves
in the near term.

In the long term, China
will still buy crude to meet its
strategic-reserve target, per-
haps even increasing the tar-
get if it fears instability in the
Middle East. And it will be
doing this while the U.S.,
whose own strategic reserve
inspired China’s in the first
place, relies less on imports.
At least investors can rely on
the insecurities of one big oil
consumer to put a limit on
how low crude can go.

—Abheek Bhattacharya

Shored Up

The Wall Street JournalSource: CEIC

$140

80

90

100

110

120

130

a barrel

2012 2013 20142011

Re
ut
er
s

Tuesday:
$100.22

An employee on an oil
tank at a Chinese refinery

Brent crude-oil spot price

Has the war been won?
Central banks are worried
about economic slack, partic-
ularly in labor markets. But
James Carrick, an econo-
mist at Legal & General In-
vestment Management,
thinks they are misinterpret-
ing events. Deflation, he
says, has been defeated.

Indeed, L&G’s model
points to a 90% chance that
global inflation is on a rising
trend into 2015. The biggest
factor is tighter labor mar-
kets as measured by the dif-
ficulty firms are having in
finding staff. Indeed, the pro-
portion of global firms re-
porting recruitment difficul-
ties now is as high as it was
in 2006, L&G says. That
points to a structural rise in
unemployment—with skill or
geographical mismatches
contributing—rather than a
cyclical issue.

The pressures are great-
est in the U.S. and U.K. But
even in the eurozone, core
inflation looks to have bot-
tomed out, Mr. Carrick says.
The BOE and Fed have
started to take baby steps
toward tightening. If L&G’s
model is right, they might
need longer strides soon.

OVERHEARD

Risks in U.K. Go Beyond
Scottish Independence

U.K. markets got a rude
awakening this week. A sharp
rise in the polls for support for
Scottish independence led ster-
ling to fall nearly 1.5 cents
against the dollar on Tuesday
and created extra volatility. The
political risks in the U.K. go be-
yond the Sept. 18 vote, how-
ever.

Clearly, the near-term focus
will be on Scotland, and ster-
ling seems likely to be the main
vehicle for speculation about
the chances of independence.
Tuesday’s move apart, the
pound has mainly tracked
short-term interest-rate differ-
entials with the eurozone and
the U.S., Société Générale notes.

That suggests that there is
still ample room for a political
risk premium to be priced in,
pushing sterling lower.

And while measures of vola-
tility rose, they are rising from
historically low levels, implying
that protecting against a spike
in market turmoil via the op-
tions market may yet be a good
strategy.

Gilts should be less affected
in the short term because the
U.K. Treasury has guaranteed
all outstanding debt. But
greater uncertainty still argues
for a steeper curve and a wider
yield spread against German
Bunds.

That would simply extend a

trade already being powered by
differing expectations for mon-
etary policy in the eurozone
and the U.K. A vote for inde-
pendence could cause the Bank
of England to delay tightening
policy.

Set against that, the latest
data show that U.K. growth has
been stronger than the BOE
thought and economic surveys
continue to produce strong re-
sults, raising the chance of a
rate increase sooner than later.
The fall in sterling itself could
also add to pressures for rates
to rise.

Even if Scotland votes “no”
and remains in the U.K., that is
far from the end of the story. A
general election is due next
year, and the outcome is likely
to have consequences for the
U.K.’s relationship with Europe.
The Scottish referendum cam-
paign has shown that arguing
for the status quo can be a dif-
ficult task: If Scotland were to
vote for independence, then in-
vestors might well grow more
skeptical of polls showing sup-
port for continued membership
in the European Union. That
could have far-reaching reper-
cussions.

A “no” vote would shift in-
vestors’ attention back to the
BOE. But it won’t be long be-
fore politics comes back into
sharp focus for U.K. markets.

—Richard Barley
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PAGE TWO

Indian Central Banker’s
Gamble Finds Success
BY GABRIELE PARUSSINI

i i i
Business & Finance

n The Renault-Nissan alliance
is suffering from high-level de-
fections that highlight a ques-
tion for the auto-making part-
nership: Can anyone succeed
CEO Carlos Ghosn? 15

n LVMH and Hèrmes buried
the hatchet after nearly four
years of courtroom battles,
with LVMH agreeing to relin-
quish a 23% stake in its smaller
luxury-goods rival. 16

n Overseas money managers
next month will be able to buy
Chinese companies listed in
Shanghai via Hong Kong’s
stock exchange, a development
that is confronting investors
with new risks and rewards. 15

n Nokia’s mapping business is
making a new push to bring its
maps directly to consumers as it
tries to play catch-up with rival
mobile mapping services pro-
vided by Google and Apple. 17

n Online gaming in the U.K.
faces a new licensing and tax
regime, making one of the big-
gest participants, 888 Holdings,
a potential buyout target. 19

n Daimler became the first
major car maker to enter the
ride-sharing business, a fast-
growing market currently dom-
inated by startups like Uber. 20

n Zalando said it plans to file
for an IPO in Frankfurt, a deal
that could value the online re-
tailer at more than $5 billion. 16

i i i
World-Wide

n Greece’s government held
its first full day of talks with a
troika of international credi-
tors in France’s capital, hoping
to gain their approval for tax-
relief measures. 5

n Poland’s central bank will
likely cut interest rates, per-
haps as soon as its next meet-
ing in October, amid a subpar
economic recovery. 5

n Japan’s prime minister
overhauled his government,
rolling out a lineup that sig-
naled his determination to
push ahead with changes to
boost the economy and raise
the country’s military profile. 8

n Pakistan’s Sharif steadied
his fragile grip on power after
his political opponents attended
a special session of a parlia-
ment they had previously de-
nounced as a fraud. 9

n The leader of Somalia’s al-
Shabaab militant group was in
a convoy hit by a U.S. airstrike,
a spokesman for the movement
said, but he didn’t indicate Ah-
med Abdi Godane’s fate. 10

n New Zealand’s prime minis-
ter faces a predicament as he
seeks re-election: a stellar
economy and an evaporating
lead in the polls. 8

n Paris’s Centre Pompidou
said it was opening a tempo-
rary offshoot in the Spanish
city of Málaga. 5
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India’s Recovery
…a fall which has helped
restore confidence in the
economy…

Inflation has been falling since
RBI governor Raghuram Rajan
began raising rates…

…and lure investors back to
Indian assets.

Sources: Ministry of Statistics and Programme Implementation (inflation, GDP); Thomson Reuters Eikon (rupee)

GDP growth, change from year agoInflation, consumer prices U.S. dollars needed to buy one rupee
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Rajan era

MUMBAI—When advisers to the
Reserve Bank of India gathered in
January, the mood was bleak. They
agreed growth was weak and risks
to the economy persisted with “no
green shoots in sight,” according to
an official meeting summary.

Despite rising inflation, four of 11
committee members said the central
bank should avoid raising interest
rates. Two others advocated more
stimulus, either through rate cuts or
direct payments to struggling sec-
tors.

Raghuram Rajan, the new RBI
governor not yet five months in of-
fice, listened—then ignored them,
announcing a surprise rate increase
the next week.

Now, a year after Mr. Rajan took
office, his gamble appears to have
paid off. He has steered consumer-
price inflation down from double
digits to his near-term target of 8%.
Growth has rebounded sharply, with
the economy expanding at an infla-
tion-adjusted pace of 5.7% in the
March-June quarter over the previ-
ous year—the fastest rate in more
than two years.

“We certainly look, relative to
other economies in the region and
in the world, a stronger story,” Mr.
Rajan said in an interview at the
central bank’s Mumbai headquar-
ters. “Inflation was standing in the
way of growth, and was creating in-
stability in the minds of domestic as
well as international investors. Job
one was to bring inflation under
control.”

The RBI also has bulked up its
foreign-reserves war chest, while
the current-account deficit has
fallen sharply, leaving the country
less vulnerable to the sudden shift
in foreign investor sentiment that
crimped growth in 2013 with a sud-
den withdrawal of funds. In addi-
tion, investors say Mr. Rajan has di-
rected the central bank to intervene
in foreign-exchange markets in re-
cent weeks to keep the rupee at lev-
els that don’t choke off exports,
while also containing import prices.

It is, of course, too soon for In-
dian policy makers to declare vic-
tory in their campaign to bring their
economy toward a stable path of
high growth and modest inflation
needed to pull millions of the coun-
try’s citizens out of poverty and to
compete with more successful Asian
economies, notably China.

“It just doesn’t look feasible,”
Madan Sabnavis, chief economist at
Care Ratings, a Mumbai-based risk
research company, said of Mr. Ra-
jan’s goal to bring India’s inflation

rate down to 6%. A key factor driv-
ing Indian prices is food: bottle-
necks in production and distribu-
tion, constraints well beyond the
reach of monetary policy. “It may be
possible to hit 6%, but not to keep
prices at that level for an extended
period,” Mr. Sabnavis said

Mr. Rajan acknowledges the chal-
lenges. “For long, we’ve been punch-
ing below our weight,” he said. “To-
day, we’re still not there, so if
someone gives attention to us, it is
because of where we will be, rather
than of where we are now.”

Still, India’s fortunes have im-
proved. A year ago, India was
among the world’s “fragile five”
emerging economies suffering finan-
cial jitters triggered by the U.S. Fed-
eral Reserve’s moves to draw down
its postfinancial crisis stimulus pro-
gram. Mr. Rajan loudly criticized the
Fed for selfishly ignoring the impact
on developing countries.

While some of the others remain
frail—Brazil’s economy, for one, con-
tracted in the latest quarter and ap-
pears heading toward recession—In-
dia has emerged one of the few
bright spots in a struggling global
economy. Mumbai’s Sensex stock in-
dex is now trading at record highs,
helped as well by the May election
of pro-business Narendra Modi as
prime minister.

The 51-year-old Mr. Rajan was an
unlikely choice when he first took
over the central bank on Sept. 4,
2013. He spent most of his career in
the U.S., on the economics faculty of
the University of Chicago and then
as the first non-Western chief econ-
omist at the International Monetary
Fund. He was best known for his
prescient 2005 warning of a danger-
ous financial bubble in the U.S.

Mr. Rajan also had no policy-
making experience. It has been, he
said, a bit of a culture shock, to go
from the freedom of being an out-
side critic.

“Now that I’m on this side, you
have people saying what you’re do-
ing is terrible, it’s going to lead to
problems,” he said. He expressed
fresh empathy for the U.S. officials
he criticized nine years ago, saying
“there was nothing easy to do then”
to reduce risk while preserving
growth. “So things went on until it
exploded. Similarly today.”

Things were already exploding
for India the moment Mr. Rajan
stepped into the job. An anticipation
of higher U.S. rates pushed investors
to flee emerging markets. The rupee
slumped to a record low versus the
U.S. dollar.

Mr. Rajan responded with a num-
ber of steps. One novel response:

setting up a new facility encourag-
ing commercial banks to ramp up
deposits from overseas, a way to
lure repatriated cash from an esti-
mated 25 million overseas Indians.

His rate-rising campaign was
more controversial. Shortly after
the surprise January increase, and
before the election that swept Mr.
Modi to power, a top official in Mr.
Modi’s party—then in opposition—
blasted Mr. Rajan by name saying he
was “only aggravating the prob-
lems…by increasing interest rates.”

That criticism has died down, as
markets and growth rebounded.
“The government knows they need
lower inflation if they want high
levels of growth for a long time,”
said Sujan Hajra, head of research at
Anand Rathi Financial Services.

Mr. Rajan, in turn, needs Mr.
Modi to follow through on his
pledge to address the structural bot-
tlenecks that constrain industrial
development. “I think we can do
more if we can fix our infrastructure
regulation,” Mr. Rajan said. “India
could sustain 8% or 9% growth, but
it requires everything coming to-
gether.”

One other factor beyond Mr. Ra-
jan’s control—as he prominently
noted in an April speech in Wash-
ington—is policy made by the Fed,
which can have an outsize impact
on his country’s markets and econ-
omy. “We experience the conse-
quences of what is done,” he said,
“but we’re really not players here.”
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Formula E Cars Quietly Get Ready to Roll
If NewRace SeriesMakes a Big Noise, ItWon’t Be Because of the Engines;Warning Siren for Pit Crews

The greatest emotional trig-
ger at any auto-racing event
is the noise. In Nascar, it is

the earthshaking growl of V8
American muscle. In Formula One,
it is the chest-rattling wail of
15,000 rpm. To some the sound is
repellent. To others it is like an
opera. But what if there is no
sound at all?

Welcome to the quiet world of
Formula E, a global racing series
for electric cars, which debuts this
month in Beijing. It has the look of
Formula One (many of the drivers
and mechanics are veterans), the
schedule of a billionaire jet-setter
(Malaysia to Miami to Monte
Carlo), and all the noise of a
blender from Sears.

“That’s a little bit eerie to start
with,” said Karun Chandhok, an
ex-F1 driver who will race for the
Mahindra Racing Formula E outfit
this season.

On a recent Formula E test day
here, the pit lane had to be
equipped with a piercing siren to
let mechanics know cars were
coming. Though the cars can reach
speeds of up to 225 kilometers an
hour, what little noise they make
sounds somewhere between a
kitchen appliance and a sci-fi
movie special effect. Whatever it
is, it doesn’t scream like any race
car you’ve ever heard. And it is
definitely not loud.

“The sound is futuristic, which
you don’t expect. It’s very light
and high,” said Virgin Racing
driver Jaime Alguersuari, who
raced in 46 F1 Grands Prix in 2009
to 2011. “At a certain speed, you
hear just the wind. You hear the
car. I miss the noise of the V10 en-
gine, but I don’t miss the modern
Formula One car.”

Fans and drivers of Formula
One have also been twitchy about
volume this season. The sport re-
cently made its first major engine
change in a decade, switching
from V8 engines to smaller, qui-
eter V6s in an effort to be more
environmentally conscious. But
when drivers complained, the
sport briefly panicked.

The Mercedes team even exper-
imented with a so-called mega-
phone exhaust—a tailpipe shaped
like a megaphone to amplify en-
gine noise. It didn’t work and Mer-
cedes, one of the most advanced
teams in the most advanced motor
sport, dropped the idea.

The F1 noise discussion has
quieted down recently, mainly be-
cause the racing has been so com-
pelling. But Formula E—a series
affiliated with the Paris-based FIA,
motor sport’s world governing
body—hasn’t raced yet. How the
cars will sound in competition
when the season kicks off Sept. 13
has been debated for months.

Early on, Formula E considered
adding artificial noise to the en-
gines to create a roar where there
was only a whir. The prospect of a
speaker belting out vroom-vroom
sounds, however, rankled the pur-
ists more than no noise at all. So
the current models were built
without them. What noise there is
comes from the gearbox, the tires
and displaced air.

“I was always massively
against it,” Virgin Racing chief
technical officer Sylvain Filippi
said of the noise generators. “Any-

thing artificial you add weight and
it makes no difference. These cars
have to be as pure as they possibly
can be.”

Besides, he added, the volume
will pick up once the season
starts. Twenty cars will race in
close quarters on 10 city circuits
from Beijing to London with sound
bouncing off the buildings. Al-
though the most important fash-
ion accessory in an F1 pit lane—
earplugs—still won’t be necessary.

“It’s probably noisier in the ga-
rage when we have the guys work-
ing on the car and the fans going,”
said Roger Griffiths, joint team
principal for the Andretti Formula
E team, one of 10 competing in the
inaugural season.

F1 traditionally has been
treated by road car manufacturers
as a high-speed, high-performance
R&D department. The FIA hopes
Formula E can do the same for
electric cars.

To the uninitiated, the cars
look similar to the open-wheel sin-
gle-seaters in series such as Indy-
Car.

The biggest difference becomes
obvious when the engine cover
comes off. Instead of a gleaming
monument to mechanical engi-
neering there is just a box, some
wires, and a high-voltage warning.

The box is a 700-volt, 32 kwh
electric battery, Mr. Filippi said,
connected to a five-speed trans-
mission.

For now, every team is running
the same engine to keep expenses
low and simplify logistics in the
first season. Starting in 2015, each
team will be allowed to replace
parts and make wholesale
changes.

Meanwhile, figuring out how to
race them has been an adventure
for the drivers. Not being able to
hear the car from your own cock-
pit can be disorienting.

Anyone who has experienced a
manual transmission can tell you
that you take your cues for shift-
ing gears from engine and gearbox
noises—music to the ears of a
race car driver.

But, Mr. Griffiths said, “We
don’t get any of that with the
electric motor. There’s virtually no
vibration. There’s next to no

sound. The sound that they hear
is really the wind rushing past
their helmet.”

On top of learning a new set of
cues, they’re also adapting to a
new style of driving. After all, For-
mula E drivers must keep in mind
that their batteries aren’t guaran-

teed to get them to the finish line.
The cars can run for about 25

minutes in race conditions, de-
pending on the power level. That
means the drivers will have to
switch cars halfway through, be-
cause the technology to replace or
recharge a battery midrace hasn’t

been perfected yet. Which creates
pit stops with drivers scrambling
out of one single-seater, hopping
to another, and having mechanics
buckle them in.

“It’s about going as fast as you
can within the energy you’ve been
given,” Mr. Filippi said. “It takes a
lot of spare mental capacity.”

The drivers have only had five
days of track testing, as they
teach themselves how to extract
maximum performance from their
cars. They tweak torque and
power settings at practically every
corner.

“I’m not fully ready,” said An-
dretti driver Franck Montagny. “I
was thinking that at the end of
the year, I will still be learning.”

Race fanatics might be too. Be-
cause the circuit here operates un-
der noise restrictions, signs
around the garages on test day in-
formed everyone that the limit
would be 98 decibels, roughly the
volume of a passing subway train.
It wasn’t going to be an issue.

“For the average fan who
comes to one or two events year,
you’re not going to get that raw
emotion,” said Mr. Griffiths,
whose background is in IndyCar.
“But working around it every day,
it’s quite pleasant.”

BY JOSHUA ROBINSON
Castle Donington, England

Online>>
See a video about the quiet Formula
E race cars at WSj.com/OffTheWall.

Formula E’s new fully electric race car, the Spark-Renault SRT_01E, during a press event in January in Las Vegas.
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SELECTING, DRINKING,
COLLECTING & OBSESSING:

Is there a “right” way
to drink wine? For
some, it’s enough
simply to enjoy what
you drink. For others,
it’s more complex.
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Lyons and Lettie
Teague take you
on a wine journey,
from choosing, to
appreciating and on
to collecting wines as
a lifelong passion.
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Iraqi Lawmakers Back Stepped Up U.S. Intervention
BAGHDAD—Iraqi politicians ap-

peared to unite Wednesday around
hopes that the U.S. would intervene
more forcefully to fight Islamic State
militants in the country after Isla-
mist insurgents released a video
showing the beheading of a second
American journalist.

Nearly three years after Iraqi
politicians hurried the last U.S.
troops out of Iraq in December 2011
following a nearly decadelong occu-
pation, the brutality of the Islamist
insurgency is bringing a rare con-
sensus for U.S. intervention from
across the country’s typically di-
vided political spectrum.

Even those politicians who re-
cently called for America’s departure
are now urging U.S. forces to return.
Many of them hope the Islamic
State’s Tuesday release of a video-
tape showing the execution of Ste-
ven Sotloff, a 31 year-old American
freelance journalist who disappeared
in Syria last year, will goad Ameri-
cans into re-engaging in a conflict
many would like to forget.

“Within one week, America
would be able to force an end to ter-

rorism in Iraq,” said Hakim Al
Zamili, an Iraqi politician from a
bloc allied with Moqtada Al Sadr, a
once viscerally anti-American Shiite
cleric, in an interview.

Mr. Zamili, who spent a year and
a half in American custody, acknowl-
edged that he had helped fight the
U.S. occupation. “What I hope from
the American administration and
Obama is that they show more seri-
ousness in dealing with the issue of
terrorism.”

Yet few Iraqi leaders, particularly
those within Iraq’s Shiite-dominated
leadership, have been eager to de-
mand U.S. help in public or acknowl-
edge its military role in helping with
a few rare recent victories over the
Islamic State. The U.S. has launched
more than 100 airstrikes since Presi-
dent Barack Obama announced that
he would crack down on the Islamic
State on Aug 8.

Mr. Zamili, for his part, said he
hoped to see more U.S. airstrikes but
cautioned against U.S. troops “de-
claring themselves the occupiers
again.” He said he was unimpressed
with the American attacks so far,
which he said focused on less strate-
gic targets.

In a speech before Wednesday’s
parliament session, outgoing Prime
Minister Nouri al-Maliki, who had
pushed for the U.S. troop departure
three years ago, made no reference
to Mr. Sotloff’s killing nor the Amer-
ican airstrikes that helped liberate
the town of Amirli from a nearly
three-month blockade last week.

The masked militant who decapi-
tated Mr. Sotloff blamed his killing
on the U.S. attacks around Amirli
this week that helped Iraqi militias
to end the Islamic State’s siege of
the town and its environs.

“The readiness of many countries
of the world to support Iraq in its
war against the Islamic State came
because of the determination and
the will of the Iraqi people,” Mr. Ma-
liki said. “If you want a real interna-
tional war on terrorism, then let it
begin from Iraq.”

The Obama administration has
made its further intervention in Iraq
contingent upon political unity.

The process of forming a new
government has proceeded smoothly
by Iraqi standards. Lawmakers have
so far largely abided by a timeline to
select a new speaker of parliament,
president and prime minister. That

is a marked improvement over 10
months of negotiations in 2010.

Members of parliament an-
nounced on Wednesday that Haider
al-Abadi, who was appointed last
month to replace Mr. Maliki as the
new premier, will begin the final
stages of selecting a new power-
sharing cabinet on Thursday—a week
before the constitutional deadline.

But Iraqi politicians’ rare consen-
sus on the question of U.S. interven-
tion belies deeper divisions among
the Sunni Arabs, Shiites and ethnic

Kurds that have divided Iraq’s most
important institutions.

Those differences were on full
display during a special session of
parliament on Wednesday when law-
makers heard testimony about an Is-
lamic State massacre of Iraqi soldiers
at the Camp Speicher base in June.

After interim Minister of Defense
Saadun Al Dulaimi told parliament
that the massacre of hundreds of
mostly Shiite Iraqi troops wasn't a
sectarian issue, Iraq’s military
spokesman, Lt. Gen. Qassim Atta,
publicly contradicted him and de-
clared that the insurgents acted with
the help of local Sunni tribes.

A public bickering between a top
general and the defense minister en-
sued.

“The most outrageous thing that
I heard at the session today was
what was said about the Sunni
tribes, trying to give the image that
they were collaborating with the Is-
lamic State,” said Dhafer Al Ani, a
Sunni lawmaker, who also said he
hoped to see more U.S. intervention.
“The military officers just proved
how weak the Iraqi army is.”

—Ahmed Salah
contributed to this article.

BY MATT BRADLEY

U.S. Aims to Curb Influence of Militants
Obama Says Lengthy, Broad International Response Needed to Reduce Islamic State to ‘Manageable Problem’

TALLINN, Estonia—President
Barack Obama said the goal of the
U.S. effort to combat the Islamic
State is to diminish the extremist
group to “a manageable problem,”
which he said would require a
lengthy and broad international re-
sponse.

The president, speaking at a
news conference on Wednesday in
Estonia, signaled a sharper re-
sponse to the Islamic State, also
known as ISIL and ISIS, after U.S.
officials early Wednesday con-
firmed the authenticity of a video
showing the extremists beheading a
second American citizen, Steven
Sotloff.

Such violence only unites Ameri-
cans, Mr. Obama said, vowing: “Jus-
tice will be served.”

The president’s rhetoric pointed
to an expansion in U.S. goals. When
Mr. Obama first announced nearly a
month ago that he had authorized
military strikes in Iraq, he said it
would be a limited campaign de-
signed narrowly to blunt the ex-
tremists’ advances in northern Iraq,
safeguard endangered Iraqi minori-
ties and protect Americans still in
the country.

Mr. Obama since has steadily
broadened the effort by increasing
the American military presence in
Iraq, seeking a comprehensive in-
ternational strategy and weighing
an additional front against the or-
ganization in neighboring Syria.

The moves add up to a deeper
and longer U.S. involvement than
the White House initially outlined.

Mr. Obama came under criticism
for saying last week that he doesn’t
yet have a strategy for countering
the Islamic State, despite a near
monthlong American bombing cam-
paign in Iraq to blunt the group’s
swift and violent takeover of large
parts of the country.

On Tuesday, the president au-
thorized the deployment of 350 ad-
ditional military personnel to Iraq

to protect U.S. diplomatic facilities
and personnel in Baghdad. The
White House said they won’t serve
in a combat role.

Mr. Obama said on Wednesday
that he will use a meeting of mem-
bers of the North Atlantic Treaty
Organization this week in Wales to
press for commitments from other
nations to join the U.S. effort to
combat the Islamic State.

“We know that if we are joined
by the internationally community,
we can continue to shrink ISIL’s
sphere of influence, its effective-
ness, its financing, its military ca-

pabilities to the point where it is a
manageable problem,” Mr. Obama
said. “And the question is going to
be making sure we’ve got the right
strategy, but also making sure
we’ve got the international will to
do it.”

The killing of Mr. Sotloff, an
American journalist, followed the
beheading of another American
journalist, James Foley. The grue-
some violence has prompted calls
for the U.S. to more forcefully con-
front the militants in both Iraq and
Syria.

On Wednesday, Secretary of

State John Kerry condemned Mr.
Sotloff’s killing, calling his death
“an act of medieval savagery by a
coward hiding behind a mask.” Mr.
Kerry offered condolences to Mr.
Sotloff’s family, particularly his
mother, who last week released a
video pleading with her son’s cap-
tors to release him.

The U.S. undertook a failed op-
eration earlier this summer to res-
cue Mr. Sotloff and journalist
James Foley, who was also killed by
the Islamic State.

“When terrorists anywhere
around the world have murdered

our citizens, the United States held
them accountable, no matter how
long it took. And those who have
murdered James Foley and Steven
Sotloff in Syria should know that
the United States will hold them ac-
countable too, no matter how long
it takes,” Mr. Kerry said in a state-
ment.

Mr. Obama said he is pursuing a
more “systematic” approach to
combating the Islamic State. His
top aides have said he is consider-
ing military strikes in Syria, where
the extremists had a strong foot-
hold before expanding into Iraq.

BY CAROL E. LEE
AND COLLEEN MCCAIN NELSON

A still image from a video released by the Islamic State extremist group Tuesday, purportedly showing U.S. journalist Steven Sotloff next to an Islamic State fighter.
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Politicians from all sides hope Washington will
respond more forcefully to the Islamist insurgency
following the beheading of a second U.S. journalist.
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HEARD ON
THE PITCH

SPORTS

Rackets Take Spin to New Levels
At Wilson’s technology lab in

Chicago last fall, Grigor Dimitrov,
the Bulgarian tennis star who
started the U.S. Open seeded No. 7,
couldn’t contain his excitement.

“It’s just ridiculous,” Dimitrov
said as he smashed forehands with
a prototype racket on Wilson’s in-
door court. “I don’t even have to fo-
cus anymore. I’ll look at you.” Dim-
itrov turned his head to the side as
he clocked another ball.

Wilson calls its new technology
Spin Effect. The idea is simple:
Fewer strings produce more spin. In
Dimitrov’s case, he averaged 300
RPMs more per shot with the tech-
nology, enough extra spin, Wilson
claims, to cause a shot that would
otherwise land more than a foot be-
yond the baseline to drop into the
court.

Spin has long been essential for
success in tennis, but today’s stars
have made spin the trademark of
the sport. The more topspin, the
harder players can hit the ball and
still keep it between the lines. They
can also hit shots at sharper angles
that pull opponents wide of the dou-
bles alleys, a required skill in this
era of fit and fast players.

The best racket for spin, the Spa-
ghetti String racket, was invented in
the 1970s. Its strings, which were
not interwoven, put so much funky
rotation on the ball that the Inter-
national Tennis Federation declared
the rackets illegal.

It took a lot longer—and the ad-
vent of high-speed video—for racket
designers to understand how to in-
crease spin with interwoven strings.
As it turns out, strings act as a
trampoline. On contact, the ball
pushes them down toward the
ground. Sufficiently slippery strings
then snap back up, giving the ball
an extra push as it leaves the racket
and rotating it forward.

By reducing the number of cross
strings, which go from left to right,

Wilson says its racket’s vertical
main strings move more freely, snap
back with more force and create
more spin than a traditional string
pattern. Wilson recently received a
patent that it claims covers any pat-
tern with more main strings than
cross strings. Its ideal string pattern
is 16 main strings and 15 crosses.

Bill Severa, Wilson’s global direc-
tor of research and development,
said it took a lot of warped rack-
ets—and many tweaks to the
frame’s construction—to settle on a
design that produced controllable
spin and a racket that wouldn’t
break. “We had a session where we
watch videos for 10 days straight,”
Severa said.

Wilson developed Spin Effect for
amateurs. Professionals have such
sound and fast swings that they can
produce inordinate spin with any
racket. They don’t need help—at
least, that’s what Wilson thought.

As it turns out, though, Wilson’s
pro players have been eager to test
the technology. Two top pros—Dim-
itrov and Alexandr Dolgopolov—now

use the Spin Effect version of their
Wilson rackets. Six other players in
the top 200 on the men’s and
women’s tours also use them, and
more than 20 top juniors, according
to the company.

Dolgopolov tried the Spin Effect
version of his Wilson racket after
last year’s U.S. Open and immedi-
ately switched to it. “From the first
time I felt much better, because I
was in control of the ball a little bit
more,” Dolgopolov said. “I could
open up the court much more.”

At its Innovation Center in Schil-
ler Park, Ill., Wilson uses radar tech-
nology to measure the speed, spin,
placement and height over the net
for every ball a player hits. At a re-
cent visit to the lab for a blind test
of rackets, the rackets with Spin Ef-
fect were easy to identify—the ball
felt like it was dipping.

The data backed up this feeling:
A Wilson Pro Staff with Spin Effect
produced 54 RPMs more, on aver-
age, than a regular Pro Staff, and
more than 395 RPMs on average
than my favorite Head racket strung

with natural gut, which doesn’t
move or snap back as easily.

Not everyone sees fewer strings
as the key to spin. Gael Moureaux,
Babolat’s rackets product manager,
said a racket’s aerodynamics, and
the amount of space between
strings, could produce similar ef-
fects. The company sees 16 main
strings and 19 crosses as ideal.

“By removing crosses, you can
increase the spin,” Moureaux said.
“But we didn’t take this option be-
cause you are going to lose string
durability.” (Severa of Wilson said
pros would see small decreases in
durability, but there would be virtu-
ally no effect for everyday players.)

More spin can still be a tough
sell to finicky tennis players, whose
unquantifiable perceptions about a
racket’s “feel” can be difficult to
overcome. Take Dimitrov. After ini-
tially falling in love with Spin Effect,
he’s not certain he will stick with it,
even though he has had his best re-
sults on tour this year, including a
semifinal appearance at Wimbledon.

Dimitrov, who lost in the fourth
round of the Open this week, is con-
sidering yet another racket, a Wil-
son with a larger head, like the one
Roger Federer uses, though perhaps
with Spin Effect, which Federer does
not use. He sees the larger head,
rather than a different string pat-
tern, as the most important change
for his long-term success. Dimitrov
uses one of the smallest racket
heads on the tour.

“The sweet spot is really smaller
than everyone thinks it is,” Dimitrov
said. “It works for me so far, but I
don’t want to wait too long until I
need to change.”

Other players are happy with
what they have. Francis Tiafoe, the
16-year-old American who is seeded
sixth at the U.S. Open junior tourna-
ment, tried the Spin Effect version
of his Wilson racket earlier this
year.

“They sent me a couple,” Tiafoe
said. “I sent them right back.”

BY TOM PERROTTA

Grigor Dimitrov, seen in action at the U.S. Open in New York on Tuesday, has tried new rackets with added spin. Below, a close up of the Dimitrov serve.
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Battered Contador Retains
Lead at Vuelta a Espana

Less than two months after
breaking his leg in a crash at the
Tour de France, Alberto Contador
continued his almost miraculous re-
covery this season by holding on to
the leader’s red jersey at the Vuelta
a Espana on Wednesday.

After 11 of the 21 stages, Conta-
dor, of Team Tinkoff-Saxo, is 20 sec-
onds ahead of fellow Spaniard Ale-
jandro Valverde of Movistar Team.
The Colombian Rigoberto Uran is an-
other 48 seconds back.

That Contador is in the race at all
is a surprise to everyone in the
cycling world, including him. When he
announced that he would compete,
the two-time Tour de France winner
said that in the best-case scenario he
hoped to try for individual stage
wins.

Nairo Quintana, this year’s Giro
d’Italia winner, hasn’t been so lucky.
He was in red and looking strong just
two days ago. But a heavy crash in
the individual time trial cost him sev-
eral minutes on Tuesday. And on
Wednesday, he pulled out of the race
after sustaining a shoulder injury in
another accident, his team said.

—Joshua Robinson

Germany Eyes Euro 2024
With Vote on 2020 Near

Germany has struck a deal with
England that will give the country a
good chance to host soccer’s 2024
European Championship.

The agreement would see the
Germans drop their interest in host-
ing the Euro 2020 semifinals and
final ahead of the vote by UEFA’s
executive committee on Sept. 19.
Wembley Stadium and Allianz Arena
in Munich had been the contenders
to host the final matches at Euro
2020, which is being spread across
the continent.

“We’ve spoken with [England]
about it, that they could hold off [ap-
plying for] Euro 2024 and support
our application,” German football fed-
eration general secretary Helmut
Sandrock told Sport Bild magazine.
“In turn, we’d forego the final Euro
2020 games and support England’s
bid for Euro 2028.”

Germany is also bidding for one
of the 12 Euro 2020 hosting pack-
ages of three group matches in the
24-team tournament, plus one
knockout match.

The English Football Association
couldn’t be reached for comment on
Wednesday, but general secretary
Alex Horne said last week that he
didn’t envisage bidding for presti-
gious Euro 2020 games being a bar-
rier to its Euro 2028 hopes.

—Associated Press

HEARD ON
THE PITCH

European Pressphoto Agency

Alberto Contador leads by 20
seconds after Wednesday’s stage.
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Obama Vows NATO
Will Defend Baltics

TALLINN, Estonia—President Ba-
rack Obama pledged Wednesday
that NATO would defend its Baltic
allies as he called for a united stand
against Russia’s aggression and laid
blame for escalating clashes in
Ukraine squarely on Moscow.

During a one-day stop aimed at
reassuring Russia’s jittery neigh-
bors, Mr. Obama told the Baltic na-
tions that the North Atlantic Treaty
Organization would abide by its
commitment to collective defense
and would protect the territorial in-
tegrity of every member.

“We’ll be here for Estonia,” Mr.
Obama said. “We’ll be here for Lat-
via. We’ll be here for Lithuania. You
lost your independence once before.
With NATO, you’ll never lose it
again.”

His remarks came on the eve of a
NATO summit in Wales, where Mr.
Obama plans to press allies to bol-
ster support for Ukraine with addi-
tional consequences for Russia.
Moscow has stiff-armed Western
warnings and sanctions to press an
intervention in eastern Ukraine and
maintain a troop buildup along the
border between the two countries.

The Kremlin has denied arming
and financing pro-Russian separat-
ists in eastern Ukraine, but Mr.
Obama rejected that defense on
Wednesday, blasting Russia for what
he called a “brazen assault on the
territorial integrity of Ukraine.”

“It wasn’t the government in
Kiev that destabilized eastern
Ukraine,” Mr. Obama said during a
speech in Tallinn.

“It has been the pro-Russian sep-
aratists who are encouraged by Rus-
sia, financed by Russia, trained by
Russia, supplied by Russia and
armed by Russia. And the Russian
forces that have now moved into
Ukraine aren’t on a ‘humanitarian’
or ‘peacekeeping mission.’ They are
Russian combat forces with Russian
weapons in Russian tanks.”

Mr. Obama spoke just hours after
the presidents of Russia and Ukraine
discussed steps to end fighting in
Ukraine’s east. Initial reports called
the agreement a cease-fire, though
Ukraine later said Kiev had agreed
only on a “regime” for a cease-fire.

In a news conference earlier
Wednesday, Mr. Obama expressed
skepticism about Russia’s willing-
ness to follow through on a cease-
fire, saying that the Kremlin hasn’t
abided by previous agreements.

In his speech at a concert hall in
Tallinn, Mr. Obama said that Rus-
sian aggression threatened the vi-
sion of a free and peaceful Europe.

“It challenges that most basic of
principles of our international sys-
tem—that borders cannot be re-
drawn at the barrel of a gun; that
nations have the right to determine
their own future,” Mr. Obama said.
“It undermines an international or-
der where the rights of peoples and
nations are upheld and cannot sim-
ply be taken away by brute force.”

The U.S. president said the NATO
alliance isn’t aimed against other
nations but is an alliance of democ-
racies dedicated to collective de-
fense. He told the Baltic nations that
they are not “post-Soviet” territory,
adding that no other nation gets a
veto over their security.

Insisting that democracy would
win, Mr. Obama lauded the Baltic
nations for their embrace of demo-
cratic government while praising
Estonians for their courage. The
Baltics show the world what is pos-
sible when free peoples come to-
gether to support change, he said.

“Your experience cautions that
progress is neither easy nor quick,”
Mr. Obama said. “Here in the Bal-
tics, after decades of authoritarian
rule, the habits of democracy had to
be learned. The institutions of good
governance had to be built. Econo-
mies had to be reformed. Foreign
forces had to be removed from your
territory.”

Mr. Obama hasn’t offered Kiev
new promises of military aid. But he
pledged the U.S. would continue to
help Ukraine implement economic
overhauls while working to
strengthen the security of NATO al-
lies and increase the U.S. military
presence in Europe. He said he
would work with Congress to make
good on a proposal to position more
U.S. equipment in the Baltics and
heighten the American troop pres-
ence in Estonia, Latvia and Lithua-
nia.

NATO, too, must do more to en-
hance its readiness, he said.

“We need to step up our defense
planning, so we’re fully prepared for
any threat to any ally,” Mr. Obama
said. “We need to have the infra-
structure and facilities that can re-
ceive rapid reinforcements, includ-
ing here in the Baltics. We need to
enhance NATO’s Rapid Response
Force so it can deploy even more
quickly and not just react to threats,
but deter them.”

BY COLLEEN MCCAIN NELSON

point plan based on their phone con-
versation.

Agreement on a cease-fire could
come at the talks in the Belarusian
capital of Minsk, moderated by Rus-
sia and the Organization for Security
and Cooperation in Europe, he said.
Implementation would be supervised
by “full-scale and objective interna-
tional monitoring,” he added.

“The plan that President Putin is
proposing isn’t a dogma that is be-
ing forced on someone,” Kremlin
spokesman Dmitry Peskov told a
Russian radio station later. “The
main thing is achieving the ultimate
goal, a cease-fire, the start of talks
and joint efforts to ease the horrific
humanitarian situation.”

Mr. Putin’s plan calls for the sep-
aratists to end their offensive
against Ukrainian forces around Do-
netsk and Luhansk, while Kiev would
pull its forces back “to a distance
that prevents the use of artillery and
rockets against population centers,”
Mr. Putin said.

It wasn’t immediately clear how
much territory that would require
Kiev to give up to the separatists or
how long a truce would last.

In a phone call late Wednesday,
Mr. Poroshenko told German Chan-

Continued from first page cellor Angela Merkel that a peace
plan should include a binding cease-
fire to be monitored by the OSCE,
the withdrawal of foreign troops
from Ukrainian territory, the cre-
ation of a buffer zone along the bor-
der with Russia and the release of
hostages, according to a statement
on the president’s website.

Ukraine’s Prime Minister Arseniy
Yatsenyuk, whose party is expected
to run in parliamentary elections
next month, denounced the Russian
proposals as an attempt to deceive
the West on the eve of a North At-
lantic Treaty Organization summit,
and to avoid new sanctions.

“The real plan of Putin is to de-
stroy Ukraine and to restore the So-
viet Union,” he said.

A Ukrainian military spokesman
said the situation in the battle zone
wasn’t “easy, but we observe a re-
duction in military activity, in par-
ticular a reduction in the use of ar-
tillery and other heavy weapons.”

But the city government in rebel-
held Donetsk said late Wednesday
that an artillery strike on a filtration
plant had disrupted water supplies,
adding that fighting was continuing
in at least one area on its outskirts.

An official of the Donetsk Peo-
ple’s Republic, one of the two sepa-

ratist groups, said rebels would
agree to stop fighting if Kiev pulled
its forces back, Interfax reported.
The rebels announced later that they
had “operationally surrounded” the
strategic port city of Mariupol,
though that couldn’t immediately be
confirmed independently.

Kiev accuses Russia of support-
ing and directing the rebels, backing
them in recent weeks with its own
troops. Mr. Putin has said publicly
he “understands” the rebels’ motiva-
tions in their five-month fight
against the central government.

Past cease-fire agreements barely
got off the ground amid mutual re-
criminations. After the heavy fight-
ing of recent weeks, both sides could
use any respite to rebuild their
forces for more fighting later.

Additional terms of Mr. Putin’s
plan included a ban on the use of air
power against civilians and popula-
tion centers, the opening of humani-
tarian corridors for refugees and re-
lief supplies in the affected regions,
access for repair crews and an un-
conditional exchange of prisoners.

A Kremlin spokesman told Inter-
fax that other issues, including the
ultimate legal status of the separat-
ist territories, would be the subject
of future negotiations.

Putin Floats Peace Plan

NATO to Exercise in Ukraine

WARSAW—Soldiers from the U.S.
and some other North Atlantic
Treaty Organization members will
take part in military exercises in
western Ukraine in mid-September
despite the conflict with pro-Russia
separatists in the country’s east, Po-
land’s defense ministry said
Wednesday.

The Rapid Trident exercise will
take place on Sept. 13-26 near Lviv
and will include soldiers from Ger-
many, the U.K., Spain, Poland and
Norway.

Amid the conflict in Ukraine,
NATO’s eastern members, including
Poland and the Baltic countries,
have increased pressure on the alli-
ance to expand its presence in the
region.

Both Poland and Estonia have
asked for permanent military bases
to be established in their countries.
Poland has since 2012 hosted a de-
tachment with a handful of U.S. air-
men, who coordinate regular mili-
tary training, but has called for the
U.S. to move thousands of soldiers
permanently in the hope that their
presence would deter Russia.

Some countries in the alliance
have voiced their opposition to that
for fear that it could provoke Mos-
cow. The 1997 NATO-Russia Found-
ing Act says that NATO sees no rea-
son for putting forces on the
territory of new members.

The act has been cited by some
officials in NATO countries as an ob-
stacle to moving infrastructure to
those former Soviet-bloc countries
that joined NATO.

BY PATRYK WASILEWSKI

Ukrainian servicemen ride in armored vehicles near the former rebel stronghold of Slovyansk on Wednesday.
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France Threatens to Halt Warship Delivery
ern allies to cancel the defense deal,
issued the warning a day ahead of a
key summit of the North Atlantic
Treaty Organization in the Welsh
town of Newport, during which
members of the military alliance are
expected to discuss how to contain
Russia.

The threat marks a shift in the
French government rhetoric over
the fate a €1.2 billion contract
signed in 2011 to supply two war-
ships, one in October and one in
2015. The carefully worded state-
ment, though, also left open the
possibility that France could com-
plete the delivery on schedule if
Russia reins in its alleged meddling
in Ukraine.

As the conflict between Ukraine
and pro-Russian separatists esca-
lated, and despite objections by the
U.S. and other allies, the French
government had insisted the pro-
gram was on track.

In July, days after the downing
of a Malaysia Airlines flight over
Ukraine—Mr. Hollande floated the

Continued from first page possibility that he might cancel the
delivery of the 2015 vessel but said
Paris was forging ahead with plans
to supply the first ship in October.

In possibly delaying the first de-
livery, French officials said they
aimed to shore up the country’s
credibility with allies heading into
this week’s NATO summit, where
members of the alliance are gather-
ing in a show of unity.

Paris, for months, had defended
its plans to deliver the ships as
merely the fulfillment of an interna-
tional contract, arguing that its pos-
sible cancellation would force
France to reimburse Moscow for the
costly ships and place more than a
thousand French jobs at risk.

But Russia’s decision to send
troops and supplies into Eastern
Ukraine to fight alongside separat-
ists, French officials say, raised the
stakes.

While Moscow denied sending
any support to the rebels, French of-
ficials said they had proof of a Rus-
sian incursion, which they declined
to disclose.

Mr. Hollande would have faced a
dilemma of “coherence,” one French
official said, if he moved forward
with the delivery as NATO allies
were gathering to discuss ways to
rein in Moscow and defend Euro-
pean borders.

On Tuesday, French officials
called Washington and other allied
capitals to notify them of the poten-
tial suspension and provide reassur-
ances ahead of the summit, the offi-
cial said.

While France is weighing op-
tions, a group of about 400 Russian
seamen continues training on board
the first Mistral, named Vladivostok,
off the French port city of Saint-
Nazaire, a person familiar with the
matter said.

The two Mistral-class carriers
ordered by Moscow are capable of
launching helicopter, tank and mis-
sile attacks from the sea and would
boost the military might of the Rus-
sian forces.

—Gregory L. White
and Naftali Bendavid

contributed to this article.
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Designers Dial Up Drama
OnEveofNewYork FashionWeek, ShowsAddTheatrics; AdvanceSketchesReveal BoldGraphics

Is that a runway or a stage? A
number of fashion shows display-
ing the spring 2015 collections in
New York City will go far beyond
the catwalk, evolving into theatri-
cal events meant as much to en-
tertain as to show a designer’s
collection.

New York Fashion Week kicks
off on Thursday, and already the

city abounds with
models auditioning
and the crates of pro-

duction companies setting up on
the west side of Manhattan, where
most of the shows take place.

Amid the last-minute rush,
eight designers pulled back the
curtain on the concepts they will
reveal at fashion week by sharing
sketches of key looks, as well as
hints about what inspired them.

Sketching is the most artistic
part of any designer’s job. Their
approaches can vary widely, from
the loose silhouette of Thakoon
Panichgul to Maria Cornejo’s pen-
cil and ink, which is ready to hang
on a wall. The looks, too, vary, but

it’s generally looking like a season
of easy, loose shapes and abstract
prints, as well as attention to tex-
tures and materials.

The New York shows will run
until Thursday, Sept. 11, at which
point the collections will move on
to London, followed by Milan and
Paris. The term “fashion week”
has become a misnomer. As more
designers attempt to crowd in, be-
ginning before Thursday’s official
start, New York’s week now ex-
tends for 10 days. By the time the
spring 2015 shows wrap up in
Paris on Oct. 2, collections will
have been heading down runways
for 34 straight days.

Among the brands preparing to
roll out a new collection is Open-
ing Ceremony, which on Sunday
evening will show its apparel in a
30-minute play written by Spike
Jonze and Jonah Hill, and directed
by Mr. Jonze. This pushes beyond
the label’s February show, which
drizzled melted chocolate down a
backdrop, filling the theater with
the scent of hot chocolate.

With the help of sponsor
Lexus, Gareth Pugh, who generally

shows his moody, dark collections
in Paris, is hopping the pond to
New York, where he has said his
theatrics will face less competi-
tion. Mr. Pugh on Thursday eve-
ning will show what he is calling
an “immersive multimedia fashion
experience,” choreographed by
Wayne McGregor from London’s
Royal Ballet, with sound com-
posed by artist Matthew Stone
and a kinetic sculpture contrib-
uted by Daniel Wurtzel.

“This is an opportunity to ele-
vate my work and present it in a
more innovative and meaningful
way,” says Mr. Pugh. “I hope to
explore a new visual language—
something that transcends the na-
ture of a traditional fashion
show—where images penetrate
and the audience have a deeper
understanding of the story I want
to tell.”

Designer Reed Krakoff says he
will create an “installation” this
season rather than hold his typi-
cal runway show. “This season I
decided to create an installation
for spring in a gallery space that
combines architecture, design and

fashion to give people an intimate,
personal narrative in which to see
my collection,” Mr. Krakoff said.

All these attention-getting
moves can make collections mem-
orable—and create valuable foot-
age to be used on websites and in
stores throughout the season.
They also challenge the frequent
complaint that New York’s run-
ways lack the drama of the collec-
tions that follow in London, Milan
and Paris.

Ultimately, the purpose of
these shows is to sell clothes to
stores. Concepts that sell will be
produced in coming months so
they can arrive in stores next Feb-
ruary and March. (Contrary to
logic, the spring collections are
sold when it is likely to be sleet-
ing outside.)

Even designers who are stick-
ing with the traditional catwalk
seek to stand out with deeply re-
searched ideas. Bibhu Mohapatra
will reveal a collection that has
been percolating in his mind ever
since he traveled across the Atlan-
tic by ship on a vacation several
years ago. Boredom (“because af-

ter you’re 50 miles off the coast,
your cellphone doesn’t work any-
more,” he says) led him to the
ship’s library, where he discovered
Lois Gordon’s biography of cruise-
ship heiress Nancy Cunard.

“The spunk and the verve that
she had” in the early 20th century
inspired the designer to create
clothes that he felt she would
wear in the 21st.

Expect leather—she wore
leather aviator jackets—and ban-
gles and possibly a turban. Mr.
Mohapatra’s drama will be in the
fabrics, such as one from Laos
which involves traditional weaving
of strips of leather with silk, leav-
ing a textile one can see through.
“It’s the most exquisite leather
I’ve ever seen,” says Mr. Mohapa-
tra.

The show’s music will also ex-
plore the theme of Ms. Cunard in
a 21st-century setting, says Mr.
Mohapatra. The music will be cre-
ated by DJ and producer Javier
Peral, who is currently reading
Ms. Gordon’s biography. “I told
him, please finish the book before
the show,” Mr. Mohapatra says.

BY CHRISTINA BINKLEY

BIBHUMOHAPATRA
The designer does romantic
beauty but always with a twist.
Laotian leather weaving is this
season’s twist. He calls this
collection a ‘modern take onwhat
Nancy Cunard would wear today.’

MONIQUE
LHUILLIER
Knownforherweddinggowns,
thisLosAngeles-based
designeralso createsdayand
eveningwear that takes care to
flatter thebody. ‘My inspiration
for this spring2015collection
is thefirst fewmomentsof
sunrise.The instant right
before thesun risesandpaints
theskywith luminousshades
ofpastels,’ shesays.

DELPOZO
Brace yourself for deep luxury in polyester (as
well as cottons or silks), which designer Josep
Font hinted at by saying some of the fabrics
would be ‘technological.’ This Spanish brand
has leapt from obscurity in recent seasons.

PERRYELLIS
Themenswear brand returns after
a year off from the runways. New
designerMichaelMaccari riffed
on the humble menswear check,
assemblingmaze-like patterns,
black-and-white graphics and even
a banker stripe inspired by a vintage
Perry Ellis shirt, the label says.

YEOHLEE
Immune to fashion
trends, Yeohlee
is for iconoclasts
who have little
interest in standard
red-carpet looks.
‘Spring 2015
inspiration is drawn
from geometry and
themagic of num-
bers,’ says designer
Yeohlee Teng.
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Centre Pompidou Branches Out
BERLIN—Paris’s Centre Pompi-

dou said on Wednesday it was open-
ing a temporary offshoot in the
Spanish city of Málaga in an effort
to internationalize its brand and
monetize its name amid cuts to its
budget.

The “Pop-Up Pompidou” will
open in spring 2015 in Pablo Pic-
asso’s native city, already home to
30 museums. For a €2.1 million
($2.75 million) fee, Málaga will re-
ceive rotating exhibitions of signifi-
cant artworks from the Pompidou,
France’s national museum of mod-
ern art, including a major Francis
Bacon self-portrait from 1971 and
masterworks by Picasso, Constantin
Brancusi and René Magritte.

The revenue will offset the
French government’s €2 million cut
to Pompidou’s funding for 2014 and,
the museum says, boost its recogni-
tion among visitors to Paris, who
have traditionally favored the Lou-
vre. The museum is also considering
a South American pop-up.

“Tourists now generally come to
the Pompidou if they have time and
are here for five days,” Alain Seban,
the president of the Centre Pompi-
dou, said in an interview. “The Mál-
aga project is a laboratory where we
can test…what is popular with inter-
national visitors,” he said.

France’s traditionally generous
public spending on culture has long
sheltered French museums from
having to seek new revenue streams.
But the euro crisis changed that.
Former Culture Minister Aurélie Fil-
ippetti urged museums to enact pol-
icies often pursued in the U.K. and
U.S., including opening satellite mu-
seums and soliciting donations.

The Centre Pompidou has seen
the €87 million government subsi-
dies for its €130 million budget fall
16% since 2009 and will have to pro-
vide half of its own funding by
2024.

“The current financial situation
is pushing us to be creative in ways
we did not have to be before,” said
Mr. Seban.

Since he took his post in 2007,
Mr. Seban has drawn both admira-
tion and ire from France’s art elite
for his efforts to expand the Pompi-
dou’s appeal abroad. Although he
has eschewed mass-market pop-cul-
ture exhibitions, he has dedicated
more shows to world-famous artists,
including Lucien Freud and Alexan-

der Calder, helping attendance
reach a record 3.7 million in 2012.

Both the Centre Pompidou and
the Louvre have satellite locations
in France, but the Louvre has taken
the lead in boosting revenue
through “brand lending.” It will earn
$550 million alone from renting its
name and curators to the Louvre
Abu Dhabi, opening next year.

“French museums have a certain
prestige—like with France’s Cham-
pagne, wine and cheese. It’s become
a temptation they cannot resist,”
said Massimo Negri, director of the
European Museum Academy, a mu-
seology think tank.

While the Pop-Up Pompidou’s ex-
pected revenue pales in comparison,
the Centre Pompidou is planning to
use the new site as a scouting op-
portunity for new acquisitions.

“We need to have a global net-
work of sources in place to know
what prices we should expect to pay
for the latest works of art and we
need support from art dealers and
local curators to even acquire
them,” said Mr. Seban.

The Pompidou’s collection re-
mains an underused asset, he said.
It owns 100,000 artworks spanning

the 20th and 21st centuries, but
only 2,000 can be displayed in Paris.

The art on show rotates roughly
every two years, which will be the
model for the Pop-Up Pompidou in
Málaga until it closes in 2020. The
loans will include highly popular
pieces, such as Frida Kahlo’s 1939
self-portrait “The Frame.”

Mr. Seban says he is undaunted

by the mounting public criticism
against museums that seek to earn
revenue by loaning out their most
popular works. Recently, Bostonians
raised a brouhaha over the Museum
of Fine Art’s decision to loan Pierre-
August Renoir’s “Dance at Bou-
gival,” one of its flagship holdings,
for large chunks of time—and
money—in the past four years.

BY MARY M. LANE

‘The Cube’ in Malaga will host the first Pop-Up Pompidou, to feature works like Fernand Léger’s ‘Women in an Interior.’
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Greece Meets Creditors to Discuss Tax
PARIS—Greece’s government

held its first full day of talks with a
troika of international creditors in
the French capital on Wednesday,
hoping to gain their approval for
tax-relief measures that could boost
the government’s flagging popular-
ity as it braces for a series of politi-
cal challenges in the months ahead.

The talks, which are expected to
run through Thursday, come just
days before a major policy address
by Prime Minister Antonis Samaras
in the northern city of Thessaloniki
where he will lay out the govern-
ment’s plans for the year ahead.

The Paris talks also come before
the government has to produce its
2015 budget by no later than Octo-
ber and negotiations this autumn
with Greece’s eurozone partners on
further debt relief for the country.
At the same time the government

has to by March muster at least 180
votes in Parliament—which it cur-
rently doesn’t have—to elect a new
president to avoid snap national
elections.

“The government is facing an en-
durance race and the major mile-
stone is the presidential elections
next year,” said Ilias Nikolakopoulos,
a professor of political science at
Athens University. “The government
is not popular, that is obvious.”

Since entering recession in 2008,
Greece’s economy has shrunk by
more than a quarter—exacerbated
by the waves of austerity measures
imposed by international creditors
following the country’s first bailout
in 2010. This year, however, the
country is expected to emerge from
recession and post growth of 0.6%.

But the recovery has yet to
trickle down to ordinary Greeks who
continue to face a jobless rate of
more than 27% and higher taxes im-

posed during the past few years.
A recent public opinion poll, by

Palmos Analysis, showed that Mr.
Samaras’s center-right New Democ-
racy party would garner only 17.7%
of the vote if national elections
were held today, eight percentage
points behind the opposition radical
left Syriza party. Government coali-
tion partner Pasok would get just
3.5% of the vote, the poll showed.

Mr. Samaras is hoping to turn
around sentiment with a speech Sat-
urday at the Thessaloniki Interna-
tional Trade Fair. The government
has been playing down expectations,
but there is widespread speculation
that some tax-relief measures will
be announced. Among the tax cuts
the government is hoping to secure
from the troika—which consists of
the European Commission, Interna-
tional Monetary Fund and the Euro-
pean Central Bank—is a reduction in
a special austerity-era solidarity tax

on income, lower tax rates on home
heating oil, and possibly lower
value-added taxes.

The talks in Paris come amid a
growing sense in Europe that, after
years of foot-dragging and missed
targets, Greece has started to faith-
fully implement its reform program.

Last year, Greece beat its budget
targets and the country is on track
to do so again this year. Greece re-
turned to the international bond
markets in April after a four-year
hiatus and it is planning another
bond issue, for a seven-year bond,
later this year.

Differences still exist between
the government and the troika over
a budget gap next year, “but this
time, there is a willingness to find
common ground,” said a senior
Greek official taking part in the
talks.

—Alkman Granitsas in Athens
contributed to this article.

BY NEKTARIA STAMOULI

Rate Cut
In Poland
May Happen
In October

WARSAW—Poland’s central bank
will likely cut rates, perhaps as soon
as its next meeting in October, amid
a subpar economic recovery facing
heightened risks from the Russia-
Ukraine conflict, the bank’s gover-
nor said Wednesday.

“Rate cuts are very probable,”
said Marek Belka, at a news confer-
ence following the central bank’s de-
cision to keep its benchmark rate at
2.5%, the lowest on record. He de-
clined to say if the monetary policy
panel would move at bigger steps
than the quarter of a percentage
point to which it has accustomed
the market in previous decisions.

In a statement that followed the
decision, the bank said it would cut
interest rates to another record low
if data confirm that economic
growth is weaker than expected and
consumer price inflation remains
subdued.

The rate setters in July warned
there were signs that growth could
sputter. Since then, Poland’s statis-
tics office said quarter-to-quarter
expansion slowed to 0.6% in the sec-
ond, compared with 1.1% in the first.

Poland’s manufacturing-purchas-
ing-managers’ index—a key gauge of
business activity—also worsened in
August, falling to 49 points after six
consecutive declines, a negative
trend that Mr. Belka noted on
Wednesday.

Poland’s consumer price inflation
is near zero, while the central bank’s
official target is 2.5%.

In this environment, the Polish
central bank chief said the rates
panel wouldn’t necessarily wait un-
til it gets an updated projection of
economic growth in November.

When asked why the cut hadn’t
happened already on Wednesday, he
cited a previous pledge by the cen-
tral bank that rates wouldn’t change
in the third quarter.

The conflict between Ukraine
and pro-Russia separatists in the
country’s east is a source of uncer-
tainty and “stokes fear,” Mr. Belka
said.

Most economists expect the
main Polish rate to go down to 2%
by the end of this year.

Poland’s decision comes one day
ahead of a closely watched meeting
of the European Central Bank. The
ECB is expected by most economists
to keep interest unchanged at re-
cord lows near zero, but many ana-
lysts expect it to unveil easing steps
such as purchases of bundled bank
bonds known as asset-backed secu-
rities, or at least strongly suggest
that such a move will come soon.

In related news, Poland’s budget
bill for next year, approved on
Wednesday, showed only symbolic
belt-tightening plans after the na-
tion’s departing prime minister
promised welfare spending to boost
tepid economic expansion.

The projected budget gap will to-
tal 46.1 billion zlotys ($14.4 billion),
with the finance ministry estimating
the cost of pension increases and
additional benefits for families with
children promised last week at 5 bil-
lion zlotys.

Given the Ukrainian crisis, the
Polish economy may grow more
slowly than previously expected, of-
ficials have said.

BY MARCIN SOBCZYK
AND PATRYK WASILEWSKI
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Major players & benchmarks

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

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

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

Europe: 21/1 0.59 101.94% 0.01% 0.81 0.56 0.66

Eur. HighVolatility: 20/1 0.69 101.33 0.01 1.11 0.68 0.82

EuropeCrossover: 21/1 2.39 111.47 0.05 3.11 2.19 2.60

Asia ex-Japan IG: 21/1 0.95 100.21 0.01 1.13 0.95 1.03

Japan: 21/1 0.60 101.89 0.01 0.72 0.60 0.66

Note: Data as of September 2

Spreads
Spreads on
five-year swaps
for corporate
debt; based on
Markit iTraxx
indexes.
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Dow Jones Industrial Average P/E: 16
LAST: 17078.28 s 10.72, or 0.06%
YEAR TO DATE: s 501.62, or 3.0%
OVER 52WEEKS s 2,147.41, or 14.4%

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

Previous
close, in STOCK PERFORMANCE

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

Moet Hennessy Louis Vuitt France Clothing & Accessories 1,523,323 136.90 2.89% 3.2% 1.5%

Barclays United Kingdom Banks 48,718,986 228.10 2.59 -16.1 -20.0

Deutsche Bank Germany Banks 11,150,206 26.66 2.34 -23.1 -20.4

BNPParibas France Banks 5,107,376 52.78 2.15 -6.8 9.3

BGGrp United Kingdom Integrated Oil & Gas 5,051,886 1,233 2.03 -5.0 -1.2

SAP Germany Software 4,289,184 59.28 -0.87% -4.9 9.4

British American Tobacco United Kingdom Tobacco 2,696,502 3,569 0.08% 10.2 9.3

Financiere Richemont Switzerland Clothing & Accessories 1,023,379 88.20 0.11 -0.7 -3.2

UBS Switzerland Banks 13,018,455 16.42 0.18 -3.0 -11.4

Nestle Switzerland Food Products 5,315,220 71.70 0.21 9.8 17.6

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

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

Banco Bilbao Vizcaya Argn 25,223,142 9.44 1.90% 6.5% 28.7%
Spain (Banks)
Daimler 3,829,762 62.90 1.75 ... 18.0
Germany (Automobiles)
ABB 10,181,506 21.39 1.71 -8.9 5.8
Switzerland (Industrial Machinery)
HSBCHldgs 25,649,357 657.90 1.67 -0.7 -4.3
United Kingdom (Banks)
Bayer 1,988,475 104.30 1.66 2.3 22.8
Germany (Specialty Chemicals)
AXA 8,162,600 19.17 1.59 -5.2 14.2
France (Full Line Insurance)
INGGroep 21,276,771 10.70 1.47 5.9 28.7
Netherlands (Life Insurance)
Telefon L.M. Ericsson B 8,074,832 87.60 1.39 11.6 4.8
Sweden (Telecommunications Equipment)
BPPLC 37,636,868 483.75 1.35 -0.9 9.5
United Kingdom (Integrated Oil & Gas)
Banco Santander S.A. 39,157,705 7.68 1.35 21.7 46.7
Spain (Banks)
BASF 2,959,406 79.24 1.32 2.3 16.8
Germany (Commodity Chemicals)
Standard Chartered 5,153,048 1,234 1.31 -9.3 -14.7
United Kingdom (Banks)
Sanofi SA 3,451,618 84.86 1.31 10.0 17.4
France (Pharmaceuticals)
ENI 26,689,479 19.22 1.26 9.9 11.1
Italy (Integrated Oil & Gas)
Total 4,281,965 50.45 1.16 13.3 20.6
France (Integrated Oil & Gas)
Allianz SE 1,867,433 132.20 1.11 1.4 19.5
Germany (Full Line Insurance)
Siemens 2,492,175 97.15 1.10 -2.2 18.2
Germany (Diversified Industrials)
L'Air Liquide 752,736 97.89 0.99 -4.8 -3.0
France (Commodity Chemicals)
Diageo 3,822,942 1,803 0.98 -9.9 -9.0
United Kingdom (Distillers & Vintners)
GlaxoSmithKline 5,931,734 1,467 0.86 -9.0 -11.9
United Kingdom (Pharmaceuticals)

Latest,
in local STOCK PERFORMANCE

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

Telefonica S.A. 10,968,998 12.12 0.83% 2.4% 15.6%
Spain (Fixed Line Telecommunications)
National Grid 4,971,307 910.00 0.83 15.5 21.8
United Kingdom (Multiutilities)
Novartis AG 6,287,369 86.50 0.82 21.5 23.5
Switzerland (Pharmaceuticals)
AstraZeneca 3,079,110 4,577 0.79 28.0 45.1
United Kingdom (Pharmaceuticals)
Credit Suisse GroupAG 5,583,538 26.15 0.77 -4.1 -4.7
Switzerland (Banks)
Unilever 2,354,187 2,700 0.75 8.8 9.8
United Kingdom (Food Products)
Tesco 22,705,107 232.60 0.74 -30.4 -37.1
United Kingdom (Food Retailers &Wholesalers)
Deutsche Telekom 10,925,514 11.64 0.74 -5.4 20.0
Germany (Mobile Telecommunications)
Zurich Insurance Group 457,486 279.00 0.72 7.9 19.2
Switzerland (Full Line Insurance)
Glencore PLC 29,824,646 369.80 0.61 18.3 18.4
United Kingdom (GeneralMining)
Rio Tinto 3,880,878 3,256 0.59 -4.5 6.4
United Kingdom (GeneralMining)
Schneider Electric SE 1,591,452 64.58 0.58 1.9 8.2
France (Electrical Components & Equipment)
Unilever CVA 4,083,017 32.01 0.53 9.3 12.1
Netherlands (Food Products)
Anheuser-Busch InBev 1,261,260 85.35 0.47 10.5 18.8
Belgium (Brewers)
Reckitt Benckiser Grp 888,848 5,370 0.47 12.0 21.3
United Kingdom (Nondurable Household Products)
BHPBilliton 7,367,456 1,891 0.45 1.2 -2.3
United Kingdom (GeneralMining)
RocheHolding Part. Cert. 1,120,748 270.10 0.45 8.4 15.6
Switzerland (Pharmaceuticals)
Vodafone Group 70,747,327 209.70 0.38 -14.5 0.1
United Kingdom (Mobile Telecommunications)
Royal Dutch Shell A 3,361,860 2,449 0.31 13.2 18.1
United Kingdom (Integrated Oil & Gas)
Lloyds Banking Group PLC 133,957,847 75.03 0.28 -4.9 3.2
United Kingdom (Banks)

Sources: SIX Financial Information

DJIA component stocks
Volume, CHANGE

Stock Symbol inmillions Latest Points Percentage

AT&T T 10.1 $34.92 0.08 0.23%
AmExpress AXP 2.4 90.10 0.38 0.42
Boeing BA 3.4 125.93 0.45 0.36
Caterpillar CAT 3.5 108.39 –0.53 –0.49
Chevron CVX 3.2 127.82 0.28 0.22
CiscoSys CSCO 19.3 25.04 0.16 0.64
CocaCola KO 6.3 41.77 0.13 0.30
Disney DIS 2.9 90.89 0.09 0.10
DuPont DD 2.5 65.74 –0.09 –0.14
ExxonMobil XOM 6.4 99.05 0.56 0.57
GenElec GE 16.4 25.95 0.10 0.39
GoldmanSachs GS 1.9 179.87 0.10 0.06
HomeDpt HD 13.4 89.22 –1.93 –2.12
Intel INTC 22.8 34.48 –0.09 –0.25
IBM IBM 1.4 191.90 0.34 0.18
JPMorgChas JPM 10.4 59.67 ... ...
JohnsJohns JNJ 4.0 103.75 0.39 0.38
McDonalds MCD 4.2 93.09 0.29 0.32
Merck MRK 7.4 60.49 0.70 1.17
Microsoft MSFT 30.4 44.97 –0.13 –0.28
NikeB NKE 1.8 78.75 –0.53 –0.67
Pfizer PFE 17.5 29.34 0.08 0.29
ProctGamb PG 4.8 82.93 –0.05 –0.06
3M MMM 1.1 143.78 –0.44 –0.31
TravelersCos TRV 1.2 94.48 –0.04 –0.04
UnitedTech UTX 2.2 109.05 ... ...
UtdHlthGp UNH 2.4 86.78 0.39 0.45
Verizon VZ 7.6 49.88 0.10 0.21
VISAClA V 1.6 214.75 0.02 0.01

WalMart WMT 3.6 75.97 0.22 0.29

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

BarclaysBk 54 –3 –3 –13

SocieteGenerale 66 –4 –3 –19

LLOYDSBK 54 –2 –1 –5

BcoPopEspanol 150 –7 –11 –38

StdCharteredBk 72 –3 –1 –6

Credit SuisseGp 50 –2 –2 –10

BcoPop 174 –7 –8 –47

BcodeSabadell 111 –5 –15 –41

HannoverRueck 48 –2 –2 –8

BcaPopdiMilanoSocCoop 154 –5 –13 –61

And the most deterioration
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

HBOS 54 7 ... 9

BcaNazdel Lavoro 62 2 5 –7

AkzoNobel 64 2 3 2

Mediobanca 84 1 3 –14

BritAmernTob 43 1 1 –3

Bayer 41 ... ... ...

PublicisGroupe 46 ... ... –2

Swedbank 57 ... 2 –1

TDC 62 ... ... –1

UniCredit Bk 77 ... ... –5

Source:Markit Group

BLUE CHIPS & BONDS

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

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

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

Behind Europe's deals: Bank revenues from equity capital markets

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

Source: Dealogic
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U.S. NEWS

Household
FoodWoes
DipSlightly,
RemainHigh

The number of U.S. households
struggling to put food on the table
totaled 17.5 million in 2013, a slight
decrease from a year earlier but still
a historically high number, accord-
ing to government figures released
Wednesday.

A report by the U.S. Department
of Agriculture said 14.3% of Ameri-
can households didn’t have access to
adequate amounts of food at some
point during the year because they
didn’t have the money or other re-
sources to get it. Of those, 5.6%
were considered to have “very low
food security,” which means mem-
bers of the household had to cut
back on their meals or change nor-
mal eating patterns.

The 2013 data remain virtually
unchanged from the 2012 total of
17.6 million households that had lim-
ited access to food.

But they represent a larger drop
from 2011, when a record 17.9 mil-
lion U.S. households qualified as
“food insecure.”

More recent figures signal an im-
proving picture for Americans’
struggling to feed themselves. The
number of Americans using food
stamps reached 46.2 million in May,
according to the most recent data,
down from a record 47.8 million in
December 2012.

But much like the statistics on
food security, the food-stamp num-
bers are historically high compared
with prerecession data, suggesting
ongoing challenges facing Ameri-
cans at the bottom rungs of the eco-
nomic ladder.

Against this backdrop, lawmak-
ers continue to debate the future of
government nutrition programs,
such as food stamps, formally
known as the Supplemental Nutri-
tion Assistance Program.

Rep. Mike Conaway (R., Texas), a
likely candidate to become chairman
of the House Agriculture Committee
next year if Republicans maintain
control of the chamber, is expected
to tackle changes to the food-stamp
program. Mr. Conaway has said, for
example, that able-bodied adults
without children should have to
meet work requirements to receive
assistance.

The House Agriculture Commit-
tee is in charge of the national farm
bill, which includes funding for the
food-stamp program.

A little more than 60% of the
families surveyed for the USDA re-
port said they participated in at
least one of the largest federal food-
assistance programs in the previous
month. Among them are the food-
stamp program and the national
school-lunch program, which pro-
vides free or low-cost meals to chil-
dren.

Feeding America, a hunger-relief
charity that operates a network of
food banks, said the newest figures
from the USDA signal that low-in-
come workers are still struggling to
meet basic needs even though other
economic indicators, like unemploy-
ment data, suggest the economy is
gaining strength.

“The reality is millions of low-in-
come Americans are still unem-
ployed or working part time be-
cause they can’t find full-time
employment,” spokeswoman Maura
Daly said.

BY TENNILLE TRACY

Ebola Strikes Third Missionary
A third American missionary has

been infected with Ebola while
working in Liberia and is being
treated in an isolation unit in the
Monrovia hospital where he works,
putting into sharp focus the risks
and ethical dilemmas confronting
missionaries around the world.

The doctor, who wasn’t identi-
fied, is the second missionary work-
ing for SIM USA, a Charlotte, N.C.,
Christian organization, to contract
the deadly disease. Nancy Writebol,
a SIM USA missionary, and Kent
Brantly, a doctor working for Samar-
itan’s Purse, another U.S.-based
Christian group, were evacuated last
month to an isolation unit at Emory
University Hospital in Atlanta. Both
recovered from the disease and were
discharged.

The doctor is “doing well and is
in good spirits,” the organization
said. Another American doctor has
been sent to Liberia to care for him,
according to a spokesman. It isn’t
clear whether he will be evacuated
to the U.S.; SIM USA is going to ex-
plore all options, the spokesman
said.

The unidentified American doc-
tor has been in Liberia only a few
weeks. He was sent in after Dr.
Brantly fell ill, said Bruce Johnson,
SIM USA’s president, in an interview
last month.

Ebola has infected at least 3,069
people in Guinea, Liberia, Sierra Le-
one and Nigeria, killing 1,552 of
them, including a Spanish Catholic
priest who was evacuated to Spain
after contracting the disease. Since
then, hundreds of missionaries and
foreign aid workers have been evac-
uated.

“It’s this constant tension of be-
ing able to send people in who have
the expertise and knowledge to
serve,” while also trying to ensure
worker safety, SIM’s Mr. Johnson
said. Missionaries “are fully aware”
of the risks, he said. “They feel a call
to serve.”

Among the many thousands of
missionaries of various faiths who
answer that call, the worst Ebola
outbreak in history is prompting
soul-searching: How much should

they risk to serve increasingly des-
perate populations? Is it right to get
treatment unavailable to others?
When is it too dangerous to stay?
And what message does it send
when they leave?

Dr. Brantly and Ms. Writebol
were treated with an experimental
drug that hadn’t yet been offered to
any Africans and that now is no lon-
ger available. Doctors haven’t yet
determined whether the drug was
helpful to the two Americans. So far,
their medical and transport costs
have approached $2 million—much
of it paid for by insurance.

“It’s a real gut check,” said Seth
Barnes, a missionary and executive
director of Adventures in Missions.
The Georgia-based Christian group
has sent 100,000 missionaries
mostly on short-term humanitarian
stints in the past 25 years. “You go
back and you say: Why am I doing
this? Was I called by God? Is the
stuff that I say I believe really real?”
he said.

Throughout history, missionaries
and aid workers have routinely put
themselves at risk to serve others. In
the 19th century, missionaries would
pack their belongings in caskets, ex-
pecting to die in far-off countries.
Today, missionaries’ mortality rate
is vastly improved, though there
have been some high-profile deaths
in recent years.

Even in remote places, modern
missionaries can connect to home
and the news via mobile phones and
the Internet. Some have access to a
network of security personnel, risk-
analysis assessments, doctors and
vehicles that can spirit them away
from danger.

As more missions rely on a mix
of local and international staff,
American missionaries say they of-
ten struggle when faced with the de-
cision whether to leave local col-
leagues.

“I certainly am aware I have a
‘get out of jail free card’ with my
U.S. passport,” said Matt McGarry, a

country director for Catholic Relief
Services based in Jerusalem.

Mr. McGarry recently returned to
Gaza after evacuating during the
worst fighting between Israel and
Hamas.

Ismail Mehr, president of the Is-
lamic Medical Association of North
America, said that he understands
the impulse of aid workers to stay.
But doing so can hurt the cause in
the long run. “You have an obliga-
tion to your volunteers. If you don’t
take care of them, the next time you
have an Ebola outbreak or a Gaza or
a Haiti, you are not going to have
people who are going to go there,”
he said.

Developing countries often rely
on an ad hoc network of religious
missions and nongovernmental or-
ganizations to supplement or pro-
vide basic services, which can be af-
fected when foreigners pull out.

F. Zeela Zaizay, a Liberian nurse
working for MAP International, a
Christian health organization, said
he was working with Italian and
German mission groups on an edu-
cation initiative to prevent the
spread of Ebola when they recently
pulled out.

“When they left, it meant that al-
most all of my dreams were almost
broken,” Mr. Zaizay said recently.
Still, he said, “I understand why they
go.”

Some stay despite the dangers.
As Ebola began to ravage West Af-
rica this spring, Augustine Aiyadu-
rai, a devout Christian from south-
ern India, wrote that he and other
missionaries at Liberia’s remote Cur-
ran Lutheran Hospital were strug-
gling over whether to evacuate. “In
the Lord’s prayer we say, ‘Give us
this day our daily Bread,’ ” he
emailed a friend. “I now pray, give
us this day the decision we need to
take.”

Mr. Aiyadurai remained. “If I
leave,” his wife recalls him saying,
“the others here will be frightened.
I can’t leave them now.”

In late July, the 57-year-old fell
ill, likely with malaria, and was
turned away from better-equipped
city hospitals overwhelmed with Eb-
ola patients. He died less than a
week later, on Aug. 2.

Mr. Aiyadurai’s family members
say they hope to be able to afford
the trip to his gravesite one day.

By Tamara Audi,
CameronMcWhirter
and Betsy McKay

A burial team unloads the bodies of Ebola victims at a crematorium last month in Liberia, the nation where three American missionaries have fallen ill.
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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 600 344.97 2.22 0.65% 5.1% 14.3%

Stoxx Europe 50 3075.50 23.10 0.76 5.3 13.8

Euro Zone Euro Stoxx 323.73 3.52 1.10 3.0 15.4

Euro Stoxx 50 3218.84 38.55 1.21 3.5 16.9

Austria ATX 2324.96 31.67 1.38 -8.7 -5.5

Belgium Bel-20 3186.76 8.88 0.28 9.0 17.7

Czech Republic PX 991.06 2.10 0.21 0.2 5.0

Denmark OMXCopenhagen 674.46 4.42 0.66 19.2 32.5

Finland OMXHelsinki 7714.51 61.71 0.81 5.1 17.6

France CAC-40 4421.87 43.54 0.99 2.9 11.3

Germany DAX 9626.49 119.47 1.26 0.8 17.7

Hungary BUX 18415.30 445.62 2.48 -0.8 0.8

Ireland ISEQ 4882.75 55.39 1.15 7.6 15.4

Italy FTSEMIB 20831.96 385.68 1.89 9.8 23.0

Netherlands AEX 417.21 2.21 0.53 3.8 13.7

Norway All-Shares 687.04 2.09 0.31 14.0 25.1

Poland WIG 53797.21 1153.73 2.19 4.9 9.9

Portugal PSI 20 5948.25 61.25 1.04 -9.3 1.0

Russia RTSI 1239.23 61.30 5.20% -14.1 -4.6

PREVIOUS SESSION PERFORMANCE
Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.
Spain IBEX 35 10886.80 131.80 1.23 9.8 28.9

Sweden OMXStockholm 451.17 3.28 0.73 6.5 15.4

Switzerland SMI 8803.57 46.25 0.53 7.3 11.7

Turkey BIST 100 81292.35 582.3 0.72 19.9 21.4

U.K. FTSE 100 6873.58 44.41 0.65 1.8 6.3

ASIA-PACIFIC DJAsia-Pacific TSM 1542.40 11.41 0.75 6.5 14.3

Australia SPX/ASX 200 5656.10 -2.40 -0.04% 5.7 9.6

China Shanghai Composite 2288.63 22.58 1.00 8.2 7.6

Hong Kong Hang Seng 25317.95 568.93 2.30 8.6 13.4

India S&PBSE Sensex 27139.94 120.55 0.45 28.2 46.2

Japan Nikkei Stock Average 15728.35 59.75 0.38 -3.5 11.9

Singapore Straits Times 3348.77 20.47 0.62 5.7 11.1

South Korea Kospi 2051.20 -0.38 -0.02 2.0 6.1

AMERICAS DJAmericas 506.09 -0.07 -0.01 8.7 21.8

Brazil Bovespa 61500.57 -395.41 -0.64 19.4 19.1

Mexico IPC 45954.23 129.17 0.28 7.6 16.2

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 1.0706 1.7611 1.1654 0.1525 0.0290 0.1718 0.0102 0.2995 1.4064 0.1888 0.9846 ...

Canada 1.0873 1.7886 1.1836 0.1549 0.0295 0.1745 0.0104 0.3042 1.4284 0.1918 ... 1.0156

Denmark 5.6696 9.3267 6.1718 0.8077 0.1536 0.9101 0.0541 1.5861 7.4480 ... 5.2144 5.2959

Euro 0.7612 1.2522 0.8286 0.1084 0.0206 0.1222 0.0073 0.2130 ... 0.1343 0.7001 0.7110

Israel 3.5746 5.8803 3.8912 0.5092 0.0968 0.5738 0.0341 ... 4.6959 0.6305 3.2876 3.3390

Japan 104.8759 172.5253 114.1655 14.9402 2.8413 16.8349 ... 29.3393 137.7740 18.4980 96.4563 97.9635

Norway 6.2297 10.2481 6.7815 0.8875 0.1688 ... 0.0594 1.7428 8.1838 1.0988 5.7295 5.8191

Russia 36.9117 60.7213 40.1812 5.2583 ... 5.9252 0.3520 10.3262 48.4904 6.5105 33.9484 34.4788

Sweden 7.0197 11.5478 7.6415 ... 0.1902 1.1268 0.0669 1.9638 9.2217 1.2381 6.4562 6.5571

Switzerland 0.9186 1.5112 ... 0.1309 0.0249 0.1475 0.0088 0.2570 1.2068 0.1620 0.8449 0.8581

U.K. 0.6079 ... 0.6617 0.0866 0.0165 0.0976 0.0058 0.1701 0.7986 0.1072 0.5591 0.5678

U.S. ... 1.6450 1.0886 0.1425 0.0271 0.1605 0.0095 0.2798 1.3137 0.1764 0.9197 0.9341

Source: ICAPPlc.

MSCI indexes
Developed and emerging-market regional and country indexes
fromMSCI as of September 03, 2014

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

2.40% 17 MSCIACWI 431.17 0.10% 5.5% 18.5%

2.40 18 World (DevelopedMarkets) 1,747.20 0.06 5.2 18.6

2.30 18 World ex-EMU 215.45 0.09 6.4 19.1

2.30 18 World ex-UK 1,766.88 0.01 5.6 19.1

3.00 16 EAFE 1,923.30 0.03 0.4 13.3

2.70 13 EmergingMarkets (EM) 1,086.73 0.35 8.4 16.9

3.20 17 EUROPE 117.13 -0.02 4.5 15.1

3.10 19 EMU 192.09 -0.09 -2.8 15.5

3.10 18 Europe ex-UK 124.85 0.20 3.8 15.7

4.20 14 EuropeValue 119.11 -0.12 4.9 18.0

2.30 22 EuropeGrowth 110.85 0.07 4.0 12.2

2.40 20 EuropeSmall Cap 269.53 -0.19 3.4 18.2

3.70 7 EMEurope 261.07 -0.22 -4.9 -2.3

3.50 15 UK 2,016.48 0.06 1.2 6.3

3.30 16 Nordic Countries 214.29 0.22 6.2 16.6

4.60 5 Russia 716.39 0.22 -9.6 -1.3

2.80 20 SouthAfrica 1,290.93 0.43 13.4 26.0

2.90 14 ACASIAPACIFICEX-JAPAN 510.36 0.44 9.0 17.3

1.90 15 Japan 792.63 1.18 -1.6 16.0

3.20 10 China 66.22 0.20 4.9 14.0

1.40 19 India 1,013.57 0.55 24.0 39.4

1.00 10 Korea 582.41 -1.18 -1.2 4.3

2.90 18 Taiwan 342.71 -1.39 13.2 20.8

1.90 20 USBROADMARKET 2,274.03 -0.03 8.0 22.6

1.50 32 USSmall Cap 3,372.76 -0.35 4.5 20.1

3.20 18 EMLATINAMERICA 3,671.69 -0.36 14.7 20.5

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.

2.34%19.33 Global TSM 3430.00 0.44% 17.6%

2.77 19.73 GlobalDOW 1890.54 0.54% 19.3% 2639.04 0.70 18.8

2.88 15.13 Global Titans 50 250.70 0.08 16.8 246.10 0.24 16.4

3.18 20.03 DevEuropeTSM 3409.55 0.77 14.4

2.31 20.01 DevelopedMarketsTSM 3431.90 0.34 17.2

2.66 14.98 S&PBMIEmgMarkets 284.27 1.35 19.8

3.34 19.95 S&PEurope 350 1416.66 0.70 14.9 1672.09 0.79 14.2

3.19 25.05 S&PEuro 1383.70 1.12 16.4 1655.11 1.21 15.7

3.82 26.59 EuropeDow 1438.34 0.91 13.9 2006.82 1.03 13.4

3.08 10.62 BRIC50 461.47 2.06 25.8 578.28 2.23 25.3

1.87 21.36 U.S. TSM 20948.72 0.03 20.9

3.40 22.68 DJGlobal SelectRESI 3563.77 0.47 18.5

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 840.05 0.84% 24.2%

5.12%17.61 Global SelectDiv 264.76 0.45 17.2

5.29 16.67 Asia/Pacific SelectDiv 324.26 0.43% 12.4% 364.57 0.55 11.9

U.S. SelectDividend -d 1355.50 0.35 22.4

3.06 17.87 S&PGlbNatResources 2177.97 0.44 11.0 2844.29 0.61 10.6

2.06 19.83 IslamicMarket 2943.44 0.27 18.7

2.34 17.77 IslamicMarket 100 3234.24 0.18 19.9

Islamic Turkey -c 4509.53 0.65 12.6

3.28 20.84 Sustainability Europe 115.41 0.75 15.8 166.65 0.86 15.3

3.41 29.71 S&PGlb Infrastructure 1746.34 0.73 25.6 2592.73 0.89 25.1

2.16 16.25 Luxury 1954.49 0.86 2.1

DJCommodity 661.93 -0.28 -6.5

*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
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Commodities Prices of futures contractswith themost open interest
EXCHANGE LEGEND: CBOT: Chicago Board of Trade; CME: ChicagoMercantile Exchange; ICE-US: ICE Futures U.S.MDEX:BursaMalaysia
Derivatives Berhad; LIFFE: London International Financial Futures Exchange; COMEX: Commodity Exchange; LME: LondonMetals Exchange;
NYMEX:NewYorkMercantile Exchange;ICE-EU: ICE Futures Europe. *Data as of September 2, 2014

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

Corn (cents/bu.) CBOT 351.50 -12.25 -3.37% 517.00 351.25
Soybeans (cents/bu.) CBOT 1020.25 -11.75 -1.14 1,279.25 1,012.50
Wheat (cents/bu.) CBOT 535.25 -19.75 -3.56 765.00 534.75
Live cattle (cents/lb.) CME 155.425 3.000 1.97% 160.750 130.900
Cocoa ($/ton) ICE-US 3,162 -3 -0.09 3,300 2,639
Coffee (cents/lb.) ICE-US 201.35 -8.10 -3.87 222.60 119.90
Sugar (cents/lb.) ICE-US 15.63 -0.19 -1.20 18.91 15.30
Cotton (cents/lb.) ICE-US 65.91 0.60 0.92 84.74 62.02
Rapeseed (euro/ton) LIFFE 323.00 -3.50 -1.07 386 301
Cocoa (pounds/ton) LIFFE 1,992 2 0.10 2,061 1,651
Robusta coffee ($/ton) LIFFE 2,062 -50 -2.37 2,218 1,585

Copper ($/lb.) COMEX 3.1320 -0.0230 -0.73 3.3570 2.8845
Gold ($/troy oz.) COMEX 1270.50 5.50 0.43 1,390.80 1,207.00
Silver ($/troy oz.) COMEX 19.220 0.068 0.36 22.240 18.700
Aluminum ($/ton)* LME 2,099.50 4.00 0.19 2,113.50 1,686.50
Tin ($/ton)* LME 21,560.00 -140.00 -0.65 23,770.00 21,410.00
Copper ($/ton)* LME 6,947.00 5.00 0.07 7,422.00 6,430.00
Lead ($/ton)* LME 2,231.00 0.50 0.02 2,287.00 2,033.00
Zinc ($/ton)* LME 2,373.50 14.00 0.59 2,410.00 1,948.00
Nickel ($/ton)* LME 18,670 -150 -0.80 21,100 13,425

Crude oil ($/bbl.) NYMEX 95.40 2.52 2.71 105.55 88.34
Heating oil ($/gal.) NYMEX 2.8610 0.0643 2.30 3.0912 2.7935
RBOB gasoline ($/gal.) NYMEX 2.6201 0.0771 3.03 2.8999 2.5188
Natural gas ($/mmBtu) NYMEX 3.854 -0.036 -0.93 4.8790 3.7400
Brent crude ($/bbl.) ICE-EU 103.13 2.17 2.15 113.81 100.80
Gas oil ($/ton) ICE-EU 869.00 11.25 1.31 950.25 851.00

Sources: SIX Financial Information;WSJMarket Data Group

Currencies London close onSept. 3
Per In

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

Argentina peso-a 11.0509 0.0905 8.4121 0.1189

Brazil real 2.9312 0.3412 2.2313 0.4482

Canada dollar 1.4284 0.7001 1.0873 0.9197

Chile peso 774.81 0.001291 589.80 0.001696

Colombia peso 2540.20 0.0003937 1933.65 0.0005172

EcuadorUS dollar-f 1.3137 0.7612 1 1

Mexico peso-a 17.1997 0.0581 13.0927 0.0764

Peru sol 3.7428 0.2672 2.8491 0.3510

Uruguay peso-e 31.377 0.0319 23.885 0.0419

U.S. dollar 1.3137 0.7612 1 1

Venezuela bolivar 8.34 0.119877 6.35 0.157480

ASIA-PACIFIC

Australia dollar 1.4064 0.7110 1.0706 0.9341

1-mo. forward 1.4095 0.7095 1.0729 0.9320

3-mos. forward 1.4153 0.7065 1.0774 0.9282

6-mos. forward 1.4242 0.7021 1.0842 0.9224

China yuan 8.0668 0.1240 6.1406 0.1629

Hong Kong dollar 10.1814 0.0982 7.7503 0.1290

India rupee 79.3728 0.0126 60.4200 0.0166

Indonesia rupiah 15463 0.0000647 11771 0.0000850

Japan yen 137.77 0.007258 104.88 0.009535

1-mo. forward 137.74 0.007260 104.85 0.009537

3-mos. forward 137.68 0.007263 104.81 0.009541

6-mos. forward 137.55 0.007270 104.71 0.009551

Malaysia ringgit-c 4.1784 0.2393 3.1807 0.3144

NewZealand dollar 1.5798 0.6330 1.2026 0.8316

Pakistan rupee 134.259 0.0074 102.200 0.0098

Philippines peso 57.273 0.0175 43.598 0.0229

Singapore dollar 1.6449 0.6079 1.2522 0.7986

South Koreawon 1339.76 0.0007464 1019.85 0.0009805

Taiwan dollar 39.267 0.02547 29.891 0.03346

Thailand baht 42.087 0.02376 32.038 0.03121

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

Euro zone euro 1 1 0.7612 1.3137

1-mo. forward 0.9998 1.0002 0.7611 1.3139

3-mos. forward 0.9994 1.0006 0.7607 1.3145

6-mos. forward 0.9987 1.0013 0.7602 1.3154

Czech Rep. koruna-b 27.682 0.0361 21.072 0.0475

Denmark krone 7.4480 0.1343 5.6696 0.1764

Hungary forint 314.07 0.003184 239.08 0.004183

Norway krone 8.1838 0.1222 6.2297 0.1605

Poland zloty 4.1990 0.2382 3.1963 0.3129

Russia ruble-d 48.490 0.02062 36.912 0.02709

Sweden krona 9.2217 0.1084 7.0197 0.1425

Switzerland franc 1.2068 0.8286 0.9186 1.0886

1-mo. forward 1.2065 0.8288 0.9184 1.0888

3-mos. forward 1.2057 0.8294 0.9178 1.0895

6-mos. forward 1.2043 0.8303 0.9168 1.0908

Turkey lira 2.8359 0.3526 2.1588 0.4632

U.K. pound 0.7986 1.2522 0.6079 1.6450

1-mo. forward 0.7988 1.2519 0.6080 1.6447

3-mos. forward 0.7992 1.2513 0.6083 1.6438

6-mos. forward 0.8000 1.2500 0.6090 1.6421

MIDDLE EAST/AFRICA

Bahrain dinar 0.4953 2.0188 0.3771 2.6521

Egypt pound-a 9.3923 0.1065 7.1496 0.1399

Israel shekel 4.6959 0.2130 3.5746 0.2798

Jordan dinar 0.9307 1.0745 0.7085 1.4115

Kuwait dinar 0.3745 2.6704 0.2851 3.5080

Lebanon pound 1987.28 0.0005032 1512.75 0.0006610

Saudi Arabia riyal 4.9273 0.2030 3.7508 0.2666

South Africa rand 14.0359 0.0712 10.6844 0.0936

United Arab dirham 4.8254 0.2072 3.6732 0.2722

a-floating rate b-financial c-government rate c-commercial
rate d-Russian Central Bank rate.
Source: ICAPPlc.
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O’MalleyGetsCloser toPresidentialRun
FundraisersSayMarylandGovernorTellsThemClintonCandidacyWouldn’tStopHimFromSeekingDemocraticNod

ANNAPOLIS, Md.—Democratic
fundraisers say Maryland Gov. Mar-
tin O’Malley has told them he would
enter the presidential race even if
front-runner Hillary Clinton is a
candidate, suggesting she would
face at least some competition for
her party’s nomination from an es-
tablished elected official if she runs.

Mr. O’Malley’s camp had signaled
earlier this year that the governor
likely wouldn’t join the field if Mrs.
Clinton sought the Democratic nom-
ination. But some party fundraisers
say they have come away from pri-
vate conversations with Mr. O’Mal-
ley with a clear impression that he
wouldn’t stand down should Mrs.
Clinton run.

As is the case with Mrs. Clinton,
the governor says he is still deciding
his course. Asked if he would com-
pete against Mrs. Clinton, Mr.
O’Malley, in a recent interview in
the State House, said: “I’m not in-
clined to talk about that at this
point. But I don’t blame you for ask-
ing.”

Despite his public reticence, Mr.
O’Malley’s message to fundraisers
and other recent actions show him
to be making the sorts of moves
that would position him for an
eventual run.

He will be the keynote speaker at
a Sept. 26 Democratic Party fund-
raising dinner in New Hampshire,
the state that holds the nation’s
first primary, and has dispatched a
couple of dozen campaign staffers
to states with competitive races in
the midterms. He is planning a trip
to California later in the month to
raise money for a political-action
committee he has used to give
money to candidates and party com-
mittees in states that loom large in
presidential races.

His PAC gave $5,000 to the New
Hampshire Democratic Party in May
and $2,500 to a New Hampshire
Democratic congresswoman in July,
federal election records show.

“He’s building up a series of
IOUs, and he’s showing a willingness
to serve the party, and he thereby
creates goodwill,” said Lou D’All-
esandro, a Democratic state senator
in New Hampshire.

A two-term governor who leaves
office in January, Mr. O’Malley
signed a law raising the state’s mini-
mum wage to $10.10 an hour by

2018. Last year, after the shootings
at an elementary school in New-
town, Conn., he signed legislation
banning various kinds of assault
weapons and imposing new limits
on the size of gun magazines. The
same year, he pushed through the
first state gas-tax increase since
1992, which supporters said was
needed to improve the state’s aging
transportation network.

This summer, Mr. O’Malley said
unaccompanied minors illegally en-
tering the U.S. shouldn’t be returned
to home countries where they would
be in danger—a position at odds
with the White House, which was
warning that children who weren’t
eligible to remain in the U.S. would
be sent home.

“He should have been more of a
centrist if he really thought he was
going to run for president,” said
Kathy Szeliga, GOP whip in the state
house of delegates.

An O’Malley supporter disputes
that. “The proof is in the pudding,”
said Maryland state Sen. James Ros-
apepe, a Democrat. “We lead the re-
gion in job creation, we have the
best-rated schools in the United
States….So I think that’s a very
mainstream record that will appeal
to people across the country.

Doug Goldman, a major fund-
raiser for President Barack Obama
who lives in San Francisco, said he
met with Mr. O’Malley privately in
the spring. “Martin O’Malley is mak-
ing it pretty clear that his ultimate
goal is president of the United
States,” Mr. Goldman said. He said
the governor indicated that, “Yes,
that’s the next step for him, that he
is running.”

Another Democratic fundraiser
said he asked Mr. O’Malley in recent
months what he would do if Mrs.
Clinton entered the race. This per-
son said he asked because he didn’t
want to spend time assisting with
Mr. O’Malley’s fundraising if in the
end the governor would retreat in
the face of a Clinton candidacy. He
“told me flat out he’s going to run
either way,” the person said.

A third Democratic fundraiser
said Mr. O’Malley told supporters at
an event last year in California
without qualification that he was
running for president.

Aides to Mr. O’Malley said it is
possible donors misconstrued the
governor’s unwillingness to rule out
a bid against Mrs. Clinton as a clear

statement he would run against her.
“Right now, he is thinking long and
hard about this, and he will make
his decision irrespective of what
other people do,” an O’Malley aide
said.

Mr. O’Malley’s deliberations
come as Democrats debate whether
Mrs. Clinton would clear the field
should she run. Some of Mr. O’Mal-
ley’s supporters, along with promi-
nent Democrats nationally, say the
better course would be to have a
meaningful primary-election debate
about the party’s direction.

“Competition is really good,”
said Terry Lierman, who has raised
campaign money for Mr. O’Malley.
“It’s good in business, it’s good in
sports and it’s essential in politics.
It makes better candidates.…I don’t
think Martin O’Malley or any candi-
date should be scared by another
candidate.”

A spokesman for Mrs. Clinton,
Nick Merrill, said Tuesday: “She as
much as anyone knows that running
for president is a very personal and
weighty decision that people need
to make on their own, based on
whatever factors they want to take

into account.”
For Mr. O’Malley, a major hurdle

is building a national profile. A July
Gallup Poll showed that, among
Democrats and those who lean to-
ward the party, 84% had either
never heard of or had no opinion of
him. Polls have consistently shown
Mrs. Clinton with far more support
than Mr. O’Malley, Vice President
Joe Biden and other Democrats.

“In 2008 Hillary Clinton was the
favorite to win,” said Bill Burton,
who was part of the 2008 Barack
Obama campaign team that defeated
Mrs. Clinton. “But in 2016 her infra-
structure is so much bigger and her
resources will be so much grander
and the ability to spend money will
be so much more vast than it was in
’08 that it would be very tough for
a primary contender to beat her.”

BY PETER NICHOLAS

Maryland Gov. Martin O’Malley
addressed the California Democratic
convention in March in Los Angeles.
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Martin Who?
Nearly seven in 10 Democrats say they have never heard of Maryland Gov. Martin
O’Malley. Opinions of some potential 2016 Democratic presidential candidates
among Democrats and those who lean Democratic:

Note: Figures don’t total 100 due to rounding.

Source: Gallup telephone poll of 1,013 adults conducted July 7–10;
full-sample margin of error: +/–4 pct. pts. The Wall Street Journal

84% 9 5 22Hillary Clinton

65 16 10 8Joe Biden

39 14 19 29Andrew Cuomo

38 6 18 39Elizabeth Warren

9 7 15 69Martin O’Malley

Favorable Unfavorable No opinion Never heard of

U.S. Economy Picks Up—Slowly and Steadily, Still
Economic activity largely picked

up during the summer after hitting
a soft patch at the start of the year,
though the Federal Reserve’s latest
survey of regional conditions
showed few signs of pressure on
wages.

The report spotlighted improve-
ment in consumer spending, tourism
and manufacturing during the pe-
riod from mid-July through late-Au-
gust. Retailers reported modest
sales during the back-to-school
shopping season.

And several regions said that
housing demand, which has lagged
behind economists’ expectations
this year, firmed up a bit during the
late-summer period, though mort-
gage demand was still soft.

Wednesday’s “beige book” sur-
vey was the third-straight report in
which all of the Fed’s district banks
reported either modest or moderate
economic growth. Most districts re-
ported few changes in hiring,
though it noted that some busi-
nesses have seen greater difficulties
in hiring certain skilled laborers.
Net job growth has exceeded
200,000 for six straight months.

“Businesses still mentioned diffi-
culties in finding qualified workers,
which seem to be both intensifying
and broadening across skills and oc-
cupations,” the Atlanta Fed re-
ported, pointing to shortages in
trucking, engineering, construction
and information-technology sectors.

The report said that most dis-
tricts had witnessed stronger con-
sumer spending and tourist spend-
ing during the survey period,

though several districts pointed to
greater conservatism in discretion-
ary spending. Auto dealers in Penn-
sylvania said that car sales had hit
record highs in July before easing
somewhat in August.

The report comes ahead of the
Fed’s policy-making committee
meeting set for Sept. 16-17.

Policy makers have held interest
rates near zero more than five years
after the recession officially ended
to help nurse an economy badly
scarred by the housing bust and fi-

nancial crisis. Wednesday’s survey
offered little evidence that the econ-
omy was either decelerating or
overheating.

This spring, Federal Reserve
Chairwoman Janet Yellen said the
U.S. economy still had significant
slack and was far away from reach-
ing full employment. During her
speech at last month’s economic
policy symposium in Jackson Hole,
Wyo., which followed continued de-
clines in the unemployment rate,
she noted the considerable difficulty
facing policy makers as they try to
judge the health of the job market.
The central bank’s assessments of
the degree of slack “must be based
on a wide range of variables” that
require difficult judgments about
“the cyclical and structural influ-
ences in the labor market,” she said.

The report said manufacturing

activity was mixed, with around
one-third of districts reporting an
expansion, one-third reporting con-
traction and one-third reporting lit-
tle change. Districts that reported
more upbeat conditions included
New York, Philadelphia, Richmond
and Atlanta.

Around half of all districts
pointed to a pickup in home sales
and construction of new homes,
though conditions still vary widely
from one market to another, the re-
port said.

Lending was up across nearly all
districts, the report said, led by
gains in San Francisco. Auto lending
has seen some of the strongest
growth so far this year, with districts
in Cleveland and Atlanta reporting
“very strong” demand. Consumer
lending was reported as somewhat
softer in the Kansas City district.

BY NICK TIMIRAOS
AND SARAH PORTLOCK

Retailers reported
modest sales during the
back-to-school season.
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Eurozone Large-Cap Equity
Funds investing in equities of large-cap companies from the 12 Eurozone countries. At
least 75% of total assets are invested in Eurozone equities. Ranked on % total return
(dividends reinvested) in Euros for one year endingSeptember 03, 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 CandriamEqs CandriamBelgium EURBEL 10.14 27.15 20.05 0.57
BMediterranean CAcc

NS Amundi ETF Amundi EURFRA 11.49 27.12 21.28 7.53
MSCI EMUHighDividendA/I

NS ComStage Commerz Funds USDLUX 8.34 26.58 9.99 NS
MSCI EMUTRNETF Solutions S.A.

NS iShares EURO BlackRock Asset EURIRL 8.47 26.06 21.37 5.86
TotalMarket Value Large Management Ireland Ltd

NS iShares EURO BlackRock Asset EURIRL 12.25 25.88 16.44 7.76
Dividend Management Ireland Ltd

NS iShares EURO BlackRock Asset EURDEU 12.47 25.76 16.94 7.88
STOXXSelect Div 30 (DE) Management (DEU) AG

NS Deka EURO Deka Investment EURDEU 12.36 25.75 16.93 7.10
STOXX® Select Dividend 30 ETF GmbH

NS ComStage Commerz Funds EURLUX 12.32 25.66 16.86 7.78
EUROSTOXX® Sel Div 30NRETF Solutions S.A.

NS db db x-trackers EURLUX 12.10 25.41 16.52 7.49
x-trackers Euro Stoxx®SelDivi30(DR)1D

NS Objectif Lazard Frères EURFRA 4.81 25.21 NS NS
Recovery EurozoneAA/I Gestion

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
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Russia Stocks Leap
On Cease-Fire Talk

A cease-fire plan reportedly tak-
ing shape in Ukraine sent Russian
stocks and the ruble sharply higher
Wednesday and boosted European
shares.

Moscow’s Micex stock index ad-
vanced 3.5% and its dollar-denomi-

nated counterpart, the
RTS index, jumped
5.2%.

The ruble, having
hit an all-time low against the dollar
earlier in the week, strengthened to
36.8525 per dollar late Wednesday in
New York from 37.4508 Tuesday.

Russian President Vladimir Putin
said he and his Ukrainian counter-
part were closing in on a cease-fire
plan for Kiev’s forces and pro-Rus-
sian rebels in eastern Ukraine.

Russian assets have been hit hard
in recent months because of the con-
flict in Ukraine. News of the possible
cease-fire agreement spurred some
investors to buy.

“We increased ruble exposure
marginally today,” said Daniel Wood,
fixed-income portfolio manager at
Fischer Francis Trees & Watts,
with about $13 billion in assets un-
der management. “If this is the posi-
tive catalyst we have been awaiting
regarding improved diplomacy be-
tween Russia, Ukraine and the West,
then it represents a great opportu-
nity to purchase Russian assets at a
deeply discounted valuation.”

Germany’s DAX index, which is
full of exporters and industrial com-
panies particularly sensitive to the
Ukraine conflict, closed the session
up 1.3% at 9626.49. Paris’s CAC-40
rose 1% to 4421.87. London’s FTSE
100 closed up 0.7% at 6873.58, after
hitting its highest level in more than
14 years during intraday trading.

“The announcement should ease
investors’ nervousness. However, it
is too early to restore foreign de-
mand of Russian assets as the con-
flict isn’t fully resolved,” said Fadi
Zaher, head of bonds and currencies
at Kleinwort Benson, which has
about $7 billion in assets.

Mr. Zaher said hard-currency
Russian corporate bonds offer the
best value among Russian assets.
“We are likely to see speculative
buyers enter this particular asset in
the short term,” he said.

Ukraine’s bond yields fell
sharply, reflecting a jump in prices.
Short-dated debt due September
next year was yielding a little under
15%, more than 2.5 percentage
points lower than Tuesday’s close,
according to Tradeweb. Longer-
dated bonds due April 2023 were
yielding about 9.9%, 0.5 percentage
point lower than Tuesday.

Russian bond yields were also
lower. The country’s dollar bonds
due September 2023 were yielding
5.05%, about 0.1 percentage point
lower than on Tuesday.

In the U.S., the Dow Jones Indus-
trial average was little changed, but
technology shares weighed on the
Nasdaq.

The Dow industrials added 10.72
points, or 0.1%, to 17078.28. The S&P
500 index shed 1.56 points, or 0.1%,
to 2000.72. The Nasdaq Composite
Index dropped 25.62 points, or 0.6%,
to 4572.57.

Apple dropped 4.2%, one week
before it is expected to unveil its
latest iPhone. Andy Hargreaves, an
analyst with Pacific Crest, warned
that he might downgrade Apple’s
stock unless next week’s event in-
cludes “massive” opportunities for
profit.

Oil prices rallied Wednesday, al-
most completely erasing Tuesday’s
big losses, on expectations that
steps toward a cease-fire in Ukraine
could boost economic growth in Eu-
rope.

“It’s a bit counterintuitive” that
news of reduced geopolitical tension
is pushing oil prices higher, said Jim
Ritterbusch, president of energy-ad-
visory firm Ritterbusch & Associ-
ates. “The market’s interpretation is
that it conjures up images of eco-
nomic improvement in the euro-
zone, which is badly needed.”

Crude for October delivery rose
$2.66, or 2.9%, to $95.54 a barrel on
the New York Mercantile Exchange.

BY JOSIE COX
AND CHIARA ALBANESE
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Falling Iron-Ore Prices
Could Disrupt Miners

Iron-ore prices tumbled to their
lowest level in more than two years
because of weak housing demand in
China, the world’s largest consumer
of the steelmaking raw material,
sparking fears that high-cost mines
around the world may be forced to
close.

A slowdown in real estate in
China has dented appetite for steel
for use in building apartments. At
the same time, iron ore from new
mines is pouring onto the market.

Australia is the biggest exporter,
and its mines, often in the Outback,
typically operate at lower costs than
international rivals.

Late Tuesday, the price of iron
ore delivered to China had fallen to
less than $87 a metric ton for the
first time since August 2012, from
$100 in May this year. In China, a key
contract price for steel reinforcement
bars, or rebar, was at around $493
per ton, a seven-year low.

“I would expect to see some
shutdowns at these rates,” says
Mark Prevan, the Melbourne head of

commodity research at Australia &
New Zealand Banking Group Ltd.
Several high-cost mines in China
will probably close if prices remain
below $90, he said.

According to Paul Bloxham, the
Sydney-based chief economist with
HSBC Holdings PLC, iron-ore prices
could stabilize as Chinese compa-
nies cut production.

It costs some Chinese mines more
to produce iron ore than they can
currently receive for selling it. That
ordinarily would force mining com-
panies to reduce output, but accord-
ing to Mr. Prevan, some of these pro-
ducers are protected because they
are owned by steel companies. The
steelmakers continue to produce low-
cost steel for export, allowing the
mines to keep operating.

“Export demand is strong from
Southeast Asia,” said Larry Hu, a
Shanghai-based steel trader who
deals mainly in exports. He said de-
mand was also quite strong from
the Middle East and other regions.

“It is enough for me to survive,”
Mr. Hu said.

Others are gloomy about the out-

look for the market. “I think prices
could fall further in the short term.
The supplies are increasing,” said
Winston Yue, a Shanghai-based
iron-ore trader, referring to ore
from countries including Australia
and Brazil.

BHP Billiton, the world’s biggest
mining company, said in July it
plans to continue to raise iron-ore
output despite falling prices.

India, the third-largest supplier
of iron ore until two years ago, is
another worry. Some miners are set
to resume production following a
prolonged shutdown over illegal
mining.

Miners in the western state of
Goa, which accounted for about half
of India’s iron-ore exports, are ex-
pected to resume shipping abroad
the low-grade ore they produce by
the first quarter of next year. Do-
mestic steel mills don’t have the ca-
pacity to process the ore.

Potentially limiting Indian pro-
duction is that the mines are likely to
have to offer steep price discounts on
their ore because of its low grade,
traders say.

BY BIMAN MUKHERJI

In China, a key contract price for steel reinforcing bars, shown at a plant in Jiangsu province, is near a seven-year low.
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Israeli Firms to Provide Gas to Jordan

JERUSALEM—A group of Israeli
energy companies said Wednesday
they have signed a letter of intent to
sell natural gas to a Jordanian
power company, in a potentially
multibillion-dollar deal that could
strengthen ties between the two
Middle East neighbors.

The Israeli companies said they
would supply 45 billion cubic
meters of gas over 15 years from the
offshore Leviathan field to Jordan’s
state-owned National Electric
Power Co.

The companies—which include
U.S.-based Noble Energy Inc.’s No-
ble Energy Mediterranean Ltd. unit,
along with Israel’s Delek Drilling
LP, Avner Oil Exploration LP and
Ratio Oil Exploration LP—didn’t
disclose the value of the deal. Delek
Drilling and Avner declined to com-

ment on the deal.
Israeli media have reported that

the deal is worth about $15 billion.
The Israeli government wel-

comed the move. “This is a historic
event that will strengthen political
and economic relations between Is-
rael and Jordan,” said Silvan Sha-
lom, the country’s energy minister.

For Israel, the deal will help
build its credentials as an energy
supplier after making some major
gas discoveries off the Mediterra-
nean coast in recent years. The Le-
viathan field, which was discovered
in 2010, is estimated to contain
about 22 trillion cubic feet of gas,
enough to meet all of Israel’s gas
demand for about 100 years. Pro-
duction is expected to start later
this decade, and Israel hopes to ex-
port most of its output.

Finding a market, however, for
the substantial gas reserves is com-
plicated despite the growing hunger

for energy in nearby countries such
as Egypt and Jordan.

With few energy sources of its
own, Jordan has long relied on
neighbors for imports. It is cur-
rently seeking cheap supplies to
help make up for lost gas imports
from Egypt, which have become er-
ratic because of attacks on a key
pipeline since the Arab country was
hit by unrest in 2011.

Though Jordan signed a peace
treaty with Israel 20 years ago, Is-
rael’s occupation of Palestinian land
has meant the government of King
Abdullah has faced criticism at
home and among Arab neighbors for
its relations with Israel. New infra-
structure is also necessary to trans-
port the gas from the eastern Medi-
terranean to Jordan.

The Jordanian Energy Ministry
and National Electric Power couldn’t
immediately be reached for com-
ment.

BY SARA TOTH STUB
AND SARAH KENT
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Japan’s Abe
Unveils Lineup
For Cabinet

TOKYO—Japanese Prime Minis-
ter Shinzo Abe overhauled his gov-
ernment, rolling out a lineup that
signaled his determination to push
ahead with changes to boost the
economy and raise Japan’s military
profile.

Mr. Abe’s first cabinet reshuffle
since he took power 20 months ago
introduced some surprise new faces
while retaining ministers in major
posts such as finance and foreign af-
fairs.

Generating a buzz in financial
markets, Mr. Abe appointed a strong
advocate of economic changes as
minister of health, labor and wel-
fare, a job that has responsibility for
revamping the nation’s $1.2 trillion
public pension fund. The new minis-
ter, Yasuhisa Shiozaki, is a former
central banker who has proposed in-
vesting more of the fund’s assets in
stocks and infrastructure projects
while reducing government-bond
holdings.

The new cabinet includes five
women, matching a record held by
the 2001 cabinet of former Prime
Minister Junichiro Koizumi. Among
them is rising star Yuko Obuchi, 40,
a former deputy minister of finance
who was named minister of econ-
omy, trade and industry.

“We will continue to put the
economy first, aim to snuff out de-
flation and do whatever we can to
implement growth strategies,” Mr.
Abe said at a news conference. “It’s
the mission of the new Abe cabinet
to solidify economic growth and
make sure its fruit is felt in every
nook and cranny of the land.”

Giving a boost to Tokyo’s efforts
to complete the U.S.-led Trans-Pa-
cific Partnership free-trade agree-
ment, Mr. Abe tapped a party vet-
eran with a sway over farm lobbies
as agriculture minister.

Robert Feldman, an economist at
Morgan Stanley MUFG in Tokyo, said

the new cabinet lineup “suggests ex-
tra momentum for third-arrow re-
forms in some key areas,” referring
to the structural changes under Mr.
Abe’s pro-growth strategy known as
Abenomics. The first two arrows are
monetary easing and more govern-
ment stimulus spending.

The new defense minister,
Akinori Eto, was given responsibil-
ity for overhauling national-security
laws. Mr. Abe wants to give a
greater role to Japan’s military in
fighting alongside allies like the
U.S.—what he calls “collective self-
defense.”

Mr. Abe is facing growing chal-
lenges. Recent data suggested an in-
crease in the national sales tax in
April was hitting consumer spend-
ing and threatening the economic
recovery that took off during Mr.
Abe’s first year. Popular opposition
to his defense policy remains
strong, and a territorial spat with
China continues.

Still, overall approval ratings for
his administration remain solid
around 50%, a factor that enabled
him to serve without changing a
single member of his cabinet for a
record 617 days.

Opposition politicians criticized
what they described as the hawkish
bent of Mr. Abe’s choices. “This re-
shuffle has seen those loyal to the
prime minister given posts and
those who talk back to him
crushed,” said Seiji Mataichi, secre-
tary-general of the minor opposition
Social Democratic Party.

Communist Party chief Kazuo
Shii said, “It’s a lineup aimed at
ramming through policies that go
against the voice of the people like
collective self-defense, big tax hikes,
nuclear-reactor restarts and new
bases on Okinawa.”

Mr. Abe appointed a combination
of party veterans and supporters of
his nationalistic views for the lead-
ership of the ruling Liberal Demo-
cratic Party. The move prepares the

party for tough gubernatorial races
in the prefectures where discontent
with the central government is par-
ticularly strong—Fukushima and Ok-
inawa.

At the same time, it paves the
way for Mr. Abe’s re-election as rul-
ing-party president next year. He re-
moved his biggest political rival,
Shigeru Ishiba, from the party’s No.
2 position as secretary-general and
replaced him with Sadakazu Tani-
gaki, a party elder with moderate
political views.

The position of the party’s policy

planning chief went to Tomomi In-
ada, a conservative lawmaker who
visited Yasukuni Shrine, a contro-
versial Tokyo war memorial, last
month as a junior state minister.

Mr. Abe kept familiar faces in top
posts, including top aide Yoshihide
Suga, allaying criticism from foreign
officials and the business commu-
nity that the turnover of policy
makers in Japan has been too rapid.

Taro Aso, a former prime minis-
ter known for his hawkish fiscal pol-
icy views, remains finance minister
and deputy prime minister. This re-

inforces speculation that Mr. Abe
will go ahead with plans to raise the
national sales again in October 2015,
to 10% from 8% currently.

Fumio Kishida, a 57-year-old law-
maker who hails from the liberal
wing of the increasingly right-lean-
ing ruling party, will continue to
serve as foreign minister. The prom-
inence of figures such as Mr. Kishida
and Mr. Tanigaki, the ruling party
No. 2 who is known to have ties to
China, could bolster Mr. Abe’s ef-
forts to mend Japan’s tattered ties
with Beijing.

BY YUKA HAYASHI

Gender Balance | Five women join cabinet, and a sixth takes ruling-party post

Source: staff reports The Wall Street Journal

Internal affairs minister
Name: Sanae Takaichi
Age: 53
Longtime ally of Mr. Abe, known for her
strong conservative views. Has criticized
Japan’s 1993 apology to Asian women
forced to work at Japanese military
brothels, saying that it has led to
“masochistic” view of history and calling
on the government to replace it with a
new statement.

Economy and trade minister
Name: Yuko Obuchi
Age: 40
Daughter of former Prime Minister Keizo
Obuchi; entered politics in 2000 after her
father suffered a fatal stroke. Became the
youngest-ever cabinet minister at the age
of 34 when she was appointed in 2008 as
the minister in charge of tackling the
declining birthrate.

Justice minister
Name:Midori Matsushima
Age: 58
Former political reporter for the liberal
Asahi Shimbun who went into politics
herself as a member of the conservative
ruling Liberal Democratic Party. Elected to
parliament first in 2000.

Minister in charge of abduction issues
Name: Eriko Yamatani
Age: 63
Also a close Abe ally. Former journalist and
a Catholic. Has promoted visits to Yasukuni
Shrine and opposed what she calls
“excessive” sex education in school
textbooks. Visited disputed islands in the
East China Sea in 2012 after 14 Chinese
activists landed on one of the islands.

Minister in charge of empowering women
Name: Haruko Arimura
Age: 43
Formerly worked for McDonald’s Japan. Was
elected to parliament’s upper house in 2001
and is now in her third term.

Policy chief of ruling Liberal
Democratic Party
Name: Tomomi Inada
Age: 55
Served until Wednesday as cabinet
minister in charge of regulatory reform.
Has called for Japan to become a “moral
superpower” where people can be “proud
of being Japanese.” Signed 2007 ad in the
Washington Post that denied Japanese
authorities forcibly made Asian women
work at wartime military brothels.

Photos: Bloomberg (Sanae Takaichi, Yuko Obuchi, Tomomi Inada); Agence France-Presse (Midori Matsushima); Associated Press (Eriko Yamatani, Haruko Arimura)

Polls ShowNew Zealand Premier’s Chances Dimming
WELLINGTON, New Zealand—

John Key is facing an unusual pre-
dicament for a prime minister seek-
ing re-election: stellar economic
performance—and an evaporating
lead in the polls.

It isn’t that voters don’t like him:
Polls consistently place him as the
nation’s preferred prime minister
and just a few months ago, his cen-
ter-right National Party seemed on
course to being able to form its own
government, unusual in a country
whose political system gives smaller
parties more influence.

But as the Sept. 20 election date
nears, National’s support is ebbing.
The latest opinion polls have it slip-
ping below the key 50% threshold
for an outright win and forcing it to
look at an alliance with New Zea-
land First, a party with an anti-im-
migration stance whose intentions
as potential kingmaker are unclear.

The government’s drift in the
polls comes despite the economy

steaming ahead better than many
other advanced economies. New
Zealand was one of the first of those
countries to raise interest rates
since the global financial crisis.

But recent accumulation of
wealth has attracted more foreign-
ers and prompted a return of over-
seas New Zealanders. The flow of
new arrivals, the strongest in more
than a decade, has sent house prices
soaring and put foreign ownership
of property at the heart of the elec-
tion debate. Anti-immigration rheto-
ric aimed at people struggling to get
on the housing ladder has featured
heavily in party speeches from
across the political spectrum—not
least from New Zealand First.

Voters have also fled to smaller
parties espousing niche causes such
as cheaper Internet access and rec-
reational fishing rights. Added to
that is an upswing for left-leaning
parties including the Green Party,
which appear to have profited from
a scandal alleging Mr. Key’s govern-
ment covertly used a right-wing
blog to smear its opponents.

Labour, National’s biggest rival,
has tried to shift the spotlight away
from the recovery to those who ha-
ven’t benefited from it. In a tele-

vised debate last week, its leader,
David Cunliffe, highlighted the num-
ber of children living in poverty and
young people locked out of the rap-
idly rising housing market.

“We seem to have missed, for
many people, the party and we’re
going straight to the hangover,” he
said.

The country of 4.5 million people
has a multiparty system similar to
Germany’s, allowing voters to
choose both the party they want in
government and the candidate for
their local district. That means gov-
ernments often rule with only the
smallest of majorities, and even tiny
shifts in support for the major par-
ties can dramatically shift elections.

The biggest gains since cam-
paigning began last month have
been among smaller parties closer
to Labour, while a handful more
sympathetic to the governing block
have seen support waning.

“National is already quite vulner-
able because they don’t have enough
support partners in a healthy

enough way,” said Bryce Edwards, a
political scientist at the University
of Otago. He said the election was
now close enough that even a 1%
shift in support for one of the major
parties could alter the outcome.

Although an alliance hasn’t for-
mally been announced, Labour is
likely, as in the past, to partner up
with the Greens—an alliance that
would get at least 40% of the total
vote, judging from polls. National
currently governs with three coali-
tion partners: liberal-democratic
United Future, the indigenous Maori
Party, and ACT, an advocate of
smaller government.

Labour has been hampered by
fragile party leadership. Mr. Cunliffe
is the third Labour leader in three
years and remains an unpopular
choice for prime minister. Still, po-
litical commentators widely hailed
the ex-diplomat as the clear victor
over Mr. Key in at least one of two
debates in the past week, which fo-
cused on so-called dirty politics
alongside other issues.

BY LUCY CRAYMER

Alliance politics could complicate the
prospects for Mr. Key’s re-election.
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Fee Bonanza Dries Up at U.S. Banks
U.S. banks are making less of

their money from customer-account
fees than at any time in the past
seven decades as strict government
rules and changing consumer behav-
ior squeeze a major source of reve-
nue.

After peaking in 2009, the an-
nual account fees collected at com-
mercial banks have declined mark-
edly, even as the volume of bank
deposits has swelled, according to
the Federal Deposit Insurance
Corp. The fees have dropped nearly
21% to $32.5 billion last year from
$41.1 billion in 2009.

The total fees had climbed every
year since 1942, when the FDIC
started collecting the data.

As a result, such fees are making
up a smaller share of profits. As a
percentage of total noninterest in-
come, deposit-account fees dropped
to 14.1% in 2013, the lowest level
since 1942, according to the FDIC
data. From 2000 through 2009,
those fees accounted for an average
of 17% of such income.

The turnaround is an example of
the ways the regulatory clampdown
that began after the financial crisis,
as well as the fast-growing popular-
ity of online and mobile banking,
are changing behavior at U.S. banks,
bankers and analysts say.

The upshot is that banks no lon-
ger see these account charges as an
easy way to boost their bottom
lines. “I don’t see anybody looking
at fees as a way of growing their
business,” said Jefferson Harralson,
a banking analyst at Keefe, Bruyette
& Woods.

Bouncing a check used to get
customers kicked out of their bank.
But in the 1980s, banks’ view of
those people began to change, Mr.
Harralson said. “They started to re-
alize that these were the most prof-
itable customers of the bank and
they actually went after them,” he

said. “Bankers saw these fees as im-
portant ways to make their profit
numbers.”

Checking-account customers can
be subject to a number of fees, in-
cluding minimum monthly charges if
balances fall below a certain level
and fees for some ATM transactions
or closing accounts. Banks have also
charged overdraft fees of $35 or
more each time customers write
checks or use debit cards on pur-
chases that exceed their available
balances.

More than half of the account
fees on average come from over-
draft and bounced-check charges,
according to a report from the Con-
sumer Financial Protection Bureau
in July.

The rise of such fees ended in
2010 when the Federal Reserve, con-
cerned about abusive practices that
burdened some consumers with
hundreds of dollars in charges, put
in place a new regulation requiring
that customers had to explicitly opt-
in for overdraft coverage on certain
transactions, or the bank couldn’t
charge those fees.

In addition, the instant access
consumers now have to bank bal-
ances online and with smartphones
have made them less likely to spend
more than they have in their ac-
counts, bankers say. The Fed re-
leased a survey in March showing
that the most common use of smart-
phone banking apps is checking bal-
ances and tracking transactions.

Despite the recent decline in
these account charges, bank earnings
have risen significantly since the re-
cession as lenders have boosted new-
loan volume. Meanwhile, they have
benefited from lower expenses for
loan losses. U.S. banks reported net
income of $40.2 billion in the second
quarter, according to data released
by the FDIC Thursday. That was just
below the record of $40.3 billion in
the first quarter of last year.

Banks are having to adjust to de-

clines in the account fees with new
strategies.

First Tennessee Bank, based in
Memphis, Tenn., has turned to a
model where it pushes for custom-
ers to maintain higher balances in
their accounts rather than trying to
ramp up fee income. Its service-fee
income has tumbled 36% from 2008,
the high, to $114.4 million last year.

Before 2010 the bank offered free
checking, said David Miller, executive
vice president for consumer banking,
and now it charges for most checking
accounts and seeks to help customers
avoid transactions that exceed their
balances. “Now we offer four differ-
ent checking products depending on
the customer’s needs,” said Mr.
Miller. “We call it making lemonade
out of lemons.”

Rather than relying on the ac-
count fees, First Tennessee is trying
to persuade customers to buy
stocks, mutual funds or other in-
vestment products that can be more
lucrative than a simple checking ac-
count. Revenue from the bank’s
wealth-management business is up

about 25% over the past two years,
Mr. Miller said, and it is bringing in
about $80 million a year in reve-
nues. Also, he said, customers prefer
the new approach.

“Even though we didn’t replace
overdraft fees with monthly
charges, the customers are bringing
more dollars to us,” Mr. Miller said.
“Customers have to do a little more
work to learn about the accounts
but the outcome is customer satis-
faction is going up.”

Bank of America also has shifted
its approach. It agreed to pay $410
million in 2011, without admitting
wrongdoing, to settle its part in a suit
against a group of banks that alleg-
edly had overcharged customers for
overdrafts.

Later that same year, a consumer
outcry prompted the Charlotte, N.C.,
bank to reverse a planned $5 charge
on debit-card transactions. Its fee in-
come has plummeted from a peak of
$10.9 billion in 2008, its top year, to
$5.25 billion last year, according to
FDIC data.

The bank now says it is better off

forgoing some of that income. For
one, it no longer allows customers to
opt-in to the overdraft program on
debit-card and certain ATM transac-
tions, even though the regulations
permit it.

The bank still permits overdrafts
on paper checks, but says it seeks to
counsel customers to avoid spending
more than bank balances.

Bank of America has said it can
earn more by persuading customers
to maintain more of their finances
at the bank and its units, and that it
is cheaper to have fewer overdraft-
ers because about two-thirds of its
call-center contacts are from cus-
tomers with questions about fees
and balances. Fewer calls means the
bank can reduce call-center costs,
said Thong M. Nguyen, a retail-
banking executive at Bank of Amer-
ica.

“With those old rules you got the
proverbial $35 cup of coffee,” said
Mr. Nguyen. “That model is not sus-
tainable.”

Some other banks also have em-
braced a strategy of minimizing fees
and focusing on handling a broader
range of customers’ financial trans-
actions, from bill payment to IRA in-
vestments such as mutual funds and
bonds.

Still, the account fees and over-
draft services have their defenders,
who say the overdraft service helps
customers as long as they don’t over-
draft excessively. They argue that the
regulations have been misguided and
may end up denying consumers short-
term credit that many find useful.

“These rules hurt the consumer
more than the banks,” said Richard
Hunt, president and CEO of the Con-
sumer Bankers Association in Wash-
ington, an industry lobbying group.
“We’re always upfront with the con-
sumer and we’re completely trans-
parent. Because of this jobless re-
covery people live paycheck to
paycheck and this can be a real ser-
vice.”

BY JAMES STERNGOLD

MARKETS

Fees Falling
After rising for nearly seven decades, service charges that U.S.
commercial banks collect on deposit accounts have started dropping.

Service charges
on deposit accounts

Service charges as a percentage of
noninterest income

Source: Federal Deposit Insurance The Wall Street Journal
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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 09/02 USD 24.21 6.0 24.5 19.1
Japan Fund USD JP EQ IRL 09/03 USD 21.71 -3.9 3.2 13.8
Polar Healthcare Class I USD OT EQ IRL 09/02 USD 34.24 20.8 45.6 41.6
Polar Healthcare Class R USD OT EQ IRL 09/02 USD 33.45 20.2 44.7 40.9

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
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ProtestFactionAttendsPakistanAssembly
ISLAMABAD—Pakistani Prime

Minister Nawaz Sharif steadied his
fragile grip on power Wednesday af-
ter his political opponents attended
a special session of a parliament
they had previously denounced as a
fraud, but instability threatens the
rest of his tenure, politicians and
analysts said.

Protests led by populist politi-
cian Imran Khan and Muslim cleric
Tahir ul Qadri since Aug. 15 have
sought to oust the government of
Mr. Sharif, who came to power in
May 2013 elections that the demon-
strators claim were rigged. Mr. Khan
had said Tuesday he didn’t recog-
nize “this parliament of thieves”
and vowed to send his 34 members
of the 342-seat assembly to resign
their seats.

On Wednesday, however, his law-
makers came to the parliament and
announced they would be returning
to talks with the government over
their demands for electoral reforms
and Mr. Sharif’s resignation.

“We have come not to set fire to
this house but to save it,” said Shah
Mahmood Qureshi, the parliamen-
tary head of Mr. Khan’s Pakistan
Tehreek-e-Insaf party, speaking at a
special session of both houses of
parliament. “Come, let’s go beyond
our egos and let’s look for a better
future for Pakistan.”

PTI, the third-largest party in
parliament, found itself isolated,
with many other opposition mem-
bers asking what had happened to
its threat to quit the assembly and
expressing support for Mr. Sharif.

“Today, you have shown you are
standing your ground and they [the
PTI] are the ones coming here,” said
Khursheed Shah, the leader of the
opposition Pakistan Peoples Party,
addressing his remarks to Mr.
Sharif. “Parliament fought this war
and parliament decided that the
prime minister will not resign.”

The protests dwindled in recent
days as political parties rallied be-
hind Mr. Sharif. Giving more breath-
ing room to the government, a se-
nior member of Mr. Khan’s party,
Javed Hashmi, broke ranks with the
protest leader, accusing him of fol-
lowing signals from the army.

Still, Mr. Sharif’s power remains
severely diminished, and analysts
say he may be forced to call early
elections.

“This has been such a devastat-
ing shock to the system, it is hard to
see how, without an election, any
politician can recover the kind of
political capital lost in the last few
weeks,” said Cyril Almeida, a news-
paper columnist.

The political confrontation of the
past three weeks has weakened Mr.
Sharif and exposed the limits of ma-
neuver for civilian governments in a
nuclear-armed country that is still
dominated by its armed forces. The
government believes the protests
are secretly backed by the military,

a charge the military denies.
Before the protesters set off for

Islamabad from the eastern city of
Lahore last month, Mr. Sharif had
appeared to be a strong prime min-
ister, sitting on a solid majority in
parliament. But he had been on the
defensive after he asked the military
to intervene directly as a “facilita-
tor” in negotiations between gov-
ernment and the protesters. This
past weekend, violent clashes be-
tween the demonstrators and police
turned Islamabad’s government
quarter into a battleground, leaving
three protesters dead.

The behavior of the majority of
lawmakers this week stood in stark
contrast to incidents in the 1990s,

when the opposition routinely con-
spired with the military to bring
governments down.

That decade, a period of near-
constant political instability and low
economic growth during which no
administration completed its term,
ended in a 1999 coup by then-army
chief Pervez Musharraf against Mr.
Sharif’s last government that sent
him to jail and then exile.

Abdul Nabi Bangash of the oppo-
sition Awami National Party told
parliament “a message that a soft
coup has taken place” arose from
the protesters’ assault on Monday
on the state television headquarters.
The army vacated demonstrators
from the facility after they smashed

up equipment and cut the transmis-
sion, but no arrests were made.

On Sunday, the military warned
the government against “further use
of force” after police clashed with
demonstrators who tried to march
on the prime minister’s residence.
The protesters have offered no re-
sistance to the soldiers deployed in
the government quarter, and have
even shouted slogans in their favor.

Government aides say privately
that the military has used the pres-
sure of the protests to force Mr.
Sharif to agree to give up control of
sensitive foreign policy and national
security affairs.

—Qasim Nauman
contributed to this article.

BY SAEED SHAH

A Pakistani supporter of protest leader Imran Khan wears a helmet bearing images of Mr. Khan at an antigovernment demonstration in Islamabad on Wednesday.
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Gang-Rape Case Sparks Outrage in Afghan Capital
KABUL—News of a gang rape has

rattled the Afghan capital, stirring
fears of a return to lawlessness
amid a prolonged political crisis
that is threatening to plunge the
country into civil war.

Afghan police said this week
they arrested six men in connection
with the rape, which took place in
the early morning hours of Aug. 23.
The announcement of the arrests
sparked an outpouring of rage in Af-
ghanistan, with social media cam-
paigns calling for a harsh punish-
ment of the culprits.

According to Kabul police offi-
cials, a group of men wearing police
uniforms and armed with Kalash-
nikov assault rifles stopped a convoy
of cars that was driving back to the
city from a wedding in the district
of Paghman on the night of the rape.

The armed men dragged four
women to the side the road, where
they robbed them and beat them up,
the screams of the victims in ear-
shot of male relatives they were

traveling with. Three of the women
were raped, including one who was
pregnant.

Jamshid Totakhil, a senior Kabul
police official, said all six of the men
arrested were charged and had con-
fessed to being involved in the rape.
None of the accused were reachable
to comment.

Police said the six men aren’t po-
lice officers.

Afghan President Hamid Karzai
called for the prompt execution of
those found guilty, according to his
spokesman, Aimal Faizi.

“It’s the main topic of conversa-
tion,” said Shaharzad Akbar, a civil
society activist. “In recent years,
nothing quite like this has hap-
pened, at least not so close to Ka-
bul.”

In photos released Wednesday by
Kabul police, the women, whose
identities were withheld, are shown
pointing to suspects lined up
against a wall. One of them, in an
all-covering blue burqa, tugs at the
shirt of one of her alleged assail-
ants, while another uses a wooden
stick to single them out.

Violence against women is com-
mon in Afghanistan, but most of it
happens within the home.

“What’s unusual about this case
is that it came to light. [Rape] is far
more common that we would know
because people don’t talk about it,”
said Patricia Gossman, a senior re-
searcher with Human Rights Watch.
“There is an enormous social
stigma.”

For many Afghans, this case also
rekindled memories of the civil war
of the mid-1990s, when law and or-
der collapsed as rival mujahedeen
groups battled for control of Kabul.
At that time, women were fre-
quently abducted and gang raped.

“This incident reminds us of vio-
lence against women during the
civil war—that’s why people are
very sensitive about it, and want to
push the government to take serious
action,” says Najma Zala, a Kabul-
based women’s rights activist. “We
don’t want to return to that same
era again.”

In a statement Wednesday, the
U.S. Embassy in Kabul called on Af-
ghan judicial bodies “to ensure that
the perpetrators are brought to jus-
tice, and we commend the Afghan
government for protecting the basic
rights of women and girls.”

In recent months, a disputed
election has triggered a prolonged
political crisis that stoked fears of a
return to the bloodshed. The results
of a June 14 runoff vote have been
inconclusive, with presidential can-
didate Abdullah Abdullah alleging
widespread fraud took place in favor
of his rival, former finance minister
Ashraf Ghani.

U.S.-led efforts to break the
deadlock have proved unsuccessful.
While the candidates in principle
agreed to share power, no consensus

has been reached on forming a gov-
ernment.

Earlier this week, Mr. Abdullah’s
camp threatened to effectively with-
draw from the electoral process, with
members of his team saying they
were ready to take to the streets and
occupy government buildings if their
demands weren't met.

The dispute has ethnic over-
tones: Mr. Abdullah, who is of mixed
Tajik and Pashtun heritage, draws
most of his support from the coun-
try’s north and west, while Mr.
Ghani is a Pashtun with roots in the
east.

Some, like Cina Wardak, a
mother of four, see the Kabul rape
case as a product of the deteriorat-
ing security and rising crime levels
that have marked this period of un-
certainty.

“I was so shocked—this is some-
thing that happened during the mu-
jahedeen years,” said Ms. Wardak,
who was a teenager in Kabul at the
time of the civil war. “I thought that
the Afghan police was strong now, I
never thought this could happen
again.”

BY MARGHERITA STANCATI
AND HABIB KHAN TOTAKHIL

The case rekindled
memories of the 1990s
civil war, as rival
mujahedeen groups battled
for control of Kabul.
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Daimler to Expand
Into Ride Sharing

Daimler AG Wednesday became
the first major car maker to enter
the ride-sharing business, a fast-
growing market currently dominated
by startups like Uber Technologies
Inc.

Daimler, whose Mercedes-Benz
cars are popular with taxi services
in parts of Europe, said it would ac-
quire the U.S.’s RideScout LLC and
Germany-based Intelligent Apps
GmbH, which operates the mytaxi
cab-booking app.

The value of the acquisitions is
small at less than $100 million, ac-
cording to people familiar with the
situation. Daimler is making the ac-
quisitions through its Moovel GmbH
unit, in which Daimler has consoli-
dated its mobility services business,
including Car2Go GmbH. Car2Go ac-
quired a minority stake in mytaxi in
2012.

A spokeswoman for Moovel de-
clined to comment on the price of
the deals. A spokeswoman for Uber
didn’t immediately respond to a re-
quest for comment.

Young urban consumers who
have grown up sharing music, mov-
ies and other services over the Inter-
net now realize that it is often
cheaper to share a car than to shoul-
der the costs of insurance and gas.
As ride sharing increases in popular-
ity, the cost of a ride is nearly the
same or lower than taking a taxi,
making ride sharing an alternative to
the traditional cab.

The ride-sharing market has
largely been controlled by technology

startups like Uber and Lyft Inc. Both
are based in San Francisco, but Lyft
only operates in U.S. cities, while
Uber is present in 45 countries.

Investors recently gave Uber an
$18.2 billion valuation. Other, smaller
ride-sharing companies, such as
Sidecar, have also tried to gain mar-
ket share.

RideScout, which started operat-
ing last November, is present in 69
cities in North America. The smart-
phone app helps users find the easi-
est way to get from one point to an-
other using different modes of
transportation, including public tran-
sit, car- or bike-share.

Mytaxi, on the other hand, acts as
a middleman, connecting taxi users
and taxi drivers world-wide by allow-
ing users to order taxis with an app.

One of the reasons Daimler chose
to acquire these companies was to
hire the entrepreneurs behind the
technology at each firm, said one of
the people.

Online car-services companies,
and market leader Uber in particular,
have faced stiff opposition from es-
tablished taxi operators in several
countries. Uber’s smartphone app,
UberPop, lets users hail cars driven
by both professional and nonprofes-
sional drivers.

A German court recently banned
UberPop service pending a hearing
into whether the company poses un-
fair competition to taxi-service com-
panies. The court ruled that Uber-
Pop doesn’t have the necessary
licenses and driver insurance that
taxi operators are required to have
to transport passengers. Uber is
challenging the ruling.

BY DANA MATTIOLI
AND WILLIAM BOSTON

Applications like Uber have made ride sharing an alternative to taking a taxi.
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Mr. Ghosn is credited with rescu-
ing Nissan from near disaster when
he arrived at the company in 1999
from Renault, after the two compa-
nies set up a joint shareholding ar-
rangement. He hasn’t specified a re-
tirement date. In addition to
running the alliance, which was cre-
ated in 1999, he has served as chief
executive of Nissan since 2001 and
Renault since 2005.

Mr. Tavares and Mr. Palmer, in
particular, had each been considered
possible successors to Mr. Ghosn in
one or more of those posts.

“That’s a lot of No. 2 people to
leave,” said Takaki Nakanishi, an an-
alyst at Jefferies. “As long as Ghosn
is in power I don’t really worry
about Nissan. The question is what

Continued from page 15 happens after he moves on.”
To be sure, Nissan and Renault

have done their own share of poach-
ing executives. Many of Infiniti’s top
managers—and Mr. De Nysschen
himself—were brought in from rival
car companies during the past few
years. Nissan’s chief financial officer,
Joseph G. Peter, was hired from GM
at the end of 2009.

But among big Japanese compa-
nies, where lifetime employment re-
mains the norm and executives work
their way up through the ranks,
such rapid turnover is rare.

Nissan, in the mold of its French-
Lebanese-Brazilian chief executive, is
also unusual among Japanese compa-
nies in the diversity of its manage-
ment. As of March, 48 of its top 100
positions were held by foreign execu-

tives, from 17 different countries, the
company says.

Under a plan that Mr. Ghosn
dubbed “Power 88” when he out-
lined it in 2011, Nissan aims to reach
an 8% global market share and an
8% operating-profit margin by 2016.
Though Nissan has improved since
then on both measures, the market
share, at 5.7% in the latest quarter,
and the operating margin, at 5%, re-
main well short of the goal.

At Infiniti, Mr. De Nysschen
backed away from a previous target
of increasing the division’s sales to
500,000 cars a year, nearly triple its
current volume, by 2016. And Mr.
Ghosn said last year that Renault
and Nissan would fall short of a tar-
get of selling a combined 1.5 million
electric vehicles by 2016.

Ghosn Sees More Talent Depart

U.S. New-Car SalesHit
Fastest Pace Since 2006

U.S. new-car sales motored higher
in August as an improving economy,
generous incentive spending and in-
creased demand for trucks and sport-
utilities lifted the annualized selling
pace to an eight-year high.

Fiat Chrysler Automobiles NV
continued its 2014 winning streak,
reporting a 20% increase on the
strength of its Jeep SUVs and Ram
pickup trucks. Its results outshone
rivals Ford Motor Co., which re-
ported flat sales, and General Mo-
tors Co., which posted a small de-
cline over year-earlier sales.

Overall, industry sales rose to an
annualized 17.5 million pace, accord-
ing to researcher Autodata Corp.,
the fastest since January 2006.
Among the gainers, Toyota Motor
Corp.’s sales rose 6%, Hyundai Mo-
tor Co.’s were up 6% and Nissan
Motor Co. reported an 12% gain, all
over the same month a year earlier.

In the luxury car race, BMW AG’s
11% increase to 27,214 vehicles
edged ahead of Daimler AG’s 9%
gain to 27,078 Mercedes-Benz cars.
Sales of Volkswagen AG’s Audi
brand jumped 27% to 17,101.

The strong performance comes
at the end of the summer selling
season, when car companies tradi-
tionally tack extra rebates and dis-
counts on vehicles to make room for
new models.

Sales also were lifted by an im-
proving U.S. economy.

“If you look at the marco-eco-
nomic fundamentals, they’re all
flashing green,” Emily Kolinski Mor-
ris, Ford’s economist, said on
Wednesday. She pointed to robust
manufacturing, new housing
strength and rising employment as
reasons for continued optimism.

GM’s U.S. sales chief, Kurt Mc-
Neil, said energy prices, business in-
vestment and consumer confidence
“are in good shape” and should fuel
demand for the remainder of this
year.

The Detroit auto maker’s sales
fell 1%, which the company blamed
on one fewer selling day this year
over last and a tough comparison to
strong year-earlier sales. But GM
said it also spent less on purchase
incentives and the slump at its Ca-
dillac luxury brand deepened in Au-
gust despite the introduction of a
new Escalade SUV and a healthy ap-

petite among U.S. consumers for
luxury cars and trucks.

GM suffered declines for some of
its key passenger cars, including the
Chevrolet Malibu, Cadillac CTS,
Buick LaCrosse and the Chevy Volt
plug-in car.

Ford reported flat sales ahead of
one of the most heavily-anticipated
product launches in its recent his-
tory. Its F-series will soon feature
an aluminum-bodied F-150 pickup
boasting better fuel economy and
lighter weight.

Both GM and Ford offered 0% fi-
nancing on six-year loans in August.
GM, however, said it is charging
more for its vehicles, a strategy that
led to lower retail sales and boosted
the auto maker’s reliance on fleet
sales, such as deliveries to rental
car companies.

Chrysler, the smallest of Detroit’s
auto makers, is reaping the benefits
of a focus on trucks and SUVs. Jeep
sales grew 49% and the Ram pickup
outran domestic rivals. The com-
pany offered a $7,000 discount on
its minivans.

Beau Boeckmann, vice president
of Galpin Motors, which operates

new-car dealerships in Southern
California, said business is good for
many of the brands he sells, but
noted high incentives are needed to
sell certain vehicles.

“The small and midsize cars is
where they’re really pouring it on,”
he said. Honda and Toyota have be-
come more aggressive when it
comes to spending on marketing
and promotions, he added. Toyota,
for instance, offered no-interest
five-year loans on its 2014 Camry
sedan.

Auto makers and dealers are
forecasting continued strong sales.
Steve Szakaly, chief economist for
the National Automobile Dealers As-
sociation, said he sees no sign of a
change in robust buying patterns.
Mr. Szakaly said sales could rise
even higher in the next five months
and 2015 will be even better.

Many industry analysts have
raised caution flags, saying that
vehicle inventories are growing
when used-car prices are sagging
and auto makers are adding more
production capacity. Additionally,
heavier reliance on subprime auto
loans raises questions about
whether the 17-million-plus sales
pace is being artificially inflated by
cheap loans.

Dealers like Adam Lee, chairman
of Lee Auto Malls in Maine, aren’t
overly worried. He said July was
one his group’s strongest months in
history and August seemed just as
strong.

“While we’re concerned about
the same [demand] questions, we’re
not really seeing it,” he said.

BY MIKE RAMSEY
AND CHRISTINA ROGERS

Fiat Chrysler topped August sales gainers on strong demand for its Jeep SUVs.
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Fiat Chrysler continued
its winning streak with
sales up 20% over a year
earlier on strong demand
for Jeep and Ram brands.
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Al-Shabaab Says
Airstrike Hit Leader

MOGADISHU, Somalia—The
leader of Somalia’s al-Shabaab mili-
tant group was in a convoy of vehi-
cles hit by a U.S. airstrike earlier
this week, a spokesman for the
movement said Wednesday.

The spokesman, Abu Mohamed,
didn’t indicate the fate of Ahmed
Abdi Godane following the attack
Monday on the rebel leader’s motor-
cade during which two of the con-
voy’s three vehicles were destroyed.

“The first news I got was that
the emir was wounded, but I cannot
say yet if he is dead or alive,” the
spokesman said, referring to Mr. Go-
dane.

It was one of the first statements
by al-Shabaab suggesting, at the
very least, Mr. Godane was wounded
in the U.S. attack. The al-Shabaab
leader previously has been reported
killed, only to emerge very much
alive with another round of audio
recordings or published statements.

The death of Mr. Godane would
be a major blow to al-Shabaab. The
reclusive leader has led the Somali
militant group since 2008, steering
its evolution from a nationalist in-
surgent movement to a sophisti-
cated guerrilla movement with ten-
tacles in neighboring countries and
a formal affiliation with al Qaeda.

Mr. Mohamed described the fate

of Mr. Godane as “sensitive,” saying
it wasn’t his responsibility to dis-
close the status of the al-Shabaab
leader, one way or the other. He ex-
plained that while it was certain
that a number of high-ranking al-
Shabaab figures were killed, the
group was still trying to identify
who the victims were.

“Even within the group, we can-
not confirm his fate yet,” Mr. Mo-
hamed said.

Pentagon spokesman Rear Adm.
John Kirby said Hellfire missiles and
laser-guided bombs were used in
Monday’s attack on a camp in the
Lower Shabelle region where Mr.
Godane was believed to be located.

Residents of the nearby village of
Haaway said al-Shabaab restored
the area’s communication lines
Wednesday after having previously
cut them. They said the group ar-
rested several local men on suspi-
cion of involvement in the attack.

Al-Shabaab controls much of the
countryside of the East African na-
tion and regularly launches attacks
in the capital Mogadishu, even infil-
trating the presidential palace on
several occasions.

The group also regularly bombs
African Union and United Nations
convoys, a tactic that has largely
confined foreign peacekeeping
forces to a heavily fortified base
near Mogadishu’s airport.

BY ABDALLE AHMED MUMIM

An al-Shabaab militant attends a 2012 rally on the outskirts of Mogadishu.
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Malaysia Struggles
With Dengue Outbreak

KUALA LUMPUR, Malaysia—Ma-
laysia is reeling from a deadly out-
break of dengue, with nearly four
times as many deaths so far this
year than over the same period in
2013.

As of Aug. 30, Malaysia reported
131 dengue-related deaths and
68,144 infections this year. That
compares with 38 deaths and 18,923
cases in the first eight months of
last year.

Researchers point to a mix of
causes for the rise, especially the
appearance of a more virulent strain
of dengue, referred to as DEN-2.

Dengue, carried by the female
Aedes mosquito, is sometimes called
breakbone fever because victims can
experience extreme pain in the
joints.

“When a new strain enters an
area, we unfortunately will see a
spike in dengue cases and dengue
deaths because of people not having
immunity to that particular type of
serotype [virus],” said Donald Shep-
ard of Brandeis University, who has
done extensive research on dengue.

Dengue can come in four virus
variations or serotypes: DEN-1,
DEN-2, DEN-3 and DEN-4. Rose Nani
Mudin, of the Malaysia Ministry of
Health’s vector-borne diseases sec-
tion, said a shift from DEN-3 and
DEN-4 to DEN-2 and DEN-1 began in
March 2013. DEN-2 is especially
dangerous.

“It is a virus evolution,” Dr. Rose
said.

Contributing to the severity of
the outbreak, health specialists say,

is the increasing mobility of Malay-
sians, who move the virus around
the country. Also, Malaysia this year
has had a prolonged dry season and
occasional heavy rains, creating per-
fect mosquito-breeding conditions.

“The Aedes mosquito can lay
eggs even in one small teaspoon of
water. One mosquito can lay about
100 eggs,” Dr. Rose said. “Imagine if
all these eggs hatch and become
adult mosquitoes. There will be 100
mosquitoes within one week.”

The urban, densely populated
state of Selangor has been particu-
larly hard hit, and the rural state of
Kelantan saw a surge of cases dur-
ing a holiday last month. Selangor
state has the highest number of
dengue cases nationwide, at 34,404
and 51 deaths from Jan. 30 to Aug.
30, compared with 8,694 cases and
10 deaths during the same period
last year. High density contributes
to dengue, giving a mosquito carrier
more opportunity to infect.

Dengue is caused when a female
Aedes aegypti mosquito ingests den-
gue virus from an infected human
being. The virus passes through the
mosquito gut into the mid gut; it
replicates in the mid gut and body

tissue. About five days later, the vi-
rus infects the insect’s salivary
glands. The mosquito then bites a
human, transferring dengue through
saliva.

The rural state of Kelantan saw a
surge of cases during a holiday last
month. Researchers believe people
working in dengue-prone areas such
as Selangor returned home to Kelan-
tan to celebrate the Muslim festival
of Hari Raya late last month. Re-
searchers believe that may explain
the surge in dengue in Kelantan In
the week of Aug. 17 to Aug. 23, 1,286
dengue cases and one death were
reported there, making Kelantan
Malaysia’s state with the highest
numbers for that week.

There is no cure for dengue,
which can result in high fevers, con-
vulsions and vomiting. Treatment
largely is in the form of replenish-
ment of fluids at the hospital.

Sanofi Pasteur, a French pharma-
ceutical company, is developing a
vaccine. Results from Asia showed
the vaccine was 56.6% effective in
protecting against dengue. The effi-
cacy against DEN-1, DEN-2, DEN-3
and DEN-4 is 50%, 35%, 78% and
75%, respectively. It may be avail-
able for use in Southeast Asia as
early as 2015.

“Thirty-five percent protection
for DEN-2 is not enough,” said Dr.
Rose. “Eighty percent is our target
for all the four serotypes.”

Health officials target mosqui-
toes with neighborhood cleanup and
fogging. But officials say because
participation in community cleanups
is low, the number of dengue cases
can be expected to grow.

BY CELINE FERNANDEZ

A worker in Kuala Lumpur sprays insecticide in an attempt to kill the Aedes mosquitoes that bear the often deadly virus.
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Specialists blame the
outbreak on increasing
mobility of Malaysians
and perfect mosquito-
breeding conditions.

Indonesian EnergyMinister
Is Named in Graft Probe

JAKARTA, Indonesia—The coun-
try’s anticorruption commission
named Energy and Mineral Re-
sources Minister Jero Wacik as a sus-
pect in a graft case on Wednesday.

The Corruption Eradication Com-
mission said Mr. Wacik had misused
his position as a state official. “Our
investigations showed the funds
amounting to 9.9 billion rupiah,” or
about $840,000, said deputy Com-
missioner Bambang Widjojanto.

Mr. Wacik couldn’t be reached to
comment. If convicted, he could face
up to 20 years in prison. It isn’t
clear if Mr. Wacik has hired a lawyer
and a spokesman from his ministry
had no comment on the matter.

Naming an individual as a suspect
in Indonesia is similar to charges be-
ing filed against a person in the U.S.

Mr. Wacik is a senior member of
President Susilo Bambang Yud-
hoyono’s Democratic Party and is

the third minister to be named as a
suspect in a graft case during the
last two years of the president’s
term, which ends next month.

Ruhut Sitompul, a Democratic
Party spokesman, was quoted by lo-
cal media as saying Mr. Wacik will
be temporarily suspended from his
role in the party during the inquiry.

In May, the anticorruption com-
mission named Suryadharma Ali,
the religious affairs minister, as a
suspect in its investigation into the
alleged embezzlement of funds dedi-
cated to the hajj pilgrimage.

And in late 2012, Andi Mal-
larangeng, the youth and sports
minister, resigned after the commis-
sion began a probe of his role in al-
leged corruption related to the con-
struction of a sports complex.

Both men said they were inno-
cent. In July, Mr. Mallarangeng was
found guilty by the Jakarta Corrup-
tion Court and sentenced to four
years in prison; he is appealing. No
trial has commenced for Mr. Ali.

BY JOKO HARIYANTO
AND DEDEN SUDRAJAT
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Bundled Loans Soar in China
China’s securitization market is

booming, as Beijing relaxes rules to
help funding for companies and ease
the strains on banks. That is trigger-
ing worries the surge could add
risks to the financial system.

Sales of asset-backed bonds so
far this year have jumped to $19.7
billion, up from $3 billion for all of
2013, according to data tracker Dea-
logic. The Chinese securitization
market overtook South Korea’s this
year to become the largest in Asia
except Japan.

A variety of institutions have led
the spree, including large govern-
ment-owned banks and local lenders
unloading loans from their books
and packaging them into products
such as collateralized loan obliga-
tions, which make up the bulk of
such asset-backed securities in
China. Financing units of car makers
from Ford Motor Co. to Volks-
wagen AG have sold debt instru-
ments composed of bundled auto
loans.

Asset securitization provides
businesses with an additional chan-
nel of credit as banks have become
increasingly selective about lending
and are looking to clean up their
balance sheets.

“Securitization can in theory
help banks vacate existing loans
from their balance sheets, making
room to lend to the underserviced
sector in the economy,” said Gold-
man Sachs economist MK Tang.

The products were heavily criti-
cized during the 2008 global finan-
cial crisis when low-quality mort-
gage loans that U.S. banks packaged
and sold to investors ran into trou-
ble, as homeowners defaulted on
their mortgages amid a housing-
market collapse.

In China, concerns center on

whether borrowers of the underly-
ing securities will fully pay back the
loans on time. In the case of auto-
loan asset-backed securities, it is
car buyers who pay in installments;
for collateralized loan obligations, it
is companies.

“China’s economy has been ex-
panding so quickly in the last 30
years, and borrowers’ repayment
ability in times of stress remains un-
tested,” said Hilary Tan, structured
products director at Fitch Ratings.

China began allowing asset secu-
ritization on an experimental basis in
2005, but put the pilot program on
hold in 2009 when bonds backed by
subprime mortgages were among the
biggest losers during the global fi-
nancial crisis. Beijing revived the
program in 2012 and China’s cabinet,
the State Council, said last year that
it would expand the trial ABS pro-
gram to boost credit and economic
growth.

Although securitization is aimed
at moving credit risks away from
banks—already under stress because

of mounting nonperforming assets—
the majority of buyers are other
lenders, so the risks remain in the fi-
nancial system, said Jerome Cheng,
senior vice president at Moody’s In-
vestors Service.

“It’s highly likely that more secu-
ritized bonds will be issued for the
rest of this year and next year amid
regulators’ push and market de-
mand,” he said.

A lack of Chinese bankruptcies,
however, means that global money
managers are unsure of how they
can get back their money or assets
in times of financial stress.

“Overseas investors need more
clarity, for instance, on how to re-
claim underlying assets should there
be a case of default, as the legal
procedures to foreclose the assets
could be complicated and less tested
in China,” said Aaron Lei, structured
finance director at Standard &
Poor’s Ratings Services.

Some international investors,
though, are starting to get involved
in auto-loan asset-backed deals, said

Lesi Zuo, Standard Chartered PLC’s
head of capital markets solutions in
Greater China and Northeast Asia.
Volkswagen’s auto-loan ABS issued
this year was the first such debt in-
strument in China to receive interna-
tional credit ratings.

For now, each deal needs to be
approved by Beijing, and issuers
have to provide underlying debtors’
credit records to the People’s Bank
of China, the central bank.

Among the largest transactions
was policy lender China Development
Bank Corp.’s packaging in February
of six billion yuan ($977 million) of
railway loans into a trust, which was
then sold to bond investors.

Volkswagen’s financing company
in August issued bonds backed by
800 million yuan of its car-buyer
loans, as auto sales have boomed in
China.

Postal Savings Bank of China,
the nation’s seventh-largest lender by
assets, in July issued China’s first
mortgage-backed securities in seven
years, raising $1.1 billion.

BY FIONA LAW

BUSINESS & FINANCE

NewRules
AreMaking
Gaming Firm
Likely Target

LONDON—A new licensing and
tax regime for online gaming in the
U.K. is clearing the air around the
sector, and making one of the indus-
try’s biggest players, 888 Holdings
PLC, a potential buyout target.

British private-equity firm Per-
mira sees the online gaming com-
pany as a potential target and may
consider a bid itself, according to
people familiar with the situation.
Two of these people said Permira is
actively looking at 888, though any
interest is preliminary.

Next month, new online-gam-
bling licensing and tax regulations
come into force that require any
firm aiming to transact with, or ad-
vertise to, British consumers to ob-
tain an operating license from the
U.K.’s gambling commission. The
new rules will also mandate a 15%
tax on profits made by companies on
bets by U.K. consumers.

While the move adds to the in-
dustry’s tax and regulatory burden,
it also clears up some of the investor
uncertainty that has long hovered
over the sector. While 888 is based
in Gibraltar, it would still fall under
the new rules.

That could help in the valuation
process for potential buyers, accord-
ing to industry experts. The com-
pany is listed on the London Stock
Exchange, and has a market capital-
ization of about £450 million ($741
million).

The site 888.com offers online
poker, casino and bingo games. The
company has an Israeli research and
development center andmarketing of-
fices in Gibraltar, London and Rome.

“Investors like clarity about reg-
ulation and taxes because it provides
for more predictable income,” said
David Altaner, an editor at Gam-
blingCompliance, which publishes
research on the gambling industry.
“If you are in an untaxed or unregu-
lated market, you might be making a
lot of money, but the roof could fall
in with little warning.”

Earlier this year, Amaya Gaming
Group Inc. of Canada agreed to buy
PokerStars.com, the world’s largest
poker website, for $4.9 billion.
Blackstone Group LP, a New York-
based private-equity firm, helped fi-
nance the deal. The deal has height-
ened speculation that other online
gambling sites could become new
takeover targets.

“Online gambling is way more in-
vestible now thanks to the Amaya
takeover of PokerStars,” Mr. Altaner
said.

Permira has made bets on gam-
ing before, investing in U.K. bingo
and casino operator Gala Coral
Group and Galaxy Entertainment
Group, a casino and hotel operator
in Macau.

The company has said it has 16.8
million registered customer ac-
counts for its casino gaming, poker
and sports-betting products, as of
the end of June 2014. It reported
profit before tax of $53.2 million for
the year ending December 2013, on
revenue of $400.5 million. The
global online gambling industry gen-
erates €25.9 billion ($34.02 billion)
annually, driven mostly by betting in
Europe, according to research firm
H2 Gambling Capital.

—Amir Mizroch in London
contributed to this article.

BY SIMON CLARK AND ORR HIRSCHAUGE

Gap Opens in China’s Great Wall of Stocks
getting access to mainland China,”
Mr. Perrin said. “Having investors
willing to put money back to work
in China, you need a strong catalyst,
and this is potentially the catalyst
that China has been waiting for.”

China is granting new licenses at
a record pace this year, expanding
the outstanding quota by 100.1 bil-
lion yuan ($16.3 billion). But the
new way of trading via Hong Kong
will allow a further $48.8 billion of
foreign investment.

Many big mainland companies
have dual listings in Shanghai and
Hong Kong, with shares trading at
an average 7.4% discount in Shang-
hai. Some investors are betting that
gap will close as the two markets
connect. Yuan-denominated shares
in the mainland are known as A-
shares, while their Hong Kong coun-
terparts are called H-shares.

“It is a big step forward,” said
Miguel Canizares, a vice president
of equity operations at Fidelity In-
vestments. Mr. Canizares says Fi-
delity is in discussions with brokers
in Hong Kong to potentially add
China A-shares directly to its mu-
tual funds for the first time. He said
he is still waiting for clear informa-
tion about what regulations and
taxes will apply to foreigners once
the rules change in October.

Deutsche Wealth & Asset Man-
agement started the first China A-
shares exchange-traded fund in No-
vember, and at least four more have
been launched since, according to

Continued from page 15

Morningstar Inc. These ETFs allow
individual investors in the U.S. to in-
vest directly in domestic Chinese
stocks for the first time. Deutsche’s
ETF received record net inflows in
August of $85.3 million.

Only 1.5% of China’s mainland
stock market is owned by foreigners,
according to Deutsche Bank, com-
pared with 30% in developing econo-

mies such as Brazil and South Korea.
Worries about opening up

China’s stock market are especially
centered on the mainland’s outdated
trading technology, the opaque fi-
nances of some of China’s compa-
nies and a history of scandals,
where brokers sometimes trade
ahead of big client orders in order
to benefit from changes in prices.

Developing countries are often
cautious about liberalizing their fi-
nancial markets too quickly because
doing so can lead to sudden inflows
of cash and volatile price fluctua-
tions.

China is also strengthening fi-
nancial ties with Hong Kong at a
time when both sides are fighting
for political control. On Monday,
China’s government said candidates
for Hong Kong’s top leadership post
must now be approved by a pro-Bei-
jing committee, sparking protests by
democracy advocates across the ter-
ritory. Analysts say control by China
could dim Hong Kong’s appeal as a
global financial center.

Still, Chinese brokerages such as
Everbright Securities are planning
to add staff to start covering Hong
Kong stocks.

Matthews Asia, a mutual-fund
manager in San Francisco with $27.3
billion in assets, received in July its
license to invest in $100 million
worth of A-shares, after a four-
month application process. The as-
set manager wanted to get access to
A-shares so that it could invest in
some of the more than 2,500 com-
panies listed in mainland China.

“It’s a big market, and there’s lots
of potential targets that you can
buy,” said Robert Horrocks, chief in-
vestment officer of Matthews Asia.
“If you have confidence that the Chi-
nese economy is growing…then it’s a
good place for a long-term investor.”

—Gregor Hunter and Amy Li
contributed to this article.

Through Train

AH Premium Index*, year to dateIndex performance, year to date

A new program is about to open trading between
Hong Kong and Shanghai

Sources: China Securities Regulatory Commission (quota); FactSet (indexes) The Wall Street Journal
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Dealing in Debt
China’s securitization market is booming, overtaking South Korea to be the biggest in Asia except Japan.

The Wall Street JournalSources: Dealogic (deal value, CLOs, Mortgage-backed securities); Fitch Ratings (ABS)

* China’s securitization market was inactive. **ABS = asset-backed securities; CLO = collateralized loan obligations

$30

0

10

20

billion

’122011* ’13 ’14

Postal Savings
Bank of China

China Development
Bank Corp.

Volkswagen AG's
finance unit

Ford Motor Co.'s
finance unit

July

Feb.

Aug.

May

Mortgage-backed
securities

Date Asset class** Issue size in billions

Railway loans CLOs

Auto-loan ABS

Auto-loan ABS

$1.10

0.98

0.13

0.13
$0

billion

YTD

China South Korea
Deal value



THEWALL STREET JOURNAL. Thursday, September 4, 2014 | 11

Disciplined Cadre Runs Islamic State
The Group Blends Military Tactics With Conventional Terrorism, Tribal Ties and a Highly Organized Structure

Source: staff reports; Photos: Associated Press The Wall Street Journal

The Rise of Islamic State
2003-04Militant group called
Al Qaeda in Iraq,
or AQI, forms
after U.S. led
invasion of Iraq,
headed by
Abu Musab
al-Zarqawi,
who pledges
allegiance to the organization
begun by Osama bin Laden.

2006-07 AQI reaches peak force
size, of up to 10,000.

2006 Zarqawi killed in a
U.S. airstrike.

2007 U.S. intensifies military
strikes and Sunni outreach to blunt
the insurgency.

2010 Abu Bakr
al-Baghdadi
takes over AQI.

2011 U.S. troops
leave Iraq;
number of
fighters believed
to have fallen to 1,000 or below.

2012-13 AQI rebuilding begins, and
the group starts to deepen its
involvement in the Syrian
civil war.

2013 A new name is adopted, with
varying translations: ISIS (for either
Islamic State of Iraq and Syria or
Islamic State of Iraq and al-Sham)
or ISIL (Islamic State of Iraq and
the Levant). The new name was to
reflect the intended merger of AQI
and Syria-based al Qaeda affiliate
Nusra Front, a union al Qaeda
leaders later blocked.

2013-14 ISIS begins meeting with
other Sunni groups to map plans
to seize territory in Iraq, launching
assaults in Anbar province.

February 2014 ISIS breaks with al
Qaeda, which split off its Nusra
Front affiliate, over the Iraqi
group's plans to form a regional
‘caliphate.’

June ISIS changes name to
‘Islamic State’ and makes public
plans for the caliphate. The size
of ISIS is believed to have
returned to about 10,000, its
earlier peak.

June-JulyMilitants seize control
in Mosul, Tikrit and other areas in
Iraq, prompting the start of U.S.
airstrikes in August.

August Analysts say the group
has perhaps doubled or more in
size, an assessment U.S. officials
say is probably too high. U.S.
assessments are still being
formulated.

Aug. 19 Islamic
State releases
video of the
killing of
American
journalist
James Foley
and threatens
another American journalist being
held hostage, Steven Sotloff. The
group claims the killing of Mr. Foley
was in retaliation for U.S. airtrikes
against ISIS.

Sept. 2 ISIS releases video of
beheading of Mr. Sotloff.

People inspect the destroyed old Mosque of the Prophet Jirjis in central
Mosul. The Muslim shrine was destroyed on July 27 by militants who
overran the city in June and imposed their interpretation of Islamic law.

I slamic State’s stunning success this
summer as it swept across northern
Iraq and Syria flows from a highly or-

ganized structure controlled by a tight-
knit cadre led by an Islamist zealot who
learned from the mistakes of his al Qaeda
predecessors.

Blending familiar terrorist acts such as
car bombings with conventional military
tactics, the group bolsters its strength
with local tribal connections and the
skills of former generals in Saddam Hus-
sein’s army, said Western and Middle
Eastern officials tracking the extremist
movement.

Thrown into the mix is an effective re-
cruitment strategy—join us or die, some
young men in captured areas are told—
along with wealth from the extortion of
local businessmen and the appeal to reli-
gious fundamentalists of having a new Is-
lamic “caliphate” on occupied land. To its
supporters, Islamic State has effectively
portrayed the quest for territory as an
existential fight for Sunni Muslims world-
wide.

The result is a new breed of terror or-
ganization. “They have just improved on
what al Qaeda has done, and they have
done it on a much larger scale,” said
Bruce Hoffman, a terrorism specialist at
Georgetown University.

The organization is led by a core
group of leaders who have known each
other for years, with anyone of dubious
loyalty long since eliminated.

Like top Islamic State leader Abu Bakr
al-Baghdadi, many of those in the inner
circle spent time in American custody at
Camp Bucca in southern Iraq. From de-
tention, “they emerged even more radi-
cal,” said Hasan Abu Hanieh, a Jordanian
expert on al Qaeda.

Islamic State has a tight command
and control structure with about a dozen
leaders at the top, said Western and Arab
officials and Syrian rebels who have
watched the group evolve. Emulating an
army operation, the group sometimes
pauses its military operations to consoli-
date gains and shore up logistical infra-
structure.

“They adopted a structure of gover-
nance that the others did not,” said Rep.
Mike Rogers (R., Mich.), chairman of the
House intelligence committee. He noted
that Islamic State recently appointed an
oil minister to coordinate the captured
energy facilities.

By contrast, al Qaeda—of which Is-
lamic State once was a part but no longer
is—generally doesn’t occupy territory. In
a video in July, a man jihadist watchers
said was Mr. Baghdadi demanded that
Muslims swear allegiance to his caliphate.

Mr. Baghdadi in 2010 took over a
group once known as al Qaeda in Iraq,
which had been founded after the U.S.-led
Iraq invasion and led by the militant Abu
Musab al-Zarqawi. AQI grew to as many
as 10,000 guerrillas in 2006-07, by which
time a U.S. airstrike had killed Mr.
Zarqawi.

During part of that time, in 2004, Mr.
Baghdadi was confined in Camp Bucca, a
facility that held more than 20,000 de-
tainees at times.

In 2007, Mr. Baghdadi joined al
Qaeda’s Iraq branch, at the time known to
its members as the Islamic State in Iraq,
which was the seed for today’s organiza-
tion. That year, the branch began shrink-
ing, and it was only 5% or 10% of its peak
size by the time American forces left
Iraq, U.S. intelligence officials said.

In taking over al Qaeda in Iraq, Mr.
Baghdadi inherited an organization with
a pyramidlike structure, according to

Charles Lister, a visiting fellow at the
Brookings Doha Center. While analysts
are still trying to clarify chains of com-
mand and operational details of the
group—in flux as it both grows and de-
velops—some details are emerging.

Now playing a role approximating that
of a second-in-command is a former Iraqi
Army officer with the nom de guerre Abu
Ali al-Anbari. He largely manages the
group’s Syria operations, some analysts
said. That includes directing battle
against other Syrian rebels who oppose
both President Bashar al-Assad’s regime
and Islamic State.

Mr. Anbari rose through al Qaeda in
Iraq after being ejected from another
Iraqi radical Sunni group, Ansar al-Islam,

amid financial corruption allegations, ac-
cording to Syrian and Iraqi militants. His
knowledge of Shariah Islamic rules isn’t
considered as extensive as that of other
senior leaders, according to these mili-
tants, who said he now acts as a kind of
political envoy.

Another important Baghdadi lieuten-
ant is Fadel Ahmed Abdullah al-Hiyali, ac-
cording to Hisham al-Hashimi, a Baghdad-
based expert on militants.

Mr. Hiyali—nom de guerre Abu Muslim
Al Turkmani—is, like Mr. Anbari, a for-
mer general under Saddam Hussein. He
once practiced a moderate form of Islam.
Decommissioned from the Iraqi army af-
ter U.S. forces arrived, he joined Sunni
Muslim insurgents to fight the Ameri-
cans, Mr. Hashimi said. Some analysts de-
scribe Mr. Hiyali as equal in stature to
Mr. Anbari.

Mr. Baghdadi has a war cabinet and a

Shura council, or collection of religious
scholars to legislate, said Mr. Lister of
Brookings.

In addition, the Islamic State leader
has a cabinet of ministers and a council
of provincial governors.

Mr. Baghdadi acts as a commanding
general and doesn’t micromanage, U.S. of-
ficials said. He has a courier service to
deliver messages such as religious de-
crees and military commands.

His leadership is infused with “a real
sense of paranoia and a focus on outright
loyalty,” according to Mr. Lister. He said
that when Mr. Baghdadi took the reins
four years ago, he presided over an assas-
sination campaign against any of his com-
manders suspected of potential disloyalty.
The military command now is in the
hands of men Mr. Baghdadi knows and
trusts intimately.

Among foreign fighters, only the best
are permitted to take on a high public
profile. These include the red-bearded
Abu Omar al Shishani, an ethnic Chechen
who once served in an intelligence unit of
the Georgian army and now is based in
Syria. That strategy, experts say, is finely
curated to sustain the group’s global ji-
had appeal.

As it takes territory, Islamic State has
left much of the work of governing to lo-
cal officials, helping it avoid unduly alien-
ating the population. Its capture of terri-
tory, including oil fields and bank
branches, also has left it financially flush.

In taking land, said Mr. Hashimi, the
strategy is to exploit alliances with local
tribal leaders—who either are like-
minded allies or have been intimidated,
bribed or coerced to provide sanctuary
and support.

The group capitalized on Sunni
groups’ disaffection with now-departing
Iraqi Prime Minister Nouri al-Maliki,
whose approach favoring Shiite Muslims
drove sectarian divisions.

Islamic State also has developed a pat-
tern of operating within striking distance
of those it regards as its enemies, partic-
ularly Shiites, to provide fighters with an
ideological animus.

“Their strategy is always that they will
fight within a Sunni environment near a
Shiite enemy that gives them motiva-
tion,” Mr. Hashimi said.

Islamic State’s ability to hold territory
has furthered the perception it has mo-
mentum and is winning, U.S. intelligence
officials say. Among other effects, that
fuels recruitment.

The group’s comeback, after its de-
cline, began around 2012. By June of this
year, before Islamic State blazed across
Iraq and took control of Mosul and Tikrit,
its numbers were again up to 10,000
fighters, U.S. intelligence officials said,

It employs a range of recruitment tac-
tics, often coercing new recruits. Just
since July, more than 6,000 fighters have
joined Islamic State, nearly 5,000 of them
Syrians, according to the Syrian Observa-
tory for Human Rights, a Syrian opposi-
tion watchdog.

Islamic State trains recruits in two
camps, in Aleppo and Raqqa, said the Ob-
servatory. It called this summer’s recruit-
ment the heaviest since April 2013, when
the group once called al Qaeda in Iraq ad-
opted the names Islamic State of Iraq and
al-Sham (ISIS) and Islamic State of Iraq
and the Levant (ISIL). In late June 2014,
it shortened its name to simply Islamic
State, though it is sometimes still re-
ferred to as ISIS or ISIL.

Of this summer’s recruits, the Obser-
vatory estimated 1,300 were from outside
Syria and Iraq.

U.S. officials say roughly a dozen
Americans have gone to fight with Is-
lamic State militants, with at least two
killed recently while fighting with the
group. The Federal Bureau of Investiga-
tion is tracking more than 100 Americans
who have gone to Syria to fight with dif-
ferent jihadist militant groups, though
the FBI has said it doesn’t know how
many Americans it has missed.

Many more fighters have come from
other Western countries. British security
officials estimate 500 Britons have joined
militant groups in Syria, and officials be-
lieve the more recent recruits have
largely been drawn to Islamic State.

By Siobhan Gorman,
Nour Malas

and Matt Bradley

As it takes territory, the
organization has left much of the
work of governing to local
officials, helping it avoid unduly
alienating the population.
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Pimco’s Flagship Fund Shrinks Again
Investors withdrew cash in Au-

gust for the 16th straight month
from the Pimco Total Return bond
fund run by Bill Gross, the latest re-
versal for the giant fund and its
high-profile manager.

The $3.94 billion outflow marks
the latest setback for the world’s
biggest bond fund and underscores
the challenges facing Mr. Gross, co-
founder and chief investment officer
at Pacific Investment Management
Co., following a spell of lagging fund
performance and the departure ear-
lier this year of Chief Executive Mo-
hamed El-Erian.

Clients have pulled more than a
net $60 billion of cash out of the
fund from May 2013 through August
2014, according to fund tracker
Morningstar. But many clients say
they are sticking with the fund.

“The Pimco fund provides diver-
sification” when equity markets de-
cline, said Steven Rogé, a portfolio
manager at Bohemia, N.Y.-based
R.W. Rogé & Co. The fund is still “a
core holding for our clients based on
Mr. Gross’s ability to add value.”

He said he hasn’t reduced his in-
vestments in the Pimco Total Re-
turn Fund over the past few
months. The firm has more than
$230 million in assets, including
about $6 million in the Pimco Total
Return Fund.

A Pimco representative declined
to comment on Wednesday. Pimco
manages $1.97 trillion in global as-
sets as part of Germany’s Allianz SE.

The outflows have chipped away
at the fund’s size over the past year.
Assets in the Pimco fund fell to
$221.61 billion at the end of August,

compared with $223.13 billion at the
end of July.

The Pimco fund’s size has
dropped every month after hitting a
record of $292.9 billion in April
2013. The fund remains the world’s
biggest bond fund by assets. The
fund’s assets at the end of August
represent a 24% drop from the peak.

Asset numbers take into account
both performance of a fund and
flows of investments into and out of
a fund, while flow numbers reflect
changes in assets not explained by
performance.

Investors have kept a close eye
on Pimco since Mr. El-Erian,
groomed by Mr. Gross as a possible
successor, quit as chief executive
and co-chief investment officer ear-
lier this year. The Wall Street Jour-
nal reported in February that
Messrs. Gross and El-Erian had
clashed openly.

The persistent outflows from the
Pimco fund came even as investors
have piled into bond funds broadly
this year.

U.S.-listed bond mutual funds
and exchange-traded funds attracted

$11.4 billion in new cash in August,
bringing the inflow this year to
$92.5 billion, according to fund
tracker TrimTabs Investment Re-
search.

DoubleLine Total Return Bond
Fund at DoubleLine Capital, one of
the Pimco fund’s main rivals, had a
$477 million net inflow in August,
and the fund had $34.6 billion in as-
sets at the end of last month, ac-
cording to Morningstar.

The Pimco fund has delivered
mixed performances.

The Pimco fund recorded a total

return of 1.11%, reflecting price
changes and interest payments, in
August, according to Morningstar.
The fund benefited from a broad
price rally in U.S. fixed-income secu-
rities as Treasury bond yields tum-
bled to fresh lows for the year.

The fund’s return compares to a
1.1% return for the benchmark Bar-
clays U.S. Aggregate Bond Index,
Morningstar said. The fund beat 77%
of its peers for the period.

However, the Pimco fund’s 4.03%
return for the year so far through
Tuesday trailed 74% of its peers and
was outpaced by 4.48% from the
benchmark Barclays U.S. Aggregate
Bond Index.

The fund maintains a solid long-
term track record. Its annualized av-
erage return over the past 15 years
through Tuesday was 6.86%, beating
96% of its peers.

“This is an awkward moment” for
Mr. Gross, said Jeff Tjornehoj, senior
research analyst for Lipper. He
added that “the steady drumbeat of
monthly outflows are disappointing,
but there are still investors standing
by thanks to the fund’s excellent
performance in the very long term.”

Some clients aren’t swayed by
the continued outflows.

Daniel B. Roe, chief investment
officer in Budros, Ruhlin & Roe Inc.,
said the Pimco fund’s longer-term
returns “still look great.” He added
that “we are not worried that Bill
Gross has suddenly lost the talent
and ability that made him so suc-
cessful in the markets.”

The firm, which is based in Co-
lumbus, Ohio, has more than $2 bil-
lion in assets under management, in-
cluding over $175 million in Pimco
funds.

BY MIN ZENG

Bill Gross, who runs Pimco Total Return Fund, has another reversal with cash withdrawals for a 16th month in a row.
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Pfizer ran out of time for a hostile takeover of AstraZeneca and backed down.
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AstraZeneca Targeted U.S.to Fend Off Pfizer Takeover
warning that inversions would con-
tinue sweeping through American
corporations, with companies com-
pelled to join for fear of being left
behind, unless policy makers
stepped in.

Illustrating the fast-moving pro-
cess, Botox-maker Allergan Inc. has
been in contact with Treasury De-
partment officials over another
takeover attempt, people familiar
with the matter said. Allergan is
trying to fight off a hostile takeover

bid from Valeant Pharmaceuticals
International Inc., a former U.S.
company that gained significant
strength after it completed an inver-
sion by merging with a Canadian
drug maker in 2010. Based now in
Canada, its tax rate has plummeted
to low single-digits, and it has
bulked up through a series of acqui-
sitions.

Treasury Secretary Jacob Lew is
expected to address the practice on
Sept. 8 in a speech about business
tax overhaul, and President Barack
Obama has criticized companies in-
volved in inversion deals. But even
though the Obama administration
has been approached by executives
with concerns about the practice, a

Continued from first page White House official said “we aren’t
privy to the details of and have no
role in individual companies’ plans.”

The attention is set to intensify
after last week’s proposed deal by
Burger King Worldwide Inc. to buy
Canada’s Tim Hortons Inc. in an in-
version that will move the American
burger chain’s headquarters to Can-
ada. That deal would be financed in
part by billionaire investor Warren
Buffett, a vocal supporter of Presi-
dent Obama who previously has said
inversions should be against the
law.

Pfizer’s attempt to take over As-
traZeneca in a $120 billion deal this
spring was among the developments
that dragged Washington into the
inversion debate. In early May, Mr.
Altman of Evercore phoned Mr. Lew
to warn of the economic risks of in-
versions, people familiar with the
matter said. Mr. Altman was deputy
Treasury Secretary during the Clin-
ton administration and has close
ties to the White House.

Around the same time as Mr. Alt-
man’s call, Mr. Nides, a Morgan
Stanley vice chairman, phoned other
senior administration officials to
echo similar warnings. Mr. Nides
was Mr. Obama’s deputy secretary
of state until 2013 and served in the
Clinton administration. Both dis-
closed in the conversations that
they represented AstraZeneca, a cli-
ent that was the target of an inver-
sion, people familiar with the mat-
ter said, but they didn’t ask for
intervention on behalf of their cli-
ent.

Michele Meixell, an AstraZeneca
spokeswoman, said part of the
firm’s strategy during the Pfizer

talks was to engage “with Washing-
ton stakeholders in the appropriate
way as we would do with govern-
ments and policy makers in the
countries in which we operate.”

Mr. Obama and other top offi-
cials for months openly discussed
their distaste for tax inversions, but
did little to deter them apart from
calling for congressional action. But
alarm over inversions increased this
summer after business executives
told administration officials that
dozens more U.S. companies could
“invert” within months if the ad-
ministration didn’t intervene, people
familiar with the matter said. Now
the administration is drawing up
options that could be unveiled this
month to strip away the economic
benefits of such tax structures.

Lawmakers generally share the
administration’s disapproval of the
practice, but disagree whether to

fight it through targeted legislation
as opposed to a broader tax over-
haul that includes lower corporate
tax rates. “It is very clear that the
solution here is tax reform, because
if we try to do some short-term
patch, all we’ll end up doing is ac-
celerating the trend of foreign com-
panies buying U.S. companies,”
House Budget Committee Chairman
Paul Ryan (R., Wis.) said in late July.

The inversions had been coming
steadily long before last week’s
Burger King offer. On June 15, medi-
cal-device maker Medtronic Inc. an-
nounced it was buying Ireland-regis-
tered Covidien PLC through a $42.9
billion inversion. On June 19, AbbVie
Inc. disclosed that it had made an
offer to acquire Shire PLC., another
Irish medical company. A few days
later, media reports disclosed that
Walgreen was considering an inver-
sion of its own, moving its head-

quarters to Switzerland with certain
tax benefits.

On July 14, Abbott Laboratories
said it planned to sell parts of its
generics pharmaceuticals business
to Mylan Inc., with the new com-
pany based in the Netherlands but
effectively run out of Pittsburgh.

The next day, Mr. Lew wrote a
letter to Congress calling for a law
that would block inversions, saying
lawmakers “should enact legislation
immediately…to shut down this
abuse of our tax system.” He said
companies that use such a structure
lacked “economic patriotism.” Mr.
Lew’s letter sparked a flurry of de-
bate on Capitol Hill, where a num-
ber of Democrats and Republicans
agreed something should be done to
address the corporate deals but they
were far apart on what to do.

Mr. Lew initially stressed that
Congress should act on its own, sug-
gesting the Treasury didn’t have the
power to stop these deals. But that
changed quickly. Former Treasury
official Stephen Shay, now a Har-
vard Law School professor, wrote a
July 28 article in Tax Notes, an in-
dustry publication, arguing Treasury
had multiple tools to intervene.

Congress was set to leave for a
long recess in several days, a break
that could have led to multiple more
deals. On Aug. 5, Mr. Lew said for
the first time that Treasury was
considering steps to deter these
deals, though he remained ambigu-
ous about what might be done. This
caught companies, tax advisers, and
a number of hedge funds by sur-
prise, and deal activity ground to a
sudden halt until Burger King’s an-
nouncement last week.

Pfizer’s attempt to take
over AstraZeneca was
among the developments
that dragged Washington
into the inversion debate.
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OPINION: REVIEW & OUTLOOK

T housands of Russian soldiers have
turned the military tide in eastern
Ukraine, and now Vladimir Putin

wants to secure his advantage. That’s the
essence of the cease-fire outline that the
Russian autocrat proposed to Ukraine’s
President Petro Poroshenko on Wednes-
day.

The first of the seven points in the
“Putin plan” calls for an end to offensive
operations by Ukraine’s military. The sec-
ond seeks a withdrawal of Ukrainian
forces to an unspecified “distance” from
populated areas held by Russian forces.
The plan also mentions “international
monitoring,” which in Moldova’s Transn-
istria (after a war in 1992) and Georgia’s
Abkhazia and South Ossetia (2008)
turned into Russian “peace-keepers” as a
permanent occupation force.

A Kremlin spokesman added that
Ukraine now must negotiate with Rus-
sian-backed separatists because “Russia

is not involved in this conflict.” Cue the
laugh track.

The plan would cede to Russian con-
trol over a second giant chunk of
Ukraine’s territory, following the Crimea
land grab in March. Mr.
Poroshenko, who as re-
cently as last week was
making good military
progress against the sepa-
ratists, has now conceded
that his forces can’t match
the Russian armor and
troops that poured into
Ukraine in the last week. The West also
left him to hang with slow and limited
sanctions on Russia and by rejecting
Kiev’s pleas for defensive weapons.

It’s no accident Mr. Putin has floated
this plan before the NATO summit in
Wales and before the EU discusses
broader sanctions on Russia on Friday.
Mr. Putin hopes to forestall sanctions

and divide the West—a strategy that has
worked before. The EU and the U.S. put
off sanctions in June after a few concilia-
tory Kremlin statements. A month later
Mr. Putin began his move on eastern

Ukraine, including the de-
livery of antiaircraft mis-
siles that killed 298 civil-
ians aboard a Malaysia
Airlines plane.

Every previous peace
initiative in Ukraine this
year—at least five by our
count—failed and this one

may also be shaky. Mr. Poroshenko indi-
cated his support for a possible cease-
fire, perhaps to give his military a re-
spite. But the public will not be pleased
that five million or so Ukrainians would
now be ruled by Russian satraps. Even if
Russia observes the truce for a time, it
leaves Mr. Putin able to grab more terri-
tory when the mood strikes. “The real

plan of Putin is the destruction of
Ukraine and the resumption of the
U.S.S.R.,” said Prime Minister Arseniy
Yatsenyuk, who isn’t far from the truth.

The U.S. and EU should take his cue by
adding serious sanctions and strengthen-
ing NATO. France set a good if belated
example on Wednesday by suspending
the delivery of the first of two naval as-
sault vessels bought by Russia. Mr.
Obama should also take his own State
Department’s advice and provide the
arms that would let Ukraine defend itself
when Mr. Putin inevitably ends his truce.

Ukraine will not be Mr. Putin’s last
military destination. Last week Mr. Putin
mused that Kazakhstan wasn’t a real
country, and on Wednesday Russia an-
nounced military exercises along the bor-
der of the oil-rich Central Asian state
with a large ethnic Russian minority. He
had used the same words to describe
Ukraine.

T his week’s NATO summit in Wales
is being billed as one of the most
important in its 65-year history,

and with good reason. The Atlantic alli-
ance needs to prove it is serious about
deterring the no longer unthinkable
prospect of another major war in Europe.

Lest you think we overstate, on Mon-
day the Italian newspaper La Repubblica
quoted Vladimir Putin telling European
Commission President José Manuel Bar-
roso that “if I want, I can take Kiev in
two weeks”—a statement the Kremlin did
not deny (though it did denounce the
leak). Mr. Putin is talking openly about
“New Russia,” with specific mention of
the cities of Kharkiv, Luhansk and Do-
netsk in eastern Ukraine as well as
Odessa on the Black Sea.

Such talk may be bluster, but the
stealthy seizure of Crimea was supposed
to be unthinkable only a few months ago.
So was Russia’s invasion of eastern
Ukraine last month. Tuesday’s announce-
ment of a cease-fire in eastern Ukraine is
hardly reassuring since it freezes the
gains of Russian rebels and leaves Mr.
Putin able to foment more trouble when-
ever he chooses (see nearby).

Wars happen when aggressors detect
the lack of will to stop them. After Rus-
sia’s 2008 invasion of Georgia, we
warned that “Ukraine, which has been
pushing Russia to move its Black Sea
fleet’s headquarters, could be next.”
(“Vladimir Bonaparte,” Aug. 12, 2008.)
We also noted that “the [NATO] alliance

needs to respond forcefully.” It didn’t.
Here we are.

The good news is that NATO’s institu-
tional leaders, civilian and military, have
been awake to reality for some time. An-
ders Fogh Rasmussen, the alliance’s en-
ergetic Secretary General, was warning
well before Russia’s invasion of Ukraine
that NATO’s European members needed
to spend a great deal
more on defense. “We
must shift the argument
from the cost of defense
to the cost of no defense,”
Mr. Rasmussen said last
October.

NATO Supreme Com-
mander Philip Breedlove
has also been clear in describing the na-
ture and sophistication of Russia’s mili-
tary moves. “Surprise, deception and
strategic ambiguity have been adeptly
employed by Russia against Ukraine,” the
general wrote in these pages on July 16,
adding that “this strategy, quite simply,
has significant implications for Europe’s
future security.”

Far from clear, however, is whether
Western political leaders share this sense
of urgency. The European Union has re-
fused to impose serious sanctions in re-
sponse to Russia’s attack on Ukraine, and
French President Francois Hollande has
ruled out military aid to Kiev while sell-
ing warships to Moscow.

As for the ostensible leader of the
Free World, President Obama is busy

downplaying the threats to world order
by saying, as he did on Monday, that “the
world has always been messy” and the
new global disorder is something “we’re
just noticing now because of social me-
dia.” Social media aren’t sending those
Russian tanks toward Donetsk.

President Obama’s visit this week to
Estonia, a NATO member on the Russian

frontier, is a more realistic
political statement because
that could be where Mr.
Putin strikes next. Like
Ukraine, the Baltic states
have sizable Russian-
speaking minorities whose
petty discontents could be
used as pretexts for Mos-

cow’s mischief. Mr. Putin might act
against the Balts precisely because he
wants to show Russians and Europeans
that NATO is a spent promise.

The only way to deter such military
aggression is with a show of comparable
military and political resolve. NATO offi-
cials are floating the idea of a brigade-
sized rapid-reaction force, capable of be-
ing deployed on two-days notice, with
equipment pre-positioned in frontline
NATO states from Norway to Romania.
This is useful as a way to counter Mr. Pu-
tin’s infiltration tactics without forcing
NATO to scatter resources among multi-
ple potential targets.

But it isn’t enough. NATO will also
need to begin permanently stationing
troops in eastern Europe, an idea floated

a decade ago by then-Secretary of De-
fense Donald Rumsfeld. The 1997 NATO-
Russia “Founding Act” is supposed to
forbid such a move, but that text was
carefully written with a view toward “the
current and foreseeable security environ-
ment.” In 1997 Russia wanted to join the
world of democracies. Now it is an au-
tocracy seeking to dominate its neigh-
bors.

NATO states—including the U.S.—will
have to reverse the trend of cuts to mili-
tary spending. The entire British Army
fields 156 tanks—and Britain has one of
NATO’s larger militaries. Of NATO’s 28
states, only four spend 2% of GDP on de-
fense, the technical minimum for mem-
bership. “NATO is currently not well-pre-
pared for a Russian threat against a
NATO Member State,” warned a report
this summer from a U.K. parliamentary
committee.

i i i
The temptation of democracies is to

believe that autocrats treasure peace and
stability as much as we do. Europeans in
particular want to believe that their
postwar institutions and economic inte-
gration have ended their violent history.
But autocrats often prosper from disor-
der, and they need foreign enemies to
feed domestic nationalism. This de-
scribes Russia under Mr. Putin, who is
Europe’s new Bonaparte. His goal is to
break NATO, and he’ll succeed unless the
alliance’s leaders respond forcefully to
his threat.

H aving harassed the Tea Party for
years, the Internal Revenue Ser-
vice is now targeting Silicon Val-

ley. The tax collectors are offended by the
practice, common in the technology in-
dustry, of providing meals to employees
without counting the food as taxable com-
pensation.

Courts have traditionally found that
when meals are offered for the “conve-
nience of the employer” they do not need

to be considered a taxable benefit. And
certainly it benefits firms like Google and
Facebook to have employees grab a quick
bite before returning to their desks rather
than spending time to dine off-campus.

But last week the Treasury published
the annual list of IRS priorities and omi-
nously included a plan for new guidance
“regarding employer-provided meals.” As
a large bureaucracy, the IRS has no fewer
than 317 such projects on its priority list.

In this case they seem to mean it. The
Journal reports that IRS auditors are now
flagging the issue and demanding back
taxes from companies amounting to 30%
of the meals’ fair-market value, according
to lawyers for the firms.

You don’t have to be a software pro-
grammer to think that the IRS ought to
focus on other priorities. For example, not
one of the 317 projects is devoted to accu-
rate and complete disclosure of the

agency’s role in targeting the President’s
philosophical opponents.

Perhaps the IRS could simply focus on
fulfilling the promises it made in July. Only
seven years after the agency’s own Na-
tional Taxpayer Advocate Nina Olson began
urging the agency to publish a new Tax-
payer Bill of Rights, the IRS finally did so.
It guarantees among other things that citi-
zens will enjoy quality service, privacy and
“a fair and just tax system.” Imagine that.

A Putinesque Cease-Fire

Deterring a European War

Tax Collectors in the Cafeteria

After grabbing more of
Ukraine, he bids to
stop tougher EU

sanctions.

Putin wants to break
NATO, and he may
move against the
Baltic states.
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China Aims to Restrict
Foreign-TV Streaming

BEIJING—China is set to impose
a limit on the number of foreign
television shows that Chinese online
video-streaming services can offer,
according to people familiar with
the new policy, in its latest effort to
control foreign-media content.

Regulators as soon as Thursday
could require that foreign TV shows
eventually make up no more than
30% of TV content on Chinese
video-streaming sites, the people
said. Currently, foreign shows make
up more than half of the TV content
of popular video sites such as those
run by Youku Tudou Inc. and
Sohu.com Inc., according to a re-
port by a publication under China’s
broadcast regulator, the State Ad-
ministration of Press, Publication,
Radio, Film and Television.

Representatives for the two com-
panies declined to comment, as did
a spokesman for the agency. It
wasn’t clear whether the 30% re-
ferred to the number of titles of TV
shows or the number of episodes.
(The report saying foreign shows
make up more than half of the TV
content on popular video sites mea-
sured the number of titles.)

China keeps a tight grip on what
its state-run broadcasters can trans-
mit via cable or satellite, and for-
eign programming makes up only a
small part of it. But until recently
regulators put fewer restrictions on
Internet companies that stream
movies and TV shows to Chinese
mobile phones, tablets, computers
and set-top boxes.

That has made a wide range of
foreign shows available to Chinese
viewers, including “The Big Bang
Theory,” “2 Broke Girls” and “House
of Cards” from the U.S.; “Sherlock”
and “Downton Abbey” from the U.K.
and the hit “My Love From the Star”
from South Korea. “The Big Bang
Theory,” which until recently was
streamed by Sohu.com, drew more
than 120 million views a month, ac-
cording to the company.

But regulators have taken an in-

creasing interest in video-streaming,
say executives at the companies.
“The regulator has been collecting
data about episodes of different on-
line programs from major video
sites for quite a while,” said an ex-
ecutive with one domestic video
site. “The agency has done quite a
lot of homework for this policy.”

In April, the state regulator
pulled four hit U.S. series—“The Big
Bang Theory,” “The Good Wife,”
“NCIS,” and “The Practice”—from
domestic video sites.

Authorities haven’t given a rea-
son for those moves. But they come
as Chinese leaders try to tighten
regulation of information circulating
via chat apps and on Internet sites.
As well, China is seeking to build its
own culture of television, movies
and animation to counter what it
sees as the soft-power influence of
the U.S. In a government report re-
leased in March, Chinese govern-
ment planners called on officials to
“quicken development of public cul-
tural undertakings including the
press and publishing, radio and tele-
vision, and literature and art as well
as the culture industry.”

Executives among Chinese video

companies said the new limits could
have a positive impact on the com-
panies by cooling the bidding for li-
censing foreign TV shows. Video-
streaming sites paid a total of 4.2
billion yuan ($683 million) last year
to license foreign and domestic pro-
gramming, according to research
firm EntGroup, up from 3.2 billion
yuan the year before and compared
with 300 million yuan in 2007.

An executive at a Chinese broad-
casting company said producers of
South Korean TV programs—which
are extremely popular in China—
were asking for prices of about
$200,000 to $300,000 per episode
of hit shows.

“For the foreign content produc-
tion and distribution companies,
they might not be able to ask for
unreasonably high price in the fu-
ture as some of them are doing
now,” the executive said.

Many of the Chinese companies
have been developing their own
content as a way to reduce licensing
costs.

China also keeps a lid on the
number of foreign movies allowed in
theaters.

—Lilian Lin

Louise Brealey and Benedict Cumberbatch, stars of the U.K. TV show ‘Sherlock.’
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SonyExpandsLine
OfWearableDevices

Sony Corp. on Wednesday un-
veiled two new wearable devices,
hoping to take a bigger presence in
the market and bolster sales at its
struggling mobile business.

The Japanese consumer electron-
ics giant showed off a new wrist-
band that comes with a 1.4-inch
black-and-white curved display at
the IFA trade show in Berlin. It also
unveiled another version of its
smartwatch, which comes with a 1.6-
inch liquid-crystal-display and runs
on the Android Wear operating sys-
tem. Both devices allow voice com-
mands and are waterproof.

Sony said it packed in more sen-
sors into its wearable devices this
time, allowing users to track, for ex-
ample, how many hours they sleep
or how far they’ve walked. When
paired with a smartphone via Blue-
tooth technology, the wristband can
work as a receiver, allowing the user
to communicate on the device. The
smartwatch doesn’t have a stand-
alone phone function. Sony claims
the battery lasts three days without
charging for the wristband and two
days for the smartwatch.

The company didn’t disclose
prices for the devices, which are
slated to go on sale world-wide this
autumn.

With growth in the global smart-
phone market slowing, Sony is one of
many global technology firms looking
at the wearable devices market. Re-
search firm Strategy Analytics ex-
pects revenue in the global wearable
devices market to reach $37 billion in
2020, up from $1 billion last year.

Branching out into wearable de-
vices to differentiate its product of-
ferings may be more critical for
Sony. The launch comes just a
month after Sony sharply cut its
forecast for sales of smartphones
this year after its mobile division re-
corded an operating loss in the fiscal
first quarter ended June.

Sony executives have said the
company won’t exit the smartphone
market despite lackluster sales as it
is the centerpiece where its core
technologies—cameras, audio equip-
ment and videogames—come to-
gether. But they added that Sony
will be selective on product lineups
and markets it focuses on in the fu-
ture. Sony’s smartphones business

was one of the most profitable busi-
nesses last year, but it is now strug-
gling due to competition from
cheaper handset makers in China.

This isn’t first time that Sony has
released wearable devices, and its
previous attempts failed to gain
much traction. Sony’s market share
for wearable devices in the April-to-
June quarter was just 5%, according
to Strategy Analytics, far behind Fit-
bit Inc.’s 37%, Samsung Electronics
Co.’s 20% and Jawbone’s 19%. Com-
petition is also likely to intensify as
Apple Inc. is expected to announce
its first wearable device next week,
while South Korean rivals Samsung
and LG Electronics Inc. are planning
to launch new smartwatches at Ber-
lin’s IFA trade show this week.

Sony said the SmartBand Talk
and SmartWatch 3 will come with
interchangeable wristbands and in
multiple colors. Sony is also in talks
with several fashion brands to have
them release different types of
bands for the devices, it said.

Sony is also inviting third-party
developers to add software features
to its wristband and smartwatch. By
doing so, it hopes to build an ecosys-
tem around its devices to increase
customer loyalty for its other prod-
ucts such as its Xperia smartphones.

“If Sony could capture 10% of the
global smartwatch market by 2020,
we estimate it will generate an addi-
tional $3 billion of annual revenues,”
said Neil Mawston, executive direc-
tor at Strategy Analytics, adding the
key is to expand sales in the U.S. and
China as it has little wearable device
presence in there. Sony reported
consolidated revenue of about $74
billion for its latest fiscal year.

BY TAKASHI MOCHIZUKI

Sony’s latest smartwatch
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Nokia to Offer Consumer Mapping Apps
STOCKHOLM—Nokia Corp.’s map-

ping business is making a new push
to bring its maps directly to consum-
ers, as the company tries to play
catch-up with rival mobile mapping
services provided by Google Inc. and
Apple Inc.

The Finnish technology supplier
will soon release free-of-charge map
apps for mobile devices running
Google’s Android and Apple’s iOS
platforms, Nokia executive Sean
Fernback said during an interview.

The apps, scheduled for release
before the end of the year, would be
unique in that they would work
without an Internet connection,
Nokia said.

Nokia’s main mapping business
is geared toward corporate custom-
ers that pay licensing fees to use the
digital-mapping platform, including
auto makers and logistics-depen-
dent businesses such as FedEx Corp.
and Amazon.com.

The impetus to make its maps
available to consumers on a larger
number of mobile devices comes as
Nokia’s maps are no longer tied to
the fate of the company’s shrinking
and unprofitable handset business,

transferred to Microsoft Corp. ear-
lier this year.

“We will go where the scale is,”
said Mr. Fernback, an executive at
Nokia’s Here mapping unit.

For now, maps from Google and
Apple dominate the consumer mar-
ket for mobile devices. Both compa-
nies would need to approve the in-
clusion of Nokia’s new product in
their app stores, but Nokia doesn’t
expect this to be a problem.

“I’m convinced people are look-
ing for alternatives,” Mr. Fernback
said. “Google Maps is a good solu-
tion for many—their maps work
very well—but it has looked the
same and done the same for a long
time.”

Google didn’t respond to a re-
quest for comment.

Nokia’s new apps will have func-
tions that competitors lack, includ-
ing the option to fully download
maps for offline use, as well as
search without an Internet connec-
tion, Mr. Fernback said. Google
Maps allows for more limited offline
functionality.

Map navigation works through
satellites, so once a map is down-
loaded it can work without an Inter-
net connection.

Nokia doesn’t expect any imme-
diate financial returns from the new
map applications for Android and
iOS. Unlike Google, which offers its
maps free of charge but shows ad-
vertisements next to search results,
Nokia hasn’t built up an advertising
operation to support its service and
has no plans to do so for now.

Offering free maps to everyday
smartphone and tablet-computer us-
ers should generate more feedback to
fine-tune Nokia’s location engine,
said Nokia’s Mr. Fernback.

The company struck a deal with
Samsung Electronics Co. last
month to make mapping applica-
tions for the South Korean group’s
Tizen operating system.

Nokia has tried to lure users
from competitors in the past with
poor results. In 2012, the company
released a mapping app for Apple
iPhones to capitalize on initial criti-
cism of Apple’s new maps software,
but Nokia’s app received dismal re-
views and few downloads. It was
then pulled from Apple’s app store.

“It was a rushed product that
was never thoroughly proven,” Mr.
Fernback said. “Honestly, it went
horribly wrong. But we’ve re-
grouped now.”

BY SVEN GRUNDBERG
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Samsung’sNewCurvedPhone
week where Apple Inc. is expected to
introduce a larger iPhone of its own.

“Competitors are catching on,”
said Shoneel Kolhatkar, senior di-
rector of product planning for Sam-
sung’s U.S. mobile business, refer-
ring to the increasingly crowded
market for larger smartphones.
“How can we show our differentia-
tors to consumers?”

Underscoring the importance of
the product segment, Mr. Kolhatkar
said Samsung’s internal research
showed that users of its smart-
phone-tablet hybrids spent 390 min-
utes a day on such devices—far
more than 244 minutes a day for its
tablet users and 229 minutes a day
for its smartphone users.

Samsung added a metallic frame
to the Note devices, in an echo of a
new line of smartphones that Sam-
sung introduced just weeks ago.
That new series of smartphones,
called the Galaxy Alpha, came after

Continued from page 15 years of complaints that the com-
pany’s plastic-bodied high-end
smartphones appeared cheap.

The new Note also features im-
proved screen resolution and pixel
density, as well as an optical image
stabilizer for the built-in camera—
which Samsung called a first for a
phone camera. However, the Note
won't be water-resistant, like the
Galaxy S5 smartphone that Samsung
released earlier in the year.

The premium version of the Note
with the curved screen—dubbed the
Galaxy Note Edge—will sell at a
higher price, though the company
didn’t release specifics. A company
spokeswoman said that both the
Note 4 would go on sale in October,
with the Note Edge and the Gear VR
following later in the fall.

The software for the virtual-real-
ity headset will be powered by Oculus
VR, the Irvine, Calif.-based virtual-re-
ality company that Facebook Inc. ac-
quired earlier this year for $2 billion.
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The ongoing NATO summit in
Wales this week is a golden op-
portunity for new Turkish Prime
Minister Ahmet Davutoglu. After
a period when Ankara seemed to
think Turkey’s future lay solely in
the Middle East, recent events
have brought home the impor-
tance of the country’s European
alliances. In Wales, Mr. Davutoglu
can start repairing those relation-
ships, which have suffered from
neglect.

Since taking power in 2002,
the Justice and Development
Party, or AKP, government has
transformed Turkey’s economy,
making the country a majority-
middle-class society. Turks are
living better now than they ever
have in modern history. Accompa-
nying the unprecedented prosper-
ity was a sense of hubris so pow-
erful that former Prime Minister
and now President Recep Tayyip
Erdogan and Mr. Davutoglu, ad-
viser to Mr. Erdogan and then
foreign minister until the past
week, thought they could single-
handedly reshape the Middle
East.

So the AKP abandoned Tur-
key’s founding ethos, Kemalism.
The country’s first president,

Mustafa Kemal Ataturk
saw Turkey as a European
country. His successors be-
lieved that as a member of
every pan-European and
trans-Atlantic institution,
from NATO to the OECD,
Turkey’s fate lay in Europe
and the West. The Turks
related to the Middle East
as Argentines relate to
Latin America. Just as the
Argentines see themselves
as Europeans who happen
to live in Latin America,
many Turks thought of
themselves as Europeans
who happen to live next to
the Middle East.

As Turkey’s chief for-
eign-policy strategist since
2002, Mr. Davutoglu has
challenged this paradigm
by hinting that Turkey
should be the “Brazil of
the Middle East,” a domi-
nant regional economy ca-
pable of steering the
course of events. Turkey
didn’t need Western allies
in the Middle East, under
the new thinking.

The shift became manifest in
Ankara’s involvement in the Syr-
ian war, where Turkey opened its
510-mile long border to support
the rebels against the regime of
Bashar Assad. Turkey also delved
into Iraqi politics, supporting the
Kurds against the central govern-
ment in Baghdad. And Ankara
threw its lot behind Muslim
Brotherhood-affiliated parties in
Libya, Syria and Egypt. All this
was done in the hope of turning
these assets into Ankara’s proxies

of influence in the Middle East.
This gambit has produced cat-

astrophic results. For the first
time in its history, Turkey is en-
gaged in the civil war of a neigh-
boring country in Syria, with no
end in sight. Ankara’s policy of
supporting the Kurds in Iraq has
also backfired, as Baghdad has
blocked Turkish trade ties with
the rest of the country. Thus, and
here is another first, Turkey has
lost all access to the Middle East.
Its borders with Syria and Iraq

are closed.
In Egypt, Turkey is un-

wanted because of its sup-
port for the Muslim Broth-
erhood. Egyptians fault
Ankara for not building
bridges with the broader
society. And in Libya and
Syria, the Turkish-sup-
ported Muslim Brother-
hood has been sidelined
by radicals. The Saudis,
who work tirelessly
against the Muslim Broth-
erhood across the region,
dislike Turkey for its un-
yielding support to the
group.

The long-standing “no-
conflict” rule in Turco-Per-
sian ties has come undone
under the AKP govern-
ment. Turkey and Iran are
locked in a vicious proxy
war, with Tehran support-
ing the Damascus regime
and the Baghdad govern-
ment, undermining An-
kara’s core interests in
Syria and Iraq. Except for
pro-Muslim Brotherhood
Qatar and the Iraqi Kurds,

Ankara has no allies, proxies or
friends in the Middle East.

Turkey has also lost Israel, an
important democratic ally before
2002, by cultivating closer ties to
Hamas. The AKP’s supporters said
that a tougher stance toward Is-
rael was a necessary evil to curry
favor with the Arabs. But today,
neither the Arabs nor the Israelis
are friends.

This couldn’t come at a more
dangerous time, as Turkey now
borders a radical and dangerous

Islamic State in Iraq and Syria
that shares al Qaeda’s ideology
and the Taliban’s statecraft and
grassroots skills. At least a few of
these jihadists have crossed into
Syria through Turkey.

These brewing foreign-policy
crises could soon turn into do-
mestic political challenges for
Messrs. Davutoglu and Erdogan
and the AKP. Turkey’s economic
success is the product of its sta-
bility in an unstable region. The
record-breaking amounts of for-
eign direct investment into the
country reach $50 billion annu-
ally, fueling Turkey’s growth and
Mr. Davutoglu’s electoral success.
As the ISIS threat to Turkey
grows, international investments
will dry up, and his chances in
the 2015 parliamentary elections
will not be as auspicious.

Yet although Ankara’s entan-
glements in the Middle East ha-
ven’t been successful to date, it is
too late to return to the Kemalist
model of ignoring the Middle
East entirely. Turkey is a part of
the Middle East reality and all its
turmoil. At the NATO summit and
beyond, Mr. Davutoglu would be
prudent to take a cue from the
Kemalist playbook and redevelop
a propitious cooperation with
Turkey’s erstwhile allies, NATO,
the U.S. and the Europeans to
tackle the ISIS threat and other
Middle East quandaries together.

Mr. Cagaptay is a fellow at the
Washington Institute for Near
East Policy and the author of
“The Rise of Turkey: The Twenty
First-Century’s First Muslim
Power” (Nebraska, 2014).

BY SONER CAGAPTAY

Turkey’s Middle-East Dream Becomes a Nightmare

Ankara’s efforts to become
a regional power player have
backfired. It’s time to renew
old partnerships instead.

Prime Minister Ahmet Davutoglu.
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The Obama administration is
instituting a variety of far-reach-
ing policies to reduce carbon
emissions and mitigate climate
change. Are any of these capable
of making a difference? Simple
arithmetic suggests not. Given
this reality, we would be wise to
consider strategies that comple-
ment and may be more effective
than mitigation—namely, adapta-
tion.

According to the Paris-based
International Energy Agency, in
2012 the world emitted a little
over 31 gigatons of carbon diox-
ide. China was the No. 1 emitter,
accounting for more than one-
fourth of the carbon produced.
The U.S. was second, emitting
about one-sixth.

China and India, among other
developing countries, argue that
they should be allowed to in-
crease carbon emissions. They’re
still developing and require
higher rates of economic growth.
Moreover, they aren’t responsible
for previous emissions, and on a
per capita basis U.S. emissions
are much higher.

These arguments have merit
but must be measured against the
reality of carbon growth. Con-
sider China: Its carbon emissions
increased by an average 8.6% a
year between 2002 and 2012.
Were China to continue at this
pace for 27 years until it reaches

today’s U.S. GDP per capita, it
would emit 99 gigatons of carbon
in 2041 alone, or three times the
world’s current emissions.

This scenario is too pessimis-
tic. As countries develop, they be-
come more efficient in energy
use. But even if China tapered its
emissions growth from 8.6% to
zero over the same 27 years, it
would still emit as much carbon
in 2041 as the entire world does
today. And that’s not including
emissions growth from India, Af-
rica and South America.

Is there any hope of limiting
carbon emissions to 30-50 giga-
tons in 2030, as many climatolo-
gists have called for, with sub-
stantial reductions thereafter?
Some countries, notably Denmark
and Sweden, have significantly re-
duced emissions. Can the U.S. do
the same?

Feel-good actions won’t make
a dent. For example, it is fashion-
able to favor locally grown pro-
duce in part to reduce the carbon
from transport. But transport
from producer to retailer is a
trivial part—less than 5%—of en-
ergy used in the life cycle of pro-
duce. Almost all of the emitted
carbon is associated with produc-
tion, which means that growing a
tomato bound for Chicago in an
Illinois winter hothouse rather
than outdoors in Florida is not a
carbon-saving strategy.

How about using public trans-
portation, driving carbon-friendly

vehicles, living closer to work, or
biking instead of driving? Sup-
pose that the U.S. completely
eliminated carbon emissions from
transportation over the next four
years. The IEA data show that
world emissions would still rise
because the reduction from the
U.S. would not cover the increase
in carbon emitted by the rest of
the world. Without world-wide
changes, there is limited gain,
even from dramatic action by the
world’s second-largest emitter.

The economics also work
against a major transformation in
the technology of producing
power, either mobile or station-
ary. Coal is cheap. Natural gas is
becoming even cheaper, but its
carbon emissions, according to
the U.S. Energy Information Ad-
ministration, are still half those
of coal and three-quarters those
of gasoline per unit of energy
produced. Although a switch to
natural gas for many power uses
would help, and accounts for re-
cent drops in U.S. emissions, it
cannot change the carbon arith-
metic enough to prevent the
world from exceeding “safe” lev-
els.

Unless an economical low-car-
bon source of power generation
becomes available, it is unrealistic
to expect that countries, espe-
cially developing ones, will accede
to any demand to produce power
in a higher-cost manner merely to
emit less carbon.

Very high carbon taxes or se-
verely restrictive cap-and-trade
policies might provide substantial
motivation to conserve. These
could reduce carbon-intensive
consumption and motivate a
switch to lower carbon power
sources like nuclear. But these ac-
tions are undesirable because of
their adverse effects on the econ-
omy. Australia instituted a $22
per ton carbon-dioxide tax in
2012. It repealed the highly un-
popular measure this July, mainly
because of its economic costs and
perceived ineffectiveness. Re-
search and development are
worthwhile. But they can be
wasteful and ineffective—recall
Solyndra—and if R&D is to be
government sponsored, all devel-
oped countries should participate
in funding.

Given these limitations on mit-
igating carbon emissions, it is im-
portant to study how to adapt to
climate change. There are myriad
possibilities for adaptation, in-
cluding the obvious, like building
dikes in low-lying areas, and
planting heat-tolerant crops and
trees in cities. Some adaptation
will occur naturally. For example,

economic incentives will induce
people who are setting up new
households, businesses and farms
to move to areas that are less
severely harmed by warming tem-
peratures.

Organizations like the U.N.-
sponsored Intergovernmental
Panel on Climate Change have
pushed adaptation as a comple-
mentary strategy to mitigation.
Still, adaptation has received lit-
tle attention by the Obama ad-
ministration and is hardly men-
tioned in public discussion.
Proponents of strong anti-carbon
measures seem to believe that
even considering an alternative to
mitigation will weaken the pub-
lic’s willingness to bear the costs
of mitigation.

Carbon math makes clear that
without major effort and a good
bit of luck, we are unlikely to con-
trol the growth of emissions
enough to meet the standards
that many climate scientists
suggest are necessary. It is time
to end the delusions and start
thinking realistically about what
can and will be done.

Mr. Lazear, chairman of the
President’s Council of Economic
Advisers (2006-09) and head of
the White House committee on
the economics of climate change
(2007-08), is a professor at Stan-
ford University’s Graduate School
of Business and a Hoover Institu-
tion fellow.

BY EDWARD P. LAZEAR

The Climate Change Agenda Needs to Adapt to Reality

Limiting carbon emissions
won’t work. Better to begin
adjusting to a warmer world.
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Companies listing in the U.S. in 2014 have fetched a median ini-
tial public offering price of 8.2 times their latest year’s sales, ver-
sus a median price-to-sales ratio of 3.6 in the previous 12 years,
according to data compiled by University of Florida professor Jay
Ritter. His data also show that excluding biotech firms, this year’s
IPOs have had a median price-to-sales ratio of 4.2 times. A Mar-
kets article Tuesday about the booming IPO market mistakenly
called the ratios averages.

South Africa accounts for 5.7% of the global output of gold. An
In Depth article on Aug. 27 about illegal gold mining in South Af-
rica incorrectly said the country accounts for less than 1% of gold
output.
Readers can alert the London newsroom of The Wall Street Journal to any errors
in news articles by emailing wsjcontact@wsj.com or by calling +44 (0)20 7842
9901.
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LVMH to Relinquish Stake in Hermès
PARIS—Two of France’s biggest

luxury-goods makers have buried
the hatchet after nearly four years
of courtroom battles, allowing Her-
mès International SCA to remain
under family control and owners of
LVMH Moët Hennessy Louis Vuit-
ton SA to walk away with potential
hefty gains.

The surprise settlement unveiled
Wednesday calls for LVMH to relin-
quish its 23% interest in Hermès, a
stake valued at roughly €6.4 billion,
or about $8.4 billion. In turn, the
maker of Kelly bags will withdraw
the legal complaints it had filed
against its bigger rival.

The peace accord ends a corpo-
rate fight that pitted LVMH—a con-
glomerate that owns high-end fash-
ion labels including Louis Vuitton,
Fendi, Marc Jacobs, Donna Karan
and others—against the Hermès
family clan. It also removes specula-
tion that Bernard Arnault—LVMH
chairman and CEO and France’s
richest man—will attempt to buy
Hermès in the coming years.

Although Mr. Arnault claimed he
was pursuing a routine financial in-
vestment and wasn’t seeking con-
trol, Hermès described LVMH’s
shareholding incursion as a hostile
takeover attempt.

Wednesday’s agreement marks
“the end of the siege,” said Exane
BNP Paribas analyst Luca Solca.

Under the settlement brokered by
the president of Paris’s Tribunal de

Commerce, LVMH has committed to
give its shareholders all of the Her-
mès shares it owns by Dec. 20. In a
domino-type transaction, LVMH
holding companies such as Christian
Dior SA will in turn hand over the
Hermès shares to their own share-
holders. Groupe Arnault, the family
holding company of Mr. Arnault, will
be left with about 8.5% in Hermès.

In addition, LVMH, Christian
Dior and Groupe Arnault have
pledged not to buy any Hermès
shares in the next five years, the
two companies said in a joint state-
ment.

Hermès shares fell 3.4% on
Wednesday’s news, but have risen
more than 40% from €176 since
LVMH announced its stake-building

in October 2010; now, in getting
those Hermès shares, LVMH stock-
holders will have the opportunity to
cash in on significant capital gains.

The dispute traces back to Octo-
ber 2010, when LVMH stunned Her-
mès by saying it had obtained a
17.1% stake in its smaller rival
through the direct purchase of
shares and complex derivatives

known as equity swaps, market in-
struments that allow investors to
bet on movements of a share price
without actually owning the shares.

The Hermès family interpreted
the stake buildup—unveiled only a
few months after the death of the
family’s patriarch, Jean-Louis Du-
mas—as an assault on its family
unity. The chief executive of Hermès
at the time, Patrick Thomas, de-
scribed LVMH as “an intruder in our
garden.”

Hermès’s family shareholders set
up a holding company, which con-
trols 50.2% of the fashion house,
with the aim of warding off any
takeover attempt by Mr. Arnault. In
2012, the group also filed a criminal
complaint against LVMH, alleging it
used insider-trading tactics to ac-
quire its stake.

LVMH, which denied using such
tactics to acquire the Hermès stake,
retaliated with a complaint for slan-
der and false accusations.

Tension rose in 2013 when
France’s market watchdog, the Au-
torité des Marchés Financiers,
slapped a fine of €8 million on
LVMH for misleading markets by
not disclosing information earlier
about its stake in Hermès. LVMH
didn’t appeal the fine.

It wasn’t immediately clear
whether the two French magistrates
looking into the 2012 criminal com-
plaint would drop their investiga-
tion after Wednesday’s settlement
between LVMH and Hermès.

The Hermès family had vowed to
defend its independence at all cost.

BY RUTH BENDER
AND WILLIAM HOROBIN

LVMH had amassed a 23% stake in Hermès, angering the fashion label. That stake will be given to LVMH shareholders.
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German E-Retailer Zalando Prepares for an IPO
BERLIN—Online retailer Zalando

SE said Wednesday it plans to file
for an initial public offering, a deal
that could value one of Europe’s
highest-profile tech startups at more
than $5 billion.

The startup plans to float 10% to
11% of its equity by issuing new
shares on the Frankfurt Stock Ex-
change. Zalando didn’t comment on
the value of the deal, but a fund man-
ager briefed by company executives
said Zalando’s owners hope for a val-
uation of more than €4 billion ($5.25
billion), and aim to generate around
€500 million in new capital.

Zalando sells clothes and shoes
online and was originally modeled on
U.S. retailer Zappos. It had been plan-
ning an IPO for months. Expectations
for the public launch mounted in May
when the company changed its corpo-
rate structure to Societas Europea, or
SE, the legal form for a Europe-wide

public company. They were stoked
again last week when Zalando re-
ported an operating profit for the
first time in the second quarter.

“Reaching profitability in the first
half of 2014 was an important mile-
stone, [and] going onto the stock
market was the next logical step in
Zalando’s development,” giving the
company flexibility for long-term
growth, Chief Financial Officer Rubin
Ritter said.

The Berlin-based company has
grown rapidly since its founding six
years ago and is on track to bring in
over €2 billion in revenue by the end
of 2014. Strong demand in Germany,
Austria, and Switzerland, which ac-
count for nearly two-thirds of Za-
lando’s revenue, has helped spur
growth. E-commerce sales in Ger-
many are expected to rise 17% this
year, according to the German re-
tailers association.

“Zalando is now a well-known
name in the German, Austrian and
Swiss markets and for that reason,

it’s an interesting company,” said
Michael Muders, portfolio manager
at Union Investment, though he de-
clined to say whether Union will in-
vest in Zalando.

The delay in Chinese e-commerce
company giant Alibaba Group Hold-
ing Ltd.’s IPO, which could be one of
the world’s largest and raise more
than $20 billion, has also opened a

window for Zalando. Alibaba initially
aimed its launch for the end of Au-
gust but moved it into September
because of investor summer vaca-
tions and because it still needed reg-
ulatory approval.

Zalando investors include broth-
ers Oliver Samwer, Alexander Sam-

wer and Marc Samwer, Swedish
holding company Kinnevik AB, An-
ders Holch Ovlsen, DST Europe, and
Holtzbrinck Ventures GmbH. They
will retain their stakes after the list-
ing.

Zalando has been compared with
Asos PLC, the U.K.’s largest online
clothing retailer, which has grown
rapidly since it first listed in 2001.

But Asos recently warned on profit
due to infrastructure investments,
promotional activity, and a strong
British pound.

“Zalando is even more interna-
tional than Asos is, and their main
markets are in separate geographic
locations,” Mr. Muders said.

A successful launch by Zalando
could also pave the way for an IPO
by Rocket Internet AG, a Web-in-
vestment firm that helped found Za-
lando and which still holds a 0.8%
stake in the retailer.

Morgan Stanley, Goldman
Sachs, and Credit Suisse will act as
joint global coordinators and joint
book runners, Deutsche Bank and
J.P. Morgan as joint book runners,
while Jefferies and Stifel Nicolaus
Europe will act as co-lead manager
of the IPO.

Zalando’s launch could still be
derailed. The company said the IPO
will be carried out as long as market
conditions allow. German retailer
Metro AG this year postponed plans
to launch an IPO of its Russian Cash
& Carry operations due to tensions
between Russia and the West.

Zalando also announced a new
€200 million loan with a five-year
term for general business purposes.

—Eyk Henning
contributed to this article.

BY NATALIA DROZDIAK
AND CHASE GUMMER

A fund manager briefed by company executives said
Zalando’s owners hope for a valuation of more than
€4 billion ($5.25 billion).
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Afghans hoped to achieve a
milestone this summer in their
country’s history with President
Hamid Karzai’s transfer of power
and the inauguration of the next
president. Those hopes are on
hold due to a disputed election
result, and Taliban attacks con-
tinue. Nevertheless, at the grass-
roots level Afghanistan has the
basic tools to ensure peace and
stability.

Those include about 4,800
NGOs and social organizations,
along with the traditional reli-
gious and tribal networks that
have historically formed the bed-
rock of civil society. We traveled

recently through 35 cities and
villages—in Tajik and Uzbek prov-
inces in the north, volatile Push-
tun border regions in the east,
and Uruzgan in the south. We
spoke with community leaders
who have been countering ex-
tremism over decades of turmoil.
Their untold stories reveal how
Afghans are shaping a peaceful
future.

Communities are adapting cus-
tomary channels of dispute reso-
lution, like shuras (councils), to
resolve local crises before they
erupt into regional conflicts. For
instance, every month in the
western city of Herat, hundreds
of religious leaders from neigh-
boring provinces congregate at
the Jami Mosque. Their delibera-
tions are often televised, and the
participants share the results
when they return to their villages.
These independent peace councils
offer an alternative to Taliban ju-
dicial systems.

Communities also conduct
grass-roots interventions. Maulvi
Najibullah, an imam from Jalala-
bad in the east, invites local
stakeholders to his mosque every
Friday to help reform troubled
individuals with a three-step pro-
gram. For drug users, they begin
by arranging rehabilitation—and
for arms dealers, they seek alter-
native employment. Next, reli-
gious scholars bring in theologi-
cal arguments against destructive
behavior. If all else fails, they
involve local law enforcement.

Similar efforts are under way
across the country’s khaniqas,
Sufi centers for cultural and spiri-
tual development. Maulvi Chishti
Mawdudi mobilizes his social net-
works from Herat to Helmand in
the south to provide economic
assistance to impoverished youth
otherwise easily lured by lucra-
tive offers from militants.

Meanwhile, Afghan organiza-
tions are working to prevent in-
tolerance and sectarianism. More
than 100 scholars from across the
country serve on the respected
Shiite-Sunni Brotherhood Council,
based on their commitment to
intra-faith harmony. The council
members issue public statements
of solidarity and encourage Shi-
ites and Sunnis to participate in
each other’s religious festivals.

Activists raise public aware-
ness on a range of sensitive is-
sues—from women’s rights to
national unity—in ways that are
palatable to Afghans. The popular
station Radio Killid hosts the
show “Life” that draws examples
from renowned Afghan poets such
as Rumi and Muslim saints to re-
inforce positive values.

Peacemaking efforts include
one in Kandahar after a period of

heavy violence in 2010. Thou-
sands of women congregated at a
revered shrine whose imam gave
them his loudspeaker to urge
warring Taliban and pro-state fac-
tions to lay down their arms. Fol-
lowing their success, similar ini-
tiatives were carried out across
the country.

Grass-roots social-welfare pro-
grams are addressing socioeco-
nomic grievances, which are often
exploited by militants to win sup-
port. Locals in Herat donate to
the Khwaja Abdullah Ansari
Social Solidarity Foundation,
which provides food and emer-
gency aid to orphans, widows and
war victims. The foundation is
linked to the shrine of an 11th-
century poet saint and is widely
regarded as a credible charity and
a safe space for women to seek
assistance.

Despite the potential of indige-
nous civil society, efforts are
often ad hoc, underfunded and
unsustainable. Moreover, outreach
by the international community
remains limited, especially in
rural areas. While foreign organi-
zations such as Agha Khan Devel-
opment Network and Save the
Children have broad reach, other
efforts—including one featuring
10,000 hot-pink balloons in
Kabul—have missed the mark
with local populations. There
would be more tangible results if
the international community in-
vested in homegrown organiza-
tions that draw from Afghani-

stan’s heritage.
How can the U.S. help? We can

provide local institutions such as
schools, shrines or tribal councils
with training in nonprofit man-
agement, community mobilization
and social media. We can help
connect civil-society groups,
particularly religious and secular
organizations that share common
goals but rarely collaborate.

As Afghanistan enters its
transformation decade, lasting
stability will only come from the
bottom up. A democratic govern-
ment buttressed by a robust
national security force will pro-
vide the necessary superstruc-
ture. But civil society—including
the tribal and religious leaders
who often are excluded from
peace processes—will be vital for
national reconciliation.

Mr. Ziad is the director of South
and Central Asia Programs at
the World Organization for Re-
source Development & Education
(Worde.org) and a fellow in the
Truman National Security Proj-
ect. Ms. Farooq is a senior fellow
at Worde.

The president
went on the attack
late last week, de-
livering blistering
speeches at a Dem-
ocratic fundraiser

in Westchester County, N.Y.; at the
Seafair mansion in Newport, R.I.;
and to unionists in Milwaukee on
Labor Day.

Mr. Obama’s purpose in three
similar speeches was to leave his
audiences with one thought, one
takeaway. The following two quo-
tations are from the speech at
Seafair, where some 60 people

paid up to $32,400 to hear the
president talk about the world.
Herewith a pop quick for readers
who couldn’t be there: Who, in
your opinion, did President Obama
identify as the greatest threat to
mankind?

“Internationally, we’re going
through a tumultuous time. And I
don’t have to tell you, anybody
who has been watching TV this
summer, it seems like it is just
wave after wave of upheaval, most
of it surrounding the Middle East.
You’re seeing a change in the or-
der in the Middle East. But the old

order is having a tough time hold-
ing together and the new order
has yet to be born, and in the in-
terim, it’s scary.”

Now this:
“The reason government does

not work right now is because the
other party has been captured by
an ideological, rigid, uncompro-
mising core that ignores science,
is not particularly interested in
facts, is not particularly interested
in compromise, but is interested
in having its own way 100 percent
of the time—and that way, in
large part, includes dismantling so
much of what has created this in-
credible middle class and this in-
credible wealth here in America.”

As is his habit, Mr. Obama an-
swered the question himself: “So
the answer to our challenges is
actually pretty simple—we need a
better Congress.” That’s right, the
greatest threats to America today
are . . . Mitch McConnell and John
Boehner. Looking at events the
past five years, Mr. Obama has cut
Vladimir Putin more slack than he
has Mr. Boehner.

We understand how Mr. Obama
may feel it’s necessary to cam-
paign in the north to protect Dem-
ocratic senators at risk in the
south and the west. And that re-
quires minimizing the world’s
dangers while maximizing the Re-
publican threat to the homeland.
But even by the low bar of cam-
paign logic, the speeches were
filled with weird flights.

“The reason people are feeling
anxious,” Mr. Obama said in
Westchester, “is that if you watch
the nightly news, it feels like the

world is falling apart.” And while
“the world has always been
messy,” Mr. Obama said, “we’re
just noticing now because of so-
cial media.”

Videotaped beheadings of
American journalists, mass atroci-
ties, rolling tank armies in Iraq
and eastern Ukraine, and Nigeria’s
Boko Haram Islamic terrorists kid-
napping and slaughtering people
are bad, but TV, YouTube and
Twitter are making it . . . worse
than it is?

Notwithstanding the media’s
exaggeration of the world’s trou-
bles, Mr. Obama offered solace:
“Here’s the message I have for
you, American military superiority
has never been greater.” Besides,
“Russia’s economy is going no-
where.” And what’s more: “The
good news is that American lead-

ership has never been more neces-
sary.” All true. And that leaves us
. . . where?

But it was when Mr. Obama’s
thoughts turned to the home front
that the most revealing convolu-
tions emerged, especially discuss-
ing the economy before the Wis-
consin unionists.

He opened with a preposterous
hyperbole: In 2008, “our financial
system collapsed.” But today, de-
spite “a lock-step opposition that
is opposed to everything we do,”
we’re better off “by almost every
measure,” including a “booming”
stock market.

Moments after taking credit for
the Federal Reserve’s market
boom, Mr. Obama took a nine iron
to the upscale people who have
captured most of it. He said the
“average persons” in his audience

aren’t looking for—his words—a
yacht, their own plane, a mansion
or “vacationing in St. Bart’s.”
Here’s the line that came right be-
fore this litany: “I’m not stirring
up class resentment.”

Weirder still: When the presi-
dent spoke to upper-bracket con-
tributors in Westchester or New-
port, he sounded like one of them.
Mr. Obama mocked “the crazy
money that’s floating around” in
politics, and then asked his mon-
eyed audience to give him some.
But when he spoke to the “aver-
age” people in Milwaukee, he
downshifted into fractured English:
“You should want your wife to get
paid fair.” “They ain’t looking for
nothing fancy.” TV news is “just
kind of a whole downer.” One thing
middle class people don’t need
from a president is condescension.

Mr. Obama says the gridlock in
Washington is the result of “a cer-
tain cynical genius.” On the avail-
able evidence, who could dis-
agree? It’s more than that,
though.

Speaking in Estonia Tuesday
about the ISIS threat, Mr. Obama
said the U.S. will lead “an interna-
tional effort,” but “that’s going to
take some time.” Speaking in
Newport, he spoke of the econ-
omy’s “long-term challenges.”
With Barack Obama—whether it’s
friends or enemies, at home or
abroad—every problem is always
disappearing into the horizon. De-
cision is a can that he kicks down
the road. With the whole world
along for the bumpy ride.
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Forget ISIS and Putin;
Obama has identified the
real enemy—Republicans.

Traveling the country, we
saw a vibrant civil society
beginning to emerge.

Comments? The Journal
welcomes readers’ responses to
all articles and editorials. It is
important to include your full
name, address and telephone
number. Please send letters to

the editor to: Letters@WSJ.com
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Gap Opens
In China’s
Great Wall
Of Stocks

The wall separating Western fund
managers from Chinese stocks is
starting to come down, confronting
investors with new risks and rewards.

Starting in October, overseas
money managers will be able to buy
Chinese companies listed in Shang-
hai via Hong Kong’s stock exchange.
Investors have poured money into
funds that track these so-called A-
shares in anticipation of the rule
change, while some brokerage firms
that operate in the region say they
are hiring new staff to handle added
trading. The Shanghai Composite In-
dex, which tracks A-shares, is up
12% since early June.

China’s decision to open its stock
market to outsiders goes hand in
hand with recent initiatives to liber-
alize the currency, the yuan, which
is also known as the renminbi, and
to boost the nation’s influence on
the global financial stage. The move
will allow mainland Chinese firms to
raise money from a wider pool of in-
vestors.

A new surge of cash could
breathe new life into a market that
has lost more than 60% of its value
since 2007, even as the S&P 500,
Dow Jones Industrial Average and
other global stock indexes have hit
record highs.

At the same time, the shift comes
at a time of uncertainty over the Chi-
nese economy, where growth has
slowed in recent years amid a sharp
rise in debt. The decision highlights
investors’ concerns about the nation’s
disclosure and corporate-governance
standards, which are broadly viewed
as falling below Western levels.

“It’s sort of an unknown market
because there’s no access, and you
don’t quite know what you’re buy-
ing,” said Simon Male, director of
Asian equity sales at brokerage Au-
erbach Grayson & Co. “This is not
going to be an overnight change. It’s
going to be a gradual evolution of
the market.”

Under current rules, the only
way to invest in China is by buying
a limited pool of Chinese stocks
listed in Hong Kong, or applying for
a special license to make purchases
on the mainland, a laborious pro-
cess that takes months to complete.
Buying is capped by a quota.

François Perrin, head of greater
China equities at BNP Paribas In-
vestment Partners in Hong Kong, is
using such a license to buy up com-
panies in China that he expects to
benefit from international investors
flooding in.

“It’s going to be a game changer
in term of international investors

Please turn to page 19

By Daniel Inman,
Chao Deng

and Nicole Hong

Ghosn Sees More Talent Depart
TOKYO—A string of high-level

defections from the Renault-Nissan
Alliance is highlighting an existen-
tial question for the French-Japa-
nese auto-making partnership: Can
anyone succeed its long-serving star
chief executive, Carlos Ghosn?

The latest departure was an-
nounced Tuesday, when the Japa-
nese arm of the alliance, Nissan
Motor Co., said that Andy Palmer,
its chief planning officer, was leav-
ing to join another auto maker. As-
ton Martin Lagonda Ltd., the Brit-
ish maker of sports cars driven by
James Bond, said it had hired Mr.
Palmer as chief executive.

Mr. Palmer, whose broad portfo-
lio at Nissan includes marketing,
product planning and electric vehi-
cles, is at least the third member of
Mr. Ghosn’s inner circle of managers
to leave Renault or Nissan in little
more than a year.

Carlos Tavares, Mr. Ghosn’s sec-
ond-in-command at the French arm,
Renault SA, resigned in August
2013 to take over as chairman of the
management board of a rival French
auto maker, PSA Peugeot Citroën.
In July, Johan De Nysschen, chief of
Nissan’s Infiniti luxury-car division,
left to take over the top job at Gen-
eral Motors Co.’s Cadillac division.
Mr. Palmer then added Infiniti to his
list of responsibilities.

Analysts said they were reas-
sured by Nissan’s move to appoint
Philippe Klein, a top Renault execu-

tive, to fill Mr. Palmer’s position.
Mr. Klein knows Nissan well, having
served in several other executive
roles at the Japanese company.

Still, the revolving doors in the
management suites at Renault and
Nissan have raised concerns about
the ability of Mr. Ghosn, who is 60
years old, to groom a successor and
keep his best managers. Analysts
said Mr. Ghosn’s long hold on power,
along with his top-down manage-
ment style, might have frustrated
deputies and potential successors.

Mr. Ghosn’s lieutenants have
struggled to achieve the ambitious
performance targets that he has set
for Renault and Nissan, including
market-share and operating-margin

targets that most analysts think are
unrealistic.

“For the moment, Renault Nissan
has a good pool of talented people, so
they can manage it,’’ said Tatsuo
Yoshida, a former Nissan employee
who is now an analyst at Barclays.
“But if the departures continue, it
could be a problem.’’

Nissan managers are under great
pressure to achieve Mr. Ghosn’s tar-
gets, Mr. Yoshida added: “Once the
commitment is set, no matter what
happens, you have to go for it. If
you give up, you are out.”

Nissan described the departure
of Mr. Palmer—who, like Aston Mar-
tin, is British—as par for the course
in a fast-moving, global industry,

rather than a symptom of any
deeper problems at the car maker.

“Executive changes are a con-
stant in business,” said Chris Keeffe,
a Nissan spokesman. Mr. Palmer’s
departure is “not going to change
our strategy. At Nissan we value our
deep bench.”

Nissan declined to discuss succes-
sion issues, or make Mr. Palmer avail-
able for an interview. Attempts to
reach Mr. Palmer independently were
unsuccessful.

Please turn to page 20

BY ERIC PFANNER

Samsung Unveils Curved Smartphone
Samsung Electronics Co. released

a smartphone with a display that
curves around one side of the phone,
along with virtual reality headset, as
it looks beyond the traditional hand-
set to fend off competition.

The South Korean technology gi-
ant launched the devices alongside
the latest iteration of its popular
smartphone-tablet hybrid, the Gal-
axy Note 4, on Wednesday at the
IFA trade show in Berlin.

The headset, called the Samsung
Gear VR Innovator Edition, is a ny-
lon head strap that allows users to
mount the new Galaxy Note in front
of their eyes, allowing consumers to
use the device for gaming and
watching movies.

With the new products, which will
go on sale through major U.S. carri-
ers this fall, the message is clear: The
world’s biggest smartphone maker is
thinking beyond the rectangular
smartphone slab in its attempt to
maintain a shrinking lead in its mo-
bile business, which accounted for
nearly two-thirds of its operating
profit in the second quarter.

Last week, the company said it
would begin selling a stand-alone
wristwatch, the Samsung Gear S,

that will be able to make and re-
ceive calls without having to be
tethered to a smartphone.

In the second quarter, Samsung
accounted for about one in four
smartphones sold around the world,
down from about one-third a year
earlier, according to research firm
Strategy Analytics, as it lost ground
to local competitors in markets like
China. As a result, the company re-
ported a 20% decline in net profit
for the quarter from a year earlier.

On Wednesday in Seoul, Sam-
sung’s shares dropped to a two-year
low, after Goldman Sachs Group Inc.
cut its earnings expectations and
target price, citing risks to the com-
pany’s smartphone sales as aggres-
sive Chinese competitors narrow the
gap with Samsung’s handsets.

The update to Samsung’s Note
series gives the company a potential
source of differentiation in the mar-
ket for oversize smartphones—a
product category that Samsung cre-

ated with the introduction of the
first Galaxy Note in 2011.

Since then, a number of Chinese
handset makers have released simi-
larly sized devices. Samsung’s new
announcement on the Galaxy Note
comes just days before an event next

Please turn to page 17

BY JONATHAN CHENG
AND WILSON ROTHMAN

Samsung unveiled a premium version of its Note smartphone with a curved edge, left, and a virtual-reality headset.
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Carlos Ghosn, head of Renault-Nissan
Note: Fiscal years start April 1

Source: the company The Wall Street Journal

Ambitious Targets
Carlos Ghosn has set some tough goals for Nissan to reach by 2016
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OPINION

Afghans hoped to achieve a
milestone this summer in their
country’s history with President
Hamid Karzai’s transfer of power
and the inauguration of the next
president. Those hopes are on
hold due to a disputed election
result, and Taliban attacks con-
tinue. Nevertheless, at the grass-
roots level Afghanistan has the
basic tools to ensure peace and
stability.

Those include about 4,800
NGOs and social organizations,
along with the traditional reli-
gious and tribal networks that
have historically formed the bed-
rock of civil society. We traveled

recently through 35 cities and
villages—in Tajik and Uzbek prov-
inces in the north, volatile Push-
tun border regions in the east,
and Uruzgan in the south. We
spoke with community leaders
who have been countering ex-
tremism over decades of turmoil.
Their untold stories reveal how
Afghans are shaping a peaceful
future.

Communities are adapting cus-
tomary channels of dispute reso-
lution, like shuras (councils), to
resolve local crises before they
erupt into regional conflicts. For
instance, every month in the
western city of Herat, hundreds
of religious leaders from neigh-
boring provinces congregate at
the Jami Mosque. Their delibera-
tions are often televised, and the
participants share the results
when they return to their villages.
These independent peace councils
offer an alternative to Taliban ju-
dicial systems.

Communities also conduct
grass-roots interventions. Maulvi
Najibullah, an imam from Jalala-
bad in the east, invites local
stakeholders to his mosque every
Friday to help reform troubled
individuals with a three-step pro-
gram. For drug users, they begin
by arranging rehabilitation—and
for arms dealers, they seek alter-
native employment. Next, reli-
gious scholars bring in theologi-
cal arguments against destructive
behavior. If all else fails, they
involve local law enforcement.

Similar efforts are under way
across the country’s khaniqas,
Sufi centers for cultural and spiri-
tual development. Maulvi Chishti
Mawdudi mobilizes his social net-
works from Herat to Helmand in
the south to provide economic
assistance to impoverished youth
otherwise easily lured by lucra-
tive offers from militants.

Meanwhile, Afghan organiza-
tions are working to prevent in-
tolerance and sectarianism. More
than 100 scholars from across the
country serve on the respected
Shiite-Sunni Brotherhood Council,
based on their commitment to
intra-faith harmony. The council
members issue public statements
of solidarity and encourage Shi-
ites and Sunnis to participate in
each other’s religious festivals.

Activists raise public aware-
ness on a range of sensitive is-
sues—from women’s rights to
national unity—in ways that are
palatable to Afghans. The popular
station Radio Killid hosts the
show “Life” that draws examples
from renowned Afghan poets such
as Rumi and Muslim saints to re-
inforce positive values.

Peacemaking efforts include
one in Kandahar after a period of

heavy violence in 2010. Thou-
sands of women congregated at a
revered shrine whose imam gave
them his loudspeaker to urge
warring Taliban and pro-state fac-
tions to lay down their arms. Fol-
lowing their success, similar ini-
tiatives were carried out across
the country.

Grass-roots social-welfare pro-
grams are addressing socioeco-
nomic grievances, which are often
exploited by militants to win sup-
port. Locals in Herat donate to
the Khwaja Abdullah Ansari
Social Solidarity Foundation,
which provides food and emer-
gency aid to orphans, widows and
war victims. The foundation is
linked to the shrine of an 11th-
century poet saint and is widely
regarded as a credible charity and
a safe space for women to seek
assistance.

Despite the potential of indige-
nous civil society, efforts are
often ad hoc, underfunded and
unsustainable. Moreover, outreach
by the international community
remains limited, especially in
rural areas. While foreign organi-
zations such as Agha Khan Devel-
opment Network and Save the
Children have broad reach, other
efforts—including one featuring
10,000 hot-pink balloons in
Kabul—have missed the mark
with local populations. There
would be more tangible results if
the international community in-
vested in homegrown organiza-
tions that draw from Afghani-

stan’s heritage.
How can the U.S. help? We can

provide local institutions such as
schools, shrines or tribal councils
with training in nonprofit man-
agement, community mobilization
and social media. We can help
connect civil-society groups,
particularly religious and secular
organizations that share common
goals but rarely collaborate.

As Afghanistan enters its
transformation decade, lasting
stability will only come from the
bottom up. A democratic govern-
ment buttressed by a robust
national security force will pro-
vide the necessary superstruc-
ture. But civil society—including
the tribal and religious leaders
who often are excluded from
peace processes—will be vital for
national reconciliation.

Mr. Ziad is the director of South
and Central Asia Programs at
the World Organization for Re-
source Development & Education
(Worde.org) and a fellow in the
Truman National Security Proj-
ect. Ms. Farooq is a senior fellow
at Worde.

The president
went on the attack
late last week, de-
livering blistering
speeches at a Dem-
ocratic fundraiser

in Westchester County, N.Y.; at the
Seafair mansion in Newport, R.I.;
and to unionists in Milwaukee on
Labor Day.

Mr. Obama’s purpose in three
similar speeches was to leave his
audiences with one thought, one
takeaway. The following two quo-
tations are from the speech at
Seafair, where some 60 people

paid up to $32,400 to hear the
president talk about the world.
Herewith a pop quick for readers
who couldn’t be there: Who, in
your opinion, did President Obama
identify as the greatest threat to
mankind?

“Internationally, we’re going
through a tumultuous time. And I
don’t have to tell you, anybody
who has been watching TV this
summer, it seems like it is just
wave after wave of upheaval, most
of it surrounding the Middle East.
You’re seeing a change in the or-
der in the Middle East. But the old

order is having a tough time hold-
ing together and the new order
has yet to be born, and in the in-
terim, it’s scary.”

Now this:
“The reason government does

not work right now is because the
other party has been captured by
an ideological, rigid, uncompro-
mising core that ignores science,
is not particularly interested in
facts, is not particularly interested
in compromise, but is interested
in having its own way 100 percent
of the time—and that way, in
large part, includes dismantling so
much of what has created this in-
credible middle class and this in-
credible wealth here in America.”

As is his habit, Mr. Obama an-
swered the question himself: “So
the answer to our challenges is
actually pretty simple—we need a
better Congress.” That’s right, the
greatest threats to America today
are . . . Mitch McConnell and John
Boehner. Looking at events the
past five years, Mr. Obama has cut
Vladimir Putin more slack than he
has Mr. Boehner.

We understand how Mr. Obama
may feel it’s necessary to cam-
paign in the north to protect Dem-
ocratic senators at risk in the
south and the west. And that re-
quires minimizing the world’s
dangers while maximizing the Re-
publican threat to the homeland.
But even by the low bar of cam-
paign logic, the speeches were
filled with weird flights.

“The reason people are feeling
anxious,” Mr. Obama said in
Westchester, “is that if you watch
the nightly news, it feels like the

world is falling apart.” And while
“the world has always been
messy,” Mr. Obama said, “we’re
just noticing now because of so-
cial media.”

Videotaped beheadings of
American journalists, mass atroci-
ties, rolling tank armies in Iraq
and eastern Ukraine, and Nigeria’s
Boko Haram Islamic terrorists kid-
napping and slaughtering people
are bad, but TV, YouTube and
Twitter are making it . . . worse
than it is?

Notwithstanding the media’s
exaggeration of the world’s trou-
bles, Mr. Obama offered solace:
“Here’s the message I have for
you, American military superiority
has never been greater.” Besides,
“Russia’s economy is going no-
where.” And what’s more: “The
good news is that American lead-

ership has never been more neces-
sary.” All true. And that leaves us
. . . where?

But it was when Mr. Obama’s
thoughts turned to the home front
that the most revealing convolu-
tions emerged, especially discuss-
ing the economy before the Wis-
consin unionists.

He opened with a preposterous
hyperbole: In 2008, “our financial
system collapsed.” But today, de-
spite “a lock-step opposition that
is opposed to everything we do,”
we’re better off “by almost every
measure,” including a “booming”
stock market.

Moments after taking credit for
the Federal Reserve’s market
boom, Mr. Obama took a nine iron
to the upscale people who have
captured most of it. He said the
“average persons” in his audience

aren’t looking for—his words—a
yacht, their own plane, a mansion
or “vacationing in St. Bart’s.”
Here’s the line that came right be-
fore this litany: “I’m not stirring
up class resentment.”

Weirder still: When the presi-
dent spoke to upper-bracket con-
tributors in Westchester or New-
port, he sounded like one of them.
Mr. Obama mocked “the crazy
money that’s floating around” in
politics, and then asked his mon-
eyed audience to give him some.
But when he spoke to the “aver-
age” people in Milwaukee, he
downshifted into fractured English:
“You should want your wife to get
paid fair.” “They ain’t looking for
nothing fancy.” TV news is “just
kind of a whole downer.” One thing
middle class people don’t need
from a president is condescension.

Mr. Obama says the gridlock in
Washington is the result of “a cer-
tain cynical genius.” On the avail-
able evidence, who could dis-
agree? It’s more than that,
though.

Speaking in Estonia Tuesday
about the ISIS threat, Mr. Obama
said the U.S. will lead “an interna-
tional effort,” but “that’s going to
take some time.” Speaking in
Newport, he spoke of the econ-
omy’s “long-term challenges.”
With Barack Obama—whether it’s
friends or enemies, at home or
abroad—every problem is always
disappearing into the horizon. De-
cision is a can that he kicks down
the road. With the whole world
along for the bumpy ride.

Write to henninger@wsj.com
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Afghans Get Busy Helping Themselves
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Forget ISIS and Putin;
Obama has identified the
real enemy—Republicans.

Traveling the country, we
saw a vibrant civil society
beginning to emerge.

Comments? The Journal
welcomes readers’ responses to
all articles and editorials. It is
important to include your full
name, address and telephone
number. Please send letters to

the editor to: Letters@WSJ.com
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China’s Petroleum Reserve
Builds Shaky Floor for Oil
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Gap Opens
In China’s
Great Wall
Of Stocks

The wall separating Western fund
managers from Chinese stocks is
starting to come down, confronting
investors with new risks and rewards.

Starting in October, overseas
money managers will be able to buy
Chinese companies listed in Shang-
hai via Hong Kong’s stock exchange.
Investors have poured money into
funds that track these so-called A-
shares in anticipation of the rule
change, while some brokerage firms
that operate in the region say they
are hiring new staff to handle added
trading. The Shanghai Composite In-
dex, which tracks A-shares, is up
12% since early June.

China’s decision to open its stock
market to outsiders goes hand in
hand with recent initiatives to liber-
alize the currency, the yuan, which
is also known as the renminbi, and
to boost the nation’s influence on
the global financial stage. The move
will allow mainland Chinese firms to
raise money from a wider pool of in-
vestors.

A new surge of cash could
breathe new life into a market that
has lost more than 60% of its value
since 2007, even as the S&P 500,
Dow Jones Industrial Average and
other global stock indexes have hit
record highs.

At the same time, the shift comes
at a time of uncertainty over the Chi-
nese economy, where growth has
slowed in recent years amid a sharp
rise in debt. The decision highlights
investors’ concerns about the nation’s
disclosure and corporate-governance
standards, which are broadly viewed
as falling below Western levels.

“It’s sort of an unknown market
because there’s no access, and you
don’t quite know what you’re buy-
ing,” said Simon Male, director of
Asian equity sales at brokerage Au-
erbach Grayson & Co. “This is not
going to be an overnight change. It’s
going to be a gradual evolution of
the market.”

Under current rules, the only
way to invest in China is by buying
a limited pool of Chinese stocks
listed in Hong Kong, or applying for
a special license to make purchases
on the mainland, a laborious pro-
cess that takes months to complete.
Buying is capped by a quota.

François Perrin, head of greater
China equities at BNP Paribas In-
vestment Partners in Hong Kong, is
using such a license to buy up com-
panies in China that he expects to
benefit from international investors
flooding in.

“It’s going to be a game changer
in term of international investors

Please turn to page 19

By Daniel Inman,
Chao Deng

and Nicole Hong

Ghosn Sees More Talent Depart
TOKYO—A string of high-level

defections from the Renault-Nissan
Alliance is highlighting an existen-
tial question for the French-Japa-
nese auto-making partnership: Can
anyone succeed its long-serving star
chief executive, Carlos Ghosn?

The latest departure was an-
nounced Tuesday, when the Japa-
nese arm of the alliance, Nissan
Motor Co., said that Andy Palmer,
its chief planning officer, was leav-
ing to join another auto maker. As-
ton Martin Lagonda Ltd., the Brit-
ish maker of sports cars driven by
James Bond, said it had hired Mr.
Palmer as chief executive.

Mr. Palmer, whose broad portfo-
lio at Nissan includes marketing,
product planning and electric vehi-
cles, is at least the third member of
Mr. Ghosn’s inner circle of managers
to leave Renault or Nissan in little
more than a year.

Carlos Tavares, Mr. Ghosn’s sec-
ond-in-command at the French arm,
Renault SA, resigned in August
2013 to take over as chairman of the
management board of a rival French
auto maker, PSA Peugeot Citroën.
In July, Johan De Nysschen, chief of
Nissan’s Infiniti luxury-car division,
left to take over the top job at Gen-
eral Motors Co.’s Cadillac division.
Mr. Palmer then added Infiniti to his
list of responsibilities.

Analysts said they were reas-
sured by Nissan’s move to appoint
Philippe Klein, a top Renault execu-

tive, to fill Mr. Palmer’s position.
Mr. Klein knows Nissan well, having
served in several other executive
roles at the Japanese company.

Still, the revolving doors in the
management suites at Renault and
Nissan have raised concerns about
the ability of Mr. Ghosn, who is 60
years old, to groom a successor and
keep his best managers. Analysts
said Mr. Ghosn’s long hold on power,
along with his top-down manage-
ment style, might have frustrated
deputies and potential successors.

Mr. Ghosn’s lieutenants have
struggled to achieve the ambitious
performance targets that he has set
for Renault and Nissan, including
market-share and operating-margin

targets that most analysts think are
unrealistic.

“For the moment, Renault Nissan
has a good pool of talented people, so
they can manage it,’’ said Tatsuo
Yoshida, a former Nissan employee
who is now an analyst at Barclays.
“But if the departures continue, it
could be a problem.’’

Nissan managers are under great
pressure to achieve Mr. Ghosn’s tar-
gets, Mr. Yoshida added: “Once the
commitment is set, no matter what
happens, you have to go for it. If
you give up, you are out.”

Nissan described the departure
of Mr. Palmer—who, like Aston Mar-
tin, is British—as par for the course
in a fast-moving, global industry,

rather than a symptom of any
deeper problems at the car maker.

“Executive changes are a con-
stant in business,” said Chris Keeffe,
a Nissan spokesman. Mr. Palmer’s
departure is “not going to change
our strategy. At Nissan we value our
deep bench.”

Nissan declined to discuss succes-
sion issues, or make Mr. Palmer avail-
able for an interview. Attempts to
reach Mr. Palmer independently were
unsuccessful.

Please turn to page 20

BY ERIC PFANNER

Samsung Unveils Curved Smartphone
Samsung Electronics Co. released

a smartphone with a display that
curves around one side of the phone,
along with virtual reality headset, as
it looks beyond the traditional hand-
set to fend off competition.

The South Korean technology gi-
ant launched the devices alongside
the latest iteration of its popular
smartphone-tablet hybrid, the Gal-
axy Note 4, on Wednesday at the
IFA trade show in Berlin.

The headset, called the Samsung
Gear VR Innovator Edition, is a ny-
lon head strap that allows users to
mount the new Galaxy Note in front
of their eyes, allowing consumers to
use the device for gaming and
watching movies.

With the new products, which will
go on sale through major U.S. carri-
ers this fall, the message is clear: The
world’s biggest smartphone maker is
thinking beyond the rectangular
smartphone slab in its attempt to
maintain a shrinking lead in its mo-
bile business, which accounted for
nearly two-thirds of its operating
profit in the second quarter.

Last week, the company said it
would begin selling a stand-alone
wristwatch, the Samsung Gear S,

that will be able to make and re-
ceive calls without having to be
tethered to a smartphone.

In the second quarter, Samsung
accounted for about one in four
smartphones sold around the world,
down from about one-third a year
earlier, according to research firm
Strategy Analytics, as it lost ground
to local competitors in markets like
China. As a result, the company re-
ported a 20% decline in net profit
for the quarter from a year earlier.

On Wednesday in Seoul, Sam-
sung’s shares dropped to a two-year
low, after Goldman Sachs Group Inc.
cut its earnings expectations and
target price, citing risks to the com-
pany’s smartphone sales as aggres-
sive Chinese competitors narrow the
gap with Samsung’s handsets.

The update to Samsung’s Note
series gives the company a potential
source of differentiation in the mar-
ket for oversize smartphones—a
product category that Samsung cre-

ated with the introduction of the
first Galaxy Note in 2011.

Since then, a number of Chinese
handset makers have released simi-
larly sized devices. Samsung’s new
announcement on the Galaxy Note
comes just days before an event next

Please turn to page 17

BY JONATHAN CHENG
AND WILSON ROTHMAN

Samsung unveiled a premium version of its Note smartphone with a curved edge, left, and a virtual-reality headset.
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Carlos Ghosn, head of Renault-Nissan
Note: Fiscal years start April 1

Source: the company The Wall Street Journal

Ambitious Targets
Carlos Ghosn has set some tough goals for Nissan to reach by 2016
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OPINION

The ongoing NATO summit in
Wales this week is a golden op-
portunity for new Turkish Prime
Minister Ahmet Davutoglu. After
a period when Ankara seemed to
think Turkey’s future lay solely in
the Middle East, recent events
have brought home the impor-
tance of the country’s European
alliances. In Wales, Mr. Davutoglu
can start repairing those relation-
ships, which have suffered from
neglect.

Since taking power in 2002,
the Justice and Development
Party, or AKP, government has
transformed Turkey’s economy,
making the country a majority-
middle-class society. Turks are
living better now than they ever
have in modern history. Accompa-
nying the unprecedented prosper-
ity was a sense of hubris so pow-
erful that former Prime Minister
and now President Recep Tayyip
Erdogan and Mr. Davutoglu, ad-
viser to Mr. Erdogan and then
foreign minister until the past
week, thought they could single-
handedly reshape the Middle
East.

So the AKP abandoned Tur-
key’s founding ethos, Kemalism.
The country’s first president,

Mustafa Kemal Ataturk
saw Turkey as a European
country. His successors be-
lieved that as a member of
every pan-European and
trans-Atlantic institution,
from NATO to the OECD,
Turkey’s fate lay in Europe
and the West. The Turks
related to the Middle East
as Argentines relate to
Latin America. Just as the
Argentines see themselves
as Europeans who happen
to live in Latin America,
many Turks thought of
themselves as Europeans
who happen to live next to
the Middle East.

As Turkey’s chief for-
eign-policy strategist since
2002, Mr. Davutoglu has
challenged this paradigm
by hinting that Turkey
should be the “Brazil of
the Middle East,” a domi-
nant regional economy ca-
pable of steering the
course of events. Turkey
didn’t need Western allies
in the Middle East, under
the new thinking.

The shift became manifest in
Ankara’s involvement in the Syr-
ian war, where Turkey opened its
510-mile long border to support
the rebels against the regime of
Bashar Assad. Turkey also delved
into Iraqi politics, supporting the
Kurds against the central govern-
ment in Baghdad. And Ankara
threw its lot behind Muslim
Brotherhood-affiliated parties in
Libya, Syria and Egypt. All this
was done in the hope of turning
these assets into Ankara’s proxies

of influence in the Middle East.
This gambit has produced cat-

astrophic results. For the first
time in its history, Turkey is en-
gaged in the civil war of a neigh-
boring country in Syria, with no
end in sight. Ankara’s policy of
supporting the Kurds in Iraq has
also backfired, as Baghdad has
blocked Turkish trade ties with
the rest of the country. Thus, and
here is another first, Turkey has
lost all access to the Middle East.
Its borders with Syria and Iraq

are closed.
In Egypt, Turkey is un-

wanted because of its sup-
port for the Muslim Broth-
erhood. Egyptians fault
Ankara for not building
bridges with the broader
society. And in Libya and
Syria, the Turkish-sup-
ported Muslim Brother-
hood has been sidelined
by radicals. The Saudis,
who work tirelessly
against the Muslim Broth-
erhood across the region,
dislike Turkey for its un-
yielding support to the
group.

The long-standing “no-
conflict” rule in Turco-Per-
sian ties has come undone
under the AKP govern-
ment. Turkey and Iran are
locked in a vicious proxy
war, with Tehran support-
ing the Damascus regime
and the Baghdad govern-
ment, undermining An-
kara’s core interests in
Syria and Iraq. Except for
pro-Muslim Brotherhood
Qatar and the Iraqi Kurds,

Ankara has no allies, proxies or
friends in the Middle East.

Turkey has also lost Israel, an
important democratic ally before
2002, by cultivating closer ties to
Hamas. The AKP’s supporters said
that a tougher stance toward Is-
rael was a necessary evil to curry
favor with the Arabs. But today,
neither the Arabs nor the Israelis
are friends.

This couldn’t come at a more
dangerous time, as Turkey now
borders a radical and dangerous

Islamic State in Iraq and Syria
that shares al Qaeda’s ideology
and the Taliban’s statecraft and
grassroots skills. At least a few of
these jihadists have crossed into
Syria through Turkey.

These brewing foreign-policy
crises could soon turn into do-
mestic political challenges for
Messrs. Davutoglu and Erdogan
and the AKP. Turkey’s economic
success is the product of its sta-
bility in an unstable region. The
record-breaking amounts of for-
eign direct investment into the
country reach $50 billion annu-
ally, fueling Turkey’s growth and
Mr. Davutoglu’s electoral success.
As the ISIS threat to Turkey
grows, international investments
will dry up, and his chances in
the 2015 parliamentary elections
will not be as auspicious.

Yet although Ankara’s entan-
glements in the Middle East ha-
ven’t been successful to date, it is
too late to return to the Kemalist
model of ignoring the Middle
East entirely. Turkey is a part of
the Middle East reality and all its
turmoil. At the NATO summit and
beyond, Mr. Davutoglu would be
prudent to take a cue from the
Kemalist playbook and redevelop
a propitious cooperation with
Turkey’s erstwhile allies, NATO,
the U.S. and the Europeans to
tackle the ISIS threat and other
Middle East quandaries together.

Mr. Cagaptay is a fellow at the
Washington Institute for Near
East Policy and the author of
“The Rise of Turkey: The Twenty
First-Century’s First Muslim
Power” (Nebraska, 2014).

BY SONER CAGAPTAY

Turkey’s Middle-East Dream Becomes a Nightmare

Ankara’s efforts to become
a regional power player have
backfired. It’s time to renew
old partnerships instead.

Prime Minister Ahmet Davutoglu.
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The Obama administration is
instituting a variety of far-reach-
ing policies to reduce carbon
emissions and mitigate climate
change. Are any of these capable
of making a difference? Simple
arithmetic suggests not. Given
this reality, we would be wise to
consider strategies that comple-
ment and may be more effective
than mitigation—namely, adapta-
tion.

According to the Paris-based
International Energy Agency, in
2012 the world emitted a little
over 31 gigatons of carbon diox-
ide. China was the No. 1 emitter,
accounting for more than one-
fourth of the carbon produced.
The U.S. was second, emitting
about one-sixth.

China and India, among other
developing countries, argue that
they should be allowed to in-
crease carbon emissions. They’re
still developing and require
higher rates of economic growth.
Moreover, they aren’t responsible
for previous emissions, and on a
per capita basis U.S. emissions
are much higher.

These arguments have merit
but must be measured against the
reality of carbon growth. Con-
sider China: Its carbon emissions
increased by an average 8.6% a
year between 2002 and 2012.
Were China to continue at this
pace for 27 years until it reaches

today’s U.S. GDP per capita, it
would emit 99 gigatons of carbon
in 2041 alone, or three times the
world’s current emissions.

This scenario is too pessimis-
tic. As countries develop, they be-
come more efficient in energy
use. But even if China tapered its
emissions growth from 8.6% to
zero over the same 27 years, it
would still emit as much carbon
in 2041 as the entire world does
today. And that’s not including
emissions growth from India, Af-
rica and South America.

Is there any hope of limiting
carbon emissions to 30-50 giga-
tons in 2030, as many climatolo-
gists have called for, with sub-
stantial reductions thereafter?
Some countries, notably Denmark
and Sweden, have significantly re-
duced emissions. Can the U.S. do
the same?

Feel-good actions won’t make
a dent. For example, it is fashion-
able to favor locally grown pro-
duce in part to reduce the carbon
from transport. But transport
from producer to retailer is a
trivial part—less than 5%—of en-
ergy used in the life cycle of pro-
duce. Almost all of the emitted
carbon is associated with produc-
tion, which means that growing a
tomato bound for Chicago in an
Illinois winter hothouse rather
than outdoors in Florida is not a
carbon-saving strategy.

How about using public trans-
portation, driving carbon-friendly

vehicles, living closer to work, or
biking instead of driving? Sup-
pose that the U.S. completely
eliminated carbon emissions from
transportation over the next four
years. The IEA data show that
world emissions would still rise
because the reduction from the
U.S. would not cover the increase
in carbon emitted by the rest of
the world. Without world-wide
changes, there is limited gain,
even from dramatic action by the
world’s second-largest emitter.

The economics also work
against a major transformation in
the technology of producing
power, either mobile or station-
ary. Coal is cheap. Natural gas is
becoming even cheaper, but its
carbon emissions, according to
the U.S. Energy Information Ad-
ministration, are still half those
of coal and three-quarters those
of gasoline per unit of energy
produced. Although a switch to
natural gas for many power uses
would help, and accounts for re-
cent drops in U.S. emissions, it
cannot change the carbon arith-
metic enough to prevent the
world from exceeding “safe” lev-
els.

Unless an economical low-car-
bon source of power generation
becomes available, it is unrealistic
to expect that countries, espe-
cially developing ones, will accede
to any demand to produce power
in a higher-cost manner merely to
emit less carbon.

Very high carbon taxes or se-
verely restrictive cap-and-trade
policies might provide substantial
motivation to conserve. These
could reduce carbon-intensive
consumption and motivate a
switch to lower carbon power
sources like nuclear. But these ac-
tions are undesirable because of
their adverse effects on the econ-
omy. Australia instituted a $22
per ton carbon-dioxide tax in
2012. It repealed the highly un-
popular measure this July, mainly
because of its economic costs and
perceived ineffectiveness. Re-
search and development are
worthwhile. But they can be
wasteful and ineffective—recall
Solyndra—and if R&D is to be
government sponsored, all devel-
oped countries should participate
in funding.

Given these limitations on mit-
igating carbon emissions, it is im-
portant to study how to adapt to
climate change. There are myriad
possibilities for adaptation, in-
cluding the obvious, like building
dikes in low-lying areas, and
planting heat-tolerant crops and
trees in cities. Some adaptation
will occur naturally. For example,

economic incentives will induce
people who are setting up new
households, businesses and farms
to move to areas that are less
severely harmed by warming tem-
peratures.

Organizations like the U.N.-
sponsored Intergovernmental
Panel on Climate Change have
pushed adaptation as a comple-
mentary strategy to mitigation.
Still, adaptation has received lit-
tle attention by the Obama ad-
ministration and is hardly men-
tioned in public discussion.
Proponents of strong anti-carbon
measures seem to believe that
even considering an alternative to
mitigation will weaken the pub-
lic’s willingness to bear the costs
of mitigation.

Carbon math makes clear that
without major effort and a good
bit of luck, we are unlikely to con-
trol the growth of emissions
enough to meet the standards
that many climate scientists
suggest are necessary. It is time
to end the delusions and start
thinking realistically about what
can and will be done.

Mr. Lazear, chairman of the
President’s Council of Economic
Advisers (2006-09) and head of
the White House committee on
the economics of climate change
(2007-08), is a professor at Stan-
ford University’s Graduate School
of Business and a Hoover Institu-
tion fellow.

BY EDWARD P. LAZEAR

The Climate Change Agenda Needs to Adapt to Reality

Limiting carbon emissions
won’t work. Better to begin
adjusting to a warmer world.
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Companies listing in the U.S. in 2014 have fetched a median ini-
tial public offering price of 8.2 times their latest year’s sales, ver-
sus a median price-to-sales ratio of 3.6 in the previous 12 years,
according to data compiled by University of Florida professor Jay
Ritter. His data also show that excluding biotech firms, this year’s
IPOs have had a median price-to-sales ratio of 4.2 times. A Mar-
kets article Tuesday about the booming IPO market mistakenly
called the ratios averages.

South Africa accounts for 5.7% of the global output of gold. An
In Depth article on Aug. 27 about illegal gold mining in South Af-
rica incorrectly said the country accounts for less than 1% of gold
output.
Readers can alert the London newsroom of The Wall Street Journal to any errors
in news articles by emailing wsjcontact@wsj.com or by calling +44 (0)20 7842
9901.
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LVMH to Relinquish Stake in Hermès
PARIS—Two of France’s biggest

luxury-goods makers have buried
the hatchet after nearly four years
of courtroom battles, allowing Her-
mès International SCA to remain
under family control and owners of
LVMH Moët Hennessy Louis Vuit-
ton SA to walk away with potential
hefty gains.

The surprise settlement unveiled
Wednesday calls for LVMH to relin-
quish its 23% interest in Hermès, a
stake valued at roughly €6.4 billion,
or about $8.4 billion. In turn, the
maker of Kelly bags will withdraw
the legal complaints it had filed
against its bigger rival.

The peace accord ends a corpo-
rate fight that pitted LVMH—a con-
glomerate that owns high-end fash-
ion labels including Louis Vuitton,
Fendi, Marc Jacobs, Donna Karan
and others—against the Hermès
family clan. It also removes specula-
tion that Bernard Arnault—LVMH
chairman and CEO and France’s
richest man—will attempt to buy
Hermès in the coming years.

Although Mr. Arnault claimed he
was pursuing a routine financial in-
vestment and wasn’t seeking con-
trol, Hermès described LVMH’s
shareholding incursion as a hostile
takeover attempt.

Wednesday’s agreement marks
“the end of the siege,” said Exane
BNP Paribas analyst Luca Solca.

Under the settlement brokered by
the president of Paris’s Tribunal de

Commerce, LVMH has committed to
give its shareholders all of the Her-
mès shares it owns by Dec. 20. In a
domino-type transaction, LVMH
holding companies such as Christian
Dior SA will in turn hand over the
Hermès shares to their own share-
holders. Groupe Arnault, the family
holding company of Mr. Arnault, will
be left with about 8.5% in Hermès.

In addition, LVMH, Christian
Dior and Groupe Arnault have
pledged not to buy any Hermès
shares in the next five years, the
two companies said in a joint state-
ment.

Hermès shares fell 3.4% on
Wednesday’s news, but have risen
more than 40% from €176 since
LVMH announced its stake-building

in October 2010; now, in getting
those Hermès shares, LVMH stock-
holders will have the opportunity to
cash in on significant capital gains.

The dispute traces back to Octo-
ber 2010, when LVMH stunned Her-
mès by saying it had obtained a
17.1% stake in its smaller rival
through the direct purchase of
shares and complex derivatives

known as equity swaps, market in-
struments that allow investors to
bet on movements of a share price
without actually owning the shares.

The Hermès family interpreted
the stake buildup—unveiled only a
few months after the death of the
family’s patriarch, Jean-Louis Du-
mas—as an assault on its family
unity. The chief executive of Hermès
at the time, Patrick Thomas, de-
scribed LVMH as “an intruder in our
garden.”

Hermès’s family shareholders set
up a holding company, which con-
trols 50.2% of the fashion house,
with the aim of warding off any
takeover attempt by Mr. Arnault. In
2012, the group also filed a criminal
complaint against LVMH, alleging it
used insider-trading tactics to ac-
quire its stake.

LVMH, which denied using such
tactics to acquire the Hermès stake,
retaliated with a complaint for slan-
der and false accusations.

Tension rose in 2013 when
France’s market watchdog, the Au-
torité des Marchés Financiers,
slapped a fine of €8 million on
LVMH for misleading markets by
not disclosing information earlier
about its stake in Hermès. LVMH
didn’t appeal the fine.

It wasn’t immediately clear
whether the two French magistrates
looking into the 2012 criminal com-
plaint would drop their investiga-
tion after Wednesday’s settlement
between LVMH and Hermès.

The Hermès family had vowed to
defend its independence at all cost.

BY RUTH BENDER
AND WILLIAM HOROBIN

LVMH had amassed a 23% stake in Hermès, angering the fashion label. That stake will be given to LVMH shareholders.
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German E-Retailer Zalando Prepares for an IPO
BERLIN—Online retailer Zalando

SE said Wednesday it plans to file
for an initial public offering, a deal
that could value one of Europe’s
highest-profile tech startups at more
than $5 billion.

The startup plans to float 10% to
11% of its equity by issuing new
shares on the Frankfurt Stock Ex-
change. Zalando didn’t comment on
the value of the deal, but a fund man-
ager briefed by company executives
said Zalando’s owners hope for a val-
uation of more than €4 billion ($5.25
billion), and aim to generate around
€500 million in new capital.

Zalando sells clothes and shoes
online and was originally modeled on
U.S. retailer Zappos. It had been plan-
ning an IPO for months. Expectations
for the public launch mounted in May
when the company changed its corpo-
rate structure to Societas Europea, or
SE, the legal form for a Europe-wide

public company. They were stoked
again last week when Zalando re-
ported an operating profit for the
first time in the second quarter.

“Reaching profitability in the first
half of 2014 was an important mile-
stone, [and] going onto the stock
market was the next logical step in
Zalando’s development,” giving the
company flexibility for long-term
growth, Chief Financial Officer Rubin
Ritter said.

The Berlin-based company has
grown rapidly since its founding six
years ago and is on track to bring in
over €2 billion in revenue by the end
of 2014. Strong demand in Germany,
Austria, and Switzerland, which ac-
count for nearly two-thirds of Za-
lando’s revenue, has helped spur
growth. E-commerce sales in Ger-
many are expected to rise 17% this
year, according to the German re-
tailers association.

“Zalando is now a well-known
name in the German, Austrian and
Swiss markets and for that reason,

it’s an interesting company,” said
Michael Muders, portfolio manager
at Union Investment, though he de-
clined to say whether Union will in-
vest in Zalando.

The delay in Chinese e-commerce
company giant Alibaba Group Hold-
ing Ltd.’s IPO, which could be one of
the world’s largest and raise more
than $20 billion, has also opened a

window for Zalando. Alibaba initially
aimed its launch for the end of Au-
gust but moved it into September
because of investor summer vaca-
tions and because it still needed reg-
ulatory approval.

Zalando investors include broth-
ers Oliver Samwer, Alexander Sam-

wer and Marc Samwer, Swedish
holding company Kinnevik AB, An-
ders Holch Ovlsen, DST Europe, and
Holtzbrinck Ventures GmbH. They
will retain their stakes after the list-
ing.

Zalando has been compared with
Asos PLC, the U.K.’s largest online
clothing retailer, which has grown
rapidly since it first listed in 2001.

But Asos recently warned on profit
due to infrastructure investments,
promotional activity, and a strong
British pound.

“Zalando is even more interna-
tional than Asos is, and their main
markets are in separate geographic
locations,” Mr. Muders said.

A successful launch by Zalando
could also pave the way for an IPO
by Rocket Internet AG, a Web-in-
vestment firm that helped found Za-
lando and which still holds a 0.8%
stake in the retailer.

Morgan Stanley, Goldman
Sachs, and Credit Suisse will act as
joint global coordinators and joint
book runners, Deutsche Bank and
J.P. Morgan as joint book runners,
while Jefferies and Stifel Nicolaus
Europe will act as co-lead manager
of the IPO.

Zalando’s launch could still be
derailed. The company said the IPO
will be carried out as long as market
conditions allow. German retailer
Metro AG this year postponed plans
to launch an IPO of its Russian Cash
& Carry operations due to tensions
between Russia and the West.

Zalando also announced a new
€200 million loan with a five-year
term for general business purposes.

—Eyk Henning
contributed to this article.

BY NATALIA DROZDIAK
AND CHASE GUMMER

A fund manager briefed by company executives said
Zalando’s owners hope for a valuation of more than
€4 billion ($5.25 billion).
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OPINION: REVIEW & OUTLOOK

T housands of Russian soldiers have
turned the military tide in eastern
Ukraine, and now Vladimir Putin

wants to secure his advantage. That’s the
essence of the cease-fire outline that the
Russian autocrat proposed to Ukraine’s
President Petro Poroshenko on Wednes-
day.

The first of the seven points in the
“Putin plan” calls for an end to offensive
operations by Ukraine’s military. The sec-
ond seeks a withdrawal of Ukrainian
forces to an unspecified “distance” from
populated areas held by Russian forces.
The plan also mentions “international
monitoring,” which in Moldova’s Transn-
istria (after a war in 1992) and Georgia’s
Abkhazia and South Ossetia (2008)
turned into Russian “peace-keepers” as a
permanent occupation force.

A Kremlin spokesman added that
Ukraine now must negotiate with Rus-
sian-backed separatists because “Russia

is not involved in this conflict.” Cue the
laugh track.

The plan would cede to Russian con-
trol over a second giant chunk of
Ukraine’s territory, following the Crimea
land grab in March. Mr.
Poroshenko, who as re-
cently as last week was
making good military
progress against the sepa-
ratists, has now conceded
that his forces can’t match
the Russian armor and
troops that poured into
Ukraine in the last week. The West also
left him to hang with slow and limited
sanctions on Russia and by rejecting
Kiev’s pleas for defensive weapons.

It’s no accident Mr. Putin has floated
this plan before the NATO summit in
Wales and before the EU discusses
broader sanctions on Russia on Friday.
Mr. Putin hopes to forestall sanctions

and divide the West—a strategy that has
worked before. The EU and the U.S. put
off sanctions in June after a few concilia-
tory Kremlin statements. A month later
Mr. Putin began his move on eastern

Ukraine, including the de-
livery of antiaircraft mis-
siles that killed 298 civil-
ians aboard a Malaysia
Airlines plane.

Every previous peace
initiative in Ukraine this
year—at least five by our
count—failed and this one

may also be shaky. Mr. Poroshenko indi-
cated his support for a possible cease-
fire, perhaps to give his military a re-
spite. But the public will not be pleased
that five million or so Ukrainians would
now be ruled by Russian satraps. Even if
Russia observes the truce for a time, it
leaves Mr. Putin able to grab more terri-
tory when the mood strikes. “The real

plan of Putin is the destruction of
Ukraine and the resumption of the
U.S.S.R.,” said Prime Minister Arseniy
Yatsenyuk, who isn’t far from the truth.

The U.S. and EU should take his cue by
adding serious sanctions and strengthen-
ing NATO. France set a good if belated
example on Wednesday by suspending
the delivery of the first of two naval as-
sault vessels bought by Russia. Mr.
Obama should also take his own State
Department’s advice and provide the
arms that would let Ukraine defend itself
when Mr. Putin inevitably ends his truce.

Ukraine will not be Mr. Putin’s last
military destination. Last week Mr. Putin
mused that Kazakhstan wasn’t a real
country, and on Wednesday Russia an-
nounced military exercises along the bor-
der of the oil-rich Central Asian state
with a large ethnic Russian minority. He
had used the same words to describe
Ukraine.

T his week’s NATO summit in Wales
is being billed as one of the most
important in its 65-year history,

and with good reason. The Atlantic alli-
ance needs to prove it is serious about
deterring the no longer unthinkable
prospect of another major war in Europe.

Lest you think we overstate, on Mon-
day the Italian newspaper La Repubblica
quoted Vladimir Putin telling European
Commission President José Manuel Bar-
roso that “if I want, I can take Kiev in
two weeks”—a statement the Kremlin did
not deny (though it did denounce the
leak). Mr. Putin is talking openly about
“New Russia,” with specific mention of
the cities of Kharkiv, Luhansk and Do-
netsk in eastern Ukraine as well as
Odessa on the Black Sea.

Such talk may be bluster, but the
stealthy seizure of Crimea was supposed
to be unthinkable only a few months ago.
So was Russia’s invasion of eastern
Ukraine last month. Tuesday’s announce-
ment of a cease-fire in eastern Ukraine is
hardly reassuring since it freezes the
gains of Russian rebels and leaves Mr.
Putin able to foment more trouble when-
ever he chooses (see nearby).

Wars happen when aggressors detect
the lack of will to stop them. After Rus-
sia’s 2008 invasion of Georgia, we
warned that “Ukraine, which has been
pushing Russia to move its Black Sea
fleet’s headquarters, could be next.”
(“Vladimir Bonaparte,” Aug. 12, 2008.)
We also noted that “the [NATO] alliance

needs to respond forcefully.” It didn’t.
Here we are.

The good news is that NATO’s institu-
tional leaders, civilian and military, have
been awake to reality for some time. An-
ders Fogh Rasmussen, the alliance’s en-
ergetic Secretary General, was warning
well before Russia’s invasion of Ukraine
that NATO’s European members needed
to spend a great deal
more on defense. “We
must shift the argument
from the cost of defense
to the cost of no defense,”
Mr. Rasmussen said last
October.

NATO Supreme Com-
mander Philip Breedlove
has also been clear in describing the na-
ture and sophistication of Russia’s mili-
tary moves. “Surprise, deception and
strategic ambiguity have been adeptly
employed by Russia against Ukraine,” the
general wrote in these pages on July 16,
adding that “this strategy, quite simply,
has significant implications for Europe’s
future security.”

Far from clear, however, is whether
Western political leaders share this sense
of urgency. The European Union has re-
fused to impose serious sanctions in re-
sponse to Russia’s attack on Ukraine, and
French President Francois Hollande has
ruled out military aid to Kiev while sell-
ing warships to Moscow.

As for the ostensible leader of the
Free World, President Obama is busy

downplaying the threats to world order
by saying, as he did on Monday, that “the
world has always been messy” and the
new global disorder is something “we’re
just noticing now because of social me-
dia.” Social media aren’t sending those
Russian tanks toward Donetsk.

President Obama’s visit this week to
Estonia, a NATO member on the Russian

frontier, is a more realistic
political statement because
that could be where Mr.
Putin strikes next. Like
Ukraine, the Baltic states
have sizable Russian-
speaking minorities whose
petty discontents could be
used as pretexts for Mos-

cow’s mischief. Mr. Putin might act
against the Balts precisely because he
wants to show Russians and Europeans
that NATO is a spent promise.

The only way to deter such military
aggression is with a show of comparable
military and political resolve. NATO offi-
cials are floating the idea of a brigade-
sized rapid-reaction force, capable of be-
ing deployed on two-days notice, with
equipment pre-positioned in frontline
NATO states from Norway to Romania.
This is useful as a way to counter Mr. Pu-
tin’s infiltration tactics without forcing
NATO to scatter resources among multi-
ple potential targets.

But it isn’t enough. NATO will also
need to begin permanently stationing
troops in eastern Europe, an idea floated

a decade ago by then-Secretary of De-
fense Donald Rumsfeld. The 1997 NATO-
Russia “Founding Act” is supposed to
forbid such a move, but that text was
carefully written with a view toward “the
current and foreseeable security environ-
ment.” In 1997 Russia wanted to join the
world of democracies. Now it is an au-
tocracy seeking to dominate its neigh-
bors.

NATO states—including the U.S.—will
have to reverse the trend of cuts to mili-
tary spending. The entire British Army
fields 156 tanks—and Britain has one of
NATO’s larger militaries. Of NATO’s 28
states, only four spend 2% of GDP on de-
fense, the technical minimum for mem-
bership. “NATO is currently not well-pre-
pared for a Russian threat against a
NATO Member State,” warned a report
this summer from a U.K. parliamentary
committee.

i i i
The temptation of democracies is to

believe that autocrats treasure peace and
stability as much as we do. Europeans in
particular want to believe that their
postwar institutions and economic inte-
gration have ended their violent history.
But autocrats often prosper from disor-
der, and they need foreign enemies to
feed domestic nationalism. This de-
scribes Russia under Mr. Putin, who is
Europe’s new Bonaparte. His goal is to
break NATO, and he’ll succeed unless the
alliance’s leaders respond forcefully to
his threat.

H aving harassed the Tea Party for
years, the Internal Revenue Ser-
vice is now targeting Silicon Val-

ley. The tax collectors are offended by the
practice, common in the technology in-
dustry, of providing meals to employees
without counting the food as taxable com-
pensation.

Courts have traditionally found that
when meals are offered for the “conve-
nience of the employer” they do not need

to be considered a taxable benefit. And
certainly it benefits firms like Google and
Facebook to have employees grab a quick
bite before returning to their desks rather
than spending time to dine off-campus.

But last week the Treasury published
the annual list of IRS priorities and omi-
nously included a plan for new guidance
“regarding employer-provided meals.” As
a large bureaucracy, the IRS has no fewer
than 317 such projects on its priority list.

In this case they seem to mean it. The
Journal reports that IRS auditors are now
flagging the issue and demanding back
taxes from companies amounting to 30%
of the meals’ fair-market value, according
to lawyers for the firms.

You don’t have to be a software pro-
grammer to think that the IRS ought to
focus on other priorities. For example, not
one of the 317 projects is devoted to accu-
rate and complete disclosure of the

agency’s role in targeting the President’s
philosophical opponents.

Perhaps the IRS could simply focus on
fulfilling the promises it made in July. Only
seven years after the agency’s own Na-
tional Taxpayer Advocate Nina Olson began
urging the agency to publish a new Tax-
payer Bill of Rights, the IRS finally did so.
It guarantees among other things that citi-
zens will enjoy quality service, privacy and
“a fair and just tax system.” Imagine that.

A Putinesque Cease-Fire

Deterring a European War

Tax Collectors in the Cafeteria

After grabbing more of
Ukraine, he bids to
stop tougher EU

sanctions.

Putin wants to break
NATO, and he may
move against the
Baltic states.
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China Aims to Restrict
Foreign-TV Streaming

BEIJING—China is set to impose
a limit on the number of foreign
television shows that Chinese online
video-streaming services can offer,
according to people familiar with
the new policy, in its latest effort to
control foreign-media content.

Regulators as soon as Thursday
could require that foreign TV shows
eventually make up no more than
30% of TV content on Chinese
video-streaming sites, the people
said. Currently, foreign shows make
up more than half of the TV content
of popular video sites such as those
run by Youku Tudou Inc. and
Sohu.com Inc., according to a re-
port by a publication under China’s
broadcast regulator, the State Ad-
ministration of Press, Publication,
Radio, Film and Television.

Representatives for the two com-
panies declined to comment, as did
a spokesman for the agency. It
wasn’t clear whether the 30% re-
ferred to the number of titles of TV
shows or the number of episodes.
(The report saying foreign shows
make up more than half of the TV
content on popular video sites mea-
sured the number of titles.)

China keeps a tight grip on what
its state-run broadcasters can trans-
mit via cable or satellite, and for-
eign programming makes up only a
small part of it. But until recently
regulators put fewer restrictions on
Internet companies that stream
movies and TV shows to Chinese
mobile phones, tablets, computers
and set-top boxes.

That has made a wide range of
foreign shows available to Chinese
viewers, including “The Big Bang
Theory,” “2 Broke Girls” and “House
of Cards” from the U.S.; “Sherlock”
and “Downton Abbey” from the U.K.
and the hit “My Love From the Star”
from South Korea. “The Big Bang
Theory,” which until recently was
streamed by Sohu.com, drew more
than 120 million views a month, ac-
cording to the company.

But regulators have taken an in-

creasing interest in video-streaming,
say executives at the companies.
“The regulator has been collecting
data about episodes of different on-
line programs from major video
sites for quite a while,” said an ex-
ecutive with one domestic video
site. “The agency has done quite a
lot of homework for this policy.”

In April, the state regulator
pulled four hit U.S. series—“The Big
Bang Theory,” “The Good Wife,”
“NCIS,” and “The Practice”—from
domestic video sites.

Authorities haven’t given a rea-
son for those moves. But they come
as Chinese leaders try to tighten
regulation of information circulating
via chat apps and on Internet sites.
As well, China is seeking to build its
own culture of television, movies
and animation to counter what it
sees as the soft-power influence of
the U.S. In a government report re-
leased in March, Chinese govern-
ment planners called on officials to
“quicken development of public cul-
tural undertakings including the
press and publishing, radio and tele-
vision, and literature and art as well
as the culture industry.”

Executives among Chinese video

companies said the new limits could
have a positive impact on the com-
panies by cooling the bidding for li-
censing foreign TV shows. Video-
streaming sites paid a total of 4.2
billion yuan ($683 million) last year
to license foreign and domestic pro-
gramming, according to research
firm EntGroup, up from 3.2 billion
yuan the year before and compared
with 300 million yuan in 2007.

An executive at a Chinese broad-
casting company said producers of
South Korean TV programs—which
are extremely popular in China—
were asking for prices of about
$200,000 to $300,000 per episode
of hit shows.

“For the foreign content produc-
tion and distribution companies,
they might not be able to ask for
unreasonably high price in the fu-
ture as some of them are doing
now,” the executive said.

Many of the Chinese companies
have been developing their own
content as a way to reduce licensing
costs.

China also keeps a lid on the
number of foreign movies allowed in
theaters.

—Lilian Lin

Louise Brealey and Benedict Cumberbatch, stars of the U.K. TV show ‘Sherlock.’
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SonyExpandsLine
OfWearableDevices

Sony Corp. on Wednesday un-
veiled two new wearable devices,
hoping to take a bigger presence in
the market and bolster sales at its
struggling mobile business.

The Japanese consumer electron-
ics giant showed off a new wrist-
band that comes with a 1.4-inch
black-and-white curved display at
the IFA trade show in Berlin. It also
unveiled another version of its
smartwatch, which comes with a 1.6-
inch liquid-crystal-display and runs
on the Android Wear operating sys-
tem. Both devices allow voice com-
mands and are waterproof.

Sony said it packed in more sen-
sors into its wearable devices this
time, allowing users to track, for ex-
ample, how many hours they sleep
or how far they’ve walked. When
paired with a smartphone via Blue-
tooth technology, the wristband can
work as a receiver, allowing the user
to communicate on the device. The
smartwatch doesn’t have a stand-
alone phone function. Sony claims
the battery lasts three days without
charging for the wristband and two
days for the smartwatch.

The company didn’t disclose
prices for the devices, which are
slated to go on sale world-wide this
autumn.

With growth in the global smart-
phone market slowing, Sony is one of
many global technology firms looking
at the wearable devices market. Re-
search firm Strategy Analytics ex-
pects revenue in the global wearable
devices market to reach $37 billion in
2020, up from $1 billion last year.

Branching out into wearable de-
vices to differentiate its product of-
ferings may be more critical for
Sony. The launch comes just a
month after Sony sharply cut its
forecast for sales of smartphones
this year after its mobile division re-
corded an operating loss in the fiscal
first quarter ended June.

Sony executives have said the
company won’t exit the smartphone
market despite lackluster sales as it
is the centerpiece where its core
technologies—cameras, audio equip-
ment and videogames—come to-
gether. But they added that Sony
will be selective on product lineups
and markets it focuses on in the fu-
ture. Sony’s smartphones business

was one of the most profitable busi-
nesses last year, but it is now strug-
gling due to competition from
cheaper handset makers in China.

This isn’t first time that Sony has
released wearable devices, and its
previous attempts failed to gain
much traction. Sony’s market share
for wearable devices in the April-to-
June quarter was just 5%, according
to Strategy Analytics, far behind Fit-
bit Inc.’s 37%, Samsung Electronics
Co.’s 20% and Jawbone’s 19%. Com-
petition is also likely to intensify as
Apple Inc. is expected to announce
its first wearable device next week,
while South Korean rivals Samsung
and LG Electronics Inc. are planning
to launch new smartwatches at Ber-
lin’s IFA trade show this week.

Sony said the SmartBand Talk
and SmartWatch 3 will come with
interchangeable wristbands and in
multiple colors. Sony is also in talks
with several fashion brands to have
them release different types of
bands for the devices, it said.

Sony is also inviting third-party
developers to add software features
to its wristband and smartwatch. By
doing so, it hopes to build an ecosys-
tem around its devices to increase
customer loyalty for its other prod-
ucts such as its Xperia smartphones.

“If Sony could capture 10% of the
global smartwatch market by 2020,
we estimate it will generate an addi-
tional $3 billion of annual revenues,”
said Neil Mawston, executive direc-
tor at Strategy Analytics, adding the
key is to expand sales in the U.S. and
China as it has little wearable device
presence in there. Sony reported
consolidated revenue of about $74
billion for its latest fiscal year.

BY TAKASHI MOCHIZUKI

Sony’s latest smartwatch
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Nokia to Offer Consumer Mapping Apps
STOCKHOLM—Nokia Corp.’s map-

ping business is making a new push
to bring its maps directly to consum-
ers, as the company tries to play
catch-up with rival mobile mapping
services provided by Google Inc. and
Apple Inc.

The Finnish technology supplier
will soon release free-of-charge map
apps for mobile devices running
Google’s Android and Apple’s iOS
platforms, Nokia executive Sean
Fernback said during an interview.

The apps, scheduled for release
before the end of the year, would be
unique in that they would work
without an Internet connection,
Nokia said.

Nokia’s main mapping business
is geared toward corporate custom-
ers that pay licensing fees to use the
digital-mapping platform, including
auto makers and logistics-depen-
dent businesses such as FedEx Corp.
and Amazon.com.

The impetus to make its maps
available to consumers on a larger
number of mobile devices comes as
Nokia’s maps are no longer tied to
the fate of the company’s shrinking
and unprofitable handset business,

transferred to Microsoft Corp. ear-
lier this year.

“We will go where the scale is,”
said Mr. Fernback, an executive at
Nokia’s Here mapping unit.

For now, maps from Google and
Apple dominate the consumer mar-
ket for mobile devices. Both compa-
nies would need to approve the in-
clusion of Nokia’s new product in
their app stores, but Nokia doesn’t
expect this to be a problem.

“I’m convinced people are look-
ing for alternatives,” Mr. Fernback
said. “Google Maps is a good solu-
tion for many—their maps work
very well—but it has looked the
same and done the same for a long
time.”

Google didn’t respond to a re-
quest for comment.

Nokia’s new apps will have func-
tions that competitors lack, includ-
ing the option to fully download
maps for offline use, as well as
search without an Internet connec-
tion, Mr. Fernback said. Google
Maps allows for more limited offline
functionality.

Map navigation works through
satellites, so once a map is down-
loaded it can work without an Inter-
net connection.

Nokia doesn’t expect any imme-
diate financial returns from the new
map applications for Android and
iOS. Unlike Google, which offers its
maps free of charge but shows ad-
vertisements next to search results,
Nokia hasn’t built up an advertising
operation to support its service and
has no plans to do so for now.

Offering free maps to everyday
smartphone and tablet-computer us-
ers should generate more feedback to
fine-tune Nokia’s location engine,
said Nokia’s Mr. Fernback.

The company struck a deal with
Samsung Electronics Co. last
month to make mapping applica-
tions for the South Korean group’s
Tizen operating system.

Nokia has tried to lure users
from competitors in the past with
poor results. In 2012, the company
released a mapping app for Apple
iPhones to capitalize on initial criti-
cism of Apple’s new maps software,
but Nokia’s app received dismal re-
views and few downloads. It was
then pulled from Apple’s app store.

“It was a rushed product that
was never thoroughly proven,” Mr.
Fernback said. “Honestly, it went
horribly wrong. But we’ve re-
grouped now.”

BY SVEN GRUNDBERG

BUSINESS & FINANCE

Samsung’sNewCurvedPhone
week where Apple Inc. is expected to
introduce a larger iPhone of its own.

“Competitors are catching on,”
said Shoneel Kolhatkar, senior di-
rector of product planning for Sam-
sung’s U.S. mobile business, refer-
ring to the increasingly crowded
market for larger smartphones.
“How can we show our differentia-
tors to consumers?”

Underscoring the importance of
the product segment, Mr. Kolhatkar
said Samsung’s internal research
showed that users of its smart-
phone-tablet hybrids spent 390 min-
utes a day on such devices—far
more than 244 minutes a day for its
tablet users and 229 minutes a day
for its smartphone users.

Samsung added a metallic frame
to the Note devices, in an echo of a
new line of smartphones that Sam-
sung introduced just weeks ago.
That new series of smartphones,
called the Galaxy Alpha, came after

Continued from page 15 years of complaints that the com-
pany’s plastic-bodied high-end
smartphones appeared cheap.

The new Note also features im-
proved screen resolution and pixel
density, as well as an optical image
stabilizer for the built-in camera—
which Samsung called a first for a
phone camera. However, the Note
won't be water-resistant, like the
Galaxy S5 smartphone that Samsung
released earlier in the year.

The premium version of the Note
with the curved screen—dubbed the
Galaxy Note Edge—will sell at a
higher price, though the company
didn’t release specifics. A company
spokeswoman said that both the
Note 4 would go on sale in October,
with the Note Edge and the Gear VR
following later in the fall.

The software for the virtual-real-
ity headset will be powered by Oculus
VR, the Irvine, Calif.-based virtual-re-
ality company that Facebook Inc. ac-
quired earlier this year for $2 billion.
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Disciplined Cadre Runs Islamic State
The Group Blends Military Tactics With Conventional Terrorism, Tribal Ties and a Highly Organized Structure

Source: staff reports; Photos: Associated Press The Wall Street Journal

The Rise of Islamic State
2003-04Militant group called
Al Qaeda in Iraq,
or AQI, forms
after U.S. led
invasion of Iraq,
headed by
Abu Musab
al-Zarqawi,
who pledges
allegiance to the organization
begun by Osama bin Laden.

2006-07 AQI reaches peak force
size, of up to 10,000.

2006 Zarqawi killed in a
U.S. airstrike.

2007 U.S. intensifies military
strikes and Sunni outreach to blunt
the insurgency.

2010 Abu Bakr
al-Baghdadi
takes over AQI.

2011 U.S. troops
leave Iraq;
number of
fighters believed
to have fallen to 1,000 or below.

2012-13 AQI rebuilding begins, and
the group starts to deepen its
involvement in the Syrian
civil war.

2013 A new name is adopted, with
varying translations: ISIS (for either
Islamic State of Iraq and Syria or
Islamic State of Iraq and al-Sham)
or ISIL (Islamic State of Iraq and
the Levant). The new name was to
reflect the intended merger of AQI
and Syria-based al Qaeda affiliate
Nusra Front, a union al Qaeda
leaders later blocked.

2013-14 ISIS begins meeting with
other Sunni groups to map plans
to seize territory in Iraq, launching
assaults in Anbar province.

February 2014 ISIS breaks with al
Qaeda, which split off its Nusra
Front affiliate, over the Iraqi
group's plans to form a regional
‘caliphate.’

June ISIS changes name to
‘Islamic State’ and makes public
plans for the caliphate. The size
of ISIS is believed to have
returned to about 10,000, its
earlier peak.

June-JulyMilitants seize control
in Mosul, Tikrit and other areas in
Iraq, prompting the start of U.S.
airstrikes in August.

August Analysts say the group
has perhaps doubled or more in
size, an assessment U.S. officials
say is probably too high. U.S.
assessments are still being
formulated.

Aug. 19 Islamic
State releases
video of the
killing of
American
journalist
James Foley
and threatens
another American journalist being
held hostage, Steven Sotloff. The
group claims the killing of Mr. Foley
was in retaliation for U.S. airtrikes
against ISIS.

Sept. 2 ISIS releases video of
beheading of Mr. Sotloff.

People inspect the destroyed old Mosque of the Prophet Jirjis in central
Mosul. The Muslim shrine was destroyed on July 27 by militants who
overran the city in June and imposed their interpretation of Islamic law.

I slamic State’s stunning success this
summer as it swept across northern
Iraq and Syria flows from a highly or-

ganized structure controlled by a tight-
knit cadre led by an Islamist zealot who
learned from the mistakes of his al Qaeda
predecessors.

Blending familiar terrorist acts such as
car bombings with conventional military
tactics, the group bolsters its strength
with local tribal connections and the
skills of former generals in Saddam Hus-
sein’s army, said Western and Middle
Eastern officials tracking the extremist
movement.

Thrown into the mix is an effective re-
cruitment strategy—join us or die, some
young men in captured areas are told—
along with wealth from the extortion of
local businessmen and the appeal to reli-
gious fundamentalists of having a new Is-
lamic “caliphate” on occupied land. To its
supporters, Islamic State has effectively
portrayed the quest for territory as an
existential fight for Sunni Muslims world-
wide.

The result is a new breed of terror or-
ganization. “They have just improved on
what al Qaeda has done, and they have
done it on a much larger scale,” said
Bruce Hoffman, a terrorism specialist at
Georgetown University.

The organization is led by a core
group of leaders who have known each
other for years, with anyone of dubious
loyalty long since eliminated.

Like top Islamic State leader Abu Bakr
al-Baghdadi, many of those in the inner
circle spent time in American custody at
Camp Bucca in southern Iraq. From de-
tention, “they emerged even more radi-
cal,” said Hasan Abu Hanieh, a Jordanian
expert on al Qaeda.

Islamic State has a tight command
and control structure with about a dozen
leaders at the top, said Western and Arab
officials and Syrian rebels who have
watched the group evolve. Emulating an
army operation, the group sometimes
pauses its military operations to consoli-
date gains and shore up logistical infra-
structure.

“They adopted a structure of gover-
nance that the others did not,” said Rep.
Mike Rogers (R., Mich.), chairman of the
House intelligence committee. He noted
that Islamic State recently appointed an
oil minister to coordinate the captured
energy facilities.

By contrast, al Qaeda—of which Is-
lamic State once was a part but no longer
is—generally doesn’t occupy territory. In
a video in July, a man jihadist watchers
said was Mr. Baghdadi demanded that
Muslims swear allegiance to his caliphate.

Mr. Baghdadi in 2010 took over a
group once known as al Qaeda in Iraq,
which had been founded after the U.S.-led
Iraq invasion and led by the militant Abu
Musab al-Zarqawi. AQI grew to as many
as 10,000 guerrillas in 2006-07, by which
time a U.S. airstrike had killed Mr.
Zarqawi.

During part of that time, in 2004, Mr.
Baghdadi was confined in Camp Bucca, a
facility that held more than 20,000 de-
tainees at times.

In 2007, Mr. Baghdadi joined al
Qaeda’s Iraq branch, at the time known to
its members as the Islamic State in Iraq,
which was the seed for today’s organiza-
tion. That year, the branch began shrink-
ing, and it was only 5% or 10% of its peak
size by the time American forces left
Iraq, U.S. intelligence officials said.

In taking over al Qaeda in Iraq, Mr.
Baghdadi inherited an organization with
a pyramidlike structure, according to

Charles Lister, a visiting fellow at the
Brookings Doha Center. While analysts
are still trying to clarify chains of com-
mand and operational details of the
group—in flux as it both grows and de-
velops—some details are emerging.

Now playing a role approximating that
of a second-in-command is a former Iraqi
Army officer with the nom de guerre Abu
Ali al-Anbari. He largely manages the
group’s Syria operations, some analysts
said. That includes directing battle
against other Syrian rebels who oppose
both President Bashar al-Assad’s regime
and Islamic State.

Mr. Anbari rose through al Qaeda in
Iraq after being ejected from another
Iraqi radical Sunni group, Ansar al-Islam,

amid financial corruption allegations, ac-
cording to Syrian and Iraqi militants. His
knowledge of Shariah Islamic rules isn’t
considered as extensive as that of other
senior leaders, according to these mili-
tants, who said he now acts as a kind of
political envoy.

Another important Baghdadi lieuten-
ant is Fadel Ahmed Abdullah al-Hiyali, ac-
cording to Hisham al-Hashimi, a Baghdad-
based expert on militants.

Mr. Hiyali—nom de guerre Abu Muslim
Al Turkmani—is, like Mr. Anbari, a for-
mer general under Saddam Hussein. He
once practiced a moderate form of Islam.
Decommissioned from the Iraqi army af-
ter U.S. forces arrived, he joined Sunni
Muslim insurgents to fight the Ameri-
cans, Mr. Hashimi said. Some analysts de-
scribe Mr. Hiyali as equal in stature to
Mr. Anbari.

Mr. Baghdadi has a war cabinet and a

Shura council, or collection of religious
scholars to legislate, said Mr. Lister of
Brookings.

In addition, the Islamic State leader
has a cabinet of ministers and a council
of provincial governors.

Mr. Baghdadi acts as a commanding
general and doesn’t micromanage, U.S. of-
ficials said. He has a courier service to
deliver messages such as religious de-
crees and military commands.

His leadership is infused with “a real
sense of paranoia and a focus on outright
loyalty,” according to Mr. Lister. He said
that when Mr. Baghdadi took the reins
four years ago, he presided over an assas-
sination campaign against any of his com-
manders suspected of potential disloyalty.
The military command now is in the
hands of men Mr. Baghdadi knows and
trusts intimately.

Among foreign fighters, only the best
are permitted to take on a high public
profile. These include the red-bearded
Abu Omar al Shishani, an ethnic Chechen
who once served in an intelligence unit of
the Georgian army and now is based in
Syria. That strategy, experts say, is finely
curated to sustain the group’s global ji-
had appeal.

As it takes territory, Islamic State has
left much of the work of governing to lo-
cal officials, helping it avoid unduly alien-
ating the population. Its capture of terri-
tory, including oil fields and bank
branches, also has left it financially flush.

In taking land, said Mr. Hashimi, the
strategy is to exploit alliances with local
tribal leaders—who either are like-
minded allies or have been intimidated,
bribed or coerced to provide sanctuary
and support.

The group capitalized on Sunni
groups’ disaffection with now-departing
Iraqi Prime Minister Nouri al-Maliki,
whose approach favoring Shiite Muslims
drove sectarian divisions.

Islamic State also has developed a pat-
tern of operating within striking distance
of those it regards as its enemies, partic-
ularly Shiites, to provide fighters with an
ideological animus.

“Their strategy is always that they will
fight within a Sunni environment near a
Shiite enemy that gives them motiva-
tion,” Mr. Hashimi said.

Islamic State’s ability to hold territory
has furthered the perception it has mo-
mentum and is winning, U.S. intelligence
officials say. Among other effects, that
fuels recruitment.

The group’s comeback, after its de-
cline, began around 2012. By June of this
year, before Islamic State blazed across
Iraq and took control of Mosul and Tikrit,
its numbers were again up to 10,000
fighters, U.S. intelligence officials said,

It employs a range of recruitment tac-
tics, often coercing new recruits. Just
since July, more than 6,000 fighters have
joined Islamic State, nearly 5,000 of them
Syrians, according to the Syrian Observa-
tory for Human Rights, a Syrian opposi-
tion watchdog.

Islamic State trains recruits in two
camps, in Aleppo and Raqqa, said the Ob-
servatory. It called this summer’s recruit-
ment the heaviest since April 2013, when
the group once called al Qaeda in Iraq ad-
opted the names Islamic State of Iraq and
al-Sham (ISIS) and Islamic State of Iraq
and the Levant (ISIL). In late June 2014,
it shortened its name to simply Islamic
State, though it is sometimes still re-
ferred to as ISIS or ISIL.

Of this summer’s recruits, the Obser-
vatory estimated 1,300 were from outside
Syria and Iraq.

U.S. officials say roughly a dozen
Americans have gone to fight with Is-
lamic State militants, with at least two
killed recently while fighting with the
group. The Federal Bureau of Investiga-
tion is tracking more than 100 Americans
who have gone to Syria to fight with dif-
ferent jihadist militant groups, though
the FBI has said it doesn’t know how
many Americans it has missed.

Many more fighters have come from
other Western countries. British security
officials estimate 500 Britons have joined
militant groups in Syria, and officials be-
lieve the more recent recruits have
largely been drawn to Islamic State.

By Siobhan Gorman,
Nour Malas

and Matt Bradley

As it takes territory, the
organization has left much of the
work of governing to local
officials, helping it avoid unduly
alienating the population.
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Pimco’s Flagship Fund Shrinks Again
Investors withdrew cash in Au-

gust for the 16th straight month
from the Pimco Total Return bond
fund run by Bill Gross, the latest re-
versal for the giant fund and its
high-profile manager.

The $3.94 billion outflow marks
the latest setback for the world’s
biggest bond fund and underscores
the challenges facing Mr. Gross, co-
founder and chief investment officer
at Pacific Investment Management
Co., following a spell of lagging fund
performance and the departure ear-
lier this year of Chief Executive Mo-
hamed El-Erian.

Clients have pulled more than a
net $60 billion of cash out of the
fund from May 2013 through August
2014, according to fund tracker
Morningstar. But many clients say
they are sticking with the fund.

“The Pimco fund provides diver-
sification” when equity markets de-
cline, said Steven Rogé, a portfolio
manager at Bohemia, N.Y.-based
R.W. Rogé & Co. The fund is still “a
core holding for our clients based on
Mr. Gross’s ability to add value.”

He said he hasn’t reduced his in-
vestments in the Pimco Total Re-
turn Fund over the past few
months. The firm has more than
$230 million in assets, including
about $6 million in the Pimco Total
Return Fund.

A Pimco representative declined
to comment on Wednesday. Pimco
manages $1.97 trillion in global as-
sets as part of Germany’s Allianz SE.

The outflows have chipped away
at the fund’s size over the past year.
Assets in the Pimco fund fell to
$221.61 billion at the end of August,

compared with $223.13 billion at the
end of July.

The Pimco fund’s size has
dropped every month after hitting a
record of $292.9 billion in April
2013. The fund remains the world’s
biggest bond fund by assets. The
fund’s assets at the end of August
represent a 24% drop from the peak.

Asset numbers take into account
both performance of a fund and
flows of investments into and out of
a fund, while flow numbers reflect
changes in assets not explained by
performance.

Investors have kept a close eye
on Pimco since Mr. El-Erian,
groomed by Mr. Gross as a possible
successor, quit as chief executive
and co-chief investment officer ear-
lier this year. The Wall Street Jour-
nal reported in February that
Messrs. Gross and El-Erian had
clashed openly.

The persistent outflows from the
Pimco fund came even as investors
have piled into bond funds broadly
this year.

U.S.-listed bond mutual funds
and exchange-traded funds attracted

$11.4 billion in new cash in August,
bringing the inflow this year to
$92.5 billion, according to fund
tracker TrimTabs Investment Re-
search.

DoubleLine Total Return Bond
Fund at DoubleLine Capital, one of
the Pimco fund’s main rivals, had a
$477 million net inflow in August,
and the fund had $34.6 billion in as-
sets at the end of last month, ac-
cording to Morningstar.

The Pimco fund has delivered
mixed performances.

The Pimco fund recorded a total

return of 1.11%, reflecting price
changes and interest payments, in
August, according to Morningstar.
The fund benefited from a broad
price rally in U.S. fixed-income secu-
rities as Treasury bond yields tum-
bled to fresh lows for the year.

The fund’s return compares to a
1.1% return for the benchmark Bar-
clays U.S. Aggregate Bond Index,
Morningstar said. The fund beat 77%
of its peers for the period.

However, the Pimco fund’s 4.03%
return for the year so far through
Tuesday trailed 74% of its peers and
was outpaced by 4.48% from the
benchmark Barclays U.S. Aggregate
Bond Index.

The fund maintains a solid long-
term track record. Its annualized av-
erage return over the past 15 years
through Tuesday was 6.86%, beating
96% of its peers.

“This is an awkward moment” for
Mr. Gross, said Jeff Tjornehoj, senior
research analyst for Lipper. He
added that “the steady drumbeat of
monthly outflows are disappointing,
but there are still investors standing
by thanks to the fund’s excellent
performance in the very long term.”

Some clients aren’t swayed by
the continued outflows.

Daniel B. Roe, chief investment
officer in Budros, Ruhlin & Roe Inc.,
said the Pimco fund’s longer-term
returns “still look great.” He added
that “we are not worried that Bill
Gross has suddenly lost the talent
and ability that made him so suc-
cessful in the markets.”

The firm, which is based in Co-
lumbus, Ohio, has more than $2 bil-
lion in assets under management, in-
cluding over $175 million in Pimco
funds.

BY MIN ZENG

Bill Gross, who runs Pimco Total Return Fund, has another reversal with cash withdrawals for a 16th month in a row.
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Pfizer ran out of time for a hostile takeover of AstraZeneca and backed down.
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AstraZeneca Targeted U.S.to Fend Off Pfizer Takeover
warning that inversions would con-
tinue sweeping through American
corporations, with companies com-
pelled to join for fear of being left
behind, unless policy makers
stepped in.

Illustrating the fast-moving pro-
cess, Botox-maker Allergan Inc. has
been in contact with Treasury De-
partment officials over another
takeover attempt, people familiar
with the matter said. Allergan is
trying to fight off a hostile takeover

bid from Valeant Pharmaceuticals
International Inc., a former U.S.
company that gained significant
strength after it completed an inver-
sion by merging with a Canadian
drug maker in 2010. Based now in
Canada, its tax rate has plummeted
to low single-digits, and it has
bulked up through a series of acqui-
sitions.

Treasury Secretary Jacob Lew is
expected to address the practice on
Sept. 8 in a speech about business
tax overhaul, and President Barack
Obama has criticized companies in-
volved in inversion deals. But even
though the Obama administration
has been approached by executives
with concerns about the practice, a

Continued from first page White House official said “we aren’t
privy to the details of and have no
role in individual companies’ plans.”

The attention is set to intensify
after last week’s proposed deal by
Burger King Worldwide Inc. to buy
Canada’s Tim Hortons Inc. in an in-
version that will move the American
burger chain’s headquarters to Can-
ada. That deal would be financed in
part by billionaire investor Warren
Buffett, a vocal supporter of Presi-
dent Obama who previously has said
inversions should be against the
law.

Pfizer’s attempt to take over As-
traZeneca in a $120 billion deal this
spring was among the developments
that dragged Washington into the
inversion debate. In early May, Mr.
Altman of Evercore phoned Mr. Lew
to warn of the economic risks of in-
versions, people familiar with the
matter said. Mr. Altman was deputy
Treasury Secretary during the Clin-
ton administration and has close
ties to the White House.

Around the same time as Mr. Alt-
man’s call, Mr. Nides, a Morgan
Stanley vice chairman, phoned other
senior administration officials to
echo similar warnings. Mr. Nides
was Mr. Obama’s deputy secretary
of state until 2013 and served in the
Clinton administration. Both dis-
closed in the conversations that
they represented AstraZeneca, a cli-
ent that was the target of an inver-
sion, people familiar with the mat-
ter said, but they didn’t ask for
intervention on behalf of their cli-
ent.

Michele Meixell, an AstraZeneca
spokeswoman, said part of the
firm’s strategy during the Pfizer

talks was to engage “with Washing-
ton stakeholders in the appropriate
way as we would do with govern-
ments and policy makers in the
countries in which we operate.”

Mr. Obama and other top offi-
cials for months openly discussed
their distaste for tax inversions, but
did little to deter them apart from
calling for congressional action. But
alarm over inversions increased this
summer after business executives
told administration officials that
dozens more U.S. companies could
“invert” within months if the ad-
ministration didn’t intervene, people
familiar with the matter said. Now
the administration is drawing up
options that could be unveiled this
month to strip away the economic
benefits of such tax structures.

Lawmakers generally share the
administration’s disapproval of the
practice, but disagree whether to

fight it through targeted legislation
as opposed to a broader tax over-
haul that includes lower corporate
tax rates. “It is very clear that the
solution here is tax reform, because
if we try to do some short-term
patch, all we’ll end up doing is ac-
celerating the trend of foreign com-
panies buying U.S. companies,”
House Budget Committee Chairman
Paul Ryan (R., Wis.) said in late July.

The inversions had been coming
steadily long before last week’s
Burger King offer. On June 15, medi-
cal-device maker Medtronic Inc. an-
nounced it was buying Ireland-regis-
tered Covidien PLC through a $42.9
billion inversion. On June 19, AbbVie
Inc. disclosed that it had made an
offer to acquire Shire PLC., another
Irish medical company. A few days
later, media reports disclosed that
Walgreen was considering an inver-
sion of its own, moving its head-

quarters to Switzerland with certain
tax benefits.

On July 14, Abbott Laboratories
said it planned to sell parts of its
generics pharmaceuticals business
to Mylan Inc., with the new com-
pany based in the Netherlands but
effectively run out of Pittsburgh.

The next day, Mr. Lew wrote a
letter to Congress calling for a law
that would block inversions, saying
lawmakers “should enact legislation
immediately…to shut down this
abuse of our tax system.” He said
companies that use such a structure
lacked “economic patriotism.” Mr.
Lew’s letter sparked a flurry of de-
bate on Capitol Hill, where a num-
ber of Democrats and Republicans
agreed something should be done to
address the corporate deals but they
were far apart on what to do.

Mr. Lew initially stressed that
Congress should act on its own, sug-
gesting the Treasury didn’t have the
power to stop these deals. But that
changed quickly. Former Treasury
official Stephen Shay, now a Har-
vard Law School professor, wrote a
July 28 article in Tax Notes, an in-
dustry publication, arguing Treasury
had multiple tools to intervene.

Congress was set to leave for a
long recess in several days, a break
that could have led to multiple more
deals. On Aug. 5, Mr. Lew said for
the first time that Treasury was
considering steps to deter these
deals, though he remained ambigu-
ous about what might be done. This
caught companies, tax advisers, and
a number of hedge funds by sur-
prise, and deal activity ground to a
sudden halt until Burger King’s an-
nouncement last week.

Pfizer’s attempt to take
over AstraZeneca was
among the developments
that dragged Washington
into the inversion debate.
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Al-Shabaab Says
Airstrike Hit Leader

MOGADISHU, Somalia—The
leader of Somalia’s al-Shabaab mili-
tant group was in a convoy of vehi-
cles hit by a U.S. airstrike earlier
this week, a spokesman for the
movement said Wednesday.

The spokesman, Abu Mohamed,
didn’t indicate the fate of Ahmed
Abdi Godane following the attack
Monday on the rebel leader’s motor-
cade during which two of the con-
voy’s three vehicles were destroyed.

“The first news I got was that
the emir was wounded, but I cannot
say yet if he is dead or alive,” the
spokesman said, referring to Mr. Go-
dane.

It was one of the first statements
by al-Shabaab suggesting, at the
very least, Mr. Godane was wounded
in the U.S. attack. The al-Shabaab
leader previously has been reported
killed, only to emerge very much
alive with another round of audio
recordings or published statements.

The death of Mr. Godane would
be a major blow to al-Shabaab. The
reclusive leader has led the Somali
militant group since 2008, steering
its evolution from a nationalist in-
surgent movement to a sophisti-
cated guerrilla movement with ten-
tacles in neighboring countries and
a formal affiliation with al Qaeda.

Mr. Mohamed described the fate

of Mr. Godane as “sensitive,” saying
it wasn’t his responsibility to dis-
close the status of the al-Shabaab
leader, one way or the other. He ex-
plained that while it was certain
that a number of high-ranking al-
Shabaab figures were killed, the
group was still trying to identify
who the victims were.

“Even within the group, we can-
not confirm his fate yet,” Mr. Mo-
hamed said.

Pentagon spokesman Rear Adm.
John Kirby said Hellfire missiles and
laser-guided bombs were used in
Monday’s attack on a camp in the
Lower Shabelle region where Mr.
Godane was believed to be located.

Residents of the nearby village of
Haaway said al-Shabaab restored
the area’s communication lines
Wednesday after having previously
cut them. They said the group ar-
rested several local men on suspi-
cion of involvement in the attack.

Al-Shabaab controls much of the
countryside of the East African na-
tion and regularly launches attacks
in the capital Mogadishu, even infil-
trating the presidential palace on
several occasions.

The group also regularly bombs
African Union and United Nations
convoys, a tactic that has largely
confined foreign peacekeeping
forces to a heavily fortified base
near Mogadishu’s airport.

BY ABDALLE AHMED MUMIM

An al-Shabaab militant attends a 2012 rally on the outskirts of Mogadishu.
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Malaysia Struggles
With Dengue Outbreak

KUALA LUMPUR, Malaysia—Ma-
laysia is reeling from a deadly out-
break of dengue, with nearly four
times as many deaths so far this
year than over the same period in
2013.

As of Aug. 30, Malaysia reported
131 dengue-related deaths and
68,144 infections this year. That
compares with 38 deaths and 18,923
cases in the first eight months of
last year.

Researchers point to a mix of
causes for the rise, especially the
appearance of a more virulent strain
of dengue, referred to as DEN-2.

Dengue, carried by the female
Aedes mosquito, is sometimes called
breakbone fever because victims can
experience extreme pain in the
joints.

“When a new strain enters an
area, we unfortunately will see a
spike in dengue cases and dengue
deaths because of people not having
immunity to that particular type of
serotype [virus],” said Donald Shep-
ard of Brandeis University, who has
done extensive research on dengue.

Dengue can come in four virus
variations or serotypes: DEN-1,
DEN-2, DEN-3 and DEN-4. Rose Nani
Mudin, of the Malaysia Ministry of
Health’s vector-borne diseases sec-
tion, said a shift from DEN-3 and
DEN-4 to DEN-2 and DEN-1 began in
March 2013. DEN-2 is especially
dangerous.

“It is a virus evolution,” Dr. Rose
said.

Contributing to the severity of
the outbreak, health specialists say,

is the increasing mobility of Malay-
sians, who move the virus around
the country. Also, Malaysia this year
has had a prolonged dry season and
occasional heavy rains, creating per-
fect mosquito-breeding conditions.

“The Aedes mosquito can lay
eggs even in one small teaspoon of
water. One mosquito can lay about
100 eggs,” Dr. Rose said. “Imagine if
all these eggs hatch and become
adult mosquitoes. There will be 100
mosquitoes within one week.”

The urban, densely populated
state of Selangor has been particu-
larly hard hit, and the rural state of
Kelantan saw a surge of cases dur-
ing a holiday last month. Selangor
state has the highest number of
dengue cases nationwide, at 34,404
and 51 deaths from Jan. 30 to Aug.
30, compared with 8,694 cases and
10 deaths during the same period
last year. High density contributes
to dengue, giving a mosquito carrier
more opportunity to infect.

Dengue is caused when a female
Aedes aegypti mosquito ingests den-
gue virus from an infected human
being. The virus passes through the
mosquito gut into the mid gut; it
replicates in the mid gut and body

tissue. About five days later, the vi-
rus infects the insect’s salivary
glands. The mosquito then bites a
human, transferring dengue through
saliva.

The rural state of Kelantan saw a
surge of cases during a holiday last
month. Researchers believe people
working in dengue-prone areas such
as Selangor returned home to Kelan-
tan to celebrate the Muslim festival
of Hari Raya late last month. Re-
searchers believe that may explain
the surge in dengue in Kelantan In
the week of Aug. 17 to Aug. 23, 1,286
dengue cases and one death were
reported there, making Kelantan
Malaysia’s state with the highest
numbers for that week.

There is no cure for dengue,
which can result in high fevers, con-
vulsions and vomiting. Treatment
largely is in the form of replenish-
ment of fluids at the hospital.

Sanofi Pasteur, a French pharma-
ceutical company, is developing a
vaccine. Results from Asia showed
the vaccine was 56.6% effective in
protecting against dengue. The effi-
cacy against DEN-1, DEN-2, DEN-3
and DEN-4 is 50%, 35%, 78% and
75%, respectively. It may be avail-
able for use in Southeast Asia as
early as 2015.

“Thirty-five percent protection
for DEN-2 is not enough,” said Dr.
Rose. “Eighty percent is our target
for all the four serotypes.”

Health officials target mosqui-
toes with neighborhood cleanup and
fogging. But officials say because
participation in community cleanups
is low, the number of dengue cases
can be expected to grow.

BY CELINE FERNANDEZ

A worker in Kuala Lumpur sprays insecticide in an attempt to kill the Aedes mosquitoes that bear the often deadly virus.
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Specialists blame the
outbreak on increasing
mobility of Malaysians
and perfect mosquito-
breeding conditions.

Indonesian EnergyMinister
Is Named in Graft Probe

JAKARTA, Indonesia—The coun-
try’s anticorruption commission
named Energy and Mineral Re-
sources Minister Jero Wacik as a sus-
pect in a graft case on Wednesday.

The Corruption Eradication Com-
mission said Mr. Wacik had misused
his position as a state official. “Our
investigations showed the funds
amounting to 9.9 billion rupiah,” or
about $840,000, said deputy Com-
missioner Bambang Widjojanto.

Mr. Wacik couldn’t be reached to
comment. If convicted, he could face
up to 20 years in prison. It isn’t
clear if Mr. Wacik has hired a lawyer
and a spokesman from his ministry
had no comment on the matter.

Naming an individual as a suspect
in Indonesia is similar to charges be-
ing filed against a person in the U.S.

Mr. Wacik is a senior member of
President Susilo Bambang Yud-
hoyono’s Democratic Party and is

the third minister to be named as a
suspect in a graft case during the
last two years of the president’s
term, which ends next month.

Ruhut Sitompul, a Democratic
Party spokesman, was quoted by lo-
cal media as saying Mr. Wacik will
be temporarily suspended from his
role in the party during the inquiry.

In May, the anticorruption com-
mission named Suryadharma Ali,
the religious affairs minister, as a
suspect in its investigation into the
alleged embezzlement of funds dedi-
cated to the hajj pilgrimage.

And in late 2012, Andi Mal-
larangeng, the youth and sports
minister, resigned after the commis-
sion began a probe of his role in al-
leged corruption related to the con-
struction of a sports complex.

Both men said they were inno-
cent. In July, Mr. Mallarangeng was
found guilty by the Jakarta Corrup-
tion Court and sentenced to four
years in prison; he is appealing. No
trial has commenced for Mr. Ali.

BY JOKO HARIYANTO
AND DEDEN SUDRAJAT
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Bundled Loans Soar in China
China’s securitization market is

booming, as Beijing relaxes rules to
help funding for companies and ease
the strains on banks. That is trigger-
ing worries the surge could add
risks to the financial system.

Sales of asset-backed bonds so
far this year have jumped to $19.7
billion, up from $3 billion for all of
2013, according to data tracker Dea-
logic. The Chinese securitization
market overtook South Korea’s this
year to become the largest in Asia
except Japan.

A variety of institutions have led
the spree, including large govern-
ment-owned banks and local lenders
unloading loans from their books
and packaging them into products
such as collateralized loan obliga-
tions, which make up the bulk of
such asset-backed securities in
China. Financing units of car makers
from Ford Motor Co. to Volks-
wagen AG have sold debt instru-
ments composed of bundled auto
loans.

Asset securitization provides
businesses with an additional chan-
nel of credit as banks have become
increasingly selective about lending
and are looking to clean up their
balance sheets.

“Securitization can in theory
help banks vacate existing loans
from their balance sheets, making
room to lend to the underserviced
sector in the economy,” said Gold-
man Sachs economist MK Tang.

The products were heavily criti-
cized during the 2008 global finan-
cial crisis when low-quality mort-
gage loans that U.S. banks packaged
and sold to investors ran into trou-
ble, as homeowners defaulted on
their mortgages amid a housing-
market collapse.

In China, concerns center on

whether borrowers of the underly-
ing securities will fully pay back the
loans on time. In the case of auto-
loan asset-backed securities, it is
car buyers who pay in installments;
for collateralized loan obligations, it
is companies.

“China’s economy has been ex-
panding so quickly in the last 30
years, and borrowers’ repayment
ability in times of stress remains un-
tested,” said Hilary Tan, structured
products director at Fitch Ratings.

China began allowing asset secu-
ritization on an experimental basis in
2005, but put the pilot program on
hold in 2009 when bonds backed by
subprime mortgages were among the
biggest losers during the global fi-
nancial crisis. Beijing revived the
program in 2012 and China’s cabinet,
the State Council, said last year that
it would expand the trial ABS pro-
gram to boost credit and economic
growth.

Although securitization is aimed
at moving credit risks away from
banks—already under stress because

of mounting nonperforming assets—
the majority of buyers are other
lenders, so the risks remain in the fi-
nancial system, said Jerome Cheng,
senior vice president at Moody’s In-
vestors Service.

“It’s highly likely that more secu-
ritized bonds will be issued for the
rest of this year and next year amid
regulators’ push and market de-
mand,” he said.

A lack of Chinese bankruptcies,
however, means that global money
managers are unsure of how they
can get back their money or assets
in times of financial stress.

“Overseas investors need more
clarity, for instance, on how to re-
claim underlying assets should there
be a case of default, as the legal
procedures to foreclose the assets
could be complicated and less tested
in China,” said Aaron Lei, structured
finance director at Standard &
Poor’s Ratings Services.

Some international investors,
though, are starting to get involved
in auto-loan asset-backed deals, said

Lesi Zuo, Standard Chartered PLC’s
head of capital markets solutions in
Greater China and Northeast Asia.
Volkswagen’s auto-loan ABS issued
this year was the first such debt in-
strument in China to receive interna-
tional credit ratings.

For now, each deal needs to be
approved by Beijing, and issuers
have to provide underlying debtors’
credit records to the People’s Bank
of China, the central bank.

Among the largest transactions
was policy lender China Development
Bank Corp.’s packaging in February
of six billion yuan ($977 million) of
railway loans into a trust, which was
then sold to bond investors.

Volkswagen’s financing company
in August issued bonds backed by
800 million yuan of its car-buyer
loans, as auto sales have boomed in
China.

Postal Savings Bank of China,
the nation’s seventh-largest lender by
assets, in July issued China’s first
mortgage-backed securities in seven
years, raising $1.1 billion.

BY FIONA LAW

BUSINESS & FINANCE

NewRules
AreMaking
Gaming Firm
Likely Target

LONDON—A new licensing and
tax regime for online gaming in the
U.K. is clearing the air around the
sector, and making one of the indus-
try’s biggest players, 888 Holdings
PLC, a potential buyout target.

British private-equity firm Per-
mira sees the online gaming com-
pany as a potential target and may
consider a bid itself, according to
people familiar with the situation.
Two of these people said Permira is
actively looking at 888, though any
interest is preliminary.

Next month, new online-gam-
bling licensing and tax regulations
come into force that require any
firm aiming to transact with, or ad-
vertise to, British consumers to ob-
tain an operating license from the
U.K.’s gambling commission. The
new rules will also mandate a 15%
tax on profits made by companies on
bets by U.K. consumers.

While the move adds to the in-
dustry’s tax and regulatory burden,
it also clears up some of the investor
uncertainty that has long hovered
over the sector. While 888 is based
in Gibraltar, it would still fall under
the new rules.

That could help in the valuation
process for potential buyers, accord-
ing to industry experts. The com-
pany is listed on the London Stock
Exchange, and has a market capital-
ization of about £450 million ($741
million).

The site 888.com offers online
poker, casino and bingo games. The
company has an Israeli research and
development center andmarketing of-
fices in Gibraltar, London and Rome.

“Investors like clarity about reg-
ulation and taxes because it provides
for more predictable income,” said
David Altaner, an editor at Gam-
blingCompliance, which publishes
research on the gambling industry.
“If you are in an untaxed or unregu-
lated market, you might be making a
lot of money, but the roof could fall
in with little warning.”

Earlier this year, Amaya Gaming
Group Inc. of Canada agreed to buy
PokerStars.com, the world’s largest
poker website, for $4.9 billion.
Blackstone Group LP, a New York-
based private-equity firm, helped fi-
nance the deal. The deal has height-
ened speculation that other online
gambling sites could become new
takeover targets.

“Online gambling is way more in-
vestible now thanks to the Amaya
takeover of PokerStars,” Mr. Altaner
said.

Permira has made bets on gam-
ing before, investing in U.K. bingo
and casino operator Gala Coral
Group and Galaxy Entertainment
Group, a casino and hotel operator
in Macau.

The company has said it has 16.8
million registered customer ac-
counts for its casino gaming, poker
and sports-betting products, as of
the end of June 2014. It reported
profit before tax of $53.2 million for
the year ending December 2013, on
revenue of $400.5 million. The
global online gambling industry gen-
erates €25.9 billion ($34.02 billion)
annually, driven mostly by betting in
Europe, according to research firm
H2 Gambling Capital.

—Amir Mizroch in London
contributed to this article.

BY SIMON CLARK AND ORR HIRSCHAUGE

Gap Opens in China’s Great Wall of Stocks
getting access to mainland China,”
Mr. Perrin said. “Having investors
willing to put money back to work
in China, you need a strong catalyst,
and this is potentially the catalyst
that China has been waiting for.”

China is granting new licenses at
a record pace this year, expanding
the outstanding quota by 100.1 bil-
lion yuan ($16.3 billion). But the
new way of trading via Hong Kong
will allow a further $48.8 billion of
foreign investment.

Many big mainland companies
have dual listings in Shanghai and
Hong Kong, with shares trading at
an average 7.4% discount in Shang-
hai. Some investors are betting that
gap will close as the two markets
connect. Yuan-denominated shares
in the mainland are known as A-
shares, while their Hong Kong coun-
terparts are called H-shares.

“It is a big step forward,” said
Miguel Canizares, a vice president
of equity operations at Fidelity In-
vestments. Mr. Canizares says Fi-
delity is in discussions with brokers
in Hong Kong to potentially add
China A-shares directly to its mu-
tual funds for the first time. He said
he is still waiting for clear informa-
tion about what regulations and
taxes will apply to foreigners once
the rules change in October.

Deutsche Wealth & Asset Man-
agement started the first China A-
shares exchange-traded fund in No-
vember, and at least four more have
been launched since, according to

Continued from page 15

Morningstar Inc. These ETFs allow
individual investors in the U.S. to in-
vest directly in domestic Chinese
stocks for the first time. Deutsche’s
ETF received record net inflows in
August of $85.3 million.

Only 1.5% of China’s mainland
stock market is owned by foreigners,
according to Deutsche Bank, com-
pared with 30% in developing econo-

mies such as Brazil and South Korea.
Worries about opening up

China’s stock market are especially
centered on the mainland’s outdated
trading technology, the opaque fi-
nances of some of China’s compa-
nies and a history of scandals,
where brokers sometimes trade
ahead of big client orders in order
to benefit from changes in prices.

Developing countries are often
cautious about liberalizing their fi-
nancial markets too quickly because
doing so can lead to sudden inflows
of cash and volatile price fluctua-
tions.

China is also strengthening fi-
nancial ties with Hong Kong at a
time when both sides are fighting
for political control. On Monday,
China’s government said candidates
for Hong Kong’s top leadership post
must now be approved by a pro-Bei-
jing committee, sparking protests by
democracy advocates across the ter-
ritory. Analysts say control by China
could dim Hong Kong’s appeal as a
global financial center.

Still, Chinese brokerages such as
Everbright Securities are planning
to add staff to start covering Hong
Kong stocks.

Matthews Asia, a mutual-fund
manager in San Francisco with $27.3
billion in assets, received in July its
license to invest in $100 million
worth of A-shares, after a four-
month application process. The as-
set manager wanted to get access to
A-shares so that it could invest in
some of the more than 2,500 com-
panies listed in mainland China.

“It’s a big market, and there’s lots
of potential targets that you can
buy,” said Robert Horrocks, chief in-
vestment officer of Matthews Asia.
“If you have confidence that the Chi-
nese economy is growing…then it’s a
good place for a long-term investor.”

—Gregor Hunter and Amy Li
contributed to this article.

Through Train

AH Premium Index*, year to dateIndex performance, year to date

A new program is about to open trading between
Hong Kong and Shanghai

Sources: China Securities Regulatory Commission (quota); FactSet (indexes) The Wall Street Journal
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Dealing in Debt
China’s securitization market is booming, overtaking South Korea to be the biggest in Asia except Japan.

The Wall Street JournalSources: Dealogic (deal value, CLOs, Mortgage-backed securities); Fitch Ratings (ABS)
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ProtestFactionAttendsPakistanAssembly
ISLAMABAD—Pakistani Prime

Minister Nawaz Sharif steadied his
fragile grip on power Wednesday af-
ter his political opponents attended
a special session of a parliament
they had previously denounced as a
fraud, but instability threatens the
rest of his tenure, politicians and
analysts said.

Protests led by populist politi-
cian Imran Khan and Muslim cleric
Tahir ul Qadri since Aug. 15 have
sought to oust the government of
Mr. Sharif, who came to power in
May 2013 elections that the demon-
strators claim were rigged. Mr. Khan
had said Tuesday he didn’t recog-
nize “this parliament of thieves”
and vowed to send his 34 members
of the 342-seat assembly to resign
their seats.

On Wednesday, however, his law-
makers came to the parliament and
announced they would be returning
to talks with the government over
their demands for electoral reforms
and Mr. Sharif’s resignation.

“We have come not to set fire to
this house but to save it,” said Shah
Mahmood Qureshi, the parliamen-
tary head of Mr. Khan’s Pakistan
Tehreek-e-Insaf party, speaking at a
special session of both houses of
parliament. “Come, let’s go beyond
our egos and let’s look for a better
future for Pakistan.”

PTI, the third-largest party in
parliament, found itself isolated,
with many other opposition mem-
bers asking what had happened to
its threat to quit the assembly and
expressing support for Mr. Sharif.

“Today, you have shown you are
standing your ground and they [the
PTI] are the ones coming here,” said
Khursheed Shah, the leader of the
opposition Pakistan Peoples Party,
addressing his remarks to Mr.
Sharif. “Parliament fought this war
and parliament decided that the
prime minister will not resign.”

The protests dwindled in recent
days as political parties rallied be-
hind Mr. Sharif. Giving more breath-
ing room to the government, a se-
nior member of Mr. Khan’s party,
Javed Hashmi, broke ranks with the
protest leader, accusing him of fol-
lowing signals from the army.

Still, Mr. Sharif’s power remains
severely diminished, and analysts
say he may be forced to call early
elections.

“This has been such a devastat-
ing shock to the system, it is hard to
see how, without an election, any
politician can recover the kind of
political capital lost in the last few
weeks,” said Cyril Almeida, a news-
paper columnist.

The political confrontation of the
past three weeks has weakened Mr.
Sharif and exposed the limits of ma-
neuver for civilian governments in a
nuclear-armed country that is still
dominated by its armed forces. The
government believes the protests
are secretly backed by the military,

a charge the military denies.
Before the protesters set off for

Islamabad from the eastern city of
Lahore last month, Mr. Sharif had
appeared to be a strong prime min-
ister, sitting on a solid majority in
parliament. But he had been on the
defensive after he asked the military
to intervene directly as a “facilita-
tor” in negotiations between gov-
ernment and the protesters. This
past weekend, violent clashes be-
tween the demonstrators and police
turned Islamabad’s government
quarter into a battleground, leaving
three protesters dead.

The behavior of the majority of
lawmakers this week stood in stark
contrast to incidents in the 1990s,

when the opposition routinely con-
spired with the military to bring
governments down.

That decade, a period of near-
constant political instability and low
economic growth during which no
administration completed its term,
ended in a 1999 coup by then-army
chief Pervez Musharraf against Mr.
Sharif’s last government that sent
him to jail and then exile.

Abdul Nabi Bangash of the oppo-
sition Awami National Party told
parliament “a message that a soft
coup has taken place” arose from
the protesters’ assault on Monday
on the state television headquarters.
The army vacated demonstrators
from the facility after they smashed

up equipment and cut the transmis-
sion, but no arrests were made.

On Sunday, the military warned
the government against “further use
of force” after police clashed with
demonstrators who tried to march
on the prime minister’s residence.
The protesters have offered no re-
sistance to the soldiers deployed in
the government quarter, and have
even shouted slogans in their favor.

Government aides say privately
that the military has used the pres-
sure of the protests to force Mr.
Sharif to agree to give up control of
sensitive foreign policy and national
security affairs.

—Qasim Nauman
contributed to this article.

BY SAEED SHAH

A Pakistani supporter of protest leader Imran Khan wears a helmet bearing images of Mr. Khan at an antigovernment demonstration in Islamabad on Wednesday.
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Gang-Rape Case Sparks Outrage in Afghan Capital
KABUL—News of a gang rape has

rattled the Afghan capital, stirring
fears of a return to lawlessness
amid a prolonged political crisis
that is threatening to plunge the
country into civil war.

Afghan police said this week
they arrested six men in connection
with the rape, which took place in
the early morning hours of Aug. 23.
The announcement of the arrests
sparked an outpouring of rage in Af-
ghanistan, with social media cam-
paigns calling for a harsh punish-
ment of the culprits.

According to Kabul police offi-
cials, a group of men wearing police
uniforms and armed with Kalash-
nikov assault rifles stopped a convoy
of cars that was driving back to the
city from a wedding in the district
of Paghman on the night of the rape.

The armed men dragged four
women to the side the road, where
they robbed them and beat them up,
the screams of the victims in ear-
shot of male relatives they were

traveling with. Three of the women
were raped, including one who was
pregnant.

Jamshid Totakhil, a senior Kabul
police official, said all six of the men
arrested were charged and had con-
fessed to being involved in the rape.
None of the accused were reachable
to comment.

Police said the six men aren’t po-
lice officers.

Afghan President Hamid Karzai
called for the prompt execution of
those found guilty, according to his
spokesman, Aimal Faizi.

“It’s the main topic of conversa-
tion,” said Shaharzad Akbar, a civil
society activist. “In recent years,
nothing quite like this has hap-
pened, at least not so close to Ka-
bul.”

In photos released Wednesday by
Kabul police, the women, whose
identities were withheld, are shown
pointing to suspects lined up
against a wall. One of them, in an
all-covering blue burqa, tugs at the
shirt of one of her alleged assail-
ants, while another uses a wooden
stick to single them out.

Violence against women is com-
mon in Afghanistan, but most of it
happens within the home.

“What’s unusual about this case
is that it came to light. [Rape] is far
more common that we would know
because people don’t talk about it,”
said Patricia Gossman, a senior re-
searcher with Human Rights Watch.
“There is an enormous social
stigma.”

For many Afghans, this case also
rekindled memories of the civil war
of the mid-1990s, when law and or-
der collapsed as rival mujahedeen
groups battled for control of Kabul.
At that time, women were fre-
quently abducted and gang raped.

“This incident reminds us of vio-
lence against women during the
civil war—that’s why people are
very sensitive about it, and want to
push the government to take serious
action,” says Najma Zala, a Kabul-
based women’s rights activist. “We
don’t want to return to that same
era again.”

In a statement Wednesday, the
U.S. Embassy in Kabul called on Af-
ghan judicial bodies “to ensure that
the perpetrators are brought to jus-
tice, and we commend the Afghan
government for protecting the basic
rights of women and girls.”

In recent months, a disputed
election has triggered a prolonged
political crisis that stoked fears of a
return to the bloodshed. The results
of a June 14 runoff vote have been
inconclusive, with presidential can-
didate Abdullah Abdullah alleging
widespread fraud took place in favor
of his rival, former finance minister
Ashraf Ghani.

U.S.-led efforts to break the
deadlock have proved unsuccessful.
While the candidates in principle
agreed to share power, no consensus

has been reached on forming a gov-
ernment.

Earlier this week, Mr. Abdullah’s
camp threatened to effectively with-
draw from the electoral process, with
members of his team saying they
were ready to take to the streets and
occupy government buildings if their
demands weren't met.

The dispute has ethnic over-
tones: Mr. Abdullah, who is of mixed
Tajik and Pashtun heritage, draws
most of his support from the coun-
try’s north and west, while Mr.
Ghani is a Pashtun with roots in the
east.

Some, like Cina Wardak, a
mother of four, see the Kabul rape
case as a product of the deteriorat-
ing security and rising crime levels
that have marked this period of un-
certainty.

“I was so shocked—this is some-
thing that happened during the mu-
jahedeen years,” said Ms. Wardak,
who was a teenager in Kabul at the
time of the civil war. “I thought that
the Afghan police was strong now, I
never thought this could happen
again.”

BY MARGHERITA STANCATI
AND HABIB KHAN TOTAKHIL

The case rekindled
memories of the 1990s
civil war, as rival
mujahedeen groups battled
for control of Kabul.
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Daimler to Expand
Into Ride Sharing

Daimler AG Wednesday became
the first major car maker to enter
the ride-sharing business, a fast-
growing market currently dominated
by startups like Uber Technologies
Inc.

Daimler, whose Mercedes-Benz
cars are popular with taxi services
in parts of Europe, said it would ac-
quire the U.S.’s RideScout LLC and
Germany-based Intelligent Apps
GmbH, which operates the mytaxi
cab-booking app.

The value of the acquisitions is
small at less than $100 million, ac-
cording to people familiar with the
situation. Daimler is making the ac-
quisitions through its Moovel GmbH
unit, in which Daimler has consoli-
dated its mobility services business,
including Car2Go GmbH. Car2Go ac-
quired a minority stake in mytaxi in
2012.

A spokeswoman for Moovel de-
clined to comment on the price of
the deals. A spokeswoman for Uber
didn’t immediately respond to a re-
quest for comment.

Young urban consumers who
have grown up sharing music, mov-
ies and other services over the Inter-
net now realize that it is often
cheaper to share a car than to shoul-
der the costs of insurance and gas.
As ride sharing increases in popular-
ity, the cost of a ride is nearly the
same or lower than taking a taxi,
making ride sharing an alternative to
the traditional cab.

The ride-sharing market has
largely been controlled by technology

startups like Uber and Lyft Inc. Both
are based in San Francisco, but Lyft
only operates in U.S. cities, while
Uber is present in 45 countries.

Investors recently gave Uber an
$18.2 billion valuation. Other, smaller
ride-sharing companies, such as
Sidecar, have also tried to gain mar-
ket share.

RideScout, which started operat-
ing last November, is present in 69
cities in North America. The smart-
phone app helps users find the easi-
est way to get from one point to an-
other using different modes of
transportation, including public tran-
sit, car- or bike-share.

Mytaxi, on the other hand, acts as
a middleman, connecting taxi users
and taxi drivers world-wide by allow-
ing users to order taxis with an app.

One of the reasons Daimler chose
to acquire these companies was to
hire the entrepreneurs behind the
technology at each firm, said one of
the people.

Online car-services companies,
and market leader Uber in particular,
have faced stiff opposition from es-
tablished taxi operators in several
countries. Uber’s smartphone app,
UberPop, lets users hail cars driven
by both professional and nonprofes-
sional drivers.

A German court recently banned
UberPop service pending a hearing
into whether the company poses un-
fair competition to taxi-service com-
panies. The court ruled that Uber-
Pop doesn’t have the necessary
licenses and driver insurance that
taxi operators are required to have
to transport passengers. Uber is
challenging the ruling.

BY DANA MATTIOLI
AND WILLIAM BOSTON

Applications like Uber have made ride sharing an alternative to taking a taxi.
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Mr. Ghosn is credited with rescu-
ing Nissan from near disaster when
he arrived at the company in 1999
from Renault, after the two compa-
nies set up a joint shareholding ar-
rangement. He hasn’t specified a re-
tirement date. In addition to
running the alliance, which was cre-
ated in 1999, he has served as chief
executive of Nissan since 2001 and
Renault since 2005.

Mr. Tavares and Mr. Palmer, in
particular, had each been considered
possible successors to Mr. Ghosn in
one or more of those posts.

“That’s a lot of No. 2 people to
leave,” said Takaki Nakanishi, an an-
alyst at Jefferies. “As long as Ghosn
is in power I don’t really worry
about Nissan. The question is what

Continued from page 15 happens after he moves on.”
To be sure, Nissan and Renault

have done their own share of poach-
ing executives. Many of Infiniti’s top
managers—and Mr. De Nysschen
himself—were brought in from rival
car companies during the past few
years. Nissan’s chief financial officer,
Joseph G. Peter, was hired from GM
at the end of 2009.

But among big Japanese compa-
nies, where lifetime employment re-
mains the norm and executives work
their way up through the ranks,
such rapid turnover is rare.

Nissan, in the mold of its French-
Lebanese-Brazilian chief executive, is
also unusual among Japanese compa-
nies in the diversity of its manage-
ment. As of March, 48 of its top 100
positions were held by foreign execu-

tives, from 17 different countries, the
company says.

Under a plan that Mr. Ghosn
dubbed “Power 88” when he out-
lined it in 2011, Nissan aims to reach
an 8% global market share and an
8% operating-profit margin by 2016.
Though Nissan has improved since
then on both measures, the market
share, at 5.7% in the latest quarter,
and the operating margin, at 5%, re-
main well short of the goal.

At Infiniti, Mr. De Nysschen
backed away from a previous target
of increasing the division’s sales to
500,000 cars a year, nearly triple its
current volume, by 2016. And Mr.
Ghosn said last year that Renault
and Nissan would fall short of a tar-
get of selling a combined 1.5 million
electric vehicles by 2016.

Ghosn Sees More Talent Depart

U.S. New-Car SalesHit
Fastest Pace Since 2006

U.S. new-car sales motored higher
in August as an improving economy,
generous incentive spending and in-
creased demand for trucks and sport-
utilities lifted the annualized selling
pace to an eight-year high.

Fiat Chrysler Automobiles NV
continued its 2014 winning streak,
reporting a 20% increase on the
strength of its Jeep SUVs and Ram
pickup trucks. Its results outshone
rivals Ford Motor Co., which re-
ported flat sales, and General Mo-
tors Co., which posted a small de-
cline over year-earlier sales.

Overall, industry sales rose to an
annualized 17.5 million pace, accord-
ing to researcher Autodata Corp.,
the fastest since January 2006.
Among the gainers, Toyota Motor
Corp.’s sales rose 6%, Hyundai Mo-
tor Co.’s were up 6% and Nissan
Motor Co. reported an 12% gain, all
over the same month a year earlier.

In the luxury car race, BMW AG’s
11% increase to 27,214 vehicles
edged ahead of Daimler AG’s 9%
gain to 27,078 Mercedes-Benz cars.
Sales of Volkswagen AG’s Audi
brand jumped 27% to 17,101.

The strong performance comes
at the end of the summer selling
season, when car companies tradi-
tionally tack extra rebates and dis-
counts on vehicles to make room for
new models.

Sales also were lifted by an im-
proving U.S. economy.

“If you look at the marco-eco-
nomic fundamentals, they’re all
flashing green,” Emily Kolinski Mor-
ris, Ford’s economist, said on
Wednesday. She pointed to robust
manufacturing, new housing
strength and rising employment as
reasons for continued optimism.

GM’s U.S. sales chief, Kurt Mc-
Neil, said energy prices, business in-
vestment and consumer confidence
“are in good shape” and should fuel
demand for the remainder of this
year.

The Detroit auto maker’s sales
fell 1%, which the company blamed
on one fewer selling day this year
over last and a tough comparison to
strong year-earlier sales. But GM
said it also spent less on purchase
incentives and the slump at its Ca-
dillac luxury brand deepened in Au-
gust despite the introduction of a
new Escalade SUV and a healthy ap-

petite among U.S. consumers for
luxury cars and trucks.

GM suffered declines for some of
its key passenger cars, including the
Chevrolet Malibu, Cadillac CTS,
Buick LaCrosse and the Chevy Volt
plug-in car.

Ford reported flat sales ahead of
one of the most heavily-anticipated
product launches in its recent his-
tory. Its F-series will soon feature
an aluminum-bodied F-150 pickup
boasting better fuel economy and
lighter weight.

Both GM and Ford offered 0% fi-
nancing on six-year loans in August.
GM, however, said it is charging
more for its vehicles, a strategy that
led to lower retail sales and boosted
the auto maker’s reliance on fleet
sales, such as deliveries to rental
car companies.

Chrysler, the smallest of Detroit’s
auto makers, is reaping the benefits
of a focus on trucks and SUVs. Jeep
sales grew 49% and the Ram pickup
outran domestic rivals. The com-
pany offered a $7,000 discount on
its minivans.

Beau Boeckmann, vice president
of Galpin Motors, which operates

new-car dealerships in Southern
California, said business is good for
many of the brands he sells, but
noted high incentives are needed to
sell certain vehicles.

“The small and midsize cars is
where they’re really pouring it on,”
he said. Honda and Toyota have be-
come more aggressive when it
comes to spending on marketing
and promotions, he added. Toyota,
for instance, offered no-interest
five-year loans on its 2014 Camry
sedan.

Auto makers and dealers are
forecasting continued strong sales.
Steve Szakaly, chief economist for
the National Automobile Dealers As-
sociation, said he sees no sign of a
change in robust buying patterns.
Mr. Szakaly said sales could rise
even higher in the next five months
and 2015 will be even better.

Many industry analysts have
raised caution flags, saying that
vehicle inventories are growing
when used-car prices are sagging
and auto makers are adding more
production capacity. Additionally,
heavier reliance on subprime auto
loans raises questions about
whether the 17-million-plus sales
pace is being artificially inflated by
cheap loans.

Dealers like Adam Lee, chairman
of Lee Auto Malls in Maine, aren’t
overly worried. He said July was
one his group’s strongest months in
history and August seemed just as
strong.

“While we’re concerned about
the same [demand] questions, we’re
not really seeing it,” he said.

BY MIKE RAMSEY
AND CHRISTINA ROGERS

Fiat Chrysler topped August sales gainers on strong demand for its Jeep SUVs.
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Fiat Chrysler continued
its winning streak with
sales up 20% over a year
earlier on strong demand
for Jeep and Ram brands.
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WORLD NEWS

Japan’s Abe
Unveils Lineup
For Cabinet

TOKYO—Japanese Prime Minis-
ter Shinzo Abe overhauled his gov-
ernment, rolling out a lineup that
signaled his determination to push
ahead with changes to boost the
economy and raise Japan’s military
profile.

Mr. Abe’s first cabinet reshuffle
since he took power 20 months ago
introduced some surprise new faces
while retaining ministers in major
posts such as finance and foreign af-
fairs.

Generating a buzz in financial
markets, Mr. Abe appointed a strong
advocate of economic changes as
minister of health, labor and wel-
fare, a job that has responsibility for
revamping the nation’s $1.2 trillion
public pension fund. The new minis-
ter, Yasuhisa Shiozaki, is a former
central banker who has proposed in-
vesting more of the fund’s assets in
stocks and infrastructure projects
while reducing government-bond
holdings.

The new cabinet includes five
women, matching a record held by
the 2001 cabinet of former Prime
Minister Junichiro Koizumi. Among
them is rising star Yuko Obuchi, 40,
a former deputy minister of finance
who was named minister of econ-
omy, trade and industry.

“We will continue to put the
economy first, aim to snuff out de-
flation and do whatever we can to
implement growth strategies,” Mr.
Abe said at a news conference. “It’s
the mission of the new Abe cabinet
to solidify economic growth and
make sure its fruit is felt in every
nook and cranny of the land.”

Giving a boost to Tokyo’s efforts
to complete the U.S.-led Trans-Pa-
cific Partnership free-trade agree-
ment, Mr. Abe tapped a party vet-
eran with a sway over farm lobbies
as agriculture minister.

Robert Feldman, an economist at
Morgan Stanley MUFG in Tokyo, said

the new cabinet lineup “suggests ex-
tra momentum for third-arrow re-
forms in some key areas,” referring
to the structural changes under Mr.
Abe’s pro-growth strategy known as
Abenomics. The first two arrows are
monetary easing and more govern-
ment stimulus spending.

The new defense minister,
Akinori Eto, was given responsibil-
ity for overhauling national-security
laws. Mr. Abe wants to give a
greater role to Japan’s military in
fighting alongside allies like the
U.S.—what he calls “collective self-
defense.”

Mr. Abe is facing growing chal-
lenges. Recent data suggested an in-
crease in the national sales tax in
April was hitting consumer spend-
ing and threatening the economic
recovery that took off during Mr.
Abe’s first year. Popular opposition
to his defense policy remains
strong, and a territorial spat with
China continues.

Still, overall approval ratings for
his administration remain solid
around 50%, a factor that enabled
him to serve without changing a
single member of his cabinet for a
record 617 days.

Opposition politicians criticized
what they described as the hawkish
bent of Mr. Abe’s choices. “This re-
shuffle has seen those loyal to the
prime minister given posts and
those who talk back to him
crushed,” said Seiji Mataichi, secre-
tary-general of the minor opposition
Social Democratic Party.

Communist Party chief Kazuo
Shii said, “It’s a lineup aimed at
ramming through policies that go
against the voice of the people like
collective self-defense, big tax hikes,
nuclear-reactor restarts and new
bases on Okinawa.”

Mr. Abe appointed a combination
of party veterans and supporters of
his nationalistic views for the lead-
ership of the ruling Liberal Demo-
cratic Party. The move prepares the

party for tough gubernatorial races
in the prefectures where discontent
with the central government is par-
ticularly strong—Fukushima and Ok-
inawa.

At the same time, it paves the
way for Mr. Abe’s re-election as rul-
ing-party president next year. He re-
moved his biggest political rival,
Shigeru Ishiba, from the party’s No.
2 position as secretary-general and
replaced him with Sadakazu Tani-
gaki, a party elder with moderate
political views.

The position of the party’s policy

planning chief went to Tomomi In-
ada, a conservative lawmaker who
visited Yasukuni Shrine, a contro-
versial Tokyo war memorial, last
month as a junior state minister.

Mr. Abe kept familiar faces in top
posts, including top aide Yoshihide
Suga, allaying criticism from foreign
officials and the business commu-
nity that the turnover of policy
makers in Japan has been too rapid.

Taro Aso, a former prime minis-
ter known for his hawkish fiscal pol-
icy views, remains finance minister
and deputy prime minister. This re-

inforces speculation that Mr. Abe
will go ahead with plans to raise the
national sales again in October 2015,
to 10% from 8% currently.

Fumio Kishida, a 57-year-old law-
maker who hails from the liberal
wing of the increasingly right-lean-
ing ruling party, will continue to
serve as foreign minister. The prom-
inence of figures such as Mr. Kishida
and Mr. Tanigaki, the ruling party
No. 2 who is known to have ties to
China, could bolster Mr. Abe’s ef-
forts to mend Japan’s tattered ties
with Beijing.

BY YUKA HAYASHI

Gender Balance | Five women join cabinet, and a sixth takes ruling-party post

Source: staff reports The Wall Street Journal

Internal affairs minister
Name: Sanae Takaichi
Age: 53
Longtime ally of Mr. Abe, known for her
strong conservative views. Has criticized
Japan’s 1993 apology to Asian women
forced to work at Japanese military
brothels, saying that it has led to
“masochistic” view of history and calling
on the government to replace it with a
new statement.

Economy and trade minister
Name: Yuko Obuchi
Age: 40
Daughter of former Prime Minister Keizo
Obuchi; entered politics in 2000 after her
father suffered a fatal stroke. Became the
youngest-ever cabinet minister at the age
of 34 when she was appointed in 2008 as
the minister in charge of tackling the
declining birthrate.

Justice minister
Name:Midori Matsushima
Age: 58
Former political reporter for the liberal
Asahi Shimbun who went into politics
herself as a member of the conservative
ruling Liberal Democratic Party. Elected to
parliament first in 2000.

Minister in charge of abduction issues
Name: Eriko Yamatani
Age: 63
Also a close Abe ally. Former journalist and
a Catholic. Has promoted visits to Yasukuni
Shrine and opposed what she calls
“excessive” sex education in school
textbooks. Visited disputed islands in the
East China Sea in 2012 after 14 Chinese
activists landed on one of the islands.

Minister in charge of empowering women
Name: Haruko Arimura
Age: 43
Formerly worked for McDonald’s Japan. Was
elected to parliament’s upper house in 2001
and is now in her third term.

Policy chief of ruling Liberal
Democratic Party
Name: Tomomi Inada
Age: 55
Served until Wednesday as cabinet
minister in charge of regulatory reform.
Has called for Japan to become a “moral
superpower” where people can be “proud
of being Japanese.” Signed 2007 ad in the
Washington Post that denied Japanese
authorities forcibly made Asian women
work at wartime military brothels.

Photos: Bloomberg (Sanae Takaichi, Yuko Obuchi, Tomomi Inada); Agence France-Presse (Midori Matsushima); Associated Press (Eriko Yamatani, Haruko Arimura)

Polls ShowNew Zealand Premier’s Chances Dimming
WELLINGTON, New Zealand—

John Key is facing an unusual pre-
dicament for a prime minister seek-
ing re-election: stellar economic
performance—and an evaporating
lead in the polls.

It isn’t that voters don’t like him:
Polls consistently place him as the
nation’s preferred prime minister
and just a few months ago, his cen-
ter-right National Party seemed on
course to being able to form its own
government, unusual in a country
whose political system gives smaller
parties more influence.

But as the Sept. 20 election date
nears, National’s support is ebbing.
The latest opinion polls have it slip-
ping below the key 50% threshold
for an outright win and forcing it to
look at an alliance with New Zea-
land First, a party with an anti-im-
migration stance whose intentions
as potential kingmaker are unclear.

The government’s drift in the
polls comes despite the economy

steaming ahead better than many
other advanced economies. New
Zealand was one of the first of those
countries to raise interest rates
since the global financial crisis.

But recent accumulation of
wealth has attracted more foreign-
ers and prompted a return of over-
seas New Zealanders. The flow of
new arrivals, the strongest in more
than a decade, has sent house prices
soaring and put foreign ownership
of property at the heart of the elec-
tion debate. Anti-immigration rheto-
ric aimed at people struggling to get
on the housing ladder has featured
heavily in party speeches from
across the political spectrum—not
least from New Zealand First.

Voters have also fled to smaller
parties espousing niche causes such
as cheaper Internet access and rec-
reational fishing rights. Added to
that is an upswing for left-leaning
parties including the Green Party,
which appear to have profited from
a scandal alleging Mr. Key’s govern-
ment covertly used a right-wing
blog to smear its opponents.

Labour, National’s biggest rival,
has tried to shift the spotlight away
from the recovery to those who ha-
ven’t benefited from it. In a tele-

vised debate last week, its leader,
David Cunliffe, highlighted the num-
ber of children living in poverty and
young people locked out of the rap-
idly rising housing market.

“We seem to have missed, for
many people, the party and we’re
going straight to the hangover,” he
said.

The country of 4.5 million people
has a multiparty system similar to
Germany’s, allowing voters to
choose both the party they want in
government and the candidate for
their local district. That means gov-
ernments often rule with only the
smallest of majorities, and even tiny
shifts in support for the major par-
ties can dramatically shift elections.

The biggest gains since cam-
paigning began last month have
been among smaller parties closer
to Labour, while a handful more
sympathetic to the governing block
have seen support waning.

“National is already quite vulner-
able because they don’t have enough
support partners in a healthy

enough way,” said Bryce Edwards, a
political scientist at the University
of Otago. He said the election was
now close enough that even a 1%
shift in support for one of the major
parties could alter the outcome.

Although an alliance hasn’t for-
mally been announced, Labour is
likely, as in the past, to partner up
with the Greens—an alliance that
would get at least 40% of the total
vote, judging from polls. National
currently governs with three coali-
tion partners: liberal-democratic
United Future, the indigenous Maori
Party, and ACT, an advocate of
smaller government.

Labour has been hampered by
fragile party leadership. Mr. Cunliffe
is the third Labour leader in three
years and remains an unpopular
choice for prime minister. Still, po-
litical commentators widely hailed
the ex-diplomat as the clear victor
over Mr. Key in at least one of two
debates in the past week, which fo-
cused on so-called dirty politics
alongside other issues.

BY LUCY CRAYMER

Alliance politics could complicate the
prospects for Mr. Key’s re-election.
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Fee Bonanza Dries Up at U.S. Banks
U.S. banks are making less of

their money from customer-account
fees than at any time in the past
seven decades as strict government
rules and changing consumer behav-
ior squeeze a major source of reve-
nue.

After peaking in 2009, the an-
nual account fees collected at com-
mercial banks have declined mark-
edly, even as the volume of bank
deposits has swelled, according to
the Federal Deposit Insurance
Corp. The fees have dropped nearly
21% to $32.5 billion last year from
$41.1 billion in 2009.

The total fees had climbed every
year since 1942, when the FDIC
started collecting the data.

As a result, such fees are making
up a smaller share of profits. As a
percentage of total noninterest in-
come, deposit-account fees dropped
to 14.1% in 2013, the lowest level
since 1942, according to the FDIC
data. From 2000 through 2009,
those fees accounted for an average
of 17% of such income.

The turnaround is an example of
the ways the regulatory clampdown
that began after the financial crisis,
as well as the fast-growing popular-
ity of online and mobile banking,
are changing behavior at U.S. banks,
bankers and analysts say.

The upshot is that banks no lon-
ger see these account charges as an
easy way to boost their bottom
lines. “I don’t see anybody looking
at fees as a way of growing their
business,” said Jefferson Harralson,
a banking analyst at Keefe, Bruyette
& Woods.

Bouncing a check used to get
customers kicked out of their bank.
But in the 1980s, banks’ view of
those people began to change, Mr.
Harralson said. “They started to re-
alize that these were the most prof-
itable customers of the bank and
they actually went after them,” he

said. “Bankers saw these fees as im-
portant ways to make their profit
numbers.”

Checking-account customers can
be subject to a number of fees, in-
cluding minimum monthly charges if
balances fall below a certain level
and fees for some ATM transactions
or closing accounts. Banks have also
charged overdraft fees of $35 or
more each time customers write
checks or use debit cards on pur-
chases that exceed their available
balances.

More than half of the account
fees on average come from over-
draft and bounced-check charges,
according to a report from the Con-
sumer Financial Protection Bureau
in July.

The rise of such fees ended in
2010 when the Federal Reserve, con-
cerned about abusive practices that
burdened some consumers with
hundreds of dollars in charges, put
in place a new regulation requiring
that customers had to explicitly opt-
in for overdraft coverage on certain
transactions, or the bank couldn’t
charge those fees.

In addition, the instant access
consumers now have to bank bal-
ances online and with smartphones
have made them less likely to spend
more than they have in their ac-
counts, bankers say. The Fed re-
leased a survey in March showing
that the most common use of smart-
phone banking apps is checking bal-
ances and tracking transactions.

Despite the recent decline in
these account charges, bank earnings
have risen significantly since the re-
cession as lenders have boosted new-
loan volume. Meanwhile, they have
benefited from lower expenses for
loan losses. U.S. banks reported net
income of $40.2 billion in the second
quarter, according to data released
by the FDIC Thursday. That was just
below the record of $40.3 billion in
the first quarter of last year.

Banks are having to adjust to de-

clines in the account fees with new
strategies.

First Tennessee Bank, based in
Memphis, Tenn., has turned to a
model where it pushes for custom-
ers to maintain higher balances in
their accounts rather than trying to
ramp up fee income. Its service-fee
income has tumbled 36% from 2008,
the high, to $114.4 million last year.

Before 2010 the bank offered free
checking, said David Miller, executive
vice president for consumer banking,
and now it charges for most checking
accounts and seeks to help customers
avoid transactions that exceed their
balances. “Now we offer four differ-
ent checking products depending on
the customer’s needs,” said Mr.
Miller. “We call it making lemonade
out of lemons.”

Rather than relying on the ac-
count fees, First Tennessee is trying
to persuade customers to buy
stocks, mutual funds or other in-
vestment products that can be more
lucrative than a simple checking ac-
count. Revenue from the bank’s
wealth-management business is up

about 25% over the past two years,
Mr. Miller said, and it is bringing in
about $80 million a year in reve-
nues. Also, he said, customers prefer
the new approach.

“Even though we didn’t replace
overdraft fees with monthly
charges, the customers are bringing
more dollars to us,” Mr. Miller said.
“Customers have to do a little more
work to learn about the accounts
but the outcome is customer satis-
faction is going up.”

Bank of America also has shifted
its approach. It agreed to pay $410
million in 2011, without admitting
wrongdoing, to settle its part in a suit
against a group of banks that alleg-
edly had overcharged customers for
overdrafts.

Later that same year, a consumer
outcry prompted the Charlotte, N.C.,
bank to reverse a planned $5 charge
on debit-card transactions. Its fee in-
come has plummeted from a peak of
$10.9 billion in 2008, its top year, to
$5.25 billion last year, according to
FDIC data.

The bank now says it is better off

forgoing some of that income. For
one, it no longer allows customers to
opt-in to the overdraft program on
debit-card and certain ATM transac-
tions, even though the regulations
permit it.

The bank still permits overdrafts
on paper checks, but says it seeks to
counsel customers to avoid spending
more than bank balances.

Bank of America has said it can
earn more by persuading customers
to maintain more of their finances
at the bank and its units, and that it
is cheaper to have fewer overdraft-
ers because about two-thirds of its
call-center contacts are from cus-
tomers with questions about fees
and balances. Fewer calls means the
bank can reduce call-center costs,
said Thong M. Nguyen, a retail-
banking executive at Bank of Amer-
ica.

“With those old rules you got the
proverbial $35 cup of coffee,” said
Mr. Nguyen. “That model is not sus-
tainable.”

Some other banks also have em-
braced a strategy of minimizing fees
and focusing on handling a broader
range of customers’ financial trans-
actions, from bill payment to IRA in-
vestments such as mutual funds and
bonds.

Still, the account fees and over-
draft services have their defenders,
who say the overdraft service helps
customers as long as they don’t over-
draft excessively. They argue that the
regulations have been misguided and
may end up denying consumers short-
term credit that many find useful.

“These rules hurt the consumer
more than the banks,” said Richard
Hunt, president and CEO of the Con-
sumer Bankers Association in Wash-
ington, an industry lobbying group.
“We’re always upfront with the con-
sumer and we’re completely trans-
parent. Because of this jobless re-
covery people live paycheck to
paycheck and this can be a real ser-
vice.”

BY JAMES STERNGOLD

MARKETS

Fees Falling
After rising for nearly seven decades, service charges that U.S.
commercial banks collect on deposit accounts have started dropping.

Service charges
on deposit accounts

Service charges as a percentage of
noninterest income

Source: Federal Deposit Insurance The Wall Street Journal
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HSBC Trinkaus Golden Opportunities OT OT LUX 09/02 USD 78.58 12.3 -13.7 -22.6
Prosperity Return Fund A JP BD LUX 12/06 JPY 8577.68 -9.3 -8.4 0.3
Prosperity Return Fund B EU BA LUX 12/06 JPY 9032.12 4.6 11.0 13.2
Prosperity Return Fund C EU BA LUX 12/06 USD 79.01 -12.2 -11.1 -1.0
Prosperity Return Fund D EU BA LUX 12/06 EUR 121.37 -9.0 -8.8 8.1
Renaissance Hgh Grade Bd A EU BA LUX 12/06 JPY 10807.34 3.5 5.1 11.3
Renaissance Hgh Grade Bd B EU BA LUX 12/06 JPY 11130.39 17.9 25.6 23.9
Renaissance Hgh Grade Bd C EU BA LUX 12/06 USD 96.94 -0.9 0.7 8.4
Renaissance Hgh Grade Bd D EU BA LUX 12/06 EUR 102.83 -4.6 -4.1 6.9

nMPASSETMANAGEMENT INC.
Tel: + 386 1 58747 77
MP-BALKAN.SI EE EQ SVN 08/12 EUR 19.29 -1.9 -8.4 -10.9
MP-TURKEY.SI OT OT SVN 09/02 EUR 43.45 20.0 9.1 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 09/01 USD 1600.10 23.4 35.0 24.7
UAE Blue Chip Fund OT OT ARE 09/02 AED 12.49 33.9 57.7 59.2

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 09/02 USD 24.21 6.0 24.5 19.1
Japan Fund USD JP EQ IRL 09/03 USD 21.71 -3.9 3.2 13.8
Polar Healthcare Class I USD OT EQ IRL 09/02 USD 34.24 20.8 45.6 41.6
Polar Healthcare Class R USD OT EQ IRL 09/02 USD 33.45 20.2 44.7 40.9

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
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O’MalleyGetsCloser toPresidentialRun
FundraisersSayMarylandGovernorTellsThemClintonCandidacyWouldn’tStopHimFromSeekingDemocraticNod

ANNAPOLIS, Md.—Democratic
fundraisers say Maryland Gov. Mar-
tin O’Malley has told them he would
enter the presidential race even if
front-runner Hillary Clinton is a
candidate, suggesting she would
face at least some competition for
her party’s nomination from an es-
tablished elected official if she runs.

Mr. O’Malley’s camp had signaled
earlier this year that the governor
likely wouldn’t join the field if Mrs.
Clinton sought the Democratic nom-
ination. But some party fundraisers
say they have come away from pri-
vate conversations with Mr. O’Mal-
ley with a clear impression that he
wouldn’t stand down should Mrs.
Clinton run.

As is the case with Mrs. Clinton,
the governor says he is still deciding
his course. Asked if he would com-
pete against Mrs. Clinton, Mr.
O’Malley, in a recent interview in
the State House, said: “I’m not in-
clined to talk about that at this
point. But I don’t blame you for ask-
ing.”

Despite his public reticence, Mr.
O’Malley’s message to fundraisers
and other recent actions show him
to be making the sorts of moves
that would position him for an
eventual run.

He will be the keynote speaker at
a Sept. 26 Democratic Party fund-
raising dinner in New Hampshire,
the state that holds the nation’s
first primary, and has dispatched a
couple of dozen campaign staffers
to states with competitive races in
the midterms. He is planning a trip
to California later in the month to
raise money for a political-action
committee he has used to give
money to candidates and party com-
mittees in states that loom large in
presidential races.

His PAC gave $5,000 to the New
Hampshire Democratic Party in May
and $2,500 to a New Hampshire
Democratic congresswoman in July,
federal election records show.

“He’s building up a series of
IOUs, and he’s showing a willingness
to serve the party, and he thereby
creates goodwill,” said Lou D’All-
esandro, a Democratic state senator
in New Hampshire.

A two-term governor who leaves
office in January, Mr. O’Malley
signed a law raising the state’s mini-
mum wage to $10.10 an hour by

2018. Last year, after the shootings
at an elementary school in New-
town, Conn., he signed legislation
banning various kinds of assault
weapons and imposing new limits
on the size of gun magazines. The
same year, he pushed through the
first state gas-tax increase since
1992, which supporters said was
needed to improve the state’s aging
transportation network.

This summer, Mr. O’Malley said
unaccompanied minors illegally en-
tering the U.S. shouldn’t be returned
to home countries where they would
be in danger—a position at odds
with the White House, which was
warning that children who weren’t
eligible to remain in the U.S. would
be sent home.

“He should have been more of a
centrist if he really thought he was
going to run for president,” said
Kathy Szeliga, GOP whip in the state
house of delegates.

An O’Malley supporter disputes
that. “The proof is in the pudding,”
said Maryland state Sen. James Ros-
apepe, a Democrat. “We lead the re-
gion in job creation, we have the
best-rated schools in the United
States….So I think that’s a very
mainstream record that will appeal
to people across the country.

Doug Goldman, a major fund-
raiser for President Barack Obama
who lives in San Francisco, said he
met with Mr. O’Malley privately in
the spring. “Martin O’Malley is mak-
ing it pretty clear that his ultimate
goal is president of the United
States,” Mr. Goldman said. He said
the governor indicated that, “Yes,
that’s the next step for him, that he
is running.”

Another Democratic fundraiser
said he asked Mr. O’Malley in recent
months what he would do if Mrs.
Clinton entered the race. This per-
son said he asked because he didn’t
want to spend time assisting with
Mr. O’Malley’s fundraising if in the
end the governor would retreat in
the face of a Clinton candidacy. He
“told me flat out he’s going to run
either way,” the person said.

A third Democratic fundraiser
said Mr. O’Malley told supporters at
an event last year in California
without qualification that he was
running for president.

Aides to Mr. O’Malley said it is
possible donors misconstrued the
governor’s unwillingness to rule out
a bid against Mrs. Clinton as a clear

statement he would run against her.
“Right now, he is thinking long and
hard about this, and he will make
his decision irrespective of what
other people do,” an O’Malley aide
said.

Mr. O’Malley’s deliberations
come as Democrats debate whether
Mrs. Clinton would clear the field
should she run. Some of Mr. O’Mal-
ley’s supporters, along with promi-
nent Democrats nationally, say the
better course would be to have a
meaningful primary-election debate
about the party’s direction.

“Competition is really good,”
said Terry Lierman, who has raised
campaign money for Mr. O’Malley.
“It’s good in business, it’s good in
sports and it’s essential in politics.
It makes better candidates.…I don’t
think Martin O’Malley or any candi-
date should be scared by another
candidate.”

A spokesman for Mrs. Clinton,
Nick Merrill, said Tuesday: “She as
much as anyone knows that running
for president is a very personal and
weighty decision that people need
to make on their own, based on
whatever factors they want to take

into account.”
For Mr. O’Malley, a major hurdle

is building a national profile. A July
Gallup Poll showed that, among
Democrats and those who lean to-
ward the party, 84% had either
never heard of or had no opinion of
him. Polls have consistently shown
Mrs. Clinton with far more support
than Mr. O’Malley, Vice President
Joe Biden and other Democrats.

“In 2008 Hillary Clinton was the
favorite to win,” said Bill Burton,
who was part of the 2008 Barack
Obama campaign team that defeated
Mrs. Clinton. “But in 2016 her infra-
structure is so much bigger and her
resources will be so much grander
and the ability to spend money will
be so much more vast than it was in
’08 that it would be very tough for
a primary contender to beat her.”

BY PETER NICHOLAS

Maryland Gov. Martin O’Malley
addressed the California Democratic
convention in March in Los Angeles.
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Martin Who?
Nearly seven in 10 Democrats say they have never heard of Maryland Gov. Martin
O’Malley. Opinions of some potential 2016 Democratic presidential candidates
among Democrats and those who lean Democratic:

Note: Figures don’t total 100 due to rounding.

Source: Gallup telephone poll of 1,013 adults conducted July 7–10;
full-sample margin of error: +/–4 pct. pts. The Wall Street Journal

84% 9 5 22Hillary Clinton

65 16 10 8Joe Biden

39 14 19 29Andrew Cuomo

38 6 18 39Elizabeth Warren

9 7 15 69Martin O’Malley

Favorable Unfavorable No opinion Never heard of

U.S. Economy Picks Up—Slowly and Steadily, Still
Economic activity largely picked

up during the summer after hitting
a soft patch at the start of the year,
though the Federal Reserve’s latest
survey of regional conditions
showed few signs of pressure on
wages.

The report spotlighted improve-
ment in consumer spending, tourism
and manufacturing during the pe-
riod from mid-July through late-Au-
gust. Retailers reported modest
sales during the back-to-school
shopping season.

And several regions said that
housing demand, which has lagged
behind economists’ expectations
this year, firmed up a bit during the
late-summer period, though mort-
gage demand was still soft.

Wednesday’s “beige book” sur-
vey was the third-straight report in
which all of the Fed’s district banks
reported either modest or moderate
economic growth. Most districts re-
ported few changes in hiring,
though it noted that some busi-
nesses have seen greater difficulties
in hiring certain skilled laborers.
Net job growth has exceeded
200,000 for six straight months.

“Businesses still mentioned diffi-
culties in finding qualified workers,
which seem to be both intensifying
and broadening across skills and oc-
cupations,” the Atlanta Fed re-
ported, pointing to shortages in
trucking, engineering, construction
and information-technology sectors.

The report said that most dis-
tricts had witnessed stronger con-
sumer spending and tourist spend-
ing during the survey period,

though several districts pointed to
greater conservatism in discretion-
ary spending. Auto dealers in Penn-
sylvania said that car sales had hit
record highs in July before easing
somewhat in August.

The report comes ahead of the
Fed’s policy-making committee
meeting set for Sept. 16-17.

Policy makers have held interest
rates near zero more than five years
after the recession officially ended
to help nurse an economy badly
scarred by the housing bust and fi-

nancial crisis. Wednesday’s survey
offered little evidence that the econ-
omy was either decelerating or
overheating.

This spring, Federal Reserve
Chairwoman Janet Yellen said the
U.S. economy still had significant
slack and was far away from reach-
ing full employment. During her
speech at last month’s economic
policy symposium in Jackson Hole,
Wyo., which followed continued de-
clines in the unemployment rate,
she noted the considerable difficulty
facing policy makers as they try to
judge the health of the job market.
The central bank’s assessments of
the degree of slack “must be based
on a wide range of variables” that
require difficult judgments about
“the cyclical and structural influ-
ences in the labor market,” she said.

The report said manufacturing

activity was mixed, with around
one-third of districts reporting an
expansion, one-third reporting con-
traction and one-third reporting lit-
tle change. Districts that reported
more upbeat conditions included
New York, Philadelphia, Richmond
and Atlanta.

Around half of all districts
pointed to a pickup in home sales
and construction of new homes,
though conditions still vary widely
from one market to another, the re-
port said.

Lending was up across nearly all
districts, the report said, led by
gains in San Francisco. Auto lending
has seen some of the strongest
growth so far this year, with districts
in Cleveland and Atlanta reporting
“very strong” demand. Consumer
lending was reported as somewhat
softer in the Kansas City district.

BY NICK TIMIRAOS
AND SARAH PORTLOCK

Retailers reported
modest sales during the
back-to-school season.
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Eurozone Large-Cap Equity
Funds investing in equities of large-cap companies from the 12 Eurozone countries. At
least 75% of total assets are invested in Eurozone equities. Ranked on % total return
(dividends reinvested) in Euros for one year endingSeptember 03, 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 CandriamEqs CandriamBelgium EURBEL 10.14 27.15 20.05 0.57
BMediterranean CAcc

NS Amundi ETF Amundi EURFRA 11.49 27.12 21.28 7.53
MSCI EMUHighDividendA/I

NS ComStage Commerz Funds USDLUX 8.34 26.58 9.99 NS
MSCI EMUTRNETF Solutions S.A.

NS iShares EURO BlackRock Asset EURIRL 8.47 26.06 21.37 5.86
TotalMarket Value Large Management Ireland Ltd

NS iShares EURO BlackRock Asset EURIRL 12.25 25.88 16.44 7.76
Dividend Management Ireland Ltd

NS iShares EURO BlackRock Asset EURDEU 12.47 25.76 16.94 7.88
STOXXSelect Div 30 (DE) Management (DEU) AG

NS Deka EURO Deka Investment EURDEU 12.36 25.75 16.93 7.10
STOXX® Select Dividend 30 ETF GmbH

NS ComStage Commerz Funds EURLUX 12.32 25.66 16.86 7.78
EUROSTOXX® Sel Div 30NRETF Solutions S.A.

NS db db x-trackers EURLUX 12.10 25.41 16.52 7.49
x-trackers Euro Stoxx®SelDivi30(DR)1D

NS Objectif Lazard Frères EURFRA 4.81 25.21 NS NS
Recovery EurozoneAA/I Gestion

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
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Russia Stocks Leap
On Cease-Fire Talk

A cease-fire plan reportedly tak-
ing shape in Ukraine sent Russian
stocks and the ruble sharply higher
Wednesday and boosted European
shares.

Moscow’s Micex stock index ad-
vanced 3.5% and its dollar-denomi-

nated counterpart, the
RTS index, jumped
5.2%.

The ruble, having
hit an all-time low against the dollar
earlier in the week, strengthened to
36.8525 per dollar late Wednesday in
New York from 37.4508 Tuesday.

Russian President Vladimir Putin
said he and his Ukrainian counter-
part were closing in on a cease-fire
plan for Kiev’s forces and pro-Rus-
sian rebels in eastern Ukraine.

Russian assets have been hit hard
in recent months because of the con-
flict in Ukraine. News of the possible
cease-fire agreement spurred some
investors to buy.

“We increased ruble exposure
marginally today,” said Daniel Wood,
fixed-income portfolio manager at
Fischer Francis Trees & Watts,
with about $13 billion in assets un-
der management. “If this is the posi-
tive catalyst we have been awaiting
regarding improved diplomacy be-
tween Russia, Ukraine and the West,
then it represents a great opportu-
nity to purchase Russian assets at a
deeply discounted valuation.”

Germany’s DAX index, which is
full of exporters and industrial com-
panies particularly sensitive to the
Ukraine conflict, closed the session
up 1.3% at 9626.49. Paris’s CAC-40
rose 1% to 4421.87. London’s FTSE
100 closed up 0.7% at 6873.58, after
hitting its highest level in more than
14 years during intraday trading.

“The announcement should ease
investors’ nervousness. However, it
is too early to restore foreign de-
mand of Russian assets as the con-
flict isn’t fully resolved,” said Fadi
Zaher, head of bonds and currencies
at Kleinwort Benson, which has
about $7 billion in assets.

Mr. Zaher said hard-currency
Russian corporate bonds offer the
best value among Russian assets.
“We are likely to see speculative
buyers enter this particular asset in
the short term,” he said.

Ukraine’s bond yields fell
sharply, reflecting a jump in prices.
Short-dated debt due September
next year was yielding a little under
15%, more than 2.5 percentage
points lower than Tuesday’s close,
according to Tradeweb. Longer-
dated bonds due April 2023 were
yielding about 9.9%, 0.5 percentage
point lower than Tuesday.

Russian bond yields were also
lower. The country’s dollar bonds
due September 2023 were yielding
5.05%, about 0.1 percentage point
lower than on Tuesday.

In the U.S., the Dow Jones Indus-
trial average was little changed, but
technology shares weighed on the
Nasdaq.

The Dow industrials added 10.72
points, or 0.1%, to 17078.28. The S&P
500 index shed 1.56 points, or 0.1%,
to 2000.72. The Nasdaq Composite
Index dropped 25.62 points, or 0.6%,
to 4572.57.

Apple dropped 4.2%, one week
before it is expected to unveil its
latest iPhone. Andy Hargreaves, an
analyst with Pacific Crest, warned
that he might downgrade Apple’s
stock unless next week’s event in-
cludes “massive” opportunities for
profit.

Oil prices rallied Wednesday, al-
most completely erasing Tuesday’s
big losses, on expectations that
steps toward a cease-fire in Ukraine
could boost economic growth in Eu-
rope.

“It’s a bit counterintuitive” that
news of reduced geopolitical tension
is pushing oil prices higher, said Jim
Ritterbusch, president of energy-ad-
visory firm Ritterbusch & Associ-
ates. “The market’s interpretation is
that it conjures up images of eco-
nomic improvement in the euro-
zone, which is badly needed.”

Crude for October delivery rose
$2.66, or 2.9%, to $95.54 a barrel on
the New York Mercantile Exchange.

BY JOSIE COX
AND CHIARA ALBANESE
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Falling Iron-Ore Prices
Could Disrupt Miners

Iron-ore prices tumbled to their
lowest level in more than two years
because of weak housing demand in
China, the world’s largest consumer
of the steelmaking raw material,
sparking fears that high-cost mines
around the world may be forced to
close.

A slowdown in real estate in
China has dented appetite for steel
for use in building apartments. At
the same time, iron ore from new
mines is pouring onto the market.

Australia is the biggest exporter,
and its mines, often in the Outback,
typically operate at lower costs than
international rivals.

Late Tuesday, the price of iron
ore delivered to China had fallen to
less than $87 a metric ton for the
first time since August 2012, from
$100 in May this year. In China, a key
contract price for steel reinforcement
bars, or rebar, was at around $493
per ton, a seven-year low.

“I would expect to see some
shutdowns at these rates,” says
Mark Prevan, the Melbourne head of

commodity research at Australia &
New Zealand Banking Group Ltd.
Several high-cost mines in China
will probably close if prices remain
below $90, he said.

According to Paul Bloxham, the
Sydney-based chief economist with
HSBC Holdings PLC, iron-ore prices
could stabilize as Chinese compa-
nies cut production.

It costs some Chinese mines more
to produce iron ore than they can
currently receive for selling it. That
ordinarily would force mining com-
panies to reduce output, but accord-
ing to Mr. Prevan, some of these pro-
ducers are protected because they
are owned by steel companies. The
steelmakers continue to produce low-
cost steel for export, allowing the
mines to keep operating.

“Export demand is strong from
Southeast Asia,” said Larry Hu, a
Shanghai-based steel trader who
deals mainly in exports. He said de-
mand was also quite strong from
the Middle East and other regions.

“It is enough for me to survive,”
Mr. Hu said.

Others are gloomy about the out-

look for the market. “I think prices
could fall further in the short term.
The supplies are increasing,” said
Winston Yue, a Shanghai-based
iron-ore trader, referring to ore
from countries including Australia
and Brazil.

BHP Billiton, the world’s biggest
mining company, said in July it
plans to continue to raise iron-ore
output despite falling prices.

India, the third-largest supplier
of iron ore until two years ago, is
another worry. Some miners are set
to resume production following a
prolonged shutdown over illegal
mining.

Miners in the western state of
Goa, which accounted for about half
of India’s iron-ore exports, are ex-
pected to resume shipping abroad
the low-grade ore they produce by
the first quarter of next year. Do-
mestic steel mills don’t have the ca-
pacity to process the ore.

Potentially limiting Indian pro-
duction is that the mines are likely to
have to offer steep price discounts on
their ore because of its low grade,
traders say.

BY BIMAN MUKHERJI

In China, a key contract price for steel reinforcing bars, shown at a plant in Jiangsu province, is near a seven-year low.
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Israeli Firms to Provide Gas to Jordan

JERUSALEM—A group of Israeli
energy companies said Wednesday
they have signed a letter of intent to
sell natural gas to a Jordanian
power company, in a potentially
multibillion-dollar deal that could
strengthen ties between the two
Middle East neighbors.

The Israeli companies said they
would supply 45 billion cubic
meters of gas over 15 years from the
offshore Leviathan field to Jordan’s
state-owned National Electric
Power Co.

The companies—which include
U.S.-based Noble Energy Inc.’s No-
ble Energy Mediterranean Ltd. unit,
along with Israel’s Delek Drilling
LP, Avner Oil Exploration LP and
Ratio Oil Exploration LP—didn’t
disclose the value of the deal. Delek
Drilling and Avner declined to com-

ment on the deal.
Israeli media have reported that

the deal is worth about $15 billion.
The Israeli government wel-

comed the move. “This is a historic
event that will strengthen political
and economic relations between Is-
rael and Jordan,” said Silvan Sha-
lom, the country’s energy minister.

For Israel, the deal will help
build its credentials as an energy
supplier after making some major
gas discoveries off the Mediterra-
nean coast in recent years. The Le-
viathan field, which was discovered
in 2010, is estimated to contain
about 22 trillion cubic feet of gas,
enough to meet all of Israel’s gas
demand for about 100 years. Pro-
duction is expected to start later
this decade, and Israel hopes to ex-
port most of its output.

Finding a market, however, for
the substantial gas reserves is com-
plicated despite the growing hunger

for energy in nearby countries such
as Egypt and Jordan.

With few energy sources of its
own, Jordan has long relied on
neighbors for imports. It is cur-
rently seeking cheap supplies to
help make up for lost gas imports
from Egypt, which have become er-
ratic because of attacks on a key
pipeline since the Arab country was
hit by unrest in 2011.

Though Jordan signed a peace
treaty with Israel 20 years ago, Is-
rael’s occupation of Palestinian land
has meant the government of King
Abdullah has faced criticism at
home and among Arab neighbors for
its relations with Israel. New infra-
structure is also necessary to trans-
port the gas from the eastern Medi-
terranean to Jordan.

The Jordanian Energy Ministry
and National Electric Power couldn’t
immediately be reached for com-
ment.

BY SARA TOTH STUB
AND SARAH KENT
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Household
FoodWoes
DipSlightly,
RemainHigh

The number of U.S. households
struggling to put food on the table
totaled 17.5 million in 2013, a slight
decrease from a year earlier but still
a historically high number, accord-
ing to government figures released
Wednesday.

A report by the U.S. Department
of Agriculture said 14.3% of Ameri-
can households didn’t have access to
adequate amounts of food at some
point during the year because they
didn’t have the money or other re-
sources to get it. Of those, 5.6%
were considered to have “very low
food security,” which means mem-
bers of the household had to cut
back on their meals or change nor-
mal eating patterns.

The 2013 data remain virtually
unchanged from the 2012 total of
17.6 million households that had lim-
ited access to food.

But they represent a larger drop
from 2011, when a record 17.9 mil-
lion U.S. households qualified as
“food insecure.”

More recent figures signal an im-
proving picture for Americans’
struggling to feed themselves. The
number of Americans using food
stamps reached 46.2 million in May,
according to the most recent data,
down from a record 47.8 million in
December 2012.

But much like the statistics on
food security, the food-stamp num-
bers are historically high compared
with prerecession data, suggesting
ongoing challenges facing Ameri-
cans at the bottom rungs of the eco-
nomic ladder.

Against this backdrop, lawmak-
ers continue to debate the future of
government nutrition programs,
such as food stamps, formally
known as the Supplemental Nutri-
tion Assistance Program.

Rep. Mike Conaway (R., Texas), a
likely candidate to become chairman
of the House Agriculture Committee
next year if Republicans maintain
control of the chamber, is expected
to tackle changes to the food-stamp
program. Mr. Conaway has said, for
example, that able-bodied adults
without children should have to
meet work requirements to receive
assistance.

The House Agriculture Commit-
tee is in charge of the national farm
bill, which includes funding for the
food-stamp program.

A little more than 60% of the
families surveyed for the USDA re-
port said they participated in at
least one of the largest federal food-
assistance programs in the previous
month. Among them are the food-
stamp program and the national
school-lunch program, which pro-
vides free or low-cost meals to chil-
dren.

Feeding America, a hunger-relief
charity that operates a network of
food banks, said the newest figures
from the USDA signal that low-in-
come workers are still struggling to
meet basic needs even though other
economic indicators, like unemploy-
ment data, suggest the economy is
gaining strength.

“The reality is millions of low-in-
come Americans are still unem-
ployed or working part time be-
cause they can’t find full-time
employment,” spokeswoman Maura
Daly said.

BY TENNILLE TRACY

Ebola Strikes Third Missionary
A third American missionary has

been infected with Ebola while
working in Liberia and is being
treated in an isolation unit in the
Monrovia hospital where he works,
putting into sharp focus the risks
and ethical dilemmas confronting
missionaries around the world.

The doctor, who wasn’t identi-
fied, is the second missionary work-
ing for SIM USA, a Charlotte, N.C.,
Christian organization, to contract
the deadly disease. Nancy Writebol,
a SIM USA missionary, and Kent
Brantly, a doctor working for Samar-
itan’s Purse, another U.S.-based
Christian group, were evacuated last
month to an isolation unit at Emory
University Hospital in Atlanta. Both
recovered from the disease and were
discharged.

The doctor is “doing well and is
in good spirits,” the organization
said. Another American doctor has
been sent to Liberia to care for him,
according to a spokesman. It isn’t
clear whether he will be evacuated
to the U.S.; SIM USA is going to ex-
plore all options, the spokesman
said.

The unidentified American doc-
tor has been in Liberia only a few
weeks. He was sent in after Dr.
Brantly fell ill, said Bruce Johnson,
SIM USA’s president, in an interview
last month.

Ebola has infected at least 3,069
people in Guinea, Liberia, Sierra Le-
one and Nigeria, killing 1,552 of
them, including a Spanish Catholic
priest who was evacuated to Spain
after contracting the disease. Since
then, hundreds of missionaries and
foreign aid workers have been evac-
uated.

“It’s this constant tension of be-
ing able to send people in who have
the expertise and knowledge to
serve,” while also trying to ensure
worker safety, SIM’s Mr. Johnson
said. Missionaries “are fully aware”
of the risks, he said. “They feel a call
to serve.”

Among the many thousands of
missionaries of various faiths who
answer that call, the worst Ebola
outbreak in history is prompting
soul-searching: How much should

they risk to serve increasingly des-
perate populations? Is it right to get
treatment unavailable to others?
When is it too dangerous to stay?
And what message does it send
when they leave?

Dr. Brantly and Ms. Writebol
were treated with an experimental
drug that hadn’t yet been offered to
any Africans and that now is no lon-
ger available. Doctors haven’t yet
determined whether the drug was
helpful to the two Americans. So far,
their medical and transport costs
have approached $2 million—much
of it paid for by insurance.

“It’s a real gut check,” said Seth
Barnes, a missionary and executive
director of Adventures in Missions.
The Georgia-based Christian group
has sent 100,000 missionaries
mostly on short-term humanitarian
stints in the past 25 years. “You go
back and you say: Why am I doing
this? Was I called by God? Is the
stuff that I say I believe really real?”
he said.

Throughout history, missionaries
and aid workers have routinely put
themselves at risk to serve others. In
the 19th century, missionaries would
pack their belongings in caskets, ex-
pecting to die in far-off countries.
Today, missionaries’ mortality rate
is vastly improved, though there
have been some high-profile deaths
in recent years.

Even in remote places, modern
missionaries can connect to home
and the news via mobile phones and
the Internet. Some have access to a
network of security personnel, risk-
analysis assessments, doctors and
vehicles that can spirit them away
from danger.

As more missions rely on a mix
of local and international staff,
American missionaries say they of-
ten struggle when faced with the de-
cision whether to leave local col-
leagues.

“I certainly am aware I have a
‘get out of jail free card’ with my
U.S. passport,” said Matt McGarry, a

country director for Catholic Relief
Services based in Jerusalem.

Mr. McGarry recently returned to
Gaza after evacuating during the
worst fighting between Israel and
Hamas.

Ismail Mehr, president of the Is-
lamic Medical Association of North
America, said that he understands
the impulse of aid workers to stay.
But doing so can hurt the cause in
the long run. “You have an obliga-
tion to your volunteers. If you don’t
take care of them, the next time you
have an Ebola outbreak or a Gaza or
a Haiti, you are not going to have
people who are going to go there,”
he said.

Developing countries often rely
on an ad hoc network of religious
missions and nongovernmental or-
ganizations to supplement or pro-
vide basic services, which can be af-
fected when foreigners pull out.

F. Zeela Zaizay, a Liberian nurse
working for MAP International, a
Christian health organization, said
he was working with Italian and
German mission groups on an edu-
cation initiative to prevent the
spread of Ebola when they recently
pulled out.

“When they left, it meant that al-
most all of my dreams were almost
broken,” Mr. Zaizay said recently.
Still, he said, “I understand why they
go.”

Some stay despite the dangers.
As Ebola began to ravage West Af-
rica this spring, Augustine Aiyadu-
rai, a devout Christian from south-
ern India, wrote that he and other
missionaries at Liberia’s remote Cur-
ran Lutheran Hospital were strug-
gling over whether to evacuate. “In
the Lord’s prayer we say, ‘Give us
this day our daily Bread,’ ” he
emailed a friend. “I now pray, give
us this day the decision we need to
take.”

Mr. Aiyadurai remained. “If I
leave,” his wife recalls him saying,
“the others here will be frightened.
I can’t leave them now.”

In late July, the 57-year-old fell
ill, likely with malaria, and was
turned away from better-equipped
city hospitals overwhelmed with Eb-
ola patients. He died less than a
week later, on Aug. 2.

Mr. Aiyadurai’s family members
say they hope to be able to afford
the trip to his gravesite one day.

By Tamara Audi,
CameronMcWhirter
and Betsy McKay

A burial team unloads the bodies of Ebola victims at a crematorium last month in Liberia, the nation where three American missionaries have fallen ill.
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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 600 344.97 2.22 0.65% 5.1% 14.3%

Stoxx Europe 50 3075.50 23.10 0.76 5.3 13.8

Euro Zone Euro Stoxx 323.73 3.52 1.10 3.0 15.4

Euro Stoxx 50 3218.84 38.55 1.21 3.5 16.9

Austria ATX 2324.96 31.67 1.38 -8.7 -5.5

Belgium Bel-20 3186.76 8.88 0.28 9.0 17.7

Czech Republic PX 991.06 2.10 0.21 0.2 5.0

Denmark OMXCopenhagen 674.46 4.42 0.66 19.2 32.5

Finland OMXHelsinki 7714.51 61.71 0.81 5.1 17.6

France CAC-40 4421.87 43.54 0.99 2.9 11.3

Germany DAX 9626.49 119.47 1.26 0.8 17.7

Hungary BUX 18415.30 445.62 2.48 -0.8 0.8

Ireland ISEQ 4882.75 55.39 1.15 7.6 15.4

Italy FTSEMIB 20831.96 385.68 1.89 9.8 23.0

Netherlands AEX 417.21 2.21 0.53 3.8 13.7

Norway All-Shares 687.04 2.09 0.31 14.0 25.1

Poland WIG 53797.21 1153.73 2.19 4.9 9.9

Portugal PSI 20 5948.25 61.25 1.04 -9.3 1.0

Russia RTSI 1239.23 61.30 5.20% -14.1 -4.6

PREVIOUS SESSION PERFORMANCE
Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.
Spain IBEX 35 10886.80 131.80 1.23 9.8 28.9

Sweden OMXStockholm 451.17 3.28 0.73 6.5 15.4

Switzerland SMI 8803.57 46.25 0.53 7.3 11.7

Turkey BIST 100 81292.35 582.3 0.72 19.9 21.4

U.K. FTSE 100 6873.58 44.41 0.65 1.8 6.3

ASIA-PACIFIC DJAsia-Pacific TSM 1542.40 11.41 0.75 6.5 14.3

Australia SPX/ASX 200 5656.10 -2.40 -0.04% 5.7 9.6

China Shanghai Composite 2288.63 22.58 1.00 8.2 7.6

Hong Kong Hang Seng 25317.95 568.93 2.30 8.6 13.4

India S&PBSE Sensex 27139.94 120.55 0.45 28.2 46.2

Japan Nikkei Stock Average 15728.35 59.75 0.38 -3.5 11.9

Singapore Straits Times 3348.77 20.47 0.62 5.7 11.1

South Korea Kospi 2051.20 -0.38 -0.02 2.0 6.1

AMERICAS DJAmericas 506.09 -0.07 -0.01 8.7 21.8

Brazil Bovespa 61500.57 -395.41 -0.64 19.4 19.1

Mexico IPC 45954.23 129.17 0.28 7.6 16.2

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 1.0706 1.7611 1.1654 0.1525 0.0290 0.1718 0.0102 0.2995 1.4064 0.1888 0.9846 ...

Canada 1.0873 1.7886 1.1836 0.1549 0.0295 0.1745 0.0104 0.3042 1.4284 0.1918 ... 1.0156

Denmark 5.6696 9.3267 6.1718 0.8077 0.1536 0.9101 0.0541 1.5861 7.4480 ... 5.2144 5.2959

Euro 0.7612 1.2522 0.8286 0.1084 0.0206 0.1222 0.0073 0.2130 ... 0.1343 0.7001 0.7110

Israel 3.5746 5.8803 3.8912 0.5092 0.0968 0.5738 0.0341 ... 4.6959 0.6305 3.2876 3.3390

Japan 104.8759 172.5253 114.1655 14.9402 2.8413 16.8349 ... 29.3393 137.7740 18.4980 96.4563 97.9635

Norway 6.2297 10.2481 6.7815 0.8875 0.1688 ... 0.0594 1.7428 8.1838 1.0988 5.7295 5.8191

Russia 36.9117 60.7213 40.1812 5.2583 ... 5.9252 0.3520 10.3262 48.4904 6.5105 33.9484 34.4788

Sweden 7.0197 11.5478 7.6415 ... 0.1902 1.1268 0.0669 1.9638 9.2217 1.2381 6.4562 6.5571

Switzerland 0.9186 1.5112 ... 0.1309 0.0249 0.1475 0.0088 0.2570 1.2068 0.1620 0.8449 0.8581

U.K. 0.6079 ... 0.6617 0.0866 0.0165 0.0976 0.0058 0.1701 0.7986 0.1072 0.5591 0.5678

U.S. ... 1.6450 1.0886 0.1425 0.0271 0.1605 0.0095 0.2798 1.3137 0.1764 0.9197 0.9341

Source: ICAPPlc.

MSCI indexes
Developed and emerging-market regional and country indexes
fromMSCI as of September 03, 2014

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

2.40% 17 MSCIACWI 431.17 0.10% 5.5% 18.5%

2.40 18 World (DevelopedMarkets) 1,747.20 0.06 5.2 18.6

2.30 18 World ex-EMU 215.45 0.09 6.4 19.1

2.30 18 World ex-UK 1,766.88 0.01 5.6 19.1

3.00 16 EAFE 1,923.30 0.03 0.4 13.3

2.70 13 EmergingMarkets (EM) 1,086.73 0.35 8.4 16.9

3.20 17 EUROPE 117.13 -0.02 4.5 15.1

3.10 19 EMU 192.09 -0.09 -2.8 15.5

3.10 18 Europe ex-UK 124.85 0.20 3.8 15.7

4.20 14 EuropeValue 119.11 -0.12 4.9 18.0

2.30 22 EuropeGrowth 110.85 0.07 4.0 12.2

2.40 20 EuropeSmall Cap 269.53 -0.19 3.4 18.2

3.70 7 EMEurope 261.07 -0.22 -4.9 -2.3

3.50 15 UK 2,016.48 0.06 1.2 6.3

3.30 16 Nordic Countries 214.29 0.22 6.2 16.6

4.60 5 Russia 716.39 0.22 -9.6 -1.3

2.80 20 SouthAfrica 1,290.93 0.43 13.4 26.0

2.90 14 ACASIAPACIFICEX-JAPAN 510.36 0.44 9.0 17.3

1.90 15 Japan 792.63 1.18 -1.6 16.0

3.20 10 China 66.22 0.20 4.9 14.0

1.40 19 India 1,013.57 0.55 24.0 39.4

1.00 10 Korea 582.41 -1.18 -1.2 4.3

2.90 18 Taiwan 342.71 -1.39 13.2 20.8

1.90 20 USBROADMARKET 2,274.03 -0.03 8.0 22.6

1.50 32 USSmall Cap 3,372.76 -0.35 4.5 20.1

3.20 18 EMLATINAMERICA 3,671.69 -0.36 14.7 20.5

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.

2.34%19.33 Global TSM 3430.00 0.44% 17.6%

2.77 19.73 GlobalDOW 1890.54 0.54% 19.3% 2639.04 0.70 18.8

2.88 15.13 Global Titans 50 250.70 0.08 16.8 246.10 0.24 16.4

3.18 20.03 DevEuropeTSM 3409.55 0.77 14.4

2.31 20.01 DevelopedMarketsTSM 3431.90 0.34 17.2

2.66 14.98 S&PBMIEmgMarkets 284.27 1.35 19.8

3.34 19.95 S&PEurope 350 1416.66 0.70 14.9 1672.09 0.79 14.2

3.19 25.05 S&PEuro 1383.70 1.12 16.4 1655.11 1.21 15.7

3.82 26.59 EuropeDow 1438.34 0.91 13.9 2006.82 1.03 13.4

3.08 10.62 BRIC50 461.47 2.06 25.8 578.28 2.23 25.3

1.87 21.36 U.S. TSM 20948.72 0.03 20.9

3.40 22.68 DJGlobal SelectRESI 3563.77 0.47 18.5

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 840.05 0.84% 24.2%

5.12%17.61 Global SelectDiv 264.76 0.45 17.2

5.29 16.67 Asia/Pacific SelectDiv 324.26 0.43% 12.4% 364.57 0.55 11.9

U.S. SelectDividend -d 1355.50 0.35 22.4

3.06 17.87 S&PGlbNatResources 2177.97 0.44 11.0 2844.29 0.61 10.6

2.06 19.83 IslamicMarket 2943.44 0.27 18.7

2.34 17.77 IslamicMarket 100 3234.24 0.18 19.9

Islamic Turkey -c 4509.53 0.65 12.6

3.28 20.84 Sustainability Europe 115.41 0.75 15.8 166.65 0.86 15.3

3.41 29.71 S&PGlb Infrastructure 1746.34 0.73 25.6 2592.73 0.89 25.1

2.16 16.25 Luxury 1954.49 0.86 2.1

DJCommodity 661.93 -0.28 -6.5

*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 September 2, 2014

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

Corn (cents/bu.) CBOT 351.50 -12.25 -3.37% 517.00 351.25
Soybeans (cents/bu.) CBOT 1020.25 -11.75 -1.14 1,279.25 1,012.50
Wheat (cents/bu.) CBOT 535.25 -19.75 -3.56 765.00 534.75
Live cattle (cents/lb.) CME 155.425 3.000 1.97% 160.750 130.900
Cocoa ($/ton) ICE-US 3,162 -3 -0.09 3,300 2,639
Coffee (cents/lb.) ICE-US 201.35 -8.10 -3.87 222.60 119.90
Sugar (cents/lb.) ICE-US 15.63 -0.19 -1.20 18.91 15.30
Cotton (cents/lb.) ICE-US 65.91 0.60 0.92 84.74 62.02
Rapeseed (euro/ton) LIFFE 323.00 -3.50 -1.07 386 301
Cocoa (pounds/ton) LIFFE 1,992 2 0.10 2,061 1,651
Robusta coffee ($/ton) LIFFE 2,062 -50 -2.37 2,218 1,585

Copper ($/lb.) COMEX 3.1320 -0.0230 -0.73 3.3570 2.8845
Gold ($/troy oz.) COMEX 1270.50 5.50 0.43 1,390.80 1,207.00
Silver ($/troy oz.) COMEX 19.220 0.068 0.36 22.240 18.700
Aluminum ($/ton)* LME 2,099.50 4.00 0.19 2,113.50 1,686.50
Tin ($/ton)* LME 21,560.00 -140.00 -0.65 23,770.00 21,410.00
Copper ($/ton)* LME 6,947.00 5.00 0.07 7,422.00 6,430.00
Lead ($/ton)* LME 2,231.00 0.50 0.02 2,287.00 2,033.00
Zinc ($/ton)* LME 2,373.50 14.00 0.59 2,410.00 1,948.00
Nickel ($/ton)* LME 18,670 -150 -0.80 21,100 13,425

Crude oil ($/bbl.) NYMEX 95.40 2.52 2.71 105.55 88.34
Heating oil ($/gal.) NYMEX 2.8610 0.0643 2.30 3.0912 2.7935
RBOB gasoline ($/gal.) NYMEX 2.6201 0.0771 3.03 2.8999 2.5188
Natural gas ($/mmBtu) NYMEX 3.854 -0.036 -0.93 4.8790 3.7400
Brent crude ($/bbl.) ICE-EU 103.13 2.17 2.15 113.81 100.80
Gas oil ($/ton) ICE-EU 869.00 11.25 1.31 950.25 851.00

Sources: SIX Financial Information;WSJMarket Data Group

Currencies London close onSept. 3
Per In

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

Argentina peso-a 11.0509 0.0905 8.4121 0.1189

Brazil real 2.9312 0.3412 2.2313 0.4482

Canada dollar 1.4284 0.7001 1.0873 0.9197

Chile peso 774.81 0.001291 589.80 0.001696

Colombia peso 2540.20 0.0003937 1933.65 0.0005172

EcuadorUS dollar-f 1.3137 0.7612 1 1

Mexico peso-a 17.1997 0.0581 13.0927 0.0764

Peru sol 3.7428 0.2672 2.8491 0.3510

Uruguay peso-e 31.377 0.0319 23.885 0.0419

U.S. dollar 1.3137 0.7612 1 1

Venezuela bolivar 8.34 0.119877 6.35 0.157480

ASIA-PACIFIC

Australia dollar 1.4064 0.7110 1.0706 0.9341

1-mo. forward 1.4095 0.7095 1.0729 0.9320

3-mos. forward 1.4153 0.7065 1.0774 0.9282

6-mos. forward 1.4242 0.7021 1.0842 0.9224

China yuan 8.0668 0.1240 6.1406 0.1629

Hong Kong dollar 10.1814 0.0982 7.7503 0.1290

India rupee 79.3728 0.0126 60.4200 0.0166

Indonesia rupiah 15463 0.0000647 11771 0.0000850

Japan yen 137.77 0.007258 104.88 0.009535

1-mo. forward 137.74 0.007260 104.85 0.009537

3-mos. forward 137.68 0.007263 104.81 0.009541

6-mos. forward 137.55 0.007270 104.71 0.009551

Malaysia ringgit-c 4.1784 0.2393 3.1807 0.3144

NewZealand dollar 1.5798 0.6330 1.2026 0.8316

Pakistan rupee 134.259 0.0074 102.200 0.0098

Philippines peso 57.273 0.0175 43.598 0.0229

Singapore dollar 1.6449 0.6079 1.2522 0.7986

South Koreawon 1339.76 0.0007464 1019.85 0.0009805

Taiwan dollar 39.267 0.02547 29.891 0.03346

Thailand baht 42.087 0.02376 32.038 0.03121

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

Euro zone euro 1 1 0.7612 1.3137

1-mo. forward 0.9998 1.0002 0.7611 1.3139

3-mos. forward 0.9994 1.0006 0.7607 1.3145

6-mos. forward 0.9987 1.0013 0.7602 1.3154

Czech Rep. koruna-b 27.682 0.0361 21.072 0.0475

Denmark krone 7.4480 0.1343 5.6696 0.1764

Hungary forint 314.07 0.003184 239.08 0.004183

Norway krone 8.1838 0.1222 6.2297 0.1605

Poland zloty 4.1990 0.2382 3.1963 0.3129

Russia ruble-d 48.490 0.02062 36.912 0.02709

Sweden krona 9.2217 0.1084 7.0197 0.1425

Switzerland franc 1.2068 0.8286 0.9186 1.0886

1-mo. forward 1.2065 0.8288 0.9184 1.0888

3-mos. forward 1.2057 0.8294 0.9178 1.0895

6-mos. forward 1.2043 0.8303 0.9168 1.0908

Turkey lira 2.8359 0.3526 2.1588 0.4632

U.K. pound 0.7986 1.2522 0.6079 1.6450

1-mo. forward 0.7988 1.2519 0.6080 1.6447

3-mos. forward 0.7992 1.2513 0.6083 1.6438

6-mos. forward 0.8000 1.2500 0.6090 1.6421

MIDDLE EAST/AFRICA

Bahrain dinar 0.4953 2.0188 0.3771 2.6521

Egypt pound-a 9.3923 0.1065 7.1496 0.1399

Israel shekel 4.6959 0.2130 3.5746 0.2798

Jordan dinar 0.9307 1.0745 0.7085 1.4115

Kuwait dinar 0.3745 2.6704 0.2851 3.5080

Lebanon pound 1987.28 0.0005032 1512.75 0.0006610

Saudi Arabia riyal 4.9273 0.2030 3.7508 0.2666

South Africa rand 14.0359 0.0712 10.6844 0.0936

United Arab dirham 4.8254 0.2072 3.6732 0.2722

a-floating rate b-financial c-government rate c-commercial
rate d-Russian Central Bank rate.
Source: ICAPPlc.
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Centre Pompidou Branches Out
BERLIN—Paris’s Centre Pompi-

dou said on Wednesday it was open-
ing a temporary offshoot in the
Spanish city of Málaga in an effort
to internationalize its brand and
monetize its name amid cuts to its
budget.

The “Pop-Up Pompidou” will
open in spring 2015 in Pablo Pic-
asso’s native city, already home to
30 museums. For a €2.1 million
($2.75 million) fee, Málaga will re-
ceive rotating exhibitions of signifi-
cant artworks from the Pompidou,
France’s national museum of mod-
ern art, including a major Francis
Bacon self-portrait from 1971 and
masterworks by Picasso, Constantin
Brancusi and René Magritte.

The revenue will offset the
French government’s €2 million cut
to Pompidou’s funding for 2014 and,
the museum says, boost its recogni-
tion among visitors to Paris, who
have traditionally favored the Lou-
vre. The museum is also considering
a South American pop-up.

“Tourists now generally come to
the Pompidou if they have time and
are here for five days,” Alain Seban,
the president of the Centre Pompi-
dou, said in an interview. “The Mál-
aga project is a laboratory where we
can test…what is popular with inter-
national visitors,” he said.

France’s traditionally generous
public spending on culture has long
sheltered French museums from
having to seek new revenue streams.
But the euro crisis changed that.
Former Culture Minister Aurélie Fil-
ippetti urged museums to enact pol-
icies often pursued in the U.K. and
U.S., including opening satellite mu-
seums and soliciting donations.

The Centre Pompidou has seen
the €87 million government subsi-
dies for its €130 million budget fall
16% since 2009 and will have to pro-
vide half of its own funding by
2024.

“The current financial situation
is pushing us to be creative in ways
we did not have to be before,” said
Mr. Seban.

Since he took his post in 2007,
Mr. Seban has drawn both admira-
tion and ire from France’s art elite
for his efforts to expand the Pompi-
dou’s appeal abroad. Although he
has eschewed mass-market pop-cul-
ture exhibitions, he has dedicated
more shows to world-famous artists,
including Lucien Freud and Alexan-

der Calder, helping attendance
reach a record 3.7 million in 2012.

Both the Centre Pompidou and
the Louvre have satellite locations
in France, but the Louvre has taken
the lead in boosting revenue
through “brand lending.” It will earn
$550 million alone from renting its
name and curators to the Louvre
Abu Dhabi, opening next year.

“French museums have a certain
prestige—like with France’s Cham-
pagne, wine and cheese. It’s become
a temptation they cannot resist,”
said Massimo Negri, director of the
European Museum Academy, a mu-
seology think tank.

While the Pop-Up Pompidou’s ex-
pected revenue pales in comparison,
the Centre Pompidou is planning to
use the new site as a scouting op-
portunity for new acquisitions.

“We need to have a global net-
work of sources in place to know
what prices we should expect to pay
for the latest works of art and we
need support from art dealers and
local curators to even acquire
them,” said Mr. Seban.

The Pompidou’s collection re-
mains an underused asset, he said.
It owns 100,000 artworks spanning

the 20th and 21st centuries, but
only 2,000 can be displayed in Paris.

The art on show rotates roughly
every two years, which will be the
model for the Pop-Up Pompidou in
Málaga until it closes in 2020. The
loans will include highly popular
pieces, such as Frida Kahlo’s 1939
self-portrait “The Frame.”

Mr. Seban says he is undaunted

by the mounting public criticism
against museums that seek to earn
revenue by loaning out their most
popular works. Recently, Bostonians
raised a brouhaha over the Museum
of Fine Art’s decision to loan Pierre-
August Renoir’s “Dance at Bou-
gival,” one of its flagship holdings,
for large chunks of time—and
money—in the past four years.

BY MARY M. LANE

‘The Cube’ in Malaga will host the first Pop-Up Pompidou, to feature works like Fernand Léger’s ‘Women in an Interior.’
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Greece Meets Creditors to Discuss Tax
PARIS—Greece’s government

held its first full day of talks with a
troika of international creditors in
the French capital on Wednesday,
hoping to gain their approval for
tax-relief measures that could boost
the government’s flagging popular-
ity as it braces for a series of politi-
cal challenges in the months ahead.

The talks, which are expected to
run through Thursday, come just
days before a major policy address
by Prime Minister Antonis Samaras
in the northern city of Thessaloniki
where he will lay out the govern-
ment’s plans for the year ahead.

The Paris talks also come before
the government has to produce its
2015 budget by no later than Octo-
ber and negotiations this autumn
with Greece’s eurozone partners on
further debt relief for the country.
At the same time the government

has to by March muster at least 180
votes in Parliament—which it cur-
rently doesn’t have—to elect a new
president to avoid snap national
elections.

“The government is facing an en-
durance race and the major mile-
stone is the presidential elections
next year,” said Ilias Nikolakopoulos,
a professor of political science at
Athens University. “The government
is not popular, that is obvious.”

Since entering recession in 2008,
Greece’s economy has shrunk by
more than a quarter—exacerbated
by the waves of austerity measures
imposed by international creditors
following the country’s first bailout
in 2010. This year, however, the
country is expected to emerge from
recession and post growth of 0.6%.

But the recovery has yet to
trickle down to ordinary Greeks who
continue to face a jobless rate of
more than 27% and higher taxes im-

posed during the past few years.
A recent public opinion poll, by

Palmos Analysis, showed that Mr.
Samaras’s center-right New Democ-
racy party would garner only 17.7%
of the vote if national elections
were held today, eight percentage
points behind the opposition radical
left Syriza party. Government coali-
tion partner Pasok would get just
3.5% of the vote, the poll showed.

Mr. Samaras is hoping to turn
around sentiment with a speech Sat-
urday at the Thessaloniki Interna-
tional Trade Fair. The government
has been playing down expectations,
but there is widespread speculation
that some tax-relief measures will
be announced. Among the tax cuts
the government is hoping to secure
from the troika—which consists of
the European Commission, Interna-
tional Monetary Fund and the Euro-
pean Central Bank—is a reduction in
a special austerity-era solidarity tax

on income, lower tax rates on home
heating oil, and possibly lower
value-added taxes.

The talks in Paris come amid a
growing sense in Europe that, after
years of foot-dragging and missed
targets, Greece has started to faith-
fully implement its reform program.

Last year, Greece beat its budget
targets and the country is on track
to do so again this year. Greece re-
turned to the international bond
markets in April after a four-year
hiatus and it is planning another
bond issue, for a seven-year bond,
later this year.

Differences still exist between
the government and the troika over
a budget gap next year, “but this
time, there is a willingness to find
common ground,” said a senior
Greek official taking part in the
talks.

—Alkman Granitsas in Athens
contributed to this article.

BY NEKTARIA STAMOULI

Rate Cut
In Poland
May Happen
In October

WARSAW—Poland’s central bank
will likely cut rates, perhaps as soon
as its next meeting in October, amid
a subpar economic recovery facing
heightened risks from the Russia-
Ukraine conflict, the bank’s gover-
nor said Wednesday.

“Rate cuts are very probable,”
said Marek Belka, at a news confer-
ence following the central bank’s de-
cision to keep its benchmark rate at
2.5%, the lowest on record. He de-
clined to say if the monetary policy
panel would move at bigger steps
than the quarter of a percentage
point to which it has accustomed
the market in previous decisions.

In a statement that followed the
decision, the bank said it would cut
interest rates to another record low
if data confirm that economic
growth is weaker than expected and
consumer price inflation remains
subdued.

The rate setters in July warned
there were signs that growth could
sputter. Since then, Poland’s statis-
tics office said quarter-to-quarter
expansion slowed to 0.6% in the sec-
ond, compared with 1.1% in the first.

Poland’s manufacturing-purchas-
ing-managers’ index—a key gauge of
business activity—also worsened in
August, falling to 49 points after six
consecutive declines, a negative
trend that Mr. Belka noted on
Wednesday.

Poland’s consumer price inflation
is near zero, while the central bank’s
official target is 2.5%.

In this environment, the Polish
central bank chief said the rates
panel wouldn’t necessarily wait un-
til it gets an updated projection of
economic growth in November.

When asked why the cut hadn’t
happened already on Wednesday, he
cited a previous pledge by the cen-
tral bank that rates wouldn’t change
in the third quarter.

The conflict between Ukraine
and pro-Russia separatists in the
country’s east is a source of uncer-
tainty and “stokes fear,” Mr. Belka
said.

Most economists expect the
main Polish rate to go down to 2%
by the end of this year.

Poland’s decision comes one day
ahead of a closely watched meeting
of the European Central Bank. The
ECB is expected by most economists
to keep interest unchanged at re-
cord lows near zero, but many ana-
lysts expect it to unveil easing steps
such as purchases of bundled bank
bonds known as asset-backed secu-
rities, or at least strongly suggest
that such a move will come soon.

In related news, Poland’s budget
bill for next year, approved on
Wednesday, showed only symbolic
belt-tightening plans after the na-
tion’s departing prime minister
promised welfare spending to boost
tepid economic expansion.

The projected budget gap will to-
tal 46.1 billion zlotys ($14.4 billion),
with the finance ministry estimating
the cost of pension increases and
additional benefits for families with
children promised last week at 5 bil-
lion zlotys.

Given the Ukrainian crisis, the
Polish economy may grow more
slowly than previously expected, of-
ficials have said.

BY MARCIN SOBCZYK
AND PATRYK WASILEWSKI
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Major players & benchmarks

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

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

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

Europe: 21/1 0.59 101.94% 0.01% 0.81 0.56 0.66

Eur. HighVolatility: 20/1 0.69 101.33 0.01 1.11 0.68 0.82

EuropeCrossover: 21/1 2.39 111.47 0.05 3.11 2.19 2.60

Asia ex-Japan IG: 21/1 0.95 100.21 0.01 1.13 0.95 1.03

Japan: 21/1 0.60 101.89 0.01 0.72 0.60 0.66

Note: Data as of September 2

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

In percentage points
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Tracking
credit
markets &
dealmakers

Dow Jones Industrial Average P/E: 16
LAST: 17078.28 s 10.72, or 0.06%
YEAR TO DATE: s 501.62, or 3.0%
OVER 52WEEKS s 2,147.41, or 14.4%

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

Previous
close, in STOCK PERFORMANCE

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

Moet Hennessy Louis Vuitt France Clothing & Accessories 1,523,323 136.90 2.89% 3.2% 1.5%

Barclays United Kingdom Banks 48,718,986 228.10 2.59 -16.1 -20.0

Deutsche Bank Germany Banks 11,150,206 26.66 2.34 -23.1 -20.4

BNPParibas France Banks 5,107,376 52.78 2.15 -6.8 9.3

BGGrp United Kingdom Integrated Oil & Gas 5,051,886 1,233 2.03 -5.0 -1.2

SAP Germany Software 4,289,184 59.28 -0.87% -4.9 9.4

British American Tobacco United Kingdom Tobacco 2,696,502 3,569 0.08% 10.2 9.3

Financiere Richemont Switzerland Clothing & Accessories 1,023,379 88.20 0.11 -0.7 -3.2

UBS Switzerland Banks 13,018,455 16.42 0.18 -3.0 -11.4

Nestle Switzerland Food Products 5,315,220 71.70 0.21 9.8 17.6

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

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

Banco Bilbao Vizcaya Argn 25,223,142 9.44 1.90% 6.5% 28.7%
Spain (Banks)
Daimler 3,829,762 62.90 1.75 ... 18.0
Germany (Automobiles)
ABB 10,181,506 21.39 1.71 -8.9 5.8
Switzerland (Industrial Machinery)
HSBCHldgs 25,649,357 657.90 1.67 -0.7 -4.3
United Kingdom (Banks)
Bayer 1,988,475 104.30 1.66 2.3 22.8
Germany (Specialty Chemicals)
AXA 8,162,600 19.17 1.59 -5.2 14.2
France (Full Line Insurance)
INGGroep 21,276,771 10.70 1.47 5.9 28.7
Netherlands (Life Insurance)
Telefon L.M. Ericsson B 8,074,832 87.60 1.39 11.6 4.8
Sweden (Telecommunications Equipment)
BPPLC 37,636,868 483.75 1.35 -0.9 9.5
United Kingdom (Integrated Oil & Gas)
Banco Santander S.A. 39,157,705 7.68 1.35 21.7 46.7
Spain (Banks)
BASF 2,959,406 79.24 1.32 2.3 16.8
Germany (Commodity Chemicals)
Standard Chartered 5,153,048 1,234 1.31 -9.3 -14.7
United Kingdom (Banks)
Sanofi SA 3,451,618 84.86 1.31 10.0 17.4
France (Pharmaceuticals)
ENI 26,689,479 19.22 1.26 9.9 11.1
Italy (Integrated Oil & Gas)
Total 4,281,965 50.45 1.16 13.3 20.6
France (Integrated Oil & Gas)
Allianz SE 1,867,433 132.20 1.11 1.4 19.5
Germany (Full Line Insurance)
Siemens 2,492,175 97.15 1.10 -2.2 18.2
Germany (Diversified Industrials)
L'Air Liquide 752,736 97.89 0.99 -4.8 -3.0
France (Commodity Chemicals)
Diageo 3,822,942 1,803 0.98 -9.9 -9.0
United Kingdom (Distillers & Vintners)
GlaxoSmithKline 5,931,734 1,467 0.86 -9.0 -11.9
United Kingdom (Pharmaceuticals)

Latest,
in local STOCK PERFORMANCE

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

Telefonica S.A. 10,968,998 12.12 0.83% 2.4% 15.6%
Spain (Fixed Line Telecommunications)
National Grid 4,971,307 910.00 0.83 15.5 21.8
United Kingdom (Multiutilities)
Novartis AG 6,287,369 86.50 0.82 21.5 23.5
Switzerland (Pharmaceuticals)
AstraZeneca 3,079,110 4,577 0.79 28.0 45.1
United Kingdom (Pharmaceuticals)
Credit Suisse GroupAG 5,583,538 26.15 0.77 -4.1 -4.7
Switzerland (Banks)
Unilever 2,354,187 2,700 0.75 8.8 9.8
United Kingdom (Food Products)
Tesco 22,705,107 232.60 0.74 -30.4 -37.1
United Kingdom (Food Retailers &Wholesalers)
Deutsche Telekom 10,925,514 11.64 0.74 -5.4 20.0
Germany (Mobile Telecommunications)
Zurich Insurance Group 457,486 279.00 0.72 7.9 19.2
Switzerland (Full Line Insurance)
Glencore PLC 29,824,646 369.80 0.61 18.3 18.4
United Kingdom (GeneralMining)
Rio Tinto 3,880,878 3,256 0.59 -4.5 6.4
United Kingdom (GeneralMining)
Schneider Electric SE 1,591,452 64.58 0.58 1.9 8.2
France (Electrical Components & Equipment)
Unilever CVA 4,083,017 32.01 0.53 9.3 12.1
Netherlands (Food Products)
Anheuser-Busch InBev 1,261,260 85.35 0.47 10.5 18.8
Belgium (Brewers)
Reckitt Benckiser Grp 888,848 5,370 0.47 12.0 21.3
United Kingdom (Nondurable Household Products)
BHPBilliton 7,367,456 1,891 0.45 1.2 -2.3
United Kingdom (GeneralMining)
RocheHolding Part. Cert. 1,120,748 270.10 0.45 8.4 15.6
Switzerland (Pharmaceuticals)
Vodafone Group 70,747,327 209.70 0.38 -14.5 0.1
United Kingdom (Mobile Telecommunications)
Royal Dutch Shell A 3,361,860 2,449 0.31 13.2 18.1
United Kingdom (Integrated Oil & Gas)
Lloyds Banking Group PLC 133,957,847 75.03 0.28 -4.9 3.2
United Kingdom (Banks)

Sources: SIX Financial Information

DJIA component stocks
Volume, CHANGE

Stock Symbol inmillions Latest Points Percentage

AT&T T 10.1 $34.92 0.08 0.23%
AmExpress AXP 2.4 90.10 0.38 0.42
Boeing BA 3.4 125.93 0.45 0.36
Caterpillar CAT 3.5 108.39 –0.53 –0.49
Chevron CVX 3.2 127.82 0.28 0.22
CiscoSys CSCO 19.3 25.04 0.16 0.64
CocaCola KO 6.3 41.77 0.13 0.30
Disney DIS 2.9 90.89 0.09 0.10
DuPont DD 2.5 65.74 –0.09 –0.14
ExxonMobil XOM 6.4 99.05 0.56 0.57
GenElec GE 16.4 25.95 0.10 0.39
GoldmanSachs GS 1.9 179.87 0.10 0.06
HomeDpt HD 13.4 89.22 –1.93 –2.12
Intel INTC 22.8 34.48 –0.09 –0.25
IBM IBM 1.4 191.90 0.34 0.18
JPMorgChas JPM 10.4 59.67 ... ...
JohnsJohns JNJ 4.0 103.75 0.39 0.38
McDonalds MCD 4.2 93.09 0.29 0.32
Merck MRK 7.4 60.49 0.70 1.17
Microsoft MSFT 30.4 44.97 –0.13 –0.28
NikeB NKE 1.8 78.75 –0.53 –0.67
Pfizer PFE 17.5 29.34 0.08 0.29
ProctGamb PG 4.8 82.93 –0.05 –0.06
3M MMM 1.1 143.78 –0.44 –0.31
TravelersCos TRV 1.2 94.48 –0.04 –0.04
UnitedTech UTX 2.2 109.05 ... ...
UtdHlthGp UNH 2.4 86.78 0.39 0.45
Verizon VZ 7.6 49.88 0.10 0.21
VISAClA V 1.6 214.75 0.02 0.01

WalMart WMT 3.6 75.97 0.22 0.29

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

BarclaysBk 54 –3 –3 –13

SocieteGenerale 66 –4 –3 –19

LLOYDSBK 54 –2 –1 –5

BcoPopEspanol 150 –7 –11 –38

StdCharteredBk 72 –3 –1 –6

Credit SuisseGp 50 –2 –2 –10

BcoPop 174 –7 –8 –47

BcodeSabadell 111 –5 –15 –41

HannoverRueck 48 –2 –2 –8

BcaPopdiMilanoSocCoop 154 –5 –13 –61

And the most deterioration
CHANGE, in basis points

Yesterday Yesterday Five-day 28-day

HBOS 54 7 ... 9

BcaNazdel Lavoro 62 2 5 –7

AkzoNobel 64 2 3 2

Mediobanca 84 1 3 –14

BritAmernTob 43 1 1 –3

Bayer 41 ... ... ...

PublicisGroupe 46 ... ... –2

Swedbank 57 ... 2 –1

TDC 62 ... ... –1

UniCredit Bk 77 ... ... –5

Source:Markit Group

BLUE CHIPS & BONDS

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

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

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

Behind Europe's deals: Bank revenues from equity capital markets

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

Source: Dealogic
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EUROPE NEWS

Obama Vows NATO
Will Defend Baltics

TALLINN, Estonia—President Ba-
rack Obama pledged Wednesday
that NATO would defend its Baltic
allies as he called for a united stand
against Russia’s aggression and laid
blame for escalating clashes in
Ukraine squarely on Moscow.

During a one-day stop aimed at
reassuring Russia’s jittery neigh-
bors, Mr. Obama told the Baltic na-
tions that the North Atlantic Treaty
Organization would abide by its
commitment to collective defense
and would protect the territorial in-
tegrity of every member.

“We’ll be here for Estonia,” Mr.
Obama said. “We’ll be here for Lat-
via. We’ll be here for Lithuania. You
lost your independence once before.
With NATO, you’ll never lose it
again.”

His remarks came on the eve of a
NATO summit in Wales, where Mr.
Obama plans to press allies to bol-
ster support for Ukraine with addi-
tional consequences for Russia.
Moscow has stiff-armed Western
warnings and sanctions to press an
intervention in eastern Ukraine and
maintain a troop buildup along the
border between the two countries.

The Kremlin has denied arming
and financing pro-Russian separat-
ists in eastern Ukraine, but Mr.
Obama rejected that defense on
Wednesday, blasting Russia for what
he called a “brazen assault on the
territorial integrity of Ukraine.”

“It wasn’t the government in
Kiev that destabilized eastern
Ukraine,” Mr. Obama said during a
speech in Tallinn.

“It has been the pro-Russian sep-
aratists who are encouraged by Rus-
sia, financed by Russia, trained by
Russia, supplied by Russia and
armed by Russia. And the Russian
forces that have now moved into
Ukraine aren’t on a ‘humanitarian’
or ‘peacekeeping mission.’ They are
Russian combat forces with Russian
weapons in Russian tanks.”

Mr. Obama spoke just hours after
the presidents of Russia and Ukraine
discussed steps to end fighting in
Ukraine’s east. Initial reports called
the agreement a cease-fire, though
Ukraine later said Kiev had agreed
only on a “regime” for a cease-fire.

In a news conference earlier
Wednesday, Mr. Obama expressed
skepticism about Russia’s willing-
ness to follow through on a cease-
fire, saying that the Kremlin hasn’t
abided by previous agreements.

In his speech at a concert hall in
Tallinn, Mr. Obama said that Rus-
sian aggression threatened the vi-
sion of a free and peaceful Europe.

“It challenges that most basic of
principles of our international sys-
tem—that borders cannot be re-
drawn at the barrel of a gun; that
nations have the right to determine
their own future,” Mr. Obama said.
“It undermines an international or-
der where the rights of peoples and
nations are upheld and cannot sim-
ply be taken away by brute force.”

The U.S. president said the NATO
alliance isn’t aimed against other
nations but is an alliance of democ-
racies dedicated to collective de-
fense. He told the Baltic nations that
they are not “post-Soviet” territory,
adding that no other nation gets a
veto over their security.

Insisting that democracy would
win, Mr. Obama lauded the Baltic
nations for their embrace of demo-
cratic government while praising
Estonians for their courage. The
Baltics show the world what is pos-
sible when free peoples come to-
gether to support change, he said.

“Your experience cautions that
progress is neither easy nor quick,”
Mr. Obama said. “Here in the Bal-
tics, after decades of authoritarian
rule, the habits of democracy had to
be learned. The institutions of good
governance had to be built. Econo-
mies had to be reformed. Foreign
forces had to be removed from your
territory.”

Mr. Obama hasn’t offered Kiev
new promises of military aid. But he
pledged the U.S. would continue to
help Ukraine implement economic
overhauls while working to
strengthen the security of NATO al-
lies and increase the U.S. military
presence in Europe. He said he
would work with Congress to make
good on a proposal to position more
U.S. equipment in the Baltics and
heighten the American troop pres-
ence in Estonia, Latvia and Lithua-
nia.

NATO, too, must do more to en-
hance its readiness, he said.

“We need to step up our defense
planning, so we’re fully prepared for
any threat to any ally,” Mr. Obama
said. “We need to have the infra-
structure and facilities that can re-
ceive rapid reinforcements, includ-
ing here in the Baltics. We need to
enhance NATO’s Rapid Response
Force so it can deploy even more
quickly and not just react to threats,
but deter them.”

BY COLLEEN MCCAIN NELSON

point plan based on their phone con-
versation.

Agreement on a cease-fire could
come at the talks in the Belarusian
capital of Minsk, moderated by Rus-
sia and the Organization for Security
and Cooperation in Europe, he said.
Implementation would be supervised
by “full-scale and objective interna-
tional monitoring,” he added.

“The plan that President Putin is
proposing isn’t a dogma that is be-
ing forced on someone,” Kremlin
spokesman Dmitry Peskov told a
Russian radio station later. “The
main thing is achieving the ultimate
goal, a cease-fire, the start of talks
and joint efforts to ease the horrific
humanitarian situation.”

Mr. Putin’s plan calls for the sep-
aratists to end their offensive
against Ukrainian forces around Do-
netsk and Luhansk, while Kiev would
pull its forces back “to a distance
that prevents the use of artillery and
rockets against population centers,”
Mr. Putin said.

It wasn’t immediately clear how
much territory that would require
Kiev to give up to the separatists or
how long a truce would last.

In a phone call late Wednesday,
Mr. Poroshenko told German Chan-

Continued from first page cellor Angela Merkel that a peace
plan should include a binding cease-
fire to be monitored by the OSCE,
the withdrawal of foreign troops
from Ukrainian territory, the cre-
ation of a buffer zone along the bor-
der with Russia and the release of
hostages, according to a statement
on the president’s website.

Ukraine’s Prime Minister Arseniy
Yatsenyuk, whose party is expected
to run in parliamentary elections
next month, denounced the Russian
proposals as an attempt to deceive
the West on the eve of a North At-
lantic Treaty Organization summit,
and to avoid new sanctions.

“The real plan of Putin is to de-
stroy Ukraine and to restore the So-
viet Union,” he said.

A Ukrainian military spokesman
said the situation in the battle zone
wasn’t “easy, but we observe a re-
duction in military activity, in par-
ticular a reduction in the use of ar-
tillery and other heavy weapons.”

But the city government in rebel-
held Donetsk said late Wednesday
that an artillery strike on a filtration
plant had disrupted water supplies,
adding that fighting was continuing
in at least one area on its outskirts.

An official of the Donetsk Peo-
ple’s Republic, one of the two sepa-

ratist groups, said rebels would
agree to stop fighting if Kiev pulled
its forces back, Interfax reported.
The rebels announced later that they
had “operationally surrounded” the
strategic port city of Mariupol,
though that couldn’t immediately be
confirmed independently.

Kiev accuses Russia of support-
ing and directing the rebels, backing
them in recent weeks with its own
troops. Mr. Putin has said publicly
he “understands” the rebels’ motiva-
tions in their five-month fight
against the central government.

Past cease-fire agreements barely
got off the ground amid mutual re-
criminations. After the heavy fight-
ing of recent weeks, both sides could
use any respite to rebuild their
forces for more fighting later.

Additional terms of Mr. Putin’s
plan included a ban on the use of air
power against civilians and popula-
tion centers, the opening of humani-
tarian corridors for refugees and re-
lief supplies in the affected regions,
access for repair crews and an un-
conditional exchange of prisoners.

A Kremlin spokesman told Inter-
fax that other issues, including the
ultimate legal status of the separat-
ist territories, would be the subject
of future negotiations.

Putin Floats Peace Plan

NATO to Exercise in Ukraine

WARSAW—Soldiers from the U.S.
and some other North Atlantic
Treaty Organization members will
take part in military exercises in
western Ukraine in mid-September
despite the conflict with pro-Russia
separatists in the country’s east, Po-
land’s defense ministry said
Wednesday.

The Rapid Trident exercise will
take place on Sept. 13-26 near Lviv
and will include soldiers from Ger-
many, the U.K., Spain, Poland and
Norway.

Amid the conflict in Ukraine,
NATO’s eastern members, including
Poland and the Baltic countries,
have increased pressure on the alli-
ance to expand its presence in the
region.

Both Poland and Estonia have
asked for permanent military bases
to be established in their countries.
Poland has since 2012 hosted a de-
tachment with a handful of U.S. air-
men, who coordinate regular mili-
tary training, but has called for the
U.S. to move thousands of soldiers
permanently in the hope that their
presence would deter Russia.

Some countries in the alliance
have voiced their opposition to that
for fear that it could provoke Mos-
cow. The 1997 NATO-Russia Found-
ing Act says that NATO sees no rea-
son for putting forces on the
territory of new members.

The act has been cited by some
officials in NATO countries as an ob-
stacle to moving infrastructure to
those former Soviet-bloc countries
that joined NATO.

BY PATRYK WASILEWSKI

Ukrainian servicemen ride in armored vehicles near the former rebel stronghold of Slovyansk on Wednesday.
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France Threatens to Halt Warship Delivery
ern allies to cancel the defense deal,
issued the warning a day ahead of a
key summit of the North Atlantic
Treaty Organization in the Welsh
town of Newport, during which
members of the military alliance are
expected to discuss how to contain
Russia.

The threat marks a shift in the
French government rhetoric over
the fate a €1.2 billion contract
signed in 2011 to supply two war-
ships, one in October and one in
2015. The carefully worded state-
ment, though, also left open the
possibility that France could com-
plete the delivery on schedule if
Russia reins in its alleged meddling
in Ukraine.

As the conflict between Ukraine
and pro-Russian separatists esca-
lated, and despite objections by the
U.S. and other allies, the French
government had insisted the pro-
gram was on track.

In July, days after the downing
of a Malaysia Airlines flight over
Ukraine—Mr. Hollande floated the

Continued from first page possibility that he might cancel the
delivery of the 2015 vessel but said
Paris was forging ahead with plans
to supply the first ship in October.

In possibly delaying the first de-
livery, French officials said they
aimed to shore up the country’s
credibility with allies heading into
this week’s NATO summit, where
members of the alliance are gather-
ing in a show of unity.

Paris, for months, had defended
its plans to deliver the ships as
merely the fulfillment of an interna-
tional contract, arguing that its pos-
sible cancellation would force
France to reimburse Moscow for the
costly ships and place more than a
thousand French jobs at risk.

But Russia’s decision to send
troops and supplies into Eastern
Ukraine to fight alongside separat-
ists, French officials say, raised the
stakes.

While Moscow denied sending
any support to the rebels, French of-
ficials said they had proof of a Rus-
sian incursion, which they declined
to disclose.

Mr. Hollande would have faced a
dilemma of “coherence,” one French
official said, if he moved forward
with the delivery as NATO allies
were gathering to discuss ways to
rein in Moscow and defend Euro-
pean borders.

On Tuesday, French officials
called Washington and other allied
capitals to notify them of the poten-
tial suspension and provide reassur-
ances ahead of the summit, the offi-
cial said.

While France is weighing op-
tions, a group of about 400 Russian
seamen continues training on board
the first Mistral, named Vladivostok,
off the French port city of Saint-
Nazaire, a person familiar with the
matter said.

The two Mistral-class carriers
ordered by Moscow are capable of
launching helicopter, tank and mis-
sile attacks from the sea and would
boost the military might of the Rus-
sian forces.

—Gregory L. White
and Naftali Bendavid

contributed to this article.
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Designers Dial Up Drama
OnEveofNewYork FashionWeek, ShowsAddTheatrics; AdvanceSketchesReveal BoldGraphics

Is that a runway or a stage? A
number of fashion shows display-
ing the spring 2015 collections in
New York City will go far beyond
the catwalk, evolving into theatri-
cal events meant as much to en-
tertain as to show a designer’s
collection.

New York Fashion Week kicks
off on Thursday, and already the

city abounds with
models auditioning
and the crates of pro-

duction companies setting up on
the west side of Manhattan, where
most of the shows take place.

Amid the last-minute rush,
eight designers pulled back the
curtain on the concepts they will
reveal at fashion week by sharing
sketches of key looks, as well as
hints about what inspired them.

Sketching is the most artistic
part of any designer’s job. Their
approaches can vary widely, from
the loose silhouette of Thakoon
Panichgul to Maria Cornejo’s pen-
cil and ink, which is ready to hang
on a wall. The looks, too, vary, but

it’s generally looking like a season
of easy, loose shapes and abstract
prints, as well as attention to tex-
tures and materials.

The New York shows will run
until Thursday, Sept. 11, at which
point the collections will move on
to London, followed by Milan and
Paris. The term “fashion week”
has become a misnomer. As more
designers attempt to crowd in, be-
ginning before Thursday’s official
start, New York’s week now ex-
tends for 10 days. By the time the
spring 2015 shows wrap up in
Paris on Oct. 2, collections will
have been heading down runways
for 34 straight days.

Among the brands preparing to
roll out a new collection is Open-
ing Ceremony, which on Sunday
evening will show its apparel in a
30-minute play written by Spike
Jonze and Jonah Hill, and directed
by Mr. Jonze. This pushes beyond
the label’s February show, which
drizzled melted chocolate down a
backdrop, filling the theater with
the scent of hot chocolate.

With the help of sponsor
Lexus, Gareth Pugh, who generally

shows his moody, dark collections
in Paris, is hopping the pond to
New York, where he has said his
theatrics will face less competi-
tion. Mr. Pugh on Thursday eve-
ning will show what he is calling
an “immersive multimedia fashion
experience,” choreographed by
Wayne McGregor from London’s
Royal Ballet, with sound com-
posed by artist Matthew Stone
and a kinetic sculpture contrib-
uted by Daniel Wurtzel.

“This is an opportunity to ele-
vate my work and present it in a
more innovative and meaningful
way,” says Mr. Pugh. “I hope to
explore a new visual language—
something that transcends the na-
ture of a traditional fashion
show—where images penetrate
and the audience have a deeper
understanding of the story I want
to tell.”

Designer Reed Krakoff says he
will create an “installation” this
season rather than hold his typi-
cal runway show. “This season I
decided to create an installation
for spring in a gallery space that
combines architecture, design and

fashion to give people an intimate,
personal narrative in which to see
my collection,” Mr. Krakoff said.

All these attention-getting
moves can make collections mem-
orable—and create valuable foot-
age to be used on websites and in
stores throughout the season.
They also challenge the frequent
complaint that New York’s run-
ways lack the drama of the collec-
tions that follow in London, Milan
and Paris.

Ultimately, the purpose of
these shows is to sell clothes to
stores. Concepts that sell will be
produced in coming months so
they can arrive in stores next Feb-
ruary and March. (Contrary to
logic, the spring collections are
sold when it is likely to be sleet-
ing outside.)

Even designers who are stick-
ing with the traditional catwalk
seek to stand out with deeply re-
searched ideas. Bibhu Mohapatra
will reveal a collection that has
been percolating in his mind ever
since he traveled across the Atlan-
tic by ship on a vacation several
years ago. Boredom (“because af-

ter you’re 50 miles off the coast,
your cellphone doesn’t work any-
more,” he says) led him to the
ship’s library, where he discovered
Lois Gordon’s biography of cruise-
ship heiress Nancy Cunard.

“The spunk and the verve that
she had” in the early 20th century
inspired the designer to create
clothes that he felt she would
wear in the 21st.

Expect leather—she wore
leather aviator jackets—and ban-
gles and possibly a turban. Mr.
Mohapatra’s drama will be in the
fabrics, such as one from Laos
which involves traditional weaving
of strips of leather with silk, leav-
ing a textile one can see through.
“It’s the most exquisite leather
I’ve ever seen,” says Mr. Mohapa-
tra.

The show’s music will also ex-
plore the theme of Ms. Cunard in
a 21st-century setting, says Mr.
Mohapatra. The music will be cre-
ated by DJ and producer Javier
Peral, who is currently reading
Ms. Gordon’s biography. “I told
him, please finish the book before
the show,” Mr. Mohapatra says.

BY CHRISTINA BINKLEY

BIBHUMOHAPATRA
The designer does romantic
beauty but always with a twist.
Laotian leather weaving is this
season’s twist. He calls this
collection a ‘modern take onwhat
Nancy Cunard would wear today.’

MONIQUE
LHUILLIER
Knownforherweddinggowns,
thisLosAngeles-based
designeralso createsdayand
eveningwear that takes care to
flatter thebody. ‘My inspiration
for this spring2015collection
is thefirst fewmomentsof
sunrise.The instant right
before thesun risesandpaints
theskywith luminousshades
ofpastels,’ shesays.

DELPOZO
Brace yourself for deep luxury in polyester (as
well as cottons or silks), which designer Josep
Font hinted at by saying some of the fabrics
would be ‘technological.’ This Spanish brand
has leapt from obscurity in recent seasons.

PERRYELLIS
Themenswear brand returns after
a year off from the runways. New
designerMichaelMaccari riffed
on the humble menswear check,
assemblingmaze-like patterns,
black-and-white graphics and even
a banker stripe inspired by a vintage
Perry Ellis shirt, the label says.

YEOHLEE
Immune to fashion
trends, Yeohlee
is for iconoclasts
who have little
interest in standard
red-carpet looks.
‘Spring 2015
inspiration is drawn
from geometry and
themagic of num-
bers,’ says designer
Yeohlee Teng.
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Iraqi Lawmakers Back Stepped Up U.S. Intervention
BAGHDAD—Iraqi politicians ap-

peared to unite Wednesday around
hopes that the U.S. would intervene
more forcefully to fight Islamic State
militants in the country after Isla-
mist insurgents released a video
showing the beheading of a second
American journalist.

Nearly three years after Iraqi
politicians hurried the last U.S.
troops out of Iraq in December 2011
following a nearly decadelong occu-
pation, the brutality of the Islamist
insurgency is bringing a rare con-
sensus for U.S. intervention from
across the country’s typically di-
vided political spectrum.

Even those politicians who re-
cently called for America’s departure
are now urging U.S. forces to return.
Many of them hope the Islamic
State’s Tuesday release of a video-
tape showing the execution of Ste-
ven Sotloff, a 31 year-old American
freelance journalist who disappeared
in Syria last year, will goad Ameri-
cans into re-engaging in a conflict
many would like to forget.

“Within one week, America
would be able to force an end to ter-

rorism in Iraq,” said Hakim Al
Zamili, an Iraqi politician from a
bloc allied with Moqtada Al Sadr, a
once viscerally anti-American Shiite
cleric, in an interview.

Mr. Zamili, who spent a year and
a half in American custody, acknowl-
edged that he had helped fight the
U.S. occupation. “What I hope from
the American administration and
Obama is that they show more seri-
ousness in dealing with the issue of
terrorism.”

Yet few Iraqi leaders, particularly
those within Iraq’s Shiite-dominated
leadership, have been eager to de-
mand U.S. help in public or acknowl-
edge its military role in helping with
a few rare recent victories over the
Islamic State. The U.S. has launched
more than 100 airstrikes since Presi-
dent Barack Obama announced that
he would crack down on the Islamic
State on Aug 8.

Mr. Zamili, for his part, said he
hoped to see more U.S. airstrikes but
cautioned against U.S. troops “de-
claring themselves the occupiers
again.” He said he was unimpressed
with the American attacks so far,
which he said focused on less strate-
gic targets.

In a speech before Wednesday’s
parliament session, outgoing Prime
Minister Nouri al-Maliki, who had
pushed for the U.S. troop departure
three years ago, made no reference
to Mr. Sotloff’s killing nor the Amer-
ican airstrikes that helped liberate
the town of Amirli from a nearly
three-month blockade last week.

The masked militant who decapi-
tated Mr. Sotloff blamed his killing
on the U.S. attacks around Amirli
this week that helped Iraqi militias
to end the Islamic State’s siege of
the town and its environs.

“The readiness of many countries
of the world to support Iraq in its
war against the Islamic State came
because of the determination and
the will of the Iraqi people,” Mr. Ma-
liki said. “If you want a real interna-
tional war on terrorism, then let it
begin from Iraq.”

The Obama administration has
made its further intervention in Iraq
contingent upon political unity.

The process of forming a new
government has proceeded smoothly
by Iraqi standards. Lawmakers have
so far largely abided by a timeline to
select a new speaker of parliament,
president and prime minister. That

is a marked improvement over 10
months of negotiations in 2010.

Members of parliament an-
nounced on Wednesday that Haider
al-Abadi, who was appointed last
month to replace Mr. Maliki as the
new premier, will begin the final
stages of selecting a new power-
sharing cabinet on Thursday—a week
before the constitutional deadline.

But Iraqi politicians’ rare consen-
sus on the question of U.S. interven-
tion belies deeper divisions among
the Sunni Arabs, Shiites and ethnic

Kurds that have divided Iraq’s most
important institutions.

Those differences were on full
display during a special session of
parliament on Wednesday when law-
makers heard testimony about an Is-
lamic State massacre of Iraqi soldiers
at the Camp Speicher base in June.

After interim Minister of Defense
Saadun Al Dulaimi told parliament
that the massacre of hundreds of
mostly Shiite Iraqi troops wasn't a
sectarian issue, Iraq’s military
spokesman, Lt. Gen. Qassim Atta,
publicly contradicted him and de-
clared that the insurgents acted with
the help of local Sunni tribes.

A public bickering between a top
general and the defense minister en-
sued.

“The most outrageous thing that
I heard at the session today was
what was said about the Sunni
tribes, trying to give the image that
they were collaborating with the Is-
lamic State,” said Dhafer Al Ani, a
Sunni lawmaker, who also said he
hoped to see more U.S. intervention.
“The military officers just proved
how weak the Iraqi army is.”

—Ahmed Salah
contributed to this article.

BY MATT BRADLEY

U.S. Aims to Curb Influence of Militants
Obama Says Lengthy, Broad International Response Needed to Reduce Islamic State to ‘Manageable Problem’

TALLINN, Estonia—President
Barack Obama said the goal of the
U.S. effort to combat the Islamic
State is to diminish the extremist
group to “a manageable problem,”
which he said would require a
lengthy and broad international re-
sponse.

The president, speaking at a
news conference on Wednesday in
Estonia, signaled a sharper re-
sponse to the Islamic State, also
known as ISIL and ISIS, after U.S.
officials early Wednesday con-
firmed the authenticity of a video
showing the extremists beheading a
second American citizen, Steven
Sotloff.

Such violence only unites Ameri-
cans, Mr. Obama said, vowing: “Jus-
tice will be served.”

The president’s rhetoric pointed
to an expansion in U.S. goals. When
Mr. Obama first announced nearly a
month ago that he had authorized
military strikes in Iraq, he said it
would be a limited campaign de-
signed narrowly to blunt the ex-
tremists’ advances in northern Iraq,
safeguard endangered Iraqi minori-
ties and protect Americans still in
the country.

Mr. Obama since has steadily
broadened the effort by increasing
the American military presence in
Iraq, seeking a comprehensive in-
ternational strategy and weighing
an additional front against the or-
ganization in neighboring Syria.

The moves add up to a deeper
and longer U.S. involvement than
the White House initially outlined.

Mr. Obama came under criticism
for saying last week that he doesn’t
yet have a strategy for countering
the Islamic State, despite a near
monthlong American bombing cam-
paign in Iraq to blunt the group’s
swift and violent takeover of large
parts of the country.

On Tuesday, the president au-
thorized the deployment of 350 ad-
ditional military personnel to Iraq

to protect U.S. diplomatic facilities
and personnel in Baghdad. The
White House said they won’t serve
in a combat role.

Mr. Obama said on Wednesday
that he will use a meeting of mem-
bers of the North Atlantic Treaty
Organization this week in Wales to
press for commitments from other
nations to join the U.S. effort to
combat the Islamic State.

“We know that if we are joined
by the internationally community,
we can continue to shrink ISIL’s
sphere of influence, its effective-
ness, its financing, its military ca-

pabilities to the point where it is a
manageable problem,” Mr. Obama
said. “And the question is going to
be making sure we’ve got the right
strategy, but also making sure
we’ve got the international will to
do it.”

The killing of Mr. Sotloff, an
American journalist, followed the
beheading of another American
journalist, James Foley. The grue-
some violence has prompted calls
for the U.S. to more forcefully con-
front the militants in both Iraq and
Syria.

On Wednesday, Secretary of

State John Kerry condemned Mr.
Sotloff’s killing, calling his death
“an act of medieval savagery by a
coward hiding behind a mask.” Mr.
Kerry offered condolences to Mr.
Sotloff’s family, particularly his
mother, who last week released a
video pleading with her son’s cap-
tors to release him.

The U.S. undertook a failed op-
eration earlier this summer to res-
cue Mr. Sotloff and journalist
James Foley, who was also killed by
the Islamic State.

“When terrorists anywhere
around the world have murdered

our citizens, the United States held
them accountable, no matter how
long it took. And those who have
murdered James Foley and Steven
Sotloff in Syria should know that
the United States will hold them ac-
countable too, no matter how long
it takes,” Mr. Kerry said in a state-
ment.

Mr. Obama said he is pursuing a
more “systematic” approach to
combating the Islamic State. His
top aides have said he is consider-
ing military strikes in Syria, where
the extremists had a strong foot-
hold before expanding into Iraq.

BY CAROL E. LEE
AND COLLEEN MCCAIN NELSON

A still image from a video released by the Islamic State extremist group Tuesday, purportedly showing U.S. journalist Steven Sotloff next to an Islamic State fighter.
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Politicians from all sides hope Washington will
respond more forcefully to the Islamist insurgency
following the beheading of a second U.S. journalist.
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HEARD ON
THE PITCH

SPORTS

Rackets Take Spin to New Levels
At Wilson’s technology lab in

Chicago last fall, Grigor Dimitrov,
the Bulgarian tennis star who
started the U.S. Open seeded No. 7,
couldn’t contain his excitement.

“It’s just ridiculous,” Dimitrov
said as he smashed forehands with
a prototype racket on Wilson’s in-
door court. “I don’t even have to fo-
cus anymore. I’ll look at you.” Dim-
itrov turned his head to the side as
he clocked another ball.

Wilson calls its new technology
Spin Effect. The idea is simple:
Fewer strings produce more spin. In
Dimitrov’s case, he averaged 300
RPMs more per shot with the tech-
nology, enough extra spin, Wilson
claims, to cause a shot that would
otherwise land more than a foot be-
yond the baseline to drop into the
court.

Spin has long been essential for
success in tennis, but today’s stars
have made spin the trademark of
the sport. The more topspin, the
harder players can hit the ball and
still keep it between the lines. They
can also hit shots at sharper angles
that pull opponents wide of the dou-
bles alleys, a required skill in this
era of fit and fast players.

The best racket for spin, the Spa-
ghetti String racket, was invented in
the 1970s. Its strings, which were
not interwoven, put so much funky
rotation on the ball that the Inter-
national Tennis Federation declared
the rackets illegal.

It took a lot longer—and the ad-
vent of high-speed video—for racket
designers to understand how to in-
crease spin with interwoven strings.
As it turns out, strings act as a
trampoline. On contact, the ball
pushes them down toward the
ground. Sufficiently slippery strings
then snap back up, giving the ball
an extra push as it leaves the racket
and rotating it forward.

By reducing the number of cross
strings, which go from left to right,

Wilson says its racket’s vertical
main strings move more freely, snap
back with more force and create
more spin than a traditional string
pattern. Wilson recently received a
patent that it claims covers any pat-
tern with more main strings than
cross strings. Its ideal string pattern
is 16 main strings and 15 crosses.

Bill Severa, Wilson’s global direc-
tor of research and development,
said it took a lot of warped rack-
ets—and many tweaks to the
frame’s construction—to settle on a
design that produced controllable
spin and a racket that wouldn’t
break. “We had a session where we
watch videos for 10 days straight,”
Severa said.

Wilson developed Spin Effect for
amateurs. Professionals have such
sound and fast swings that they can
produce inordinate spin with any
racket. They don’t need help—at
least, that’s what Wilson thought.

As it turns out, though, Wilson’s
pro players have been eager to test
the technology. Two top pros—Dim-
itrov and Alexandr Dolgopolov—now

use the Spin Effect version of their
Wilson rackets. Six other players in
the top 200 on the men’s and
women’s tours also use them, and
more than 20 top juniors, according
to the company.

Dolgopolov tried the Spin Effect
version of his Wilson racket after
last year’s U.S. Open and immedi-
ately switched to it. “From the first
time I felt much better, because I
was in control of the ball a little bit
more,” Dolgopolov said. “I could
open up the court much more.”

At its Innovation Center in Schil-
ler Park, Ill., Wilson uses radar tech-
nology to measure the speed, spin,
placement and height over the net
for every ball a player hits. At a re-
cent visit to the lab for a blind test
of rackets, the rackets with Spin Ef-
fect were easy to identify—the ball
felt like it was dipping.

The data backed up this feeling:
A Wilson Pro Staff with Spin Effect
produced 54 RPMs more, on aver-
age, than a regular Pro Staff, and
more than 395 RPMs on average
than my favorite Head racket strung

with natural gut, which doesn’t
move or snap back as easily.

Not everyone sees fewer strings
as the key to spin. Gael Moureaux,
Babolat’s rackets product manager,
said a racket’s aerodynamics, and
the amount of space between
strings, could produce similar ef-
fects. The company sees 16 main
strings and 19 crosses as ideal.

“By removing crosses, you can
increase the spin,” Moureaux said.
“But we didn’t take this option be-
cause you are going to lose string
durability.” (Severa of Wilson said
pros would see small decreases in
durability, but there would be virtu-
ally no effect for everyday players.)

More spin can still be a tough
sell to finicky tennis players, whose
unquantifiable perceptions about a
racket’s “feel” can be difficult to
overcome. Take Dimitrov. After ini-
tially falling in love with Spin Effect,
he’s not certain he will stick with it,
even though he has had his best re-
sults on tour this year, including a
semifinal appearance at Wimbledon.

Dimitrov, who lost in the fourth
round of the Open this week, is con-
sidering yet another racket, a Wil-
son with a larger head, like the one
Roger Federer uses, though perhaps
with Spin Effect, which Federer does
not use. He sees the larger head,
rather than a different string pat-
tern, as the most important change
for his long-term success. Dimitrov
uses one of the smallest racket
heads on the tour.

“The sweet spot is really smaller
than everyone thinks it is,” Dimitrov
said. “It works for me so far, but I
don’t want to wait too long until I
need to change.”

Other players are happy with
what they have. Francis Tiafoe, the
16-year-old American who is seeded
sixth at the U.S. Open junior tourna-
ment, tried the Spin Effect version
of his Wilson racket earlier this
year.

“They sent me a couple,” Tiafoe
said. “I sent them right back.”

BY TOM PERROTTA

Grigor Dimitrov, seen in action at the U.S. Open in New York on Tuesday, has tried new rackets with added spin. Below, a close up of the Dimitrov serve.
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Battered Contador Retains
Lead at Vuelta a Espana

Less than two months after
breaking his leg in a crash at the
Tour de France, Alberto Contador
continued his almost miraculous re-
covery this season by holding on to
the leader’s red jersey at the Vuelta
a Espana on Wednesday.

After 11 of the 21 stages, Conta-
dor, of Team Tinkoff-Saxo, is 20 sec-
onds ahead of fellow Spaniard Ale-
jandro Valverde of Movistar Team.
The Colombian Rigoberto Uran is an-
other 48 seconds back.

That Contador is in the race at all
is a surprise to everyone in the
cycling world, including him. When he
announced that he would compete,
the two-time Tour de France winner
said that in the best-case scenario he
hoped to try for individual stage
wins.

Nairo Quintana, this year’s Giro
d’Italia winner, hasn’t been so lucky.
He was in red and looking strong just
two days ago. But a heavy crash in
the individual time trial cost him sev-
eral minutes on Tuesday. And on
Wednesday, he pulled out of the race
after sustaining a shoulder injury in
another accident, his team said.

—Joshua Robinson

Germany Eyes Euro 2024
With Vote on 2020 Near

Germany has struck a deal with
England that will give the country a
good chance to host soccer’s 2024
European Championship.

The agreement would see the
Germans drop their interest in host-
ing the Euro 2020 semifinals and
final ahead of the vote by UEFA’s
executive committee on Sept. 19.
Wembley Stadium and Allianz Arena
in Munich had been the contenders
to host the final matches at Euro
2020, which is being spread across
the continent.

“We’ve spoken with [England]
about it, that they could hold off [ap-
plying for] Euro 2024 and support
our application,” German football fed-
eration general secretary Helmut
Sandrock told Sport Bild magazine.
“In turn, we’d forego the final Euro
2020 games and support England’s
bid for Euro 2028.”

Germany is also bidding for one
of the 12 Euro 2020 hosting pack-
ages of three group matches in the
24-team tournament, plus one
knockout match.

The English Football Association
couldn’t be reached for comment on
Wednesday, but general secretary
Alex Horne said last week that he
didn’t envisage bidding for presti-
gious Euro 2020 games being a bar-
rier to its Euro 2028 hopes.

—Associated Press

HEARD ON
THE PITCH

European Pressphoto Agency

Alberto Contador leads by 20
seconds after Wednesday’s stage.
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Indian Central Banker’s
Gamble Finds Success
BY GABRIELE PARUSSINI

i i i
Business & Finance

n The Renault-Nissan alliance
is suffering from high-level de-
fections that highlight a ques-
tion for the auto-making part-
nership: Can anyone succeed
CEO Carlos Ghosn? 15

n LVMH and Hèrmes buried
the hatchet after nearly four
years of courtroom battles,
with LVMH agreeing to relin-
quish a 23% stake in its smaller
luxury-goods rival. 16

n Overseas money managers
next month will be able to buy
Chinese companies listed in
Shanghai via Hong Kong’s
stock exchange, a development
that is confronting investors
with new risks and rewards. 15

n Nokia’s mapping business is
making a new push to bring its
maps directly to consumers as it
tries to play catch-up with rival
mobile mapping services pro-
vided by Google and Apple. 17

n Online gaming in the U.K.
faces a new licensing and tax
regime, making one of the big-
gest participants, 888 Holdings,
a potential buyout target. 19

n Daimler became the first
major car maker to enter the
ride-sharing business, a fast-
growing market currently dom-
inated by startups like Uber. 20

n Zalando said it plans to file
for an IPO in Frankfurt, a deal
that could value the online re-
tailer at more than $5 billion. 16

i i i
World-Wide

n Greece’s government held
its first full day of talks with a
troika of international credi-
tors in France’s capital, hoping
to gain their approval for tax-
relief measures. 5

n Poland’s central bank will
likely cut interest rates, per-
haps as soon as its next meet-
ing in October, amid a subpar
economic recovery. 5

n Japan’s prime minister
overhauled his government,
rolling out a lineup that sig-
naled his determination to
push ahead with changes to
boost the economy and raise
the country’s military profile. 8

n Pakistan’s Sharif steadied
his fragile grip on power after
his political opponents attended
a special session of a parlia-
ment they had previously de-
nounced as a fraud. 9

n The leader of Somalia’s al-
Shabaab militant group was in
a convoy hit by a U.S. airstrike,
a spokesman for the movement
said, but he didn’t indicate Ah-
med Abdi Godane’s fate. 10

n New Zealand’s prime minis-
ter faces a predicament as he
seeks re-election: a stellar
economy and an evaporating
lead in the polls. 8

n Paris’s Centre Pompidou
said it was opening a tempo-
rary offshoot in the Spanish
city of Málaga. 5
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India’s Recovery
…a fall which has helped
restore confidence in the
economy…

Inflation has been falling since
RBI governor Raghuram Rajan
began raising rates…

…and lure investors back to
Indian assets.

Sources: Ministry of Statistics and Programme Implementation (inflation, GDP); Thomson Reuters Eikon (rupee)

GDP growth, change from year agoInflation, consumer prices U.S. dollars needed to buy one rupee
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Rajan era

MUMBAI—When advisers to the
Reserve Bank of India gathered in
January, the mood was bleak. They
agreed growth was weak and risks
to the economy persisted with “no
green shoots in sight,” according to
an official meeting summary.

Despite rising inflation, four of 11
committee members said the central
bank should avoid raising interest
rates. Two others advocated more
stimulus, either through rate cuts or
direct payments to struggling sec-
tors.

Raghuram Rajan, the new RBI
governor not yet five months in of-
fice, listened—then ignored them,
announcing a surprise rate increase
the next week.

Now, a year after Mr. Rajan took
office, his gamble appears to have
paid off. He has steered consumer-
price inflation down from double
digits to his near-term target of 8%.
Growth has rebounded sharply, with
the economy expanding at an infla-
tion-adjusted pace of 5.7% in the
March-June quarter over the previ-
ous year—the fastest rate in more
than two years.

“We certainly look, relative to
other economies in the region and
in the world, a stronger story,” Mr.
Rajan said in an interview at the
central bank’s Mumbai headquar-
ters. “Inflation was standing in the
way of growth, and was creating in-
stability in the minds of domestic as
well as international investors. Job
one was to bring inflation under
control.”

The RBI also has bulked up its
foreign-reserves war chest, while
the current-account deficit has
fallen sharply, leaving the country
less vulnerable to the sudden shift
in foreign investor sentiment that
crimped growth in 2013 with a sud-
den withdrawal of funds. In addi-
tion, investors say Mr. Rajan has di-
rected the central bank to intervene
in foreign-exchange markets in re-
cent weeks to keep the rupee at lev-
els that don’t choke off exports,
while also containing import prices.

It is, of course, too soon for In-
dian policy makers to declare vic-
tory in their campaign to bring their
economy toward a stable path of
high growth and modest inflation
needed to pull millions of the coun-
try’s citizens out of poverty and to
compete with more successful Asian
economies, notably China.

“It just doesn’t look feasible,”
Madan Sabnavis, chief economist at
Care Ratings, a Mumbai-based risk
research company, said of Mr. Ra-
jan’s goal to bring India’s inflation

rate down to 6%. A key factor driv-
ing Indian prices is food: bottle-
necks in production and distribu-
tion, constraints well beyond the
reach of monetary policy. “It may be
possible to hit 6%, but not to keep
prices at that level for an extended
period,” Mr. Sabnavis said

Mr. Rajan acknowledges the chal-
lenges. “For long, we’ve been punch-
ing below our weight,” he said. “To-
day, we’re still not there, so if
someone gives attention to us, it is
because of where we will be, rather
than of where we are now.”

Still, India’s fortunes have im-
proved. A year ago, India was
among the world’s “fragile five”
emerging economies suffering finan-
cial jitters triggered by the U.S. Fed-
eral Reserve’s moves to draw down
its postfinancial crisis stimulus pro-
gram. Mr. Rajan loudly criticized the
Fed for selfishly ignoring the impact
on developing countries.

While some of the others remain
frail—Brazil’s economy, for one, con-
tracted in the latest quarter and ap-
pears heading toward recession—In-
dia has emerged one of the few
bright spots in a struggling global
economy. Mumbai’s Sensex stock in-
dex is now trading at record highs,
helped as well by the May election
of pro-business Narendra Modi as
prime minister.

The 51-year-old Mr. Rajan was an
unlikely choice when he first took
over the central bank on Sept. 4,
2013. He spent most of his career in
the U.S., on the economics faculty of
the University of Chicago and then
as the first non-Western chief econ-
omist at the International Monetary
Fund. He was best known for his
prescient 2005 warning of a danger-
ous financial bubble in the U.S.

Mr. Rajan also had no policy-
making experience. It has been, he
said, a bit of a culture shock, to go
from the freedom of being an out-
side critic.

“Now that I’m on this side, you
have people saying what you’re do-
ing is terrible, it’s going to lead to
problems,” he said. He expressed
fresh empathy for the U.S. officials
he criticized nine years ago, saying
“there was nothing easy to do then”
to reduce risk while preserving
growth. “So things went on until it
exploded. Similarly today.”

Things were already exploding
for India the moment Mr. Rajan
stepped into the job. An anticipation
of higher U.S. rates pushed investors
to flee emerging markets. The rupee
slumped to a record low versus the
U.S. dollar.

Mr. Rajan responded with a num-
ber of steps. One novel response:

setting up a new facility encourag-
ing commercial banks to ramp up
deposits from overseas, a way to
lure repatriated cash from an esti-
mated 25 million overseas Indians.

His rate-rising campaign was
more controversial. Shortly after
the surprise January increase, and
before the election that swept Mr.
Modi to power, a top official in Mr.
Modi’s party—then in opposition—
blasted Mr. Rajan by name saying he
was “only aggravating the prob-
lems…by increasing interest rates.”

That criticism has died down, as
markets and growth rebounded.
“The government knows they need
lower inflation if they want high
levels of growth for a long time,”
said Sujan Hajra, head of research at
Anand Rathi Financial Services.

Mr. Rajan, in turn, needs Mr.
Modi to follow through on his
pledge to address the structural bot-
tlenecks that constrain industrial
development. “I think we can do
more if we can fix our infrastructure
regulation,” Mr. Rajan said. “India
could sustain 8% or 9% growth, but
it requires everything coming to-
gether.”

One other factor beyond Mr. Ra-
jan’s control—as he prominently
noted in an April speech in Wash-
ington—is policy made by the Fed,
which can have an outsize impact
on his country’s markets and econ-
omy. “We experience the conse-
quences of what is done,” he said,
“but we’re really not players here.”
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Formula E Cars Quietly Get Ready to Roll
If NewRace SeriesMakes a Big Noise, ItWon’t Be Because of the Engines;Warning Siren for Pit Crews

The greatest emotional trig-
ger at any auto-racing event
is the noise. In Nascar, it is

the earthshaking growl of V8
American muscle. In Formula One,
it is the chest-rattling wail of
15,000 rpm. To some the sound is
repellent. To others it is like an
opera. But what if there is no
sound at all?

Welcome to the quiet world of
Formula E, a global racing series
for electric cars, which debuts this
month in Beijing. It has the look of
Formula One (many of the drivers
and mechanics are veterans), the
schedule of a billionaire jet-setter
(Malaysia to Miami to Monte
Carlo), and all the noise of a
blender from Sears.

“That’s a little bit eerie to start
with,” said Karun Chandhok, an
ex-F1 driver who will race for the
Mahindra Racing Formula E outfit
this season.

On a recent Formula E test day
here, the pit lane had to be
equipped with a piercing siren to
let mechanics know cars were
coming. Though the cars can reach
speeds of up to 225 kilometers an
hour, what little noise they make
sounds somewhere between a
kitchen appliance and a sci-fi
movie special effect. Whatever it
is, it doesn’t scream like any race
car you’ve ever heard. And it is
definitely not loud.

“The sound is futuristic, which
you don’t expect. It’s very light
and high,” said Virgin Racing
driver Jaime Alguersuari, who
raced in 46 F1 Grands Prix in 2009
to 2011. “At a certain speed, you
hear just the wind. You hear the
car. I miss the noise of the V10 en-
gine, but I don’t miss the modern
Formula One car.”

Fans and drivers of Formula
One have also been twitchy about
volume this season. The sport re-
cently made its first major engine
change in a decade, switching
from V8 engines to smaller, qui-
eter V6s in an effort to be more
environmentally conscious. But
when drivers complained, the
sport briefly panicked.

The Mercedes team even exper-
imented with a so-called mega-
phone exhaust—a tailpipe shaped
like a megaphone to amplify en-
gine noise. It didn’t work and Mer-
cedes, one of the most advanced
teams in the most advanced motor
sport, dropped the idea.

The F1 noise discussion has
quieted down recently, mainly be-
cause the racing has been so com-
pelling. But Formula E—a series
affiliated with the Paris-based FIA,
motor sport’s world governing
body—hasn’t raced yet. How the
cars will sound in competition
when the season kicks off Sept. 13
has been debated for months.

Early on, Formula E considered
adding artificial noise to the en-
gines to create a roar where there
was only a whir. The prospect of a
speaker belting out vroom-vroom
sounds, however, rankled the pur-
ists more than no noise at all. So
the current models were built
without them. What noise there is
comes from the gearbox, the tires
and displaced air.

“I was always massively
against it,” Virgin Racing chief
technical officer Sylvain Filippi
said of the noise generators. “Any-

thing artificial you add weight and
it makes no difference. These cars
have to be as pure as they possibly
can be.”

Besides, he added, the volume
will pick up once the season
starts. Twenty cars will race in
close quarters on 10 city circuits
from Beijing to London with sound
bouncing off the buildings. Al-
though the most important fash-
ion accessory in an F1 pit lane—
earplugs—still won’t be necessary.

“It’s probably noisier in the ga-
rage when we have the guys work-
ing on the car and the fans going,”
said Roger Griffiths, joint team
principal for the Andretti Formula
E team, one of 10 competing in the
inaugural season.

F1 traditionally has been
treated by road car manufacturers
as a high-speed, high-performance
R&D department. The FIA hopes
Formula E can do the same for
electric cars.

To the uninitiated, the cars
look similar to the open-wheel sin-
gle-seaters in series such as Indy-
Car.

The biggest difference becomes
obvious when the engine cover
comes off. Instead of a gleaming
monument to mechanical engi-
neering there is just a box, some
wires, and a high-voltage warning.

The box is a 700-volt, 32 kwh
electric battery, Mr. Filippi said,
connected to a five-speed trans-
mission.

For now, every team is running
the same engine to keep expenses
low and simplify logistics in the
first season. Starting in 2015, each
team will be allowed to replace
parts and make wholesale
changes.

Meanwhile, figuring out how to
race them has been an adventure
for the drivers. Not being able to
hear the car from your own cock-
pit can be disorienting.

Anyone who has experienced a
manual transmission can tell you
that you take your cues for shift-
ing gears from engine and gearbox
noises—music to the ears of a
race car driver.

But, Mr. Griffiths said, “We
don’t get any of that with the
electric motor. There’s virtually no
vibration. There’s next to no

sound. The sound that they hear
is really the wind rushing past
their helmet.”

On top of learning a new set of
cues, they’re also adapting to a
new style of driving. After all, For-
mula E drivers must keep in mind
that their batteries aren’t guaran-

teed to get them to the finish line.
The cars can run for about 25

minutes in race conditions, de-
pending on the power level. That
means the drivers will have to
switch cars halfway through, be-
cause the technology to replace or
recharge a battery midrace hasn’t

been perfected yet. Which creates
pit stops with drivers scrambling
out of one single-seater, hopping
to another, and having mechanics
buckle them in.

“It’s about going as fast as you
can within the energy you’ve been
given,” Mr. Filippi said. “It takes a
lot of spare mental capacity.”

The drivers have only had five
days of track testing, as they
teach themselves how to extract
maximum performance from their
cars. They tweak torque and
power settings at practically every
corner.

“I’m not fully ready,” said An-
dretti driver Franck Montagny. “I
was thinking that at the end of
the year, I will still be learning.”

Race fanatics might be too. Be-
cause the circuit here operates un-
der noise restrictions, signs
around the garages on test day in-
formed everyone that the limit
would be 98 decibels, roughly the
volume of a passing subway train.
It wasn’t going to be an issue.

“For the average fan who
comes to one or two events year,
you’re not going to get that raw
emotion,” said Mr. Griffiths,
whose background is in IndyCar.
“But working around it every day,
it’s quite pleasant.”

BY JOSHUA ROBINSON
Castle Donington, England

Online>>
See a video about the quiet Formula
E race cars at WSj.com/OffTheWall.

Formula E’s new fully electric race car, the Spark-Renault SRT_01E, during a press event in January in Las Vegas.
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Putin Floats Ukraine Peace Plan
Poroshenko Offers
Some Support,
But Details Differ

MOSCOW—Russian Presi-
dent Vladimir Putin said he
and his Ukrainian counterpart
were closing in on a cease-fire
plan for eastern Ukraine, with
Moscow proposing an end to
the rebel offensive as well as a
pullback of government
troops—something that could
be tough for Kiev to swallow.

In his own statements,
Ukrainian President Petro Po-
roshenko said he “supported
Russia’s readiness to imple-
ment a joint plan for peaceful
resolution” of the crisis, and
that he hoped talks with sepa-
ratists set for Friday will lead
to the start of a peace process.

He didn’t directly address
Mr. Putin’s proposal for a pull-
back of Ukrainian forces. That
would be a major concession
for Mr. Poroshenko, who has
consistently called the sepa-
ratists “terrorists” and vowed
to root them out from territo-
ries they control.

But he has found his
choices limited after his mili-
tary suffered a major reversal
on the battlefield, following
what Kiev and the West say
was an influx of Russian

troops and weapons. His ap-
peals for Western military aid
were met coolly. Moscow has
denied sending any men or
materiel into Ukraine.

“Peace is our first task,”
Mr. Poroshenko said. “Today
at 5 a.m. I spoke to President
Putin about how we can stop
these horrific processes. It

can’t be denied that people
must stop dying.”

Mr. Putin said: “Our
views…on paths to resolve the
conflict are very close,” add-

ing that he drafted his seven-
Please turn to page 4

BY GREGORY L. WHITE PARIS—France threatened
to halt the controversial de-
livery of a warship to Russia,
due next month, arguing that
the Kremlin’s support of
breakaway forces in eastern
Ukraine threatened peace in
Europe.

Despite a possible cease-
fire in Ukraine, “the condi-
tions that would allow France
to authorize the delivery of
the first Mistral-class ship
aren’t met as of now,” the of-
fice of President François Hol-
lande said in a statement.

Russia shrugged off
France’s decision. “The De-
fense Ministry doesn’t see a
particular tragedy in this,”
Russian Deputy Defense Min-
ister Yuri Borisov told the of-
ficial Tass news agency. “But
it is, of course, unpleasant
and puts a certain tension in
the interactions with our
French partners.”

France, which has come
under pressure from its West-

Please turn to page 4

U.S. President Barack Obama greets children Wednesday in Tallinn, Estonia, where he sought to reaffirm support for North Atlantic
Treaty Organization allies on Russia’s border before heading to a summit of NATO leaders in Wales starting Thursday. Article on page 4

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

Im
ag
es

AstraZeneca Targeted
U.S. to Fend Off Pfizer

WASHINGTON—U.K. phar-
maceutical giant AstraZeneca
PLC pulled out all the stops to
fend off a hostile takeover
from Pfizer Inc. earlier this
year, refusing to release cer-
tain financial statements and
stirring up opposition from
British politicians.

Behind the scenes, the
company also targeted Wash-
ington. AstraZeneca hired
Wall Street advisers with
close ties to the Obama ad-
ministration: Thomas Nides of
Morgan Stanley and Roger
Altman of Evercore Partners.
Messrs. Nides and Altman
made previously undisclosed
calls in May, people familiar
with the calls said, telling se-

nior administration officials
they should clamp down on a
merger technique, known as a
corporate inversion, that
Pfizer wanted to use to make
its proposed deal more lucra-
tive.

Several weeks after the
calls were placed, Pfizer ran
out of time to court AstraZen-
eca, and backed down.

In an inversion, a U.S.
company acquires a foreign
firm, then reincorporates its
headquarters overseas into a
lower-tax jurisdiction. This al-
lows the U.S. company to
make a variety of tax-reduc-
ing steps, including loading
up the U.S. unit with debt and
shifting profit overseas. In-
versions have taken place for
years, but a flurry of deals

has come in the past year.
Though Pfizer faltered for

other reasons, the concerns
raised by Messrs. Altman,
Nides, and a number of other
executives were among the
factors that led the Obama
administration to fight the in-
version trend that has swept
through the mergers-and-ac-
quisitions world this year, a
senior administration official
said.

Within a matter of weeks
this summer, the Obama ad-
ministration went from being
a mostly passive objector to
the architect of still-undis-
closed policies aimed at cur-
tailing the tax benefits of such
deals. Administration officials
described a crescendo of calls

Please turn to page 18
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Investors Should Fear Fed’s Rate Shadow
The impact of rising U.S.

interest rates on financial
markets could be harsher, and
come sooner, than investors
are ready for.

The Federal Reserve looks
poised to start raising rates
by the middle of next year.
The European Central Bank,
by contrast, has recently
stepped up its stimulative ef-
forts and may announce a
quantitative-easing program
as soon as its meeting on
Thursday.

A quick glance at history
suggests there is little to
worry about from a Fed move.
Economists polled by The
Wall Street Journal forecast
the Fed’s target range for the
federal-funds rate, set at zero
to 0.25% since December
2008, will have risen to
around 2% by the middle of
2016. It would be a similar
pace to the first year of the
rate increases the Fed started
in mid-2004, and which the
stock and bond markets
weathered easily.

But after all the Fed has
done to boost the economy,
rate increases could have a
much more pronounced effect
than in past tightening cam-
paigns.

In its efforts to revive the

economy after the financial
crisis, the Fed came face-to-
face with the zero lower
bound on interest rates. Put
simply, because investors can
always turn to cash and get
zero interest, short-term rates
can’t in practice go more than
a tiny bit negative, as they are
in Germany now.

So after it lowered its tar-
get close to zero, the Fed
turned to two new tools to
stimulate the economy.

One was bond-purchase
programs, the last of which
will end next month. Another
was forward guidance—its
promise to keep rates low for
a very long time.

But with the fed-funds rate
stuck near zero, it has been
difficult for economists to
gauge just how stimulative
the Fed’s new policies have
been.

Jing Cynthia Wu, an econ-
omist at the University of Chi-
cago Booth School of Busi-
ness, and Fan Dora Xia, a
newly minted Ph.D. now
working at Bank of America
Merrill Lynch, came up with a
possible solution: a so-called
shadow fed-funds rate.

This looks to show what
the fed funds rate would look
like if investors didn’t have

recourse to cash, and could
therefore slip meaningfully
below zero. To construct it,
the two economists looked at
where the rates of longer-
term Treasurys implied the
fed-funds rate would be.

Through the end of 2008,
when the Fed confronted the
zero lower bound, the shadow
rate essentially mimics the ef-
fective fed-funds rate. Then,
as the Fed employed its new
tools, it went deeply negative
and, Ms. Wu and Ms. Xia
found, did a much better job
at explaining what happened
to the economy than the fed-

funds rate did. As of July, the
shadow rate was negative
2.8%.

As the date of the Fed’s
first rate increase approaches,
longer-term interest rates
should begin to adjust, bring-
ing the shadow rate back in
line with the fed-funds rate.
So if the Fed were to, say,
raise its target range to 0.25%
to 0.5% at its June meeting
next year, that would entail a
three-percentage-point in-
crease in the shadow rate in
less than a year.

That would exceed the
pace of tightening seen in

1994, which was less than
kind to the stock and, espe-
cially, bond markets.

Moreover, points out Wil-
liam Sterling, chief invest-
ment officer of investment
management firm Trilogy
Global Advisors, the bulk of
the increase in the shadow
rate would occur before the
Fed raised its target.

In other words, investors
waiting for the Fed to make
its move may end up waiting
too long.

Of course, it isn’t clear
that a move higher in the
shadow rate would have the
same effect as an increase in
the fed-funds rate. But given
it appears to have some ex-
planatory power for how the
economy has performed since
the Fed reached the zero
lower bound, investors should
probably heed it.

Perhaps the Fed should,
too. The large gap the shadow
rate must traverse before it
gets to zero amounts to an ar-
gument for the central bank
being clearer sooner about
when its rate-rise countdown
is beginning. And it must be
prepared to adjust the timing
of its move if this casts a
shadow over the economy.

—Justin Lahart

China Builds Shaky Floor for Oil
China’s secretive effort to

build a strategic petroleum
reserve has given oil bulls
comfort that the underpin-
nings for global oil prices are
strong. Yet in the near term,
there are reasons to believe
this mysterious hoard won’t
offer much support.

The world’s second-largest
consumer of oil after the U.S.
began building its strategic
reserves a decade ago and re-
cently stepped up construc-
tion of storage facilities.
China aims by 2020 to squir-
rel away 100 days of net im-
ports, according to state me-
dia. At current rates of
imports, that would mean 600
million barrels of crude oil at
least. Analyst estimates of
how much China has managed
to fill so far vary hugely,
ranging between 120 million
and 260 million barrels.

Beijing doesn’t divulge de-
tails regularly on the pro-
gram, which is thought to buy
oil when the price dips. If
China’s strategic reserve is an
opportunistic buyer, that
could partly explain why oil
has rarely dipped below $100
a barrel since 2010. Recently,
it seemed the amounts pur-
chased were large enough to
act as a floor on what the
world pays for crude.

Excitement about the stra-
tegic reserve built during the
second quarter, when the In-
ternational Energy Agency
calculated that the program
soaked up oil roughly equiva-
lent to 12% of Chinese im-

ports. China imports and do-
mestically extracts more
crude than its refineries actu-
ally process into diesel or gas-
oline. This difference helps
the IEA estimate what flows
into storage.

The trouble is that short-
term oil bulls can’t bank on
the buying spree to continue.
China might not build the
space fast enough to store the
oil just yet. Amrita Sen at
London-based Energy Aspects
estimates from local media
sources that few new storage
facilities are coming on line
this year. More storage will
have to wait until next year,
and another chunk will be
available only at the decade’s
end.

Another factor is China’s
refining industry, which is
where most of the imported
crude goes for processing into

products, some of which
might then be re-exported.
China’s oil giants are slashing
the new refining capacity they
had planned for next year, ac-
cording to Citigroup, which
will moderate the demand for
imported crude. That takes
pressure off authorities to
build up the strategic reserves
in the near term.

In the long term, China
will still buy crude to meet its
strategic-reserve target, per-
haps even increasing the tar-
get if it fears instability in the
Middle East. And it will be
doing this while the U.S.,
whose own strategic reserve
inspired China’s in the first
place, relies less on imports.
At least investors can rely on
the insecurities of one big oil
consumer to put a limit on
how low crude can go.

—Abheek Bhattacharya

Shored Up
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Has the war been won?
Central banks are worried
about economic slack, partic-
ularly in labor markets. But
James Carrick, an econo-
mist at Legal & General In-
vestment Management,
thinks they are misinterpret-
ing events. Deflation, he
says, has been defeated.

Indeed, L&G’s model
points to a 90% chance that
global inflation is on a rising
trend into 2015. The biggest
factor is tighter labor mar-
kets as measured by the dif-
ficulty firms are having in
finding staff. Indeed, the pro-
portion of global firms re-
porting recruitment difficul-
ties now is as high as it was
in 2006, L&G says. That
points to a structural rise in
unemployment—with skill or
geographical mismatches
contributing—rather than a
cyclical issue.

The pressures are great-
est in the U.S. and U.K. But
even in the eurozone, core
inflation looks to have bot-
tomed out, Mr. Carrick says.
The BOE and Fed have
started to take baby steps
toward tightening. If L&G’s
model is right, they might
need longer strides soon.

OVERHEARD

Risks in U.K. Go Beyond
Scottish Independence

U.K. markets got a rude
awakening this week. A sharp
rise in the polls for support for
Scottish independence led ster-
ling to fall nearly 1.5 cents
against the dollar on Tuesday
and created extra volatility. The
political risks in the U.K. go be-
yond the Sept. 18 vote, how-
ever.

Clearly, the near-term focus
will be on Scotland, and ster-
ling seems likely to be the main
vehicle for speculation about
the chances of independence.
Tuesday’s move apart, the
pound has mainly tracked
short-term interest-rate differ-
entials with the eurozone and
the U.S., Société Générale notes.

That suggests that there is
still ample room for a political
risk premium to be priced in,
pushing sterling lower.

And while measures of vola-
tility rose, they are rising from
historically low levels, implying
that protecting against a spike
in market turmoil via the op-
tions market may yet be a good
strategy.

Gilts should be less affected
in the short term because the
U.K. Treasury has guaranteed
all outstanding debt. But
greater uncertainty still argues
for a steeper curve and a wider
yield spread against German
Bunds.

That would simply extend a

trade already being powered by
differing expectations for mon-
etary policy in the eurozone
and the U.K. A vote for inde-
pendence could cause the Bank
of England to delay tightening
policy.

Set against that, the latest
data show that U.K. growth has
been stronger than the BOE
thought and economic surveys
continue to produce strong re-
sults, raising the chance of a
rate increase sooner than later.
The fall in sterling itself could
also add to pressures for rates
to rise.

Even if Scotland votes “no”
and remains in the U.K., that is
far from the end of the story. A
general election is due next
year, and the outcome is likely
to have consequences for the
U.K.’s relationship with Europe.
The Scottish referendum cam-
paign has shown that arguing
for the status quo can be a dif-
ficult task: If Scotland were to
vote for independence, then in-
vestors might well grow more
skeptical of polls showing sup-
port for continued membership
in the European Union. That
could have far-reaching reper-
cussions.

A “no” vote would shift in-
vestors’ attention back to the
BOE. But it won’t be long be-
fore politics comes back into
sharp focus for U.K. markets.

—Richard Barley

Chart of Darkness
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