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News
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ber is selling its Chi-

nese unit to Didi and
taking a 20% stake in the
ride-hailing rival, making it
the latest U.S. firm to fail to
conquer China. Al, B3

# Tesla agreed to buy So-
larCity for $2.6 billion, the
next step in Musk’s plan to
merge his electric-car and
solar energy firms. Al, Bl

4 The IPO market in the
U.S. has been the slowest
this year since 2009 as firms
opt for private deals. Bl

4 Corporate investors are
starting to shy away from
Poland due to new taxes
and political uncertainty. Bl

4 Pro-Brexit economists,
breaking with the consen-
sus, see opportunities in
Britain’s exit from the EU. B5

# U.S. oil prices are poised
to enter a bear market amid
lower Saudi prices and
signs of strong supply. B5

4 Heineken posted a stron-
ger-than-expected profit but
warned weakness in Africa
may weigh on earnings. B4

# MUFG said net slid 32%
as negative rates hurt the
Japanese bank’s results. B8

@ Google’s parent and Glaxo
have teamed up to develop
bioelectronic treatments. B4
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# A diplomatic rift be-
tween Germany and Turkey
deepened after Erdogan was
banned from addressing
supporters by video. Al

4 Turkey pressed Pakistan
to close schools allegedly
linked to a cleric Ankara
blames for the coup. A4

# Turkish authorities said
they captured 11 comman-
dos who tried to kidnap Er-
dogan during the coup. A4

4 Future Olympics are un-
likely to be held in cities that
show signs of instability, sev-
eral IOC members said. Al

# Syria and Russia are
bombing Aleppo’s infra-
structure in a bid to force
rebels and residents in be-
sieged areas to surrender. A3
@ Syrian rebels downed a
Russian helicopter, killing
all five crew members and
officers on board. A3

4 The U.S. conducted air-
strikes against Islamic
State’s stronghold in Libya
for the first time. A3

4 Sen. McCain, an ex-POW,
blasted Trump over his fight
with the parents of a Muslim
U.S. soldier killed in Iraq. A7

4 An FBI employee pleaded
guilty to sending sensitive
U.S. information to China. A7
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Ride-hailing behemoth
sells local unit to Didi,
highlighting U.S. firms’
challenges in China

By Eva Dou

BEIJING—Uber Technolo-
gies Co. tried harder than per-
haps any other American in-
ternet firm to build a truly
Chinese company that could
win in China. In the end, it

wasn’t enough.

After almost three years,
Uber agreed to sell its China
business to its rival, Didi
Chuxing Technology Co., the
Chinese company announced
Monday. As part of the deal,
Uber and investors in
UberChina will take a 20%
stake in Didi, turning Uber
into Didi’s largest shareholder.

Despite launching private
ride-sharing services in China
a full year before Didi, Uber
has been outmaneuvered by

the homegrown player, which
added localized features,
landed powerful investors
and wooed local regulators
and press.

Uber isn’t the first Ameri-
can internet company to fail
to conquer China. In fact, no
U.S. internet company has.
Google Inc., Facebook Inc.
and Twitter Inc. have come
up against the deal breaker
barrier of Chinese censorship.
U.S. tech giants from Apple
Inc. to Microsoft Corp. have

felt a sales chill in China
amid Beijing’s growing focus
on using “secure” domestic
equipment.

Even the least politically
sensitive tech companies—like
Yahoo Inc., eBay Inc., Ama-
zon.com Inc., and now Uber—
have stumbled as Chinese ri-
vals adapt more quickly to the
preferences of the Chinese
consumer.

“So far we haven’t seen a
foreign internet company that
has made it big in China,” said

Andrew Teoh, managing part-
ner of Ameba Capital, an early
investor in Didi.

It was likely no coincidence
that Uber Chief Executive Tra-
vis Kalanick’s decision came
on the heels of China’s new
ride-hailing regulations, which
were announced last week but

Please see UBER page A2
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Syrian Rebels Bring Down Russian Helicopter

L 1
WRECKAGE: Five crew members and officers were killed when a helicopter was shot down in Idlib, near Aleppo province’s southern border. A3

Turkish Tensions With EU Grow

By RuTH BENDER

BERLIN—A diplomatic rift
sparked by Germany’s han-
dling of a Turkish demon-
stration deepened on Mon-
day, the latest sign of
worsening relations between
Turkey and the European
Union since the failed Turk-
ish coup in July.

The government in Ankara
summoned a senior German
diplomat Monday afternoon
to explain why the country’s
top court had barred Turkish
President Recep Tayyip Erdo-
gan from addressing by video

a crowd of around 40,000 of
his supporters in the German
city of Cologne the day be-
fore.

Citing the risk of unrest at
the rally, German police had
decided not to let Mr. Erdo-
gan appear via a live link.
German courts upheld the de-
cision over the weekend after
protest organizers challenged
it, prompting Turkey’s EU Af-
fairs Minister Omer Celik to
describe the ruling as “utter
backsliding in freedom of
speech and democracy.”

The growing tensions be-
tween two major players in

Europe’s migrant crisis re-
flect the high stakes for the
EU as it struggles to strike a
balance between condemning
Mr. Erdogan’s postcoup
crackdown and maintaining
good relations with a critical
partner in grappling with ter-
rorism and migration.
Turkish and German politi-
cians have since traded accu-
sations of bias and blackmail
via television and social me-
dia, displaying the height-
ened mistrust between the
countries over what Mr. Er-
dogan’s European critics see
as autocratic repression in

Turkey—and his Turkish sup-
porters see as unfair criti-
cism of their country.

“This is the lowest point
I've ever seen in German-
Turkish relations,” said Burak
Copur, a political scientist
and scholar of German-Turk-
ish relations at the Univer-
sity of Duisburg-Essen. “And
therefore we are also heading
towards a clash between the

Please see TENSION page A4

Rio Sours
10C on
Developing
World as

(Games Site

By MATTHEW FUTTERMAN
AnD WiLL CONNORS

Several prominent members
of the International Olympic
Committee said the difficulty
getting Rio de Janeiro ready
for the Summer Games likely
means the organization will
shy away from again holding
the world’s biggest sporting
event in cities that exhibit any
signs of instability.

The comments, among the
strongest yet by IOC officials
about their frustration with
Rio’s preparations, show the
organization backing away
from a previous goal of open-
ing up the Games to a broader
selection of cities.

Rio, the first South Ameri-
can city to host the event, was
supposed to mark the dawn of
a new, more adventurous era
for the IOC. It is instead shap-
ing up as a cautionary tale
about how volatile conditions
can be in developing coun-
tries. Ambitions to hold the
Olympics in Africa or India ap-
pear shelved indefinitely, ac-
cording to I0C members and
people who work closely with
the organization.

“Rio has been the biggest
challenge we have ever faced,”
said Gerhard Heiberg, a long-
time IOC member from Nor-
way, who headed the 1994
Winter Games in Lillehammer.
“Maybe we will spend some

Please see I0C page A6
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By ALEXANDRA WEXLER

ENTABENI SAFARI CON-
SERVANCY, South Africa—In
the pink post-dawn light,
nearly 300 runners stretched
and limbered up,
some nervously -
chattering, some fo- |
cusing silently on
the task ahead—
running 26.2 miles
in a game reserve
filled with the five
most-difficult Afri-
can species to hunt:
rhinoceros, leopard,
buffalo, elephant
and lion. KR

“Guys, when you see a
ranger with a rifle, that means
that something could be quite
close by,” J.P. Meyer, the jovial
and khaki-clad general man-
ager at Honeyguide Ranger
Camp, said during a briefing
the day before the 12th run-
ning of the Big Five Marathon

African Marathon Has
A Tendency to Get Hairy

Safari park course offers bragging rights,
wildebeest detours

in June. “If our rangers do tell
you, ‘Please, get on the vehi-
cle, there’s a reason for it.
Something brown and furry is
joining the marathon.”

It wasn’t an idle threat.
Later that night, a
-4 lioness killed a wil-
Ty debeest on a section
of the runners’
route, forcing orga-
nizers to scramble
and reroute 1.5
- miles of the course.

South  Africa’s
Big Five Marathon
is part of a fast-ex-
panding pantheon
. of ultra-endurance
races that include marathons
along the Great Wall of China,
in Antarctica and along Peru’s
Inca Trail.

As long-distance running
has exploded in popularity,
runners and companies that
organize races have been

Please see RUN page A6

Trump
Draws
Fresh
Rebuke

WAR OF WORDS:
Sen. John McCain, a
former prisoner of
war, sharply
criticized Donald
Trump, left, Monday
over the Republican
presidential
nominee’s public
tangle with Khizr
Khan, right, the
father of a Muslim
U.S. Army captain
killed in Iraq. A2, A7
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Tesla to Buy SolarCity for $2.6 Billion

By MIKE RAMSEY
AND CASSANDRA SWEET

Tesla Motors Inc. on Mon-
day said it had reached a
deal to buy SolarCity Corp.
for less than the price it
originally proposed, as Elon
Musk takes the next step for-
ward with his plan to com-
bine his electric-car and so-

lar-energy companies.

The all-stock deal values
SolarCity at about $2.6 bil-
lion, with SolarCity stock-
holders receiving 0.11 share
of Tesla for each share of So-
larCity, valuing them at
$25.83 apiece, according to
Friday’s closing prices.

That is below the original
range of $26.50 to $28.50

per SolarCity share that
Tesla had proposed in June.
Mr. Musk said Monday he
wasn’t involved in the deci-
sion making about the valua-
tion of the purchase.
If it is approved by share-
Please see TESLA page A2

@ Heard on the Street: A big
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Trump’s Challenge:

.-

CAPITAL JOURNAL
GERALD F. SEIB
V s/ spinning out of
their conventions,
and the general-election
campaign now essentially in
full swing, one megaques-
tion hovers over the whole
affair: Will enough Ameri-
cans get comfortable with
the idea of
Donald
Trump as
president?

If they
do, the pres-
idential race
likely will be a close one—
and one he could well win.
Mr. Trump does, after all,
have two enormous assets:
He is seen as the agent of
change in a year in which
change is desired, and he is
thought to be better able to
handle the economy. If you
want to score well on two
fronts this year, those are
the ones you want.

On the other hand, if
Americans can’t see a man
so brash, unpredictable and,
to some, downright scary as
their president, Mr. Trump
would hit a ceiling at some
point and won’t be able to
rise further. Hillary Clinton
would win.

Both campaigns essen-
tially acknowledge that this
is the question of the fall.
Paul Manafort, the Trump
campaign manager, spoke
about it openly during the
Republican convention in
Cleveland.

Mr. Manafort is a veteran
who has seen just about all

ith both parties
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Republican presidential nominee Donald Trump after his speech in Colorado Springs, Colo., on Friday.

there is to see in politics. He
compares this election to
the 1980 race when Ronald
Reagan, for whom he
worked, won as an outsider.
In that race, many Ameri-
cans had a hard time em-
bracing the former actor, de-
rided by some as
intellectually unfit and too
dangerous on national secu-
rity, as a potential president.
But Americans were fed
up with a status quo that
had produced rampant infla-
tion, gas lines and humilia-
tion at the hands of Iranian
students holding American
diplomats hostage in Teh-
ran. They wanted change;
the question was whether
they could find Mr. Reagan a

safe choice as change agent.

It took many voters until
the last presidential debate,
just a week before the elec-
tion, to decide Mr. Reagan
was a plausible president.
When they did, the election
swung his way decisively.

“So just like with Reagan,
I believe that once Donald
Trump is accepted by the
American people as some-
body who can be president,
I think the race is over,” Mr.
Manafort said at a
Bloomberg breakfast last
week. “When that will be, I
don’t know. We’ve got to do
our job.”

But it’s far from clear
that the Reagan parallel
holds up. For starters, Mr.

Reagan was by 1980 a sea-
soned politician with signifi-
cant government experience.
He had been governor of
California, the nation’s larg-
est state, for eight years,
and had run a full-bore pres-
idential campaign once be-

fore, in 1976.
I quite the risky outside
option that Mr. Trump
presents this year. He was a
maverick, but one with more
experience and with whom
voters had more time to get
comfortable.

There’s also this differ-
ence: Mr. Reagan was well-
liked personally. Negative
feelings toward Mr. Trump

n other words, he wasn’t

-

y s

-

personally have been well
chronicled by this point, of
course. In the latest Wall
Street Journal/NBC News
poll, for example, 60% of
those surveyed held nega-
tive feelings about Mr.
Trump personally, while just
27% had positive ones.

By contrast, the Gallup
organization earlier this
year researched feelings to-
ward Mr. Reagan during the
1980 campaign and found
the opposite: “In general,
these data show that Reagan
enjoyed mostly positive net
favorable reviews through-
out 1980,” Gallup found.

In a Gallup poll in Janu-
ary 1980, for example, Mr.
Reagan had a 60% favorable

JOE MAHONEY/GETTY IMAGES

lausibility Test

rating. And on Gallup’s 10-
point scale of measuring
personal favorability, 70%
of Americans viewed him
positively that May and

that August.

M paign knows she
confronts her own

formidable challenges on the

likability and trustworthi-

ness front, of course.

But while the Clinton
camp wants to make people
comfortable with the idea
of her as president—which
explains the many conven-
tion testimonials to her re-
liability as well as the
highly personal presenta-
tions by her husband and
daughter—the Democrats
are at least as intent on
making sure the idea of a
Trump presidency doesn’t
settle in comfortably with
swing voters. In fact, they
want the vision to be seen
as a frightening one.

“He loses his cool at the
slightest provocation,”
Mrs. Clinton argued in her
acceptance speech last
week in Philadelphia.
“When he’s gotten a tough
question from a reporter.
When he’s challenged in a
debate. When he sees a pro-
tester at a rally. Imagine
him in the Oval Office fac-
ing a real crisis.”

She even reached back to
the Reagan precedent, but in
a quite different way. Refer-
ring to Mr. Reagan’s trade-
mark upbeat motto, she said
Mr. Trump has “taken the
Republican Party a long way,
from ‘morning in America’
to midnight in America.”

There is a lot of ground
to cover in the next three
months. Yet the first and
maybe final issue is the
most basic one: Will Mr.
Trump pass the plausibility
test?

rs. Clinton’s cam-

UBER

Continued from Page One

had been in the works for two
years and were known to com-
panies in the industry in ad-
vance. The guidelines officially
legalized the industry, but
gave an edge to the player
with the largest user base.
That was Didi, which is backed
by Apple as well as Chinese
internet giants Alibaba Group
Holding Ltd. and Tencent
Holdings Ltd.

The rules forbid companies
to operate ride-hailing ser-
vices below cost, putting an
end to ruinous subsidy wars
but making it difficult for
UberChina, with its smaller
scale, to match Didi on price.
The guidelines also require
companies to implement
stricter driver oversight and
incur other overhead ex-
penses, measures likely to be
less costly per ride the larger
the user base.

Didi and Uber disagree on
their China market share, but
most third-party researchers
put Didi significantly ahead.

According to one research
firm, Analysys International,
Didi had 42.1 million active
users in May while UberChina
had 10.1 million.

Didi said it would maintain
the Uber service and brand
separately in China. A similar
promise was made after the
merger of Didi Dache and
Kuaidi Dache in 2015 to form
Didi Chuxing, with the smaller
Kuaidi product subsequently
marginalized.

Uber’s efforts in China are
reminiscent of companies like
eBay Inc. and Groupon Inc.,
which also struggled against
faster-moving local rivals
more attuned to the Chinese
consumer.

“We were a young Ameri-
can business entering a coun-
try where most U.S. internet
companies had failed to crack
the code,” Mr. Kalanick said in
a statement.

For American companies,
growing challenges loom. A
survey released in January by
the American Chamber of
Commerce in China found that
only 64%—the lowest level in
five years—were profitable in
2015. Nearly a third of the U.S.

Ride Funding

Didi Chuxing and rival Uber have together raised over

$20 billion in equity funding

M Valuation
Uber
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Baidu, Google Ventures, Microsoft, Times of India’s

Times Internet
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companies surveyed weren’t
planning to expand their in-
vestment in China, a higher
percentage than during the
global financial crisis of
2008-09.

In July 2014, Mr. Kalanick
offered to acquire Didi, say-
ing that he would conquer
China one way or the other,
recalled Didi Chief Executive
Cheng Wei in a 2015 inter-
view. Mr. Cheng said he had

Alibaba, Apple, Tencent,
several Chinese banks
and insurance firms

THE WALL STREET JOURNAL.

refused, saying, “There will
be a day when we will sur-
pass you.”

An Uber spokeswoman con-
firmed the meeting at the
time but said Uber executives
remembered it differently.

Didi began in 2012 as an
app to help Chinese taxi driv-
ers find passengers. Although
the service didn’t make money
for Didi, it helped the com-
pany amass loyal users. By the

Fare Fight | The

@ 2013 Uber enters China.

@ February 2014 Uber launches
in Shanghai before rolling out
services elsewhere in China to
compete with Tencent-backed
Didi Dache—Chinese for ‘Honk
Honk, Catch a Cab’—and
Alibaba-backed Kuaidi Dache.

4 July 2014 Uber’s CEO offers to
invest in Didi, saying Uber will
conquer China. Didi refuses to sell.

¢ December 2014 Internet giant
Baidu agrees to invest in Uber.

4 2015 Didi and Kuaidi merge.

time Didi launched an Uber-
like ride-sharing service in
2014, it had more than 100
million registered users and
drivers.

Didi’s status as the local
champion helped it best Uber
both in relations with local
governments and in the media.

UberChina found its ac-
counts on China’s leading
messaging app, WeChat, re-
peatedly shut down, hobbling

Uber-Didi battle

Subsidies to Chinese drivers
and riders reach a peak.

4 May 2016 Apple announces it
will bet $1 billion on Didi.

4 June 2016 Didi says it has
raised $7.3 billion in its latest
fundraising effort.

@ July 2016 China issues ride-
hailing regulations that rule out
the fierce subsidy battles

fought between Uber and Didi.

# August 2016 Didi reaches
deal to acquire Uber’s China
operations.

its attempts to promote its
services to regular consumers.
WeChat is owned by Tencent,
a Didi investor. Tencent has
declined to comment.

Uber’s nearly 20% stake in
Didi will also likely prove a
good investment. Didi is
China’s No. 2 most valuable
startup and is increasingly
called a fourth Chinese inter-
net giant alongside Alibaba,
Tencent and Baidu Inc.

TESLA

Continued from Page One
holders, the deal would dou-
ble Tesla’s workforce to
nearly 30,000 employees and
create a unique combination
of solar, power storage and
transportation, which Tesla
says would be the world’s
only integrated sustainable
energy company.

The new company also
would tie together two
money-losing entities, depen-
dent on borrowing from the
market, adding potential risk
along with opportunity.

Mr. Musk, who owns more
than 20% of both companies
and is the largest share-
holder in both, plans to vote
his shares in proportion to
the voting by the companies’
publicly held shares.

He said earlier in July that
he expects two-thirds of
shareholders to approve the
deal, which the companies
expect will close in the
fourth quarter.

“It’s really all part of solv-
ing the sustainable energy
problem,” Mr. Musk said dur-
ing a conference call with an-
alysts to discuss the deal.
“That’s why we are all doing
this, to accelerate the advent
of a sustainable energy
world.”

Some analysts were skep-
tical of the deal’s value for
Tesla, saying that buying an
unprofitable solar company
may not be the best financial
move for Tesla, which up to
now has primarily been an
auto maker.

“It’s a bailout,” said Jesse
Pichel, an investment banker
at Roth Capital Partners,
adding, “SolarCity has had a
hard time raising money.
Tesla solves that problem.”

Some in the solar industry,
meanwhile, view the deal as
a bargain for Mr. Musk, not-
ing that SolarCity’s stock is
down nearly 60% from the

start of the year.

“It’s how big fortunes are
made,” said Lynn Jurich,
chief executive of rival Sun-
run Inc. “People who are
willing to bet big and have a
vision will be rewarded.”

SolarCity is the largest
player in the U.S. residential
solar market, with a nearly
32% share of the market as
of the first quarter of this
year, according to GTM Re-
search.

Vivint Solar Inc. was sec-
ond with a 9% share and Sun-
run was third with nearly 7%.

SolarCity Chief Executive
Lyndon Rive, a cousin of Mr.

Tesla Chairman Elon Musk, who holds the same post at SolarCity.
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Musk, said Monday that the
deal would accelerate the de-
velopment of clean energy.

The company aims to offer
Tesla batteries with rooftop
solar panels as a standard
package for many of its cus-
tomers in the next three to
five years, Mr. Rive said.

Mr. Musk in June pro-
posed pairing the companies
that he backs as a means to
vertically integrate his bat-
tery-storage business at
Tesla with the solar-panel
company.

A joint company would
recognize $150 million or
more in cost savings in the
first full year after closing
the transaction, he said.

The biggest area of cost
savings may come from low-
ering SolarCity’s cost to ob-
tain customers by leveraging
Tesla’s strong brand recogni-
tion and retail store loca-
tions.

The solar company’s cost
to acquire new customers
rose 80% in the first quarter
from the previous quarter,
and is more than 30% of the
overall cost of installing a
home solar panel system.

“I think $150 million is
conservative,” Mr. Musk said.
“I think we will significantly
exceed that in the first year.”

For Tesla, SolarCity brings
teams of installers across
more than a dozen states,

which will be able to install
electric-car chargers, sepa-
rately or together with pan-
els and batteries, the compa-
nies said.

Under the proposed terms,
SolarCity now has a 45-day
period to seek better offers,
and Tesla had one more op-
portunity to sweeten its of-
fer if SolarCity obtains a
higher bid.

If SolarCity does accept a
better deal during the 45
days, the company would pay
Tesla a $26.1 million breakup
fee.

A special committee of So-
larCity board members ana-
lyzed the offer, compared it
to various alternatives and
decided the deal “is the best

CORRECTIONS &3
AMPLIFICATIONS

The Chinese consortium
buying some subsidiaries of
Caesars Interactive Entertain-
ment, an Israeli games busi-
ness, consists of more than a
dozen investors. A Business
News article Monday about
the deal incorrectly said the
consortium consists of 11 in-
vestors.

Readers can alert The Wall Street
Journal to any errors in news articles
by emailing wsjcontact@wsj.com.

outcome for SolarCity share-
holders, compared with other
outcomes,” a person who
helped advise the committee

said Monday.
—Anne Steele contributed
to this article.
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Aleppo Conditions Worsen Amid Siege
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Opposition officials
and aid workers said
Syriaand Russiaaimto
force quick surrender

By RAJA ABDULRAHIM

The Syrian regime and its
Russian allies are heavily bom-
barding hospitals, markets,
utilities and aid warehouses in
the besieged, rebel-controlled
half of Aleppo, according to
opposition officials and aid
workers who said it was a con-
certed effort to force the reb-
els to surrender quickly.

The regime succeeded last
month in encircling and cut-
ting off the rebel-held eastern
side of Aleppo after more than
two years of attempts. The
bombardment of infrastructure
since has led to deteriorating
humanitarian conditions for an
estimated 300,000 people un-
der siege, the officials and aid
workers said.

Food supplies in the city are
expected to last for only a few
more weeks, according to the
United Nations and aid agen-
cies.

“What is happening is to
break the will of the opposi-
tion,” said Muhammad al-Zein,
an administrator with the
medical council overseeing
hospitals in the rebel-held part
of Aleppo. “The warplanes are
not striking the headquarters
of [rebel] factions. They are
targeting the infrastructure in

A man riding a bicycle past burning tires on Monday in Aleppo, which has been encircled by the Syrian regime since last month.

order to create a feeling of de-
feat and surrender.”

Russian warplanes don't
strike civilian targets, said Lt.
Gen. Sergei Rutskoi, a top gen-
eral overseeing Russian opera-
tions in Syria. He said seven
channels had been opened up
around Aleppo to allow people
to flee, and added that Russian
soldiers have delivered food
products and medical supplies.

Opposition officials and lo-
cal aid workers said no human-
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itarian corridors have been
opened to allow civilians to
leave the rebel-held portion of
Aleppo.

Syrian President Bashar al-
Assad said in a July interview
with Cuban state media, “Our
army has been advancing in
Aleppo and the suburbs of
Aleppo in order to encircle the
terrorists,” a term the regime
uses for the opposition
broadly.

The Syrian regime believes

that whichever side controls
Aleppo has won the war, ac-
cording to a source within the
Shiite alliance fighting in Syria,
which includes Iran, Hezbollah
and the Syrian government.

With Aleppo now besieged,
morale among rebel fighters
will fall and ultimately lead to
opposition fighters agreeing to
a deal allowing the Syrian re-
gime to regain control of the
city, the source said.

Before the war, Aleppo was

Syria’s commercial capital and
largest city, but since 2012 it
has been divided between
rebel and regime control.

On Sunday, in an attempt to
break the siege, numerous
rebel factions launched an on-
going offensive against regime
forces stationed along the
southern edge of the city.

In support of the offensive,
some people burned tires fill-
ing the sky with thick black
smoke in an attempt to pre-

ABDALRHMAN ISMAIL/REUTERS

vent regime and Russian air-
craft from bombing the rebels.

Aleppo’s eastern opposition-
controlled half has been under
siege since July 17, when re-
gime forces backed by foreign
Shiite militias and Russian air-
craft took control of the Cas-
tello Road and cut off the sole
supply line to the rebel parts.
Since then, five hospitals, one
clinic and a medical training
institute have been hit by air-
strikes, Mr. Zein said.

Since the only morgue in
Aleppo was bombed out of ser-
vice more than a week ago,
bodies are laid out at the en-
trances of the few functioning
hospitals, said Mr. Zein. Fami-
lies looking for missing loved
ones go from hospital to hospi-
tal, inspecting each shrouded
body. At the end of night,
those left unclaimed are bur-
ied.

Numerous ambulances have
been struck and put out of ser-
vice, forcing people to trans-
port the injured in the back of
pickup trucks, in taxis and
even motorcycles.

On July 24, an airstrike hit a
humanitarian warehouse, in-
juring three aid workers and
destroying 10,000 food parcels,
according to the U.N.’s World
Food Program and other local
and international aid agencies.
Before the closure of Castello
Road, WFP had stockpiled food
aid for 117,000 people to last a
month.

—Thomas Grove in Moscow
contributed to this article

Rebels Down a Russian Helicopter in Syria

By THOMAS GROVE
AND RAJA ABDULRAHIM

MOSCOW—Syrian rebels
downed a Russian helicopter,
killing all five crew members
and officers on board, the
Kremlin and a Syrian opposi-
tion news agency said on
Monday.

The downed helicopter
crashed in Idlib, near the
southern border of Aleppo
province, Russia’s Defense
Ministry said, where rebels on
Sunday launched a battle to
break Syrian troops’ siege on
the city of Aleppo.

“Those who were on the he-
licopter, according to informa-
tion coming from the Defense
Ministry, have died,” state-run
RIA news agency reported
Kremlin spokesman Dmitry
Peskov as saying.

The Russian Defense Minis-
try said three crew members
and two officers were on

board.
Photos posted online
showed a badly burned body—

said to be that of one of the
crew members—being dragged
and loaded into the back of a
truck. Russia’s Defense Minis-
try said the helicopter was de-
livering humanitarian aid to
the city of Aleppo and was re-
turning to the Russian base of
Khmeimim when it was shot
down by troops on the ground.
However, residents of the re-
gion said no Russian humani-
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People identified as Syrian rebels viewed the wreckage of a Russian military helicopter on Monday.

tarian-aid deliveries
made on Monday.
Russian Lt. Gen. Sergei
Rudskoi said Russian aircraft
were used on Sunday in bomb-
ing raids to help the Syrian
army defend against the rebel
offensive and to deliver strikes
against rebel positions. He
said the Syrian army, together
with Russian airstrikes, had
killed more than 800 militants

were

and destroyed 14 tanks and 10
armored personnel carriers.
“The Russian Air Forces
aviation is providing active
support to government troops
to repel enemy attacks by car-
rying out selective strikes on
militant positions.” Lt. Gen.
Rudskoi told a press briefing.
He said the helicopter was
downed over territory con-
trolled by Nusra Front and

other opposition groups. The
Nusra Front changed its name
to the Syria Conquest Front
after it said it severed its ties
to al Qaeda last week.

The downing of the helicop-
ter is the latest in a handful of
casualties reported by the
Russian Defense Ministry
since the start of the interven-
tion in Syria. Last year, Turk-
ish F-16 jet fighters downed a

MOHAMED AL-BAKOUR/AGENCE FRANCE-PRESSE/GETTY IMAGES

Russian Su-24 war plane, kill-
ing both pilots on board. This
year, state news agency TASS
reported another two helicop-
ter pilots were killed by mili-
tant gunfire from the ground.
Interfax reported that as of
the end of July, 14 Russian
servicemen had been killed in
Syria since the launch of Rus-
sia’s military intervention.

Russia intervened last year
in the Syria conflict at the re-
quest of President Bashar al-
Assad with regular bombing
strikes against the forces ar-
rayed against him. This year,
Russian President Vladimir Pu-
tin pulled out a large part of
Russia’s forces, though a sub-
stantial presence remained be-
hind to continue bombing raids.
Russia’s Defense Ministry has
said 24 military aircraft and at
least 10 helicopters are still in
Syria to carry out strikes.

Russian Deputy Defense
Minister Anatoly Antonov said
last Friday that Russia’s pres-
ence in the city of Aleppo was
purely humanitarian to dis-
tribute aid.

A Russian promise of hu-
manitarian corridors out of the
city, however, have been met
with skepticism from rebels
fighting there as well as con-
cern from the United Nations
over Moscow’s intentions. Res-
idents in rebel-held regions say
they don’t consume food deliv-
ered by the Russian military
for fear it may be poisoned.

U.S. Targets Islamic State Stronghold in Libya

By PAUL SONNE

WASHINGTON—The U.S.
conducted airstrikes against
Islamic State’s stronghold in
Libya for the first time Mon-
day, coming to the aid of the
U.N.-backed Libyan govern-
ment in its burgeoning battle
against the extremist group.

Pentagon spokesman Peter
Cook said the U.S. carried out
airstrikes against Islamic State
vehicles and a tank in the
coastal city of Sirte, which has
emerged as one of the extrem-
ist group’s critical bases out-
side its self-declared caliphate
in Iraq and Syria.

The U.S. military has car-
ried out strikes on individual
Islamic State leaders on two
occasions in Libya; Monday’s
actions mark the first time
American airstrikes have come
to the aid of local forces un-
dertaking a traditional ground
offensive.

The strikes, approved by ¢

President Barack Obama, came
in response to a request for as-
sistance from the U.N.-backed
Libyan government, known as
the Government of National
Accord.

Mr. Cook said the U.S.

N TOMASEVIC/R

strikes as requested to keep up
the momentum that local
forces have gained against Is-
lamic State in Sirte.

“They have made significant
progress in Sirte already on
their own,” Mr. Cook said.
“And we believe this can make
a difference, hopefully in a
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short amount of time.”

Faiez Sarraj, prime minister
of Libya’s unity government,
said it requested the U.S. coor-
dinate its strikes in Sirte with
Libya’s presidential council
and operations command.

He said the first strike Mon-
day cost the terror group “ma-

jor losses” in equipment and
allowed Libyan ground forces
to “take control of key loca-
tions.” He didn’t specify fur-
ther.

“In commitment to the Lib-
yan political agreement...and
in cooperation with the inter-
national community, we have

decided to join the interna-
tional alliance to fight the Is-
lamic State,” Mr. Sarraj said.
“This step comes as it’s time
the international community
keeps its promises and com-
mitments to the Libyan people
and the government of na-
tional accord.”
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would continue to conduct air- Fighters of Libyan forces allied with the U.N.-backed government fired at Islamic State militants during a battle Sunday in Sirte.

AFGHANISTAN

Militants Attack

Housing Complex

An overnight attack on a
compound used by U.S. military
contractors near Kabul under-
scored Afghanistan’s shaky secu-
rity situation as the Taliban in-
tensify their summer offensive
following a lull during the Mus-
lim holy month of Ramadan.

A truck bomb near the com-
pound’s outer perimeter early
Monday shook buildings several
miles away and flattened struc-
tures inside. Three gunmen then
unsuccessfully tried to push into
the compound and instead took
up position in a house, a minis-
try spokesman said, using it as a
base to fire at government
forces.

One policeman died; two oth-
ers were wounded in the fire-
fight. The gunmen were killed,
the Afghan interior ministry said.
The Taliban claimed responsibil-
ity, saying the operation was
carried out by a suicide truck
bomber and three gunmen with
rocket-propelled grenades.

The compound, called the
Northgate Hotel, is a housing
complex for contractors that
provide logistical support to the
military and other organizations.
An official at Northgate said
none of its residents had died.

—dJessica Donati

CHINA
Two Reports Cloud

Picture on Growth

Two gauges of factory output
in July showed conflicting re-
sults, with one that focuses on
larger state-owned companies
flagging and the other, on pri-
vate firms, soaring.

The National Bureau of Sta-
tistics said Monday the official
manufacturing purchasing man-
agers index slipped into negative
territory for the first time in five
months, to 49.9 last month from
50.0 in June.

The Caixin manufacturing
PMI rose strongly to 50.6 in
July—its first reading above the
break-even level of 50 in 17
months—from 48.6 in June.

The official index tends to
better track conditions at larger
state-owned firms while the in-
dex by Caixin and research
group IHS Markit Economics
tends to focus more on smaller,
private companies.

The mixed numbers present a
muddled view. Many economists
tend to trust data from the pri-
vate sector more than from the
government, which they believe
may enhance the data to try to
portray a healthier economy.
Monday’s results, however, re-
flected more upbeat numbers
from the private side.

—Mark Magnier
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Ankara’s Pressure on Imam Crosses Border

Delegation to Pakistan
calls for closing schools
linked to cleric Turkey

blames for failed coup

By SAEED SHAH

ISLAMABAD, Pakistan—A
high-ranking Turkish delega-
tion arriving in Pakistan on
Monday night is hoping to
score another victory in An-
kara’s expanding campaign
against a U.S.-based imam that
the Turkish government ac-
cuses of masterminding the
failed coup two weeks ago.

Pakistani officials say they
will accede to the delegation’s
demand to move against a
well-regarded chain of schools
run by people Ankara charac-
terize as supporters of Fethul-
lah Gulen—despite the insis-
tence by directors of the
schools that they had no ties
to the Turkish imam—because
Ankara has framed the issue
as a test of bilateral relations.

Since the failed July 15
coup that left 271 people dead,
Turkish  President Recep
Tayyip Erdogan has accused
Mr. Gulen of orchestrating the
violence, which the imam de-
nies.

He and his supporters say
the charges are part of a cam-
paign of repression that
started when Mr. Gulen broke
off his political alliance with
Mr. Erdogan in 2013.

Schools linked to Mr. Gulen
operate in dozens of countries,
including the U.S.

Recently, Turkey has
stepped up diplomatic pres-
sure to get those schools
closed, although it has had
mixed success.

Pakistan and Turkey have
enjoyed close relations since
Mr. Erdogan’s Justice and De-

People in Karachi, Pakistan, attended a rally in support of Turkish President Recep Tayyip Erdogan and his government on July 17.

velopment Party came to
power in the early 2000s.
Prime Minister Nawaz Sharif
has spoken of his friendship
and admiration for Mr. Erdo-
gan.

Like Turkey, Pakistan has
struggled to entrench democ-
racy against a domineering,
coup-prone, military.

PakTurk International
Schools and Colleges, set up in
1995 by Turkish businessmen,
is a Pakistani not-for-profit or-
ganization.

Its 26 fee-based schools ed-
ucate some 10,000 children
and have a reputation for
quality education and moder-
ate religious views.

Mr. Sharif praised the
schools in a speech in late
2013, in the presence of the
visiting Mr. Erdogan—a diplo-
matic faux pas, as Mr. Gulen
had already fallen out of favor
with the Turkish leader.

The atmosphere will be
markedly different on Tues-
day, when Turkish Foreign

Minister Mevlut Cavusoglu is
scheduled to meet his Paki-
stani counterpart, Sartaj Aziz.

Pakistani officials say they
are examining laws for regu-
lating nonprofit groups that
could be used by interior and
finance ministries as one way
to enforce changes at the
schools.

Provincial governments,
which have responsibility for
schooling, could also take ac-
tion, they said.

The goal will be removing

the current management of
the schools, while keeping the
institutions open, they said.

“Turkey is a very close and
very good friend of Pakistan,
and we have brotherly rela-
tions. So we understand their
concerns,” said Nafees Za-
karia, the spokesman of the
Pakistani Ministry of Foreign
Affairs.

Mr. Zakaria says one option
being considered would be to
transfer administration of the
schools to a new entity pro-
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posed by the Turkish govern-
ment.

Directors at the schools say
they will fight any attempt to
take over the schools.

Alamgir Khan, a Pakistani
businessman who is one of the
five directors of the PakTurk
schools, said the schools
weren’t political and haven’t
broken any laws.

“The schools have come out
of a system inspired by Gu-
len’s teachings but they have
no link to Gulen,” said Mr.
Khan. “The schools operate
under the rules and regula-
tions of Pakistan. The re-
sources are our own. It should
be the laws of Pakistan, not
the laws of Turkey, that pre-
vail here.”

Unlike the country’s elite
private schools, the schools
run by his group were aimed
at helping middle class fami-
lies, he said.

The Turkish government
also is demanding that Paki-
stan close a think tank called
the Rumi Forum, a Gulen-in-
spired group that organizes
talks in Pakistan.

The Rumi Forum, estab-
lished a decade ago for what it
calls intercultural dialogue, is
headed by a Turkish translator
and editor based in Islamabad,
Suat Erguvan. It says it isn’t
related to organization of the
same name in Washington
where Mr. Gulen is the honor-
ary chairman.

“We don’t want to become
a political snack,” said Mr. Er-
guvan, adding that his offices
had been visited by Pakistani
intelligence agents in recent
days. “Mr. Gulen is an inspira-
tion, but we do not report to
him, he gets no royalties from
us, he has no place on our
board of directors.”

—Qasim Nauman
contributed to this article.

Turkey Catches 11 It Says Tried to Kid

By MARGARET COKER

Turkish authorities said
they captured 11 commandos
who had been on the run since
trying to kidnap President Re-
cep Tayyip Erdogan during the
coup attempt last month.

The suspects had been hid-
ing in a forested area around
30 miles from the Marmaris
seaside resort where Mr. Erdo-
gan had been on vacation
when the coup erupted July 15,
the officials said Monday.
Drones and helicopters were
used in tracking and arresting
them.

The commando attack on
Mr. Erdogan’s holiday villa was
part of coordinated assaults
targeting key installations and
top officials in Marmaris, Is-
tanbul and the capital, Ankara.
Mr. Erdogan had left the resort
before the attack, thus avoid-
ing capture and enabling him
to create momentum against
the coup.

The coup attempt left 271
people dead, including 170 ci-
vilians and 34 coup plotters,
according to updated statistics
released by the government.
The others killed include 62
policemen and five soldiers
loyal to the government.

President Erdogan has ac-

cused the Turkish imam
Fethullah Gulen of master-
minding the coup. Mr. Gulen,
who is based in the U.S. but
has millions of followers in
Turkey and elsewhere, strenu-
ously denies the accusations
and says he is opposed to all
forms of violence.

In response to the coup, the
government declared a three-
month state of emergency and
has detained more than 18,000
people, most of them from the
military. It also has suspended
more than 50,000 civil ser-
vants from their jobs, mostly
on suspicion of being followers
of Mr. Gulen.

The arrests in the south-
western Mugla province late
Sunday and early Monday
came hours ahead of a meeting
between Prime Minister Binali
Yildirim and Gen. Joseph Dun-
ford, the chairman of the U.S.
Joint Chiefs of Staff.

The two discussed Turkey’s
desire for Washington to ex-
tradite Mr. Gulen, as well as
security and intelligence coop-
eration in relation to the inter-
national coalition against Is-
lamic State in neighboring
Syria and Iraq.

Turkey is a strategic part-
ner for the U.S. and it boasts
the second-largest military

A

among North Atlantic Treaty
Organization members. Its In-
cirlik Air Base hosts approxi-
mately 2,000 U.S. personnel
deployed in the fight against
Islamic State.

Gen. Dunford’s visit comes
amid concern in Washington
about Turkey’s military integ-
rity. Since the coup, the gov-
ernment has strengthened ci-
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vilian leadership over the
armed forces, transferring ulti-
mate authority from senior
generals to the defense minis-
ter. It has also closed military
academies and announced
plans for sweeping changes to
command structures.
Approximately one-third of
Turkey’s roughly 360 generals
and admirals have been de-

Turkish authorities escorting one of the suspects Monday at the police headquarters in Mugla.
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tained since July 15, and more
than 100 have already been
charged pending trial.

U.S. military officials said
that some of their counter-
parts in Turkey have been
among those who have lost
their jobs.

Turkish authorities said
they were aware that some
commandos involved in the

nap Pr
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esident

Marmaris attack had evaded
arrest. There was a break-
through in the search last
week when three men were
tracked and arrested in a
drainage culvert in Mugla, ac-
cording to the Anadolu state-
run news agency.

Special forces, working on
tips from villagers, located the
other fugitives near a forested
area over the weekend, offi-
cials said. The locals, who
were out hunting boar, saw the
strangers and reported them
to the authorities, according to
a Turkish official.

Gunfire was exchanged dur-
ing the arrests but there were
no known casualties, according
to Anadolu.

Turkish television showed
pictures of the captured men,
most of whom were bearded
and wearing T-shirts, being
taken in handcuffs to a local
police station. One was identi-
fied as a major, but neither the
identities nor the ranks of
those detained could be inde-
pendently confirmed.

A Turkish official said there
appeared to be one more mem-
ber of the Mugla coup cell still
at large. Around 20 other men
have already been charged
with taking part in the failed
mission against the president.

TENSION

Continued from Page One
EU and Turkey.”

The stakes are particularly
high for German Chancellor
Angela Merkel, who has
sought to avoid riling Mr. Er-
dogan, her ally in Berlin’s ef-
forts to curb the recent in-
flow of migrants.

After two terror attacks
committed by asylum seekers
in the past two weeks, Ms.
Merkel faces new pressure at
home to contain the flow of
migrants to Germany. Her
open-door migrant policy al-
lowed over one million mi-
grants to come to here last
year and a March deal
reached with Turkey to take
back migrants who cross into
Europe illegally from Turkish
shores has contributed to a
significant drop in the num-
ber of migrants crossing into
Europe.

Politicians in Turkey have
threatened to cancel the pact
unless Europe delivers prom-
ised concessions soon, espe-
cially visa-free travel in Eu-
rope for Turkish citizens. But
EU officials say Turkey must
first meet criteria that in-

clude addressing the treat-
ment of political opponents,
which the crackdown is plac-
ing in question.

“Under no circumstance
should Europe let itself be
blackmailed,” Germany’s Dep-
uty Chancellor Sigmar Ga-
briel told reporters on Mon-
day, after Turkey’s Foreign
Minister Mevlut Cavusoglu
told a German newspaper
over the weekend that visa-
free travel must be granted
by October if cooperation on
migration is to continue.

Turkey’s Mr. Celik criti-
cized the German judicial ban
on Mr. Erdogan’s video ad-
dress in a series of Twitter
posts, turning around accusa-
tions of censorship and curbs
on other civil liberties that
German politicians have lev-
eled at Mr. Erdogan. It is
“such a shame to see that
[the] EU fails in upholding
democracy and showing soli-
darity with a candidate coun-
try in the face of a coup
threat,” he wrote.

A senior Turkish official
said Turkey was still commit-
ted to working with Europe
on migration and other is-
sues but expected its Euro-
pean partners to hold up
their end of the deal.

In Brussels, EU officials
are concerned that the events
in Turkey could harm rela-
tions so much that last year’s
migration crisis could reig-
nite. More than a million ref-
ugees and other migrants ar-
rived in Europe in 2015,
mostly via the Middle East,
sparking a political crisis in
the EU that has been con-
tained recently mostly with
Turkey’s help.

The average number of mi-

grants crossing the Aegean
Sea from Turkey to Greece
has dropped to 89 a day
since the EU-Turkey migra-
tion deal was signed in
March, compared with daily
average arrivals of about
1,740 in the months before
the agreement, according to
the European Commission.
Commission President
Jean-Claude Juncker warned
over the weekend that the
migration deal could fall

People attending a rally Sunday in Cologne, Germany, in support of
Turkish President Recep Tayyip Erdogan after a recent failed coup.
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apart. He expressed concern
about “torture and arbitrary
detention” of alleged coup
plotters and political dissi-
dents, which he said were
just as big a problem for EU-
Turkey relations as some
Turkish politicians’ talk of
reintroducing the death pen-
alty for coup participants.

In France, the latest politi-
cal turmoil has only rein-
forced doubts about whether
Turkey should get visa-free
travel, a French official said.

In Germany, home to the
largest Turkish diaspora,
thousands of Turks and Ger-
mans of Turkish descent have
marched in support of Mr.
Erdogan since the coup at-
tempt.

Demonstrations have been
mostly peaceful, but a series
of violent incidents in Ger-
many against critics of Mr.
Erdogan have raised German
officials’ fears that Turkey’s
political troubles could spill
over into their country.

The two countries have
had a series of diplomatic
rows in recent months. In
April, the German chancellor
had to weigh relations with
Ankara and press freedoms in
Germany when Turkey pur-
sued the prosecution of a

prominent German comedian
for reciting a crude poem
mocking the president. Ms.
Merkel was heavily criticized
at home for allowing a crimi-
nal investigation into the co-
median’s performance to
move forward. In June, Ger-
many’s parliament approved
a motion calling the killing of
more than a million Arme-
nians by Ottoman Turks a
genocide, angering Turkey
yet again.

Politicians in Turkey
have threatened to

cancel the EU
migration pact.

“Turkey has been an im-
portant and good partner for
Germany and Europe for cen-
turies,” Martin Schéfer, a
spokesman for the German
Foreign Ministry, said Mon-
day. “We have had bumpy
phases now and again but
also phases that were ex-
traordinarily good. Currently,
we are in a somewhat bumpy
phase.”

—Valentina Pop in Brussels
and Emre Peker in Istanbul
contributed to this article.
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South Africa Election to Test ANC

Polls show ruling party
trails rival Democratic
Alliance in three
prominent cities

BY GABRIELE STEINHAUSER
AND PATRICK MCGROARTY

MAMELODI, South Africa—
A stagnant economy and wide-
spread corruption allegations
have put the African National
Congress on the defensive
ahead of local elections this
week, which could push the
party that has ruled since
apartheid’s end out of power
in South Africa’s most impor-
tant cities.

Polls ahead of Wednes-
day’s municipal votes show
the pro-business Democratic
Alliance, or DA, ahead of the
ANC in the capital Pretoria,
the economic hub Johannes-
burg and the manufacturing
town of Port Elizabeth. Pres-
sure is also building from the
left, where the Economic Free-
dom Fighters led by former
ANC youth leader Julius
Malema are drawing in voters
with the promises to take back
white-owned mines and farm-
land.

“People just need change
now,” said James Dube, who
drives an Uber in Johannes-
burg. Like many younger black
voters pushing into the middle
class, he said he would cast
his ballot for the DA, which
appointed its first-ever black
leader last year in Mmusi
Maimani, a preacher and for-
mer consultant from the town-
ship of Soweto.

The possibility of the ANC
losing control of the country’s
economic engines means many
South Africans are branding
this vote as the most impor-
tant since the 1994 one that
elected Nelson Mandela presi-
dent.

Three years after Mr. Man-
dela’s death, a weakened ANC
in some of the nation’s key
constituencies would be laden
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President Jacob Zuma, center, attended a rally of his ruling African National Congress at Johannesburg’s Ellis Par Stadium on Sunday.

with symbolism.

If the ANC loses two of the
three big cities in question
or its nationwide share of
Wednesday’s vote drops below
50%, pressure would build on
President Jacob Zuma to step
aside. If the party holds its
ground, it would cement the
perception of South Africa as
essentially a one-party state,
leaving many citizens on the
sidelines.

“This will signal a new
game for the next 10 to 15
years,” said Susan Booysen, a
professor at the Wits School
of Governance in Johannes-
burg.

The outcome of the poll re-
mains far from certain. Some
analysts caution that opinion
surveys underestimate support
for the ANC from poorer and
older voters, who still feel
close allegiance to the party of
liberation.

But there is consensus that
the party of Mandela is grap-
pling with a daunting list of
political and economic chal-
lenges.

The official unemployment
rate stands near 27%, with
more than half of workers un-
der the age of 35 looking for a
job. The South African central
bank expects the economy to
stagnate this year and expand
just 1.1% in 2017—trailing an
annual population increase of
1.7%.

By the end of next year, the
International Monetary Fund
warns, per capita income will
slip below 2010 levels.

“Anyone who ad-
mires South Africa’s many ac-
complishments has to worry
about what it will mean if
these economic problems are
not tackled soon,” the IMF’s
deputy managing director, Da-
vid Lipton, warned in a recent

speech in Johannesburg.

The ANC’s successes and
failures over the past 22 years
are most visible along the
dusty streets of townships like
Mamelodi, on the outskirts of
Pretoria. In June, anger over
an ANC decision to swap out
the current mayor for a candi-
date viewed as an outsider
turned violent. Three days of
rioting—punctuated by arson,
barricaded streets and loot-
ing—left two people dead.

Rows of neat brick houses,
built by the government, line
the streets here. Many resi-
dents also rely on monthly so-
cial grants the government ex-
tends to 16 million
South Africans to keep them
out of abject poverty.

But the men and women
who live in the informal set-
tlements that persist next to
the government houses say
they have little hope that their

children and grandchildren
will lead better lives.

“We’ve been voting for a
very long time, but nothing is
getting done,” said William Si-
tola, a 67-year-old former
forklift driver who moved here
in 1973. He shares his house
with his son, who scrapes by
as a painter, and four grand-
children. They tap the electri-
cal grid with a makeshift ille-
gal connection. Behind their
pink concrete home, a dozen
or so government houses
stand empty. They were never
connected to power and sani-
tation networks, local resi-
dents said.

But Mr. Sitola said despite
his discontent he will vote for
the ANC, which has run
Mamelodi and the wider mu-
nicipality of Pretoria since the
end of apartheid. “I'm an old
man. I'm just with Mandela,”
he said.

Abe’s Stimulus Expected to Come Up

By MiTsuru OBE

TOKYO—With his pledge to
unveil a “bold” government
stimulus package Tuesday,
Japanese Prime Minister
Shinzo Abe risks leaving inves-
tors underwhelmed for the
second time in less than a
week.

The Bank of Japan on Friday
disappointed those hoping for
a major effort to jump-start
the economy, offering only a
tweaking of its monetary-eas-
ing program.

The broad outlines of Mr.
Abe’s fiscal-stimulus package
are clear. Its total value of ¥28
trillion ($274 billion) will rank
it as the largest supplemental
spending package since the
global financial crisis. But ac-
tual new, direct spending will
total only about ¥7.5 trillion,
most of it over the next two
years, according to govern-
ment sources—less than the
¥10 trillion in the package Mr.
Abe introduced during his first
year in office.

The government will draw
up a supplementary budget
this month to provide for extra
stimulus spending of some ¥4
trillion in the year ending in
March.

Marcel Thieliant, chief
Japan economist at London-
based Capital Economics, said
such spending would be “a ma-
jor disappointment” that at
best might boost next year’s
rate of economic growth by 0.1
percentage point.

Prime Minister Shinzo Abe is escorted by a parliamentary guard in Tokyo on Monday.

With Japan’s economy sput-
tering three years after Mr.
Abe vowed to revive it, recent
comments by the prime minis-
ter had fueled expectations
that he and the central bank
would resume the aggressive-
ness of the early days of his
Abenomics growth program,
with coordinated expansions of
monetary and fiscal stimulus.
A visit to Tokyo by former U.S.
Federal Reserve Chairman Ben
Bernanke last month had even
stoked speculation of “helicop-
ter money,” or direct central-
bank underwriting of govern-
ment spending.

Instead the Bank of Japan

offered tweaking, along with
plans for a comprehensive as-
sessment of its policies next
month—leading many inves-
tors and economists to con-
clude it has nearly run out of
firepower.

The Japanese public has
been forgiving of Mr. Abe’s
failure to fulfill his promises
on the economy, handing his
ruling coalition a strong upper-
house majority in an election
last month—adding to its ex-
isting lower-house supermajor-
ity. Mr. Abe now has a chance
to embark on his long-coveted
goal of revising the nation’s
U.S.-written constitution for

the first time in its 70-year
history. But he is under pres-
sure to prevent the economy
from falling into a recession.

The spending package in-
cludes a handout of ¥15,000
($147) to 22 million low-in-
come people, as well as recon-
struction projects in a south-
ern region hit by earthquakes
in April.

Koya Miyamae, economist
with SMBC Nikko Securities,
said he expects the package to
provide a modest boost to the
economy for the year ending
March, boosting growth by 0.4
point. “The stimulus will elimi-
nate any risk of the economy
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falling into a recession,” he
said.

Japan’s economy has swung
between growth and contrac-
tion in recent quarters. In the
April-June period, annualized
expansion is believed to have
slowed to 0.1% from the previ-
ous quarter’s 1.9%, according
to a survey of 43 economists
by the Japan Center for Eco-
nomic Research. The figure is
due for release Aug. 15.

Mr. Abe responded to grow-
ing headwinds, including
global uncertainty, by revers-
ing a fiscal consolidation pro-
gram. In addition to saying he
would be offering a spending
package, Mr. Abe in June post-
poned to 2019 a sales-tax in-
crease planned for April 2017.

Many are worried about
Japan’s debt. As a percentage
of GDP, government debt ranks
highest in the world among de-
veloped economies, though
more than a third of outstand-
ing Japanese government
bonds are now held by the BOJ
as a result of its asset-buying
program.

Three-quarters of the ¥28
trillion stimulus package is
made up of targeted low-inter-
est loans from the government
and from state companies.

Mr. Miyamae said he
doesn’t believe more cheap
money will help much, given
that interest rates have been
near zero for years. “Cheap
credit is already available.
That’s not the main constraint
on the economy.”

Brexit Vote
Puts Brake
On British

Factories

By Jason DoucLAs

LONDON—British manufac-
turing activity fell last month
to its lowest since 2013,
though a weaker pound helped
lift export orders, according to
final figures from a closely
watched survey Monday.

The statistics offer the lat-
est indication that the U.K.
economy is displaying some
signs of slowing following the
country’s decision to leave the
European Union.

On Monday, financial infor-
mation firm IHS Markit Ltd.
said its purchasing managers’
index—based on monthly
questioning of 600 manufac-
turing companies—was 48.2 in
July, slightly worse than a pre-
viously published preliminary
estimate for the month and
down from 52.4 in June. A
reading above 50 indicates an
expansion and below signals a
contraction.

The survey recorded slides
in output as well as new or-
ders across all sectors of the
manufacturing industry, but
export orders received a boost
from sterling’s recent slump.

With Britain’s economic
outlook cloudy and firm data
on gross domestic product not
due until later this year, cor-
porate chiefs, policy makers
and investors will be watching
data points over the coming
weeks and months for clues to
gauge the effects of Britain’s
vote to exit the EU.

The statistics offer
the latest indication

that the U.K.
economy is slowing.

Those include this week’s
fuller survey data on how the
U.K.s construction and ser-
vices sectors performed in
July, due Tuesday and
Wednesday, respectively. On
Thursday, the Bank of England
is due to provide its first post-
Brexit forecasts for growth
and inflation, which will rep-
resent the most comprehen-
sive assessment to date of
how the economy is coping.

The BOE has signaled it will
act swiftly to cushion the
economy from any Brexit
shock. The central bank is ex-
pected to announce on Thurs-
day a package of measures
aimed at shoring up the econ-
omy, including lowering its
benchmark interest rate to a
new low and possibly a fresh
round of bond purchases.

Driving the BOE’s cautious
stance has been a succession
of gloomy reports that suggest
households have reacted badly
to the EU referendum result
and business confidence has
been shaken. On Thursday, a
long-running gauge of con-
sumer confidence compiled by
market-research firm GfK Ltd.
fell 11 points from June to
July, the steepest monthly
drop since 1990. A day earlier,
the Confederation of British
Industry, an employers’ lobby
group, reported a sharp de-
cline in retail sales in July
compared with June.

But it hasn’t all been bad
news. A CBI survey of London-
based firms, published Mon-
day, found most expected to
keep hiring. The BOE’s net-
work of regional agents in July
also found businesses weren’t
planning to rewrite their hir-
ing and investment plans just
yet.

Detained

By JosH CHIN

BEIJING—A celebrated Chi-
nese human-rights lawyer, de-
tained for more than a year, in
a video disseminated online
Monday disavowed her work
and accused her boss of trying
to foment revolution.

The confession, which some
people who know her said was
possibly coerced, was the lat-
est development in Beijing’s
crackdown on China’s human-
rights community.

Wang Yu of Beijing’s Fen-
grui law firm was among
roughly two dozen lawyers
and activists who were for-
mally arrested following a
broad government crackdown

Chinese Activist Expresses ‘Remorse’ in

begun in July 2015 during
which at least 200 other law-
yers and activists were de-
tained or interrogated.

In the video, versions of
which were released by both
Hong Kong and mainland Chi-
nese media, Ms. Wang is
shown answering questions
from an off-camera interlocu-
tor. In one version, she an-
nounces that she has been out
on bail for several days.

“I felt the civility and hu-
manity of justice in China,”
she says. She goes on to ex-
press regret for “going to ex-
tremes” in her work for Fen-
grui, a law firm known for
taking on politically sensitive
cases. “I also wrote inappro-

priate things online and ac-
cepted interviews with foreign
media. For this, I feel ashamed
and express remorse.”
Reports said the interview
was conducted on Sunday, but
Wen Donghai, one of Ms.
Wang’s lawyers, said he had
been unable to contact her and
couldn’t confirm her release.
Police and prosecutors in
Tianjin, where Ms. Wang was
being held, didn’t answer
phone calls Monday evening.
Family members of some of
the arrested activists and law-
yers swept up in that same
crackdown released a state-
ment on Monday saying, “We
strongly suspect Wang Yu
made these statements to the

———

N

Human-rights lawyer Wang Yu.

media under pressure and
threat.”

The video appeared on the
same day that activists and

A
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diplomats convened outside a
court in Tianjin in response to
rumors that another lawyer
detained in the crackdown,

¢« Fengrui director Zhou Shifeng,
z and three activists
2 scheduled to face a closed-

were

door trial there on charges of
subverting state power.

The wives of two of those
arrested were detained in
Tianjin over the weekend after
they pressed authorities to
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= ing to activists. The wife of a

third arrested lawyer was
taken away after she attended
protests outside the Tianjin
court on Monday, the activists
said.

The lawyers and activists

Video

are accused of a wide range of
offenses, including politicizing
legal cases to attract attention
for themselves, deliberately
disrupting trial proceedings
and staging “fake” protests
outside court houses, accord-
ing to state media.

In its report on Ms. Wang’s
release, the Hong Kong news-
paper Oriental Daily said the
trial for the four men would
be held on Tuesday. Calls to
the court outside of business
hours rang unanswered.

The U.S. Embassy in Beijing
called for Beijing to release
Mr. Zhou and his colleagues,
calling the charges against
them “vague and apparently
politically motivated.”
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Continued from Page One
more time thinking about go-
ing to the last continent. We
need some assurance it will be
a success.”

Though they say they re-
main optimistic about the Rio
Games, IOC officials say get-
ting the city ready has been
consistently tumultuous and at
times nearly calamitous.

Construction of the Olympic
Park lagged. The village for
the athletes has barely been
completed, with some athletes
showing up to find exposed
wiring, nonworking plumbing
and darkened stairwells.

On Saturday, strong winds
damaged part of the main
ramp of Marina da Gloria, the
chief access point for boats in
the competition.

Rio abandoned its promise
to clean up Guanabara Bay,
site of Olympic sailing. “The
bay is the biggest shortcom-
ing,” said Michael Payne, a
former IOC marketing director
and onetime adviser to the
Rio bid.

Also significant, a promised
new transportation network
has been scaled back and re-
mains largely untested on the
cusp of the Games, which
start Friday. Mr. Payne said if
the I0C had known there
wouldn’t be a guarantee of
major gains against the city’s
traffic problems, the organiza-
tion never would have put the
Games there.

In 2009 when the IOC
picked Rio, Brazil’s economy
was projected to become one
of the five biggest economies
in the world by now. It has in-
stead fallen into its worst re-
cession in decades, and the
government is embroiled in a
pervasive and distracting po-
litical scandal.

“The lesson is lots of things
can change in seven years,”
said Dick Pound, a Canadian
who is among the longest-
serving IOC members.

Mr. Payne predicted IOC
members would steer clear of
avoidable risks in the near fu-
ture. “They will say, ‘Let’s

Above, Olympic Park in Rio de
Janeiro; right, the polluted
shore of Guanabara Bay in Rio.

make sure the next couple are
easier,” ” he said.

The Rio experience has al-
ready informed decisions on
which cities and countries get
to host future Games or whose
bids even make it into a final
two-year campaign. With Rio
struggling to find its footing
in 2013, Tokyo won the 2020
Summer Games over Istanbul
and Madrid.

And last year, the IOC chose
the reliability of the Chinese
government in selecting Bei-
jing for the 2022 Winter
Games over Almaty, Kazakh-
stan, even though the Chinese
must build a ski resort in an
area that gets little snow.

For 2024, Paris and Los An-
geles now are cited as favor-
ites over Rome and Budapest.
South Africa, once a leading
contender for those Summer
Games, pulled out in 2015 as it
battled some of the same
problems facing Rio, such as
an inability to provide much of
its population with adequate

education and health care.
The notion of the Games’
universality, which Rio offi-
cials touted and the I0C em-
braced as part of Rio’s bid, is
no longer widely discussed.
I0C spokesman Mark Ad-
ams said President Thomas
Bach would defer to the or-
ganization’s roughly 100 mem-

bers on decisions about future
locations rather than push his
own opinions. He noted that
“universality” isn’t a compo-
nent of the Olympic charter.
The selection process is a
huge global competition, and
the catchphrase the Switzer-
land-based IOC often uses
when evaluating bids is “leg-

acy.” It wants to understand
what the lasting impact of the
Games will be, both on the
host city and on the Olympic
movement itself.

The IOC grew frustrated
with the Rio preparations as
progress stalled when polls
showed the Brazilian public
turning increasingly negative

MICHAEL KAPPELER/EUROPEAN PRESSPHOTO AGENCY
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after few promised infrastruc-
ture improvements came to
fruition. Nearly all are over
budget, behind schedule and
unpopular because they favor
wealthy neighborhoods.
Within the IOC, few statistics
are more important than local
sentiment about the Games.

Rio has been an I0C head-
ache for years. John Coates, a
member of the coordination
commission for the 2012 Lon-
don Games, Rio and the future
Tokyo Games, said in April
2014 that the planning and
lead-up to the Rio Games
were the worst he had seen,
surpassing problems in Ath-
ens in 2004.

As cost overruns mounted,
local organizers scrambled to
cut expenses on everything
from venue seating to the
types of food served in VIP ar-
eas. Ticket sales have lagged,
raising the specter of video of
half-empty stadiums being
beamed around the world.

Rio officials said that host-
ing the Olympics is helping to
address the city’s problems
and that the billions spent on
infrastructure will pay divi-
dends in a way they wouldn’t
in a more developed city.

Sidney Levy, chief executive
of the Rio organizing commit-
tee, said every city hosting the
Games has shortcomings, but
Brazil will rise to the occasion.
“We have great people, fun
people,” he said. This will
“compensate for everything.”

Indeed, many of Rio’s prob-
lems may not affect visitors. A
massive security force rollout
will put soldiers on every cor-
ner in Olympics neighborhoods.
The beachside, mountain-envel-
oped competition sites will
look spectacular on TV.

José Antonio do Nascimento
Brito, a Rio 2016 board mem-
ber, said critics are focusing on
problem areas rather than vast
improvements in the city as a
whole. “The Olympics should
be transformational in the
sense that it can be used as a
catalyst for change,” he said.

“Not that we’ve fixed all the
problems around here,” he
said, but “the consequences,
say 20 years down the road,
will be simply fantastic.”

Gridlock Grips Rio’s Streets as Olympics Approach

By BENJAMIN PARKIN

RIO DE JANEIRO—Severe
congestion seized Rio de Ja-
neiro’s streets on Monday as
authorities closed off lanes
for Olympics-related traffic,
raising questions about the
city’s transit plans four days
before the opening ceremony.

Commuters around the city
complained of routine jour-
neys taking double or triple
their usual time, underscor-
ing local fears that the esti-
mated 500,000 visitors ex-
pected to descend on this
congested metropolis will
strain its infrastructure. Mon-
day was the first time Rio’s
so-called Olympic lanes, re-
served for accredited vehicles
only, were enforced on a
weekday.

Alongside the gridlock, a

sleek new subway line ran
nearly empty. Known as Line
4, the $3 billion extension of
Rio’s Metro was the single
largest investment made for
the Games and began operat-
ing on Monday. It won’t be-
come available to the general
public until late September
due to repeated delays that
have left officials wary of fill-
ing it to capacity just yet.
Mayor Eduardo Paes said
the city was well-prepared for
the Games but might have to
make adjustments to its
transportation system if traf-
fic gets too bad. “Something
may come up here or there,
we’ll have to correct it, tweak
it,” Mr. Paes said. “It’s an
event of great complexity.”
Transportation experts say
the Olympic lanes, which will
be reserved for buses and

other vehicles carrying spec-
tators, athletes and staff, will
be key to ensuring that visi-
tors get to events on time in
a city where commutes can be
measured in hours.

Even if the lanes help
Olympic visitors, they will
compromise transit for every-
one else, said Marcus Quin-
tella, a transport engineer at
think tank Fundacdo Getulio

Vargas.
The new Metro line
seemed to be working

smoothly on Monday—a likely
source of relief for organiz-
ers. Riders gushed at the ease
with which the notoriously
slow, 10-mile journey between
Barra da Tijuca—the neigh-
borhood in western Rio where
most Olympic facilities are lo-
cated—and the tourist hub of
Ipanema was reduced to a

quick 15 minutes.

“It’s excellent, fantastic.
[Locals] have never seen any-
thing like this,” said Gldria
Oliveira, a retired nutritionist
who is volunteering at the
Olympics. She said what used
to be a three-hour trip from
her home in Recreio, west of
Barra, to downtown Rio took
just 50 minutes on Monday,
thanks to the Metro and
newly dedicated bus lanes.

The biggest problem for
some of Line 4’s inaugural
riders was just getting to the
subway stop. Paulo Afonso de
Menezes, an employee at the
Olympic organizing commit-
tee, said it took him an hour
to cover the last 4 miles of
his journey to Line 4’s termi-
nal in Barra on Monday
morning because of the Olym-
pic lanes.

Traffic in front of the Olympic Park in Rio de Janeiro on Sunday.

RUN

Continued from Page One
thinking up increasingly chal-
lenging contests, from 100-
plus-mile ultramarathons
through the desert to the
World Marathon Challenge—
seven marathons on seven
continents in seven days, a
feat accomplished by 26 run-
ners to date.

“The bragging rights of say-
ing you’ve done a marathon
ain’t cutting the mustard any-
more,” said ultramarathoner
Tobias Mews, author of “50
Races to Run Before You Die.”
“People look for something
that sounds a bit more impres-
sive, that would make a better
story.”

For runners from Japan to
Brazil to Poland who come to
compete alongside Africa’s Big
Five—the race provides the in-
imitable thrill of trying to
avoid becoming lunch.

“I hope I don’t get eaten,”
said Rosetta Steeneveldt, 46,
of Trondheim, Norway, the
night before the race as she
loaded her dinner plate with
pasta. After the race, the
South African native was cov-
ered in dust, exhausted. “I did
it,” she said, brandishing her
finisher’s medal.

So far, no marathoner has
ever been injured by an ani-
mal, but brushes with the big
five’s smaller cousins happen
regularly. Emile  Hunter

ramped up training before her
college graduation trip to
South Africa, where she would
run the race with her parents,
who are attempting to run a
marathon on each continent
over a few years. A couple of
days before, monkeys got into
her room through an open
window and ate all of her en-
ergy chews.

“My Crest white strips, my
toothpaste...the powder from
my drink mix was every-
where,” said the 25-year-old

who lives in San Antonio. “My
mom was shouting at them,
and I was kicking the curtains
to make sure there weren’t
any more hiding in them.”

This year, dozens of run-
ners were cut off by herds of
galloping wildebeest and bles-
bok antelope, which kicked up
huge clouds of dust in their
wake. Runners on either side
oohed and aahed, excitedly
snapping pictures and selfies
with their smartphones.

The race, run by Danish

travel-running company Alba-
tros Adventure, isn’t the only
game-park marathon. Kenya’s
Safaricom Marathon, a charity
event now in its 17th year, at-
tracts about 1,400 runners.
Two helicopters clear the
course of big game before the
start.

The race here is capped at
300 runners, who brave a
steep mountainside climb. Big
Five Marathon times are typi-
cally far off personal bests,
and this year, 12 of 140 start-
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ers in the full marathon failed
to complete the course within
the seven-hour time limit.

“This was the hardest phys-
ical challenge of my life to-
date,” said Ms. Hunter’s mon-
key-scolding mother, Barbara.
“It’s a bit like childbirth. At
first I told [my husband] there
was no way I would do that
again,” she said. “But this
morning I was thinking maybe
I’d do the half” marathon op-
tion.

A lot of planning goes in to
making sure the biggest physi-
cal challenge of the race re-
mains simply completing it.

“The rhinos and elephants
have a tendency to pull off a
lot of the signs [marking the
course], and it can actually be
a matter of life or death if you
make a wrong turn,” said Lars
Fyhr, head of Albatros Adven-
ture Marathons. “You just
know if you run into a
lion...yeah. The race is closed.”

To avoid that scenario,
rangers head out the night be-
fore the race to track down
the park’s resident lions and
stay with them until the last
runner is picked up or across
the finish line. Some 30 rang-
ers, in addition to the park’s
game-management team, are
deployed on race day, to make
sure runners and the big five
stay separated.

“We are in their space, so
we must respect them,” said
Trevor Mthunzi, head ranger
on race day this year.

Mr. Mthunzi spent race day

with some of Entabeni’s hip-
pos, which kill about five
times more people world-wide
a year than lions, according to
the Gates Foundation.

“From the first runner com-
ing through, they were like,
‘What’s happening here?’ ” Mr.
Mthunzi said of his hippo
charges, who wiggled their
ears and grunted in the dam
behind him. “Of course,
they’re excited to see human
beings running on the
ground.”

Near the hippo ponds, the
park’s game-management
team carefully monitored a
cheetah—the world’s fastest
land animal, who can clock
speeds of 60 miles an hour—
who unbeknown to the run-
ners, was lazing about just
300 meters from the course.

This year’s race wasn’t
completely without incident.
Rashaad Forehand, 38, of San
Diego, was running down the
course’s steep mountainside
when he heard something rus-
tling in the bushes to his right.

“I turned back, tripped on a
rock and I hit my head on an-
other rock,” he said afterward.
“It didn’t hurt when it hit, but
I saw all of this blood.”

Luckily, the noise Mr. Fore-
hand heard was a ranger, not
one of the big five.

“You think, ‘It could be
something,”” he said, espe-
cially after hearing “distinct
growling” during a training
jog the morning of the race.
“You never know.”
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Trump Draws More Critics

McCain is the latest
Republican to swipe at
the nominee in fight
with soldier’s family

By KRISTINA PETERSON
AnDp JANET HoOK

WASHINGTON—Sen. John
McCain of Arizona, a former
prisoner of war, delivered the
sharpest criticism by any Re-
publican senator of Donald
Trump over his public tangle
with the parents of a Muslim
U.S. Army captain killed in Iraq.

Mr. McCain, the 2008 Re-
publican presidential nominee,
didn’t rescind his support for
this year’s GOP nominee. But
he issued a blistering state-
ment Monday morning saying
he “cannot emphasize enough
how deeply I disagree with Mr.
Trump’s statement.”

“While our party has be-
stowed upon him the nomina-
tion, it is not accompanied by
unfettered license to defame
those who are the best among
us,” Mr. McCain said in his
statement.

The controversy began at
the Democratic National Con-
vention last week when Khizr
Khan, the father of Capt. Hum-
ayun Khan, criticized Mr.
Trump in an attention-grabbing
speech for his proposed plan to
temporarily bar Muslims from
entering the U.S. and suggested

that the nominee had “sacri-
ficed nothing and no one.”

In response, Mr. Trump over
the weekend cited the “thou-
sands and thousands of jobs”
he created as examples of his
sacrifice. He then ignited an-
other furor by saying Mr.
Khan’s wife, Ghazala, who had
accompanied her husband on-
stage at the convention per-
haps “wasn’t allowed to have
anything to say.” The Khans say
she was too distraught to speak
about her son’s 2004 death.

Mr. Trump sent out two new
tweets Monday morning, con-
tinuing his personal focus on
Mr. Khan, but insisting he is
moved by a broader concern
about radical Islam.

who endorsed Mr. Trump, but
have repeatedly criticized many
of his remarks. Only Sen. Mark
Kirk of Illinois, considered the
most vulnerable Republican
senator up for re-election this
year, has rescinded his backing
for Mr. Trump.

Both House Speaker Paul
Ryan (R., Wis.) and Senate Ma-
jority Leader Mitch McConnell
(R., Ky.) praised Capt. Khan’s
service and said they rejected a
ban on Muslim immigrants in
statements Sunday, but didn’t
directly criticize Mr. Trump,
who went unnamed in the
statements.

Mr. McCain on Monday
lauded Capt. Khan as “an exam-
ple of true American great-

The 2008 Republican nominee didn't
rescind his support for this year’'s nominee.

“Mr. Khan, who does not
know me, viciously attacked me
from the stage of the DNC and
is now all over TV. doing the
same—Nice,” Mr. Trump said in
an early-morning tweet.

He said in another tweet,
“This story is not about Mr.
Khan, who is all over the place
doing interviews, but rather
RADICAL ISLAMIC TERRORISM
and the U.S. Get smart!.”

Mr. McCain’s comments
highlighted the repeated ten-
sion that has flared up this
year between GOP senators

ness” and noted that his youn-
gest son also served in the Iraq
war, as well as in Afghanistan.
Mr. McCain also pushed back
on Mr. Trump’s desire to block
immigration of Muslims to
counter Islamic terrorists.

“I’d like to say to Mr. and
Mrs. Khan: thank you for immi-
grating to America. We're a
better country because of you,”
Mr. McCain wrote.

Mr. McCain, who is running
a tight re-election race this
year, has himself been an ear-
lier target of Mr. Trump’s criti-

cism. Last July Mr. Trump
drew widespread criticism
when he said Mr. McCain’s five
years as a prisoner of war in
Vietnam didn’t make him a war
hero. Mr. McCain, meanwhile,
has criticized Mr. Trump’s posi-
tions on immigration, national
security and the nominee’s
vows to revive waterboarding
as an interrogation technique.

But Mr. McCain hasn’t bro-
ken formally with Mr. Trump,
who won the GOP presidential
primary in Arizona with 47% of
the vote. Mr. McCain has faced
resistance at home from con-
servatives, who eye him with
some suspicion for working
with Democrats on immigra-
tion and other issues.

Also Monday. veterans activ-
ists and Muslim Americans
stepped up their criticism of
Mr. Trump. VoteVets, a liberal
veterans group, released a let-
ter from 11 Gold Star families—
those who had a child killed in
a combat zone—denouncing
the nominee.

“We feel we must speak out
and demand you apologize to
the Khans, to all Gold Star fam-
ilies and to all Americans for
your offensive, and frankly
anti-American, comments,“ the
letter said.

Veterans of Foreign Wars
also issued a statement de-
nouncing Mr. Trump.

“Election year or not, the
VFW will not tolerate anyone
berating a Gold Star family

Khizr Khan and his wife, Ghazala, parents of a slain U.S. Army
captain, at the Philadelphia Democratic convention last week.

member for exercising his or
her right of speech or expres-
sion,” said Brian Duffy, national
commander-in-chief of the
VFW. “There are certain sacro-
sanct subjects that no amount
of wordsmithing can repair
once crossed.”

A network of Muslim-Ameri-
can women Monday launched a
social media campaign using
the hashtag #CanYouHearUs-
Now to respond to Mr. Trump’s
suggestion that Mrs. Khan
didn’t speak at the Democratic
convention because she wasn’t
allowed to by Islam.

Former Florida Gov. Jeb
Bush, a former GOP presiden-
tial primary rival who lost to
Mr. Trump, weighed in with a

tweet of his own Sunday, “This
is so incredibly disrespectful of
a family that endured the ulti-
mate sacrifice for our country.”

Also stepping out with blunt
criticism was Sen. Kelly Ayotte
of New Hampshire, a Republi-
can up for re-election in one of
the nation’s most competitive
elections.

“The Khan family deserves
nothing less than our deepest
support, respect, and gratitude,
and they have every right to
express themselves in any way
they choose,” she said in a
statement. “I am appalled that
Donald Trump would disparage
them and that he had the gall
to compare his own sacrifices
to those of a Gold Star family.”

FBI Employee Admits He Fed Information to China

By NicoLE HonG

A longtime Federal Bureau
of Investigation employee
pleaded guilty Monday to act-
ing as an agent for the Chinese
government and sending sensi-
tive information about the U.S.
government to a Chinese offi-
cial.

Kun Shan Chun, 46 years
old, worked at the FBI’'s New
York field office as an electron-
ics technician and had been
granted top-secret security
clearance for almost two de-
cades. Mr. Chun, who was ar-
rested in March, was born in
Guangdong, China, and became
a naturalized U.S. citizen in
1986.

On Monday, Mr. Chun admit-
ted in Manhattan federal court
to feeding sensitive informa-
tion to a Chinese government
official. Prosecutors allege he
took photos of FBI surveillance
technology documents in re-
stricted areas and sent them
from his personal cellphone to
the official, and he passed
along the identity and potential
travel patterns of an FBI spe-
cial agent.

“Between 2011 and 2016, on
various occasions, I acted in
the U.S. at the direction of a
Chinese official,” Mr. Chun told
the judge on Monday. “At the
time, I knew that was wrong,
and I am sorry for my actions.”

The Chinese official was also
interested in the internal struc-
ture of the FBI, so Mr. Chun al-

legedly sent him an FBI organi-
zational chart with the names
removed, prosecutors said.

Mr. Chun pleaded guilty to
one charge of illegally acting as
an agent for the Chinese gov-
ernment. He will be sentenced
in December and faces approxi-
mately two years in prison un-
der his plea agreement. The
charge carries a maximum sen-
tence of 10 years in prison.

His lawyer, federal defender
Jonathan Marvinny, said his cli-
ent “deeply regrets” the mis-
takes he has made.

“The truth is that Mr. Chun
loves the U.S. and never in-
tended to cause it any harm,”
Mr. Marvinny said. “He hopes
to put this matter behind him
and move forward with his
life.”

Mr. Chun was introduced to
the Chinese government official
during a trip to Europe, prose-
cutors said. The official knew
Mr. Chun worked for the FBI
and asked him to disclose sen-
sitive information. Mr. Chun
agreed to the arrangement,
motivated by financial benefit,
according to prosecutors.

To conceal his relationship
with the Chinese official and
other Chinese nationals, Mr.
Chun repeatedly lied to the FBI
on forms related to his security
clearance, prosecutors allege.

The case is likely to raise
fears in the U.S. government
about suspected espionage by
China, which has become a
heightened focus for the Jus-

Kun Shan Chun admitted he sent photos of FBI documents to a Chinese official.

tice Department in recent
years. In 2014, U.S. prosecutors
charged five Chinese military
employees who allegedly
hacked into U.S. companies and
won the convictions of two en-
gineers accused of selling trade
secrets to Chinese companies.

But the crackdown on Chi-
nese spies has also sparked
criticism by Chinese-American
leaders, who say the U.S. gov-
ernment is racially profiling
their community. Over the past
two years, the Justice Depart-

ment has dropped three high-
profile cases related to Chinese
espionage.

To build the case against Mr.
Chun, the FBI used evidence
taken from recorded meetings
near New York City between
Mr. Chun and an undercover
agent over the past year, prose-
cutors said. The agent pre-
tended to be a Chinese-born
U.S. citizen working as a con-
sultant for various entities, in-
cluding the Department of De-
fense.

Through these conversa-
tions, the undercover agent
learned that Mr. Chun had a
network of associates in China.
The associates introduced him
to the owner of a company in
China called Zhuhai Kolion
Technology Company Ltd.,
which sells computer printer
parts and had ties to the Chi-
nese government. They asked
Mr. Chun to help the company
with ideas related to technol-
ogy, prosecutors said.

A representative in China for

NATE RAYMOND/REUTERS

Kolion didn’t immediately re-
spond to a request for com-
ment.

The relationship came with
perks. The associates helped
Mr. Chun pay for prostitutes
and trips overseas, and on at
least one occasion, they paid
him “a couple thousand” dol-
lars, he told the undercover
agent, according to prosecu-
tors. Relatives of Mr. Chun,
who also received payments
from the associates and in-
vested in Kolion, allegedly
urged him to go along with the
arrangement.

Mr. Chun said he communi-
cated with his Chinese associ-
ates through the messaging
service WeChat and tried to
avoid using the phone, prosecu-
tors said.

When he traveled to China
to meet with the associates,
they would act “pissed off” if
he didn’t have any information
for them, he told the under-
cover agent. He said the Chi-
nese government was actively
recruiting individuals who
could help them and was will-
ing to provide immigration
benefits and other compensa-
tion in exchange.

Last summer, the under-
cover agent told Mr. Chun that
he had access to sensitive U.S.
information. Mr. Chun said his
associates would be interested,
and he asked for something in
return. “If you make any
money, just give me a little
bit,” he allegedly said.

Gun Law Complicates

Anniversary of Massacre

By DaN FroscH

DALLAS—The University of
Texas at Austin on Monday
held a solemn commemoration
of a dark history: the 50th an-
niversary of a massacre, when
a sniper shot more than 40
people, drawing back the cur-
tain on an era of modern-day
mass shootings.

As the school recalled its
bloodiest day, a new state
law went into effect Mon-
day that allows concealed
handguns on public univer-
sity campuses.

“It is unfortunate timing,”
said J.B. Bird, a university
spokesman. “These two events
are completely unrelated, and
we’re keeping them completely
separate.”

While the law took hold, the
school unveiled a memorial to
the victims and survivors of
the 1966 shooting. Charles
Whitman, a troubled ex-Ma-
rine, climbed to the observa-
tion deck of a 307-foot clock
tower and sprayed the campus
with gunfire before being killed
by police. Survivors of the ram-
page, which killed 17 people,

JON HERSKOVITZ/REUTERS
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A memorial for the Aug. 1, 1966, shooting at University of Texas.

spoke Monday of what hap-
pened on that sweltering sum-
mer day.

That the anniversary of the
attack unfolded on the same
day as the new Texas campus
gun law has been described as
an unlucky coincidence by
those on both sides of the gun
debate.

In July, three professors

sued the University of Texas in
federal court, seeking to block
the new law, saying it violated
their rights to hold an open
discussion in their classrooms
without the threat of violence.

Gun rights advocates
praised the new law, saying it
was intended to allow students
to protect themselves on cam-
pus.

TEXAS

Safety Board Called

Out Balloon Risk
Saturday’s fiery hot-air bal-
loon crash that killed 16 has fo-
cused attention on regulation of

such lighter-than-air craft.

More than two years ago, the
National Transportation Safety
Board urged tighter regulation of
balloons. Without such changes,
the safety board said in an April
7, 2014, letter, “the potential for
a high number of fatalities in a
single air tour balloon accident is
of particular concern.”

Federal Aviation Administra-
tion chief Michael Huerta de-
clined to follow the recommen-
dations. He said in a 2015 letter
that since the number of balloon
flights “is so low,” the agency
“believes the risk posed to all pi-
lots and participants is also low.”

—Andy Pasztor

FLORIDA
Additional Zika

Cases Identified
Florida investigators identified
10 more Zika cases in the Miami

area, bringing the total to 14 in
the first known outbreak of the
virus to be caused by mosqui-
toes in the continental U.S, Gov.
Rick Scott said Monday.

The U.S. Centers for Disease
Control and Prevention advised
pregnant women and women
considering pregnancy to avoid a
one-square-mile area north of
downtown Miami, he said.

—Betsy McKay

PRESIDENTIAL DEBATES
Organizer Rejects

Trump’s Complaints

The group that organizes the
presidential debates is rejecting
complaints from the Trump
campaign that the events were
scheduled at times likely to
draw a smaller audience.

Donald Trump, the Republican
nominee, expressed unhappiness
in a tweet that two of the three
fall presidential debates overlap
with National Football League
games.

The Commission on Presiden-
tial Debates, an independent or-
ganization, said in a statement
Sunday that it believes the
dates, which it selected a year in
advance, “will serve the Ameri-
can public well.” The commission
is headed by former officials of
the Democratic and Republican
National Committees.

“It is impossible to avoid all
sporting events, and there have
been nights on which debates
and games occurred in most
election cycles,” the commission
said in its statement.

—Kate O’Keeffe

DEADLY FLOOD: Raging water killed two people and left th
center of Ellicott City, Md., in tatters over the weekend.

JULIET LINDERMAN/ASSOCIATED PRESS

J. SCOTT APPLEWHITE/ASSOCIATED PRESS
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Life’s Lessons: A Trainer’s Influence eynd the Gym

By ELIZABETH BERNSTEIN

There is a special man who’s
changed my life recently, and he
says these things to me:

“You rock!”

“Great job in difficult circum-
stances.”

“You should be really proud of
yourself.”

He’s my scuba instructor.

A great sports instructor or
coach builds us up, but also
teaches us im-
portant lessons
of emotional
management,
such as confi-
dence, perseverance, resilience and
how to conquer fear and anxiety.
Many times, these lessons have a
permanent impact on our mind-set
and attitude well beyond the play-
ing field.

These teachings are often long-
lasting, sports psychologists say,
because sports present goals, com-
petition, a game plan, results and
feedback, much like the rest of life.
Most people participate in a sport
voluntarily, so they are open to
learning. There is emotional inti-
macy and trust in a good coach-
student relationship. And, perhaps
most important, the lessons are
simple and immediately reinforced.

“If you have a golf club in your
hand, your coach tells you to twist
a little to your left to adjust your
swing, you do that and it works,
that is a very powerful lesson,”
says Jack J. Lesyk, director of the
Ohio Center for Sport Psychology,
in Cleveland, and a performance
psychologist for the Cleveland
Cavaliers.

My high school horseback rid-
ing coach, a former U.S. Army cav-
alry veteran we called “Sarge,”
who served in both WWII and Ko-
rean War, repeatedly told me:
“Look down and you are going to
land on the ground. Look where
you want to go.” That lesson, cen-
tral to a number of sports, includ-
ing golf, skiing and surfing, be-
came a life motto for me,
reminding me to always look for-
ward to my goals.

What major lessons are learned
from sports?

Remember your seat.

Amy Starin, a 53-year-old social
worker from Oak Park, Ill., took up
rowing after she finished treat-
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Brandt Johnson playing for the Boston Shamrocks in a 1991 game against the Harlem Globetrotters. Jenny Dorsey, top
right, as a teenage competitive fencer. Amy Starin in the stroke seat at the Chicago Sprints Regatta this summer.

ment for breast cancer several
years ago. She rows competitively
in her age group with the Chicago
Rowing Foundation. Her coach
stresses teamwork and individual
contribution, she says, and repeat-
edly tells the rowers: “Every seat
has a job that no one else in the
boat can fill. Remember your
seat.”

Ms. Starin says this advice has
helped her understand that her
role on any team, whether in a
rowing shell, a work meeting or
her family, is to do her part as well
as possible and focus on her per-
formance and development, not
the strengths and weaknesses of
others. “The assumption is that if
the boat is not doing well there
has to be something I can do bet-
ter in my seat to contribute to the
outcome,” she says.

Fence to fence, not to win.

Jenny Dorsey fenced as a teen-
ager, competing in the national cir-
cuit, the North American Cups and

the Junior Olympics. After she lost
an important match 15-14, angrily
tore off her gear and was crying
on the sideline, her coach, whom
she considered “a father figure,”
asked: “Were you fencing to fence
or were you fencing to win? Be-
cause if you’re fencing to win you
never will.”

Ms. Dorsey, a 25-year-old chef
and culinary consultant in New
York, says she learned that day
that passion, growth and accom-
plishment are the real spoils of
victory—and it’s impossible to get
anywhere without them. “In fenc-
ing and in life, if you only drive to-
ward an end result without loving
and acknowledging the journey
you will never win,” she says.

Fatigue will not be a factor.

Brandt Johnson played basket-
ball at Williams College in Wil-
liamstown, Mass., and later as a
member of the Harlem Globetrot-
ters opposition team and profes-
sionally in Europe. At Williams, he

says, his coach made the players
practice sprints over and over,
sometimes nonstop for hours, call-
ing out: “Fatigue will not be a fac-
tor in our performance.”

“He wanted us to have our bod-
ies and minds conditioned so we
were less likely to get tired,” says
Mr. Johnson, 50, who co-owns a
communication-skills training firm
in New York with his wife. “While
we may have limitations as an ath-
lete or a person doing what we do,
if we’re prepared, these things
won’t stop us.”

Mr. Johnson says he used this
advice as a young investment
banker preparing analysis for his
bosses, when he decided to return
to basketball after working in fi-
nance, and now when preparing to
meet with clients of his business.
Recently, while traveling to Florida
to meet with 20 corporate execu-
tives for a three-hour training
seminar he memorized all their
names and bios on the plane. “The

commitment to doing what has to
be done for the task at hand has
stayed with me,” he says.

Be proud.

When Mike Seyfer opened the
Cedar Rapids Gazette recently, he
was saddened to see the obit of his
former high school basketball
coach. That got him thinking about
a frigid night in February 1964,
when he was a sophomore and his
team lost an away game in Moline,
Ill., after being 15-1 for the year.
After the players dejectedly piled
onto the bus for the 75-mile ride
home, the coach climbed on,
closed the door and shouted: “Get
your heads up fellas! You all
played a great game and competed
to the final buzzer and I could not
be more proud of you.”

Mr. Seyfer, 68, who splits his
time between Cedar Rapids, Iowa,
and Wesley Chapel, Fla., is a re-
tired broker and investment ad-
viser who now plays shuffleboard
on the competitive circuit. His
coach’s advice to compete 100%
has always stayed with him. “If
you always look in the rearview
mirror, it will be detrimental for
your performance in the future.”

T’'ve been scuba diving for three
years, taking a number of ad-
vanced certification classes. When
I was first learning to dive, I had a
panic attack on the surface. I
jumped off the boat into a big
wave and, once underwater,
thought the boat was going to
slam down on me. Within seconds,
I had only two thoughts in my
head: “I'm going to drown” and
“I'm an idiot.”

Luckily, my instructor, James—
always unruffled and positive—
was with me. He calmed me down
by looking directly in my eyes and
repeatedly telling me that I was
OK. We finished the dive, and dis-
cussed what happened and how to
prevent a repeat. In midair, I had
heard someone on the boat com-
ment that the waves were “really
really big.” At that moment, I
started to tell myself very bad
things.

Here’s the lesson I learned from
James that day, which I’ve since
used in many other areas in my
life: You need to arrest a negative
thought immediately, in midair.
Remind yourself that you are com-
petent and know what you’re do-
ing. Slow your breath.
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He'll Still Take Manhattan

BY BRENDA CRONIN

THE DRUGS OF CHOICE have changed for Jay
MeclInerney. Bolivian marching powder has
been replaced in his books by rare French
wines and erectile-dysfunction treatments.
But the setting remains Manhattan, where
his restless characters are uneasily yielding
to middle age amid the run-up to the 2008
economic meltdown.

“Bright, Precious Days,” out Sept. 8, is his
third novel in a trilogy chronicling the mar-
riage of Russell and Corrine
Calloway and the changing
city where they live. In the
new novel, which begins in
2006, they have 11-year-old
twins and find themselves
priced out of New York real
estate, racked by infidelity
and out of step with their ex-
tremely prosperous friends.
Mr. McInerney says that Rus-
sell, who runs a small pub-
lishing house, is his alter ego,
pursuing a career he likely
would have if he hadn’t be-
come a writer.

Mr. McInerney shot to fame with his
1984 debut “Bright Lights, Big City.” Com-
posed in a six-week sprint, the novel cap-
tures a fledgling writer’s star-crossed stint
as a magazine fact-checker by day and foot
soldier in a drug-spangled club scene by
night. More than 30 years later, the 61-year-
old author is the father of 21-year-old twins
and an avid cook. November marks the 10th
anniversary of his fourth marriage. He re-
mains in Gotham’s thrall and says he is “still
a hedonist”—though he now works out, in
part to allow for great meals and wine.

A scene in “Bright, Precious Days”—
where financiers vying to show off their pal-
ates order up ever-more-costly vintages—is
taken from real life, Mr. McInerney says. He
recalls evenings at two erstwhile restau-
rants in Manhattan that catered to connois-
seurs: Cru, not far from where he lives, and
Veritas. He has sampled the most expensive
wine in “Bright, Precious Days”—a 1982 Pé-
trus, which retails for about $5,000 a bottle.

Mr. McInerney has published eight nov-
els, a collection of short stories and three
books on wine. He caught the bug while a
grad student apprenticing with Raymond
Carver, when he worked at the Westcott
Cordial Shop in Syracuse, N.Y. For four
years, he wrote a column about wine for
The Wall Street Journal; since 2014, he has
been Town & Country magazine’s wine
critic. Edited from an interview.

Joy

You've described your job as “making fun of
New Yorkers behaving badly.” Do your friends
worry they will end up in a book?

SOLO SHOW Willem Dafoe stars in ‘Sculpt,” a film by Loris Gréaud.

A Film for an Audience of One
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I think people joke about it and talk about it
more than it actually happens. There is a
tendency for people to think they’re more
interesting than they are. But sometimes
when I really have based a character on
someone they don’t notice it. And I find
people claiming characters! There are sev-
eral women who think they’re the model for
Corrine.... People probably should worry
more about what they say in front of me.

Any burned bridges?

There are certain courtesies that you try to
observe, but at the same time, as a writer,
you have to be willing to tell unpleasant
truths. I wrote a nonfiction piece years ago
about my mother in the New Yorker after
she and my father had died. And it was
about an affair that she had that she told
me about on her deathbed.... My brothers
basically didn’t speak to me for quite a
while. But I felt like I had to write it.

Any books or short stories that you wish

you could take back, either because you're
dissatisfied with the writing or because they
hurt someone?

There are two novels that I finished but I
didn’t publish. One would have been my
third novel. And another one that I wrote in
2010-2011, before I wrote this book. I
showed an early draft to my agent and my

ART

editor. My editor basically said he didn’t
think I'd gotten the ending right.

How did you know that novel wasn’t working?
As I was finishing it, I just didn’t feel that
usual sense of excitement and sleeplessness.
I realize now the main character was kind of
flawed because he was based half on me and
half on this other guy—and I didn’t really
integrate them that well.

In “Bright, Precious Days,” affairs are passion-
ate but marriage isn’t. Is that your view?
There isn’t a story until there’s yearning
and betrayal and passion. These characters
have reached middle age and then some,
and I think it’s very hard to sustain passion
for 25 years. I wouldn’t know because I ha-
ven’t been married that long. But, obviously,
this is the perspective of a guy who’s been
married four times. One of the reasons I'm
so fascinated by Russell and Corrine and
people like them is I believe that there are
many, many compensations and rewards and
a special place in heaven for people who
manage to make monogamy work. I think
it’s human nature that the unpossessed ob-
ject always has a special glow that the fa-
miliar does not.

When's the last time you did cocaine?
I don’t know—three or four years ago. Not
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CITY SLICKER In
his work and life,
Jay Mclnerney
remains enthralled
with New York.

recently, but not that long ago. It’s still ev-

erywhere. Every new generation keeps dis-

covering it, as if it was their own invention.
I'm a parent, so I have some access to what
young people are doing. I have some sense

of what’s going on, even if I don’t go out at
night as much as I used to.

Some of your characters take Cialis, not illegal
drugs. Do you hear more talk about erectile-
dysfunction treatments?

I do! Yeah, it is something that comes up
among older guys. Viagra just became some-
thing of a cliché so that’s probably why I
mentioned the less-common one. I think it’s
probably changed behavior—the availability
of these drugs over the past 15 years or so. I
suspect that it’s emboldened older men who
maybe previously would have been less bold.

It’s almost the 15th anniversary of 9/11. Do you
see any lasting effects on the city?

I think for people who were here, it’s sort of
part of our psyche. Loud noises and low-fly-
ing planes still kind of bring out a shudder
of fear.... Some people really did change
their lives...but, collectively, there’s a kind of
amnesia, I think. New York has never been
oriented toward the past.... The past is if
you can remember what you ate yesterday
or who you slept with. And the future is,
“Where are we going tonight?”
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Mitchell

Ken's perfectly. We didn't get
caught up in the campus-revolu-
tion thing. Mitchell reinforced
our belief that you didn't have
to protest overtly, that you
could work hard so that in the
future, when certain windows
opened for change, you'd be pre-
pared to take advantage of

BY ELLEN GAMERMAN

WHAT DOES an artist provocateur do
when offered a 600-seat theater to
present his work?

He makes 599 seats unavailable.
French conceptual artist Loris
Gréaud will debut a film at the Los
Angeles County Museum of Art on
Aug. 16 that is only allowed to play
to one audience member at a time,
with the institution’s Bing Theater
reconfigured for a single seat. If a
viewer leaves early, the 54-minute
movie will play to an empty room.

Such exclusive (or nearly so) ex-
periences can be found across
Lacma this summer. Along with
“Loris Gréaud: Sculpt,” the museum
also features one of James Turrell’s
perpetual cells. It allows a single
visitor inside a sphere to be bom-
barded by light. “Rain Room,” a
chamber of falling water that was
created by artist duo Random Inter-
national, has been running at the
museum since the fall and accom-
modates roughly 15 people at once.

“Sculpt,” Mr. Gréaud’s first fea-

ture-length film, stars Willem Dafoe
as a “moment collector” who gets
lost in his own obsessive quest for
experiences. Tickets are free of
charge, released online at 9 a.m. to
the first takers for that day’s four
to six screenings.

The artist is sending in video
bootleggers to record the work and
is planning free screenings in other
places after the Lacma debut.

“If you look at the project itself,
it’s a money-losing machine—it’s an
object that can’t exist today,” Mr.
Gréaud said.

The artist added that the movie,
which is tinted red from start to
finish, is scripted and features a
coherent narrative. “It’s not ab-
stract and crazy,” he said.

The film’s trailer, which flickers
from freakish characters to naked
women in bondage to gusts of
steam to Mr. Dafoe in torment, has
drawn nearly 680,000 views on
YouTube since May.

The 37-year-old artist said that
he courted Mr. Dafoe for the movie,
filmed over 30 months in Italy,
Vietnam, Iceland and elsewhere.

One day, while Mr. Dafoe was con-

sidering whether to do the project,
he suggested that the two rehearse
in New York the following morning.

Mr. Gréaud, who lives in a Paris
suburb, raced to the airport and
landed on Mr. Dafoe’s doorstep in
time. Even then, Mr. Gréaud said,
the actor didn’t offer an outright
yes. “I think he was sort of testing
me,” the artist said.

Mr. Gréaud’s exhibition follows a
controversial one at the Dallas
Contemporary in 2015, when he
hired people to smash his works in
a pretend riot. What got more at-
tention, though, was the viral mo-
ment that followed: After a female
art critic disparaged the show, Mr.
Gréaud sent her a series of angry
Facebook messages telling her that
she needed a boyfriend. The ex-
change caught fire online. After-
ward the artist suggested that his
outburst was an intentional part of
the project.

Lacma has been instructed not
to announce the exhibit’s end date,
but other events are planned for
the theater in the fall.

(Rodale). He
spoke with Marc Myers.

| thought of Joni Mitchell while
running the marathon at the 1972
Olympics in Munich—actually, |
thought of her song, “BIG YEL-
LOW TAXI,” which came out in
1970. The song helped me stay
focused while training and avoid
what | call the “if onlys"—regrets
over not going after something
you really want.

My friend Ken Davis turned
me on to Joni. Ken and | first met
when | moved into Vanderbilt Hall
at Yale in 1965. We both were
pre-med, and we both shared the
same drive and ambition. Ken
was brilliant, but he also loved
rock. We often listened to his ste-
reo system in the suite, which
had a receiver that could pick up
WNEW-FM in New York. In 1968,
you could hear all the best new
rock music on that station. In the
fall, Mitchell played close to Yale,
and Ken insisted we go.

Her music was a soft protest,
which matched my view and

them and make a difference.

During my senior year at Yale,
| began to show serious running
talent. But when | asked if | could
postpone med school to compete,
the dean said no. So | dropped
out in late ‘69 and moved to
Gainesville, Fla, to train and at-
tend law school.

Sometime in the spring of ‘70,
| heard “Big Yellow Taxi” on the
radio: “They took all the trees, /
put ‘em in a tree museum / And
they charged the people / a dollar
and a half just to see 'em / Don’t
it always seem to go / that you
don’t know what you've got / ‘til
it's gone.” Those last two lines
resonated, and | sang the song’s
first two verses whenever | ran.

Today, | still sing “Big Yellow
Taxi” to myself. | never told Kenny
how | felt about it. Ken—or Dr.
Kenneth L. Davis, who pioneered
breakthroughs in Alzheimer’s
treatments—is now president and
CEO of New York's Mount Sinai
Health System. I've always won-
dered if the song meant as much
to him as it did to me.

PATRICK MCMULLAN

BRIAN MOODY/REX/ASSOCIATED PRESS
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Uncle Sam Needs a Refi

merican voters seem to have forgotten
about the national debt, but the $14 tril-
lion of debt held by the public is only get-
ting larger. President Obama
and the next President ought to
make that burden a little more
bearable by taking advantage
of today’s cheap financing by
borrowing for the long term.

Like a smart mortgage cus-
tomer who refinances his home when rates tum-
ble, Mr. Obama should take advantage that the
10-year Treasury note is close to historic lows
after falling to 1.45% last week. Treasury’s lon-
gest-term instrument, the 30-year bond, closed
Friday at 2.18%, also low by historical standards.
Foreign governments have lately been borrowing
for 50 and even 100 years, and Japan said last
week it may issue a 50-year-bond for the first
time. Why shouldn’t the U.S. also lock in today’s
rock-bottom rates far into the future?

To be fair, Treasury has been making prog-
ress, raising the weighted average maturity of
the Treasury’s marketable debt outstanding
from around 49 months when Mr. Obama took
office to almost 70 months by the end of June.
But that isn’t nearly enough progress to make
the Obama debt pile manageable.

The U.S. Congressional Budget Office re-
ported in July that federal debt held by the pub-
lic has surged to 75% of GDP from 39.3% in 2008.
In its new long-term forecast, CBO projects debt
rising to 86% of GDP in 2026 and to a whopping
110% in 2036, exceeding the historical peak of
106% after World War II.

Politicians like to ignore the costs of the
promises they’ve made, and this era of rock-bot-
tom interest rates, courtesy of the U.S. Federal
Reserve and central banks world-wide, has made
denial easier. Low yields are hell on savers, but
they’ve allowed Mr. Obama and the Washington
crowd to party like it’s 1995.

That year the government paid $232 billion
in net interest payments, more than the $223
billion it paid last year, even though publicly
held debt has more than tripled in 20 years. As
a share of GDP, the U.S. is paying less in interest
than the average of the past 50 years, even as
debt has skyrocketed.

Treasury should lock
in more federal debt
at today’s low rates.

What happens when Uncle Sam has to pay for
its borrowing at normal interest rates? CBO fig-
ures the yield on the 10-year note will rise to 4.1%
by 2026 from its current 1.5%.
In its March release of baseline
budget projections, CBO esti-
mated net annual interest pay-
ments would balloon to $839
billion from last year’s $223
billion. All federal corporate-
income-tax collections are expected to cover only
a little more than half of that tab in 2026.

Rates could go higher, as they often have in
the past. CBO figures about another $160 bil-
lion per year in deficit spending will be re-
quired if rates are one percentage point higher
than in their current projections for the next
decade. CBO is expecting federal net interest
payments to more than quadruple as a share
of the economy by 2046.

The government should do everything it can
to insulate taxpayers from this inevitable rate
rise. Treasury has surveyed institutional inves-
tors and found at least some interest in a poten-
tial 50-year debt offering. But officials worry
that if they roll out longer bonds and rates rise,
investors may sour on such instruments. The U.S.
issues the world’s benchmark bonds, prized for
their liquidity, and might be embarrassed if it
floats and then discontinues a longer bond.

But any issuer that sees its borrowing rates
spike amid a surge in debt is going to lose some
prestige. Treasury should think about how the
government can possibly afford to fulfill all its
promises—and at what cost to taxpayers.

Too many in Washington are clinging to the
fantasy enabled by cheap financing. Opportunis-
tic Democrats want to use the current moment
of low interest rates to finance even more reck-
less entitlement expansions or new roads and
bridges that somehow weren’t built after tax-
payers shelled out $800 billion for the 2009
stimulus program.

Mr. Obama won’t repeal the policies that have
produced slow economic growth and an explod-
ing federal debt. But he can seize this market
moment to make it easier for Americans to af-
ford the historic Beltway spending party he’s
been throwing since he took office.

Uber’s China Exit

ry saying it aloud: China, a nation of

1.4 billion people, isn’t big enough for

two ride-sharing companies. Does
that even make sense?

It does to Beijing and investors who take
its cues. On Monday Uber traded its China op-
erations for a 20% stake in local competitor
Didi Chuxing Technology, itself the product of
a merger last year between China’s largest
Uber clones. The government’s fingerprints
are all over this deal.

The two companies were stuck in a competi-
tive brawl, losing money in a way not seen since
the early days of the internet. Uber entered the
China market in its usual aggressive fashion
three years ago and burned through $2 billion
with no profits in sight. CEO Travis Kalanick
claimed a 30% to 35% market share for
UberChina earlier this year, and investors valued
the operation at $8 billion in January.

But Didi was still far ahead with operations
in about 400 cities compared to Uber’s 40.
The Chinese firm says it has an 80% market
share, and its backers Alibaba and Tencent
provided access to popular payment and so-
cial media apps.

Both firms had about $10 billion in cash to
fight for drivers and customers through the use
of promotions. When driver bonuses were par-
ticularly generous, some even set up fake rider
accounts on spare phones to inflate their ride
numbers. But the main source of growth re-
mained cheap fares subsidized by investors.

The fight for dominance might have bene-
fited Chinese consumers for years to come, but
the Chinese government is uncomfortable with
market disruption. Last week Beijing issued
regulations that made ride-sharing legal but
outlawed offering rides below cost.

The government wanted to contain competi-
tion that took business away from taxi drivers.
Favoritism toward Didi was likely a factor too.
Banning promotions would hurt Uber in the
long run, since Didi’s other advantages would
come to bear. Uber and Didi were already ex-
ploring a deal, and the government’s action
was an obvious impetus to seal it.

Uber’s decision to exit China is a strategic re-
treat, but the firm deserves credit for executing
well in a market that has tripped up many West-
ern firms and for recognizing the obstacles to
future Chinese success. While Mr. Kalanick gave
up the dream of dominating the China market,
he got a healthy return on his investment and
future monopoly profits from Didi. Uber is now
free to pursue an IPO without the impediment
of continuing losses in China.

As usual, Chinese consumers will pay higher
prices for the stability that the country’s leaders
prefer. Beijing has adopted the West’s antitrust
laws to go after multinational firms in the name
of protecting consumer interests. But Didi’s
emergence as the dominant ride-share player
shows the real priority is a stable ecosystem of
companies that are allowed to earn higher prof-
its in return for playing the political game.

The Glass-Steagall-Trump-Clinton Act

he Republican and Democratic Party

platforms don’t agree on much, so what

does it mean that this year they both call
for reinstating the Glass-Stea-
gall Act 0f1933? It means that
as both Donald Trump and Hil-
lary Clinton pursue Bernie
Sanders voters, they can be
equally irrelevant to our cur-
rent financial era.

Glass-Steagall separated commercial bank-
ing—i.e., taking deposits and making loans—
from investment-banking businesses like trad-
ing stocks and bonds. Mr. Sanders and Senator
Elizabeth Warren have flogged the belief that
when Bill Clinton repealed what was left of
Glass-Steagall in 1999, he opened the door for
banks to gamble on Wall Street and thus caused
the 2008 financial panic.

Too bad there’s no evidence that this had any-
thing to do with the crisis. The panic started in
investment firms like Bear Stearns that were not
commercial banks. Ditto for Lehman Brothers
and Merrill Lynch. They failed because they ran
into liquidity crises due to overleverage and a
portfolio of bad mortgage securities. AIG also
wasn’t a bank.

The commercial banks that contributed most
to the panic—including Wachovia and Washing-
ton Mutual—made too many bad mortgage
loans. Bank of America got into trouble buying
Countrywide Financial, which had issued too
many bad mortgages. Citigroup made a mess
with off-balance-sheet assets that also included
too much real estate.

The real source of the crisis was the U.S. Fed-

The GOP joins Sanders
and Warren in pointless
re-regulation.

eral Reserve’s monetary policy that subsidized ex-
cess credit and federal affordable-housing goals
that, with the help of Fannie Mae and Freddie Mac,
encouraged subprime and “liar”
mortgage loans. Plenty of small
banks with little exposure to the
capital markets but too much to
real estate also failed. Glass-
Steagall was irrelevant.

With taxpayer backing and
thin capital levels, bankers and financiers can find
all kinds of trouble, whether on Wall Street or any
other street, and regardless of the size of their
firms. Having a regulator decide which risks to
avoid creates its own risks, as when capital rules
and credit-ratings requirements herded much of
the financial world into supposedly safe mort-
gage-backed securities before the panic.

The Volcker Rule that is part of Dodd-Frank is
supposed to prevent commercial banks from risky
securities trading, though it is so complicated it’s
hard to tell. Banks today are highly integrated and
breaking them up would be difficult and highly
disruptive. The better solution is to shrink the
taxpayer safety net, raising capital standards high
enough so that banks that take insured deposits
can better withstand trading or lending mistakes.
Outside the safety net, let companies take greater
risks but also let them fail.

This is the solution that House Financial Ser-
vices Chairman Jeb Hensarling is promoting,
and it doesn’t include reinstating Glass-Steagall.
If a new President insists on reinstating it any-
way, then we trust Mr. Hensarling will exact a
heavy negotiating price such as privatizing Fan-
nie and Freddie, among other reforms.

Francois Hollande’s
Dangerous Gambit

Two years ago, after

- &= Moscow’s annexation of
."-'I._, " Crimea and armed inter-
- ference in Ukraine, Fran-
‘k&_/ﬁ; \' cois Hollande showed
r real strength in refusing

to deliver to Russia the

[ piFir S

EYE ON . .
EUROPE he!lcop'ger-carrylng war-
Bv John ships it had ordered
V¥n ocur from France.

The French president

also demonstrated un-

common forthrightness in having his

government argue that Islamic State

would never have achieved its power and

proportions had President Obama kept

his pledge to stage air strikes with the
French against Syria in August 2013.

Now, after the recent terrorist attacks
in France, Mr. Hollande’s words are being
examined for resolve and wisdom by his
hopeful friends. And for a loosening of
his grip by those, notably in Moscow,
who don’t wish the West well.

Back on July 8, just days before the
latest spate of attacks began, Mr. Hol-
lande made a statement on the margins
of the NATO summit in Warsaw, where
the Allies later agreed to rotate forces
(including a couple of hundred French
troops) into NATO countries bordering
Russia.

“For France, Russia isn’t an adversary,
isn’t a threat,” Mr. Hollande said. “Russia
is a partner that can sometimes, as we
saw in Ukraine, use force.”

The president’s statement left some of
France’s friends flabbergasted, but could
only have pleased Vladimir Putin.

“It’s absolutely not NATO’s job to
weigh in on the relationship that Europe
has with Russia,” Mr. Hollande insisted.

Donald Trump couldn’t have phrased
things more divisively.

Mr. Hollande’s characterization of Rus-
sia is alarming. He doesn’t consider that
Mr. Putin’s contempt for international law
constitutes a threat. This undermines Mr.
Hollande’s self-portrayal as a guardian of
the rule of law in fighting jihadism with-
out resorting to what he points to as the
French right wing’s authoritarian, out-
side-the-law response to the attacks.

In fact, Mr. Hollande’s depiction of the
Kremlin as being innocuous only validates
the more assertive pro-Putin positions of
his Socialist party’s central rivals. These
include Marine Le Pen, the leader of the
far-right National Front, who has admit-
ted to taking Russian loan money.

Mr. Hollande’s remarks also contradict
the recent NATO summit’s final declara-
tion—approved by France—that Russia’s
aggressive activities “damaged transat-
lantic security and threatens our goal of
a Europe whole, free, and at peace.” The
document goes on to state that Russia’s

“aspirations for partnership” depend on
its compliance with international law. Un-
til its restoration, the statement adds,
“we cannot return to ‘business as usual.””

What made Mr. Hollande become so
seemingly malleable, so improbably
trustful?

In January the president became the
first major European Union leader to
propose that the Ukraine- and Crimea-re-
lated sanctions against Russia be aban-
doned. This initiative was further refined
by Germany’s foreign minister, Frank-
Walter Steinmeier. The Social Democrat
has proposed that Russia be given partial
relief for the partial-but-dubious steps it
has taken toward fulfilling the Minsk
agreement for the withdrawal of Russian
forces from Ukraine.

The French president goes
soft on Putin to improve his
chances of election victory.

Mr. Hollande’s view of Russia as a
nonthreatening partner is best under-
stood in the context of his bid for re-elec-
tion in 2017. The president believes that
by being nicer to Moscow, he can eventu-
ally assume the role of notional leader of
the European left. The Germans and the
Italians might go for it.

But considering the venom of the
Trump-Clinton clashes over Russia and
NATO, Mr. Hollande will soon be pressed
to explicitly take sides. If he doesn’t want
to appear closer to Mr. Trump’s views
than to those of the U.S. Democratic
Party—thus damaging a traditional
French Socialist friendship with the party
and with Hillary Clinton—the president
has two occasions to recast his affinities.

One comes at a meeting in Paris this
month of Europe’s Social Democratic
leaders. The other involves Mr. Putin’s
announced visit to Paris in October to in-
augurate a Russian cultural center and
Russian cathedral.

I was told emphatically last week the
Russian’s visit hasn’t been finalized.
Should it never materialize, Mr. Hollande
will have spared France the ignominy of
offering an authorized podium to Mr. Pu-
tin’s routine as demagogic defender of the
faith. This at a time of religious, warlike
tensions between Christians and Muslims.

For its friends who cherish France’s
prouder instincts, now is the moment to
remind Mr. Hollande that honorably
fighting a terrorist beast with the
strength and restraints of the rule of law,
while simultaneously disregarding Mr.
Putin’s aggressive contempt for it, is dan-
gerous and incoherent.

Putin’s Infowar on America

This column re-

P

cently predicted

| that Russia would
e} disclose  hacked

. emails just before
‘. h."""fh the  presidential

INFORMATION election as an “Oc-
tober surprise.” The

AGE first surprise came
By L. Gordon earl %th last
Crovitz y,’

week’s release of

emails hacked from
the Democratic National Committee,
whose chairman resigned for rigging the
primaries in Hillary Clinton’s favor.

Expect more surprises before No-
vember. Moscow has an ambitious
strategy for information war that goes
beyond affecting a presidential elec-
tion. Israeli analyst Dima Adamsky
wrote that the Russian “information
struggle” entails “technological and
psychological components designed to
manipulate the adversary’s picture of
reality, misinform it, and eventually in-
terfere with the decision-making pro-
cess of individuals, organizations, gov-
ernments, and societies.”

Security experts believe Russia
hacked all 63,000 of Mrs. Clinton’s
emails as secretary of state, including
the 33,000 emails she destroyed, and
that Russia supplemented this informa-
tion by later hacking the Clinton Foun-
dation and the State Department. That
would mean Mr. Putin has a trifecta of
sources to identify suspicious links be-
tween Mrs. Clinton and multimillion-
dollar donors to her foundation, includ-
ing authoritarian governments and
crony capitalists, and favors granted by
the Clinton State Department.

According to Mr. Adamsky, Russia’s
goal is to cause “disillusionment and dis-
content with the government and disor-
ganization of the state and military com-
mand and control and management
functions.” It’s hard to imagine anything
more disillusioning to Americans than
the release by Russia of incriminating
emails Mrs. Clinton had refused to dis-
close even under U.S. court order.

Polish analyst Jolanta Darczewska
has traced Russian information-warfare
theory to Stalin’s spetspropaganda
(special propaganda) program in the
1940s. In recent years Mr. Putin, a KGB
veteran, extended infowar to include
“information manipulation,” which
includes “using authentic information
in a way that gives rise to false implica-
tions,” disinformation, fabricating in-
formation and blackmail.

Russia attacked Estonian government
websites and hacked Ukraine’s election

commission days before a vote. A Ger-
man investigator last year concluded
there was no evidence behind the Wiki-
Leaks claim that the National Security
Agency eavesdropped on Chancellor An-
gela Merkel’s mobile phone. It was likely
disinformation to drive a wedge be-
tween the U.S. and Germany. Russia’s in-
formation manipulation is intended both
to embarrass people and to inhibit hon-
est communications by demonstrating
that governments can’t protect confi-
dential communications.

Liberals who long treated Edward
Snowden and Julian Assange as heroes
are now offended that WikiLeaks dis-
tributed the Russian hacks of the DNC.
Journalist Franklin Foer complained in
Slate last week that the “breathtaking
transgression of privacy” of Demo-
cratic Party officials will have a “chill-
ing effect” undermining the ability “to
communicate honestly.” That was the
exact purpose of the hacks of hundreds
of thousands of U.S. diplomatic cables
distributed by WikiLeaks in 2011
through the New York Times and Lon-
don’s Guardian.

What can be done about infowar?
Donald Trump was criticized last week
for encouraging Russia to disclose Mrs.
Clinton’s emails, but making them pub-
lic would be the best way to deprive Mr.
Putin of the advantage he gains by hold-
ing them. A U.S. ally that spies on Wash-
ington as much as Washington spies on
it, such as Israel or France, would do
Americans a favor by making public its
copy of Mrs. Clinton’s emails. Other-
wise, Moscow can drip the emails out
on its schedule with its spin—or hold
them back as blackmail against Mrs.
Clinton should she reach the White
House. American voters should know
what Mr. Putin knows.

The Obama administration has been
passive in response to Russia’s in-
fowar—even reluctant to officially ad-
mit its existence. Washington’s best de-
terrence would be to reply in kind. The
U.S. could hack and release Mr. Putin’s
bank accounts detailing how rich he has
become in office. U.S. prosecutors could
use hacked information to indict Putin
business cronies and deny visas to their
associates and relatives.

Despite Russia’s audacious hacking,
Director of National Intelligence James
Clapper last week would only go as far
as to concede: “It’s fair to say Vladimir
Putin feels like he is fighting a low-
level, asymmetric war with the U.S.”
Because of the Obama administration’s
failure to fight back, Mr. Putin is enjoy-
ing many victories.
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The Clintons and Their Kremlin Connections

By Peter Schweizer

illary Clinton touts her ten-

ure as U.S. secretary of

state as a time of hard-
headed realism and “commercial
diplomacy” that advanced Ameri-
can national and commercial inter-
ests. But her handling of a major
technology-transfer initiative at
the heart of Washington’s effort to
“reset” relations with Russia
raises serious questions about her
record. Far from enhancing Ameri-
can national interests, Mrs. Clin-
ton’s efforts in this area may have
substantially undermined U.S. na-
tional security.

Consider Skolkovo, an “innova-
tion city” of 30,000 people on the
outskirts of Moscow, billed as Rus-
sia’s version of Silicon Valley—and
a core piece of Mrs. Clinton’s quar-
terbacking of the Russian reset.

Why did Hillary’s State
Department urge U.S.
investors to fund Russian
research for military uses?

Following his 2009 visit to Mos-
cow, President Obama announced
the creation of the U.S.-Russia Bilat-
eral Presidential Commission. Mrs.
Clinton as secretary of state directed
the American side, and Foreign Min-
ister Sergei Lavrov represented the
Russians. The stated goal at the
time: “identifying areas of coopera-
tion and pursuing joint projects and
actions that strengthen strategic sta-
bility, international security, eco-
nomic well-being, and the develop-
ment of ties between the Russian
and American people.”

The Kremlin committed $5 billion
over three years to fund Skolkovo.
Mrs. Clinton’s State Department

By Joseph Epstein

y best guess is that watch-
ing the Republican and Dem-
ocratic Party conventions
changed no one’s mind. At the con-
clusion of the performances people
who were dubious about either can-
didate remained dubious, and people
who had signed on in support of one
or the other candidate were rein-
forced in their decision. A lot of
huff, a lot of puff, but no doors were
blown down.
What I found new, and more than
a touch appalling, was the dragging
in of family members in support of
each candidate. Both Hillary Clinton
and Donald Trump were introduced
for their final speeches by daugh-
ters. Mr. Trump’s wife and Mrs. Clin-
ton’s husband each spoke on behalf
of his or her spouse. The idea be-
hind this rallying of family, of
course, was to make the candidate
seem warmer, more intimate, more

By Mirjam Meissner

peans to name the biggest

threats to their personal pri-
vacy, many might say Google or the
U.S. National Security Agency. But
as Western societies debate the le-
gal limits for collecting and sharing
data post-Edward Snowden, and as
international companies work on
encryption technologies to keep the
state at bay and users at ease, a
whole new surveillance game is un-
der way in China.

These plans aren’t widely un-
derstood in the West, but their
contours are already clear. The
government will try to link a large
amount of public and private data,
with the goal of building the
world’s first all-encompassing sys-
tem of cybersurveillance. The con-
sequences of this big-data-en-
abled, information-technology-

I f you ask Americans and Euro-

worked aggressively to attract U.S.
investment partners and helped the
Russian State Investment Fund,
Rusnano, identify American tech
companies worthy of Russian in-
vestment. Rusnano, which a scien-
tific adviser to President Vladimir
Putin called “Putin’s child,” was cre-
ated in 2007 and relies entirely on
Russian state funding.

What could possibly go wrong?

Soon, dozens of U.S. tech firms,
including top Clinton Foundation do-
nors like Google, Intel and Cisco,
made major financial contributions
to Skolkovo, with Cisco committing
$1 billion. In May 2010, the State De-
partment facilitated a Moscow visit
by 22 of the biggest names in U.S.
venture capital—and weeks later the
first memorandums of understand-
ing were signed by Skolkovo and
American companies.

By 2012 the vice president of the
Skolkovo Foundation, Conor Leni-
han—who had previously partnered
with the Clinton Foundation—re-
corded that Skolkovo had assembled
28 Russian, American and European
“Key Partners.” Of those, 17, or 60%,
have made financial commitments to
the Clinton Foundation, totaling tens
of millions of dollars, or sponsored
speeches by Bill Clinton.

Russians tied to Skolkovo also
flowed funds to the Clinton Founda-
tion. Andrey Vavilov, the chairman
of SuperOx, which is part of Skolk-
ovo’s nuclear-research cluster, do-
nated between $10,000 and $25,000
(donations are reported in ranges,
not exact amounts) to the Clinton’s
family charity. Skolkovo Foundation
chief and billionaire Putin confidant
Viktor Vekselberg also gave to the
Clinton Foundation through his
company, Renova Group.

Amid all the sloshing of Russia
rubles and American dollars, how-
ever, the state-of-the-art technolog-
ical research coming out of Skolk-
ovo raised alarms among U.S.

Melania, Bill and Kids Belonged Off-Stage

human—not, given who they really
are, an easy assignment.

Nor, if I may say so, one success-
fully carried out during either con-
vention. When Bill Clinton spoke of
his courtship of Hillary, of what a
remarkably bright young woman and
splendid wife and mother she was, I
was waiting for him to end by add-
ing: “And she gave me plenty of lati-
tude to philander pretty much to my
heart’s content.”

When Chelsea Clinton talked about
her lovely full-court-press mother
leaving her notes, all I could think of
was a note that read: “Your dumb fa-
ther has apparently exposed himself
in front of a woman named Paula
Jones. I don’t know what we’re going
to do about that s.0.b.”

When Donald Trump’s sons spoke
about what a splendid role-model
their father was, I wondered which
son was of which of Mr. Trump’s
three trophy marriages. When his
daughter introduced him on the final

Russia’s foreign minister, Sergei Lavroy, left, and Hillary Clinton, who was the U.S.
secretary of state at the time, during a press conference in Geneva in 2009.

military experts and federal law-en-
forcement officials. Research con-
ducted in 2012 on Skolkovo by the
U.S. Army Foreign Military Studies
Program at Fort Leavenworth de-
clared that the purpose of Skolkovo
was to serve as a “vehicle for
world-wide technology transfer to
Russia in the areas of information
technology, biomedicine, energy,
satellite and space technology, and
nuclear technology.”

Moreover, the report said: “the
Skolkovo Foundation has, in fact,
been involved in defense-related
activities since December 2011,
when it approved the first weap-
ons-related project—the develop-
ment of a hypersonic cruise missile
engine. . . . Not all of the center’s
efforts are civilian in nature.”

Technology can have multiple
uses—civilian and military. But in

night, I wondered if her mother was
at home laughing, an ample alimony
check on the coffee table before her.
When his current wife spoke about
his many virtues and the promise of
America, I wondered about the size
of her eventual divorce settlement.

When Clinton and Trump
call on family to make
them seem human, it
backfires—at least on me.

In brief, the attempt to make these
two rather inhuman political candi-
dates seem human entirely backfired,
at least on me. I like to think that my
countrymen and countrywomen are
not so naive that they bought a word
of any of this balderdash. Yet the
television cameras—I watched as
much as I could bear of either con-

2014 the Boston Business Journal
ran an op-ed placed by the FBI, and
noted that the agency had sent
warnings to technology and other
companies approached by Russian
venture-capital firms. The op-ed—
under the byline of Lucia Ziobro,
an assistant special agent at the
FBI’s Boston office—said that “The
FBI believes the true motives of
the Russian partners, who are of-
ten funded by their government, is
to gain access to classified, sensi-
tive, and emerging technology from
the companies.”

Ms. Ziobro also wrote that “The
[Skolkovo] foundation may be a
means for the Russian government to
access our nation’s sensitive or clas-
sified research development facilities
and dual-use technologies with mili-
tary and commercial application.”

To anyone who was paying atten-

vention—played on faces of the true
believers in the audience.

When Mr. Trump’s children spoke,
admiration beamed from the crowd,;
in the case of Chelsea Clinton’s talk,
much tearing up was in evidence.
When the camera returned to the
panel of pundits high above the
convention halls, I expected at least
one among to exclaim, “A joke,
right?” But of course, going along
with the game, none did.

What point can there possibly be
in attempting to humanize politi-
cians? Deciding to run for office, at
least under current arrangements,
means retiring from some of the
principal requirements of most
human beings: a need for privacy, a
desire to be honest, regard for one’s
personal integrity. Contemporary pol-
itics, let us agree, doesn’t allow much
leeway for any of these. It requires
instead the ability to be at ease dur-
ing personal exhibitionism, to evade
the most obvious truths and spin ev-

China’s Surveillance Ambitions

backed authoritarianism will be
far-reaching, not only for Chinese
citizens and businesses but for
anyone connected to a person or
entity in China.

Already, we can see this in the
creation of a so-called Social Credit
System, the goal of which is to
monitor individuals and companies
based on a mix of information from
financial institutions and law-en-
forcement agencies. Citizens now
can expect that information from a
diverse range of sources, such as
employer evaluations, online shop-
ping preferences or opinions ex-
pressed on social media, will be
part of their social-credit score.
The ratings will be made public and
accessible online.

This isn’t entirely unlike West-
ern financial-credit scoring sys-
tems, where a low score makes it
more difficult to rent a house or
to obtain a loan. But surveillance
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systems in democratic countries
usually focus on one set of data,
and ownership of data is highly
fragmented. China’s system would
link data used to evaluate finan-
cial activities with others that in-
form assessments of rule compli-
ance and “socially responsible”
behavior as defined by the Chi-
nese leadership.

The system rewards “good be-
havior” and punishes “bad behav-
ior.” Rule breakers can be black-
listed and excluded from economic
activities or denied access to pub-
lic services. Reckless driving might
lower their chances for a good job.
And they might be unfriended on
social media for fear of guilt by
association.

Already Chinese authorities have
started test runs to evaluate the
driving habits of professional driv-
ers. And some online portals are
reportedly awarding good social-
credit scores with premium access,
while denying services to those
with inadequate scores.

This all-encompassing surveil-
lance system will exist in a digital
environment that feels familiar to
many users, since it is operated by
the same companies who run
China’s most famous internet plat-
forms for shopping, social media,
dating and gaming. The first apps
for checking one’s social-credit
score are already on the market,
and they fit seamlessly into China’s
common digital world.

But the social-credit system ex-
tends beyond Chinese citizens and
companies. The leadership’s inten-
tion is to strengthen political con-
trol over all economic and social
activities in China. Our analysis of
more than 40 government docu-
ments released since 2014 revealed
that the system is meant to include
every individual and institution do-
ing business in and with China.

If you have an office or a fac-
tory in China, for example, the
Chinese government will collect
and evaluate vast amounts of data
on your company and your em-
ployees. Since the social-credit
system for companies is already
fairly advanced in sectors such as

Beijing’s system includes
a ‘social-credit score’

to monitor behavior,

not just of individuals
but of businesses too.

electricity and transportation, cor-
porate social responsibility as de-
fined by Beijing might soon no
longer be voluntary. And if your
future business with China de-
pends on your Chinese social-
credit score, you may have no
choice but to accept state scrutiny
of all your business activities.

The challenges to implementing
this system are significant, but
not insurmountable. At least for
now, China’s leaders can count on
popular support. Many Chinese
worry about a loss of moral ac-
countability due to their country’s
hasty economic and societal trans-
formation. They see this system as
part of a paternalistic effort to
create a “civilized society.” The in-
clusion of businesses adds to its
acceptance among ordinary Chi-
nese, who see it as an opportunity
to expose corporate corruption
and violations of labor and envi-
ronmental standards.

Our research also shows that
China’s government-friendly tech-
nology companies, such as Alibaba,
Baidu and Tencent, are willing to
help solve the technological prob-
lems. It may seem ironic that these

AFP/GETTY IMAGES

tion, the FBI’s warnings should have
come as little surprise. A State De-
partment cable sent to then-Secre-
tary Clinton (and obtained via
WikiLeaks) mentioned possible
“dual use and export control con-
cerns” related to research and de-
velopment technology ventures with
Moscow. And in its own promo-
tional literature Skolkovo heralded
the success of its development of
the Atlant hybrid airship.

“Particularly noteworthy is At-
lant’s ability to deliver military
cargoes,” boasts the Made in Skolk-
ovo publication: “The introduction
of this unique vehicle is fully con-
sistent with the concept of creating
a mobile army and opens up new
possibilities for mobile use of the
means of radar surveillance, air and
missile defense, and delivery of air-
borne troops.”

Even if it could be proved that
these tens of millions of dollars in
Clinton Foundation donations by
Skolkovo’s key partners played no
role in the Clinton State Depart-
ment’s having missed or ignored ob-
vious red flags about the Russian
enterprise, the perception would
still be problematic. (Neither the
Clinton campaign nor the Clinton
Foundation responded to requests
for comment.)

What is known is that the State
Department recruited and facili-
tated the commitment of billions of
American dollars in the creation of
a Russian “Silicon Valley” whose
technological innovations include
Russian hypersonic cruise-missile
engines, radar surveillance equip-
ment and vehicles capable of deliv-
ering airborne Russian troops.

A Russian reset, indeed.

Mr. Schweizer is president of the
Government Accountability Institute
and the author of “Clinton Cash.” A
larger report on the subject of this
article is available at Cronyism.com.

ery story to benefit one’s own career,
to profess continuously one’s own
extraordinary virtue.

I prefer politicians who do not
relentlessly insist that they are car-
ing, sharing persons. I much prefer
politicians whose only claim is that
they have a vision for the country
and believe they have some talent
at helping to bring this vision to
life in legislation. I prefer candi-
dates who, always indirectly, make
plain that they love this game—the
game of politics—and believe they
are good at it.

Whether they are also great
wives, devoted husbands, the most
sensitive mothers and fathers does
not really interest me. If I want
good mothers and fathers, hus-
bands and wives, I’ll start attend-
ing PTA meetings.

Mr. Epstein’s books include “Fro-
zen in Time: Twenty Stories” and
“Wind Sprints: Shorter Essays.”

private companies, which once un-
leashed an information revolution
in China, are now willing to share
their cutting-edge technology and
data analytics systems for political
purposes. But in today’s repressive
political climate, they would other-
wise risk losing business opportu-
nities or becoming targets for po-
litical retribution.

China’s tech companies, however,
have yet another political task: they
are expected to expand their activi-
ties to other countries. These com-
panies are privately run, but their
close connections to Beijing and its
broader political goals should raise
warning flags whenever they ap-
proach foreign markets.

Western entrepreneurs should be
aware of the risks before they
agree to strategic investments by
Chinese entities and technology
transfers to China in sensitive
fields such as big data and credit
scoring, and should at least limit
them with the help of contractual
safeguards. Western governments
should make every effort possible
to integrate China into interna-
tional data-security agreements and
standardization efforts.

Yet no amount of Western scru-
tiny will prevent Chinese tech com-
panies from accessing many other
markets around the world. They
will be more than welcome by
many authoritarian regimes, espe-
cially in Asia and in the Arab
world. For leaders of such regimes,
China’s surveillance system isn’t
only acceptable, but highly attrac-
tive for strengthening social and
economic control. Soon big-data
authoritarianism won’t be limited
to just China.

Ms. Meissner is the head of the
economy & technology program at
the Mercator Institute for China
Studies.
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Heard On
The Field

Filthy Water Awaits

Olympic Athletes, Fans

Just days ahead of the Olympic
Games the waterways of Rio de Ja-
neiro are as filthy as ever, contami-
nated with raw human sewage
teeming with dangerous viruses
and bacteria, according to a 16-
month-long study commissioned by
the Associated Press.

Not only are some 1,400 ath-
letes at risk of getting violently ill
in water competitions, but the tests
indicate that tourists also face po-
tentially serious health risks on the
golden beaches of Ipanema and Co-
pacabana.

The survey of the aquatic Olym-
pic and Paralympic venues has re-
vealed consistent and dangerously
high levels of viruses from the pol-
lution, a major black eye on Rio’s
Olympic project that has set off
alarm bells among sailors, rowers
and open-water swimmers.

The first results of the study
published over a year ago showed
viral levels at up to 1.7 million times
what would be considered worri-
some in the U.S. or Europe.

While local authorities including
Rio Mayor Eduardo Paes have ac-
knowledged the failure of the city’s
water cleanup efforts, calling it a
“lost chance” and a “shame,” Olym-
pic officials say Rio’s waterways
will be safe for athletes and visi-
tors. The local organizing commit-
tee didn’t respond to requests to
comment, though it has previously
said bacterial testing conducted by
Rio state authorities has shown the
aquatic venues to be within state

FELIPE DANA/ASSOCIATED PRESS

Buying Shares in an Olympic Dream

Syndicate of investors put
up the money to acquire
Blackfoot Mystery for U.S.
Olympian Boyd Martin

By REBECcA Davis O’BRIEN

Blackfoot Mystery was a misera-
ble racehorse, finishing dead last in
each of the three events he entered
before landing in a California rehab
facility in 2007.

But when U.S. Olympian Boyd
Martin learned the horse was up
for sale in 2015, he jumped at the
chance to buy a horse he had long
coveted. “It was love at first sight,”
Martin said. The statuesque Ken-
tucky thoroughbred had developed
into a gifted galloper and jumper,
making him a sought-after mount
for competitive eventing, a three-
part event that includes jumping,
dressage and a cross-country race.

The only problem was the asking
price: $300,000.

Enter Blackfoot Mystery Syndi-
cate LLC.

This 12-member partnership,
which includes Kentucky horse-rac-
ing families, New York finance ex-
ecutives and the cousin of Austra-
lian tennis legend Rod Laver, split
the costs and bought Martin his
horse.

Equestrianism is the only Olym-
pic sport in which private individu-
als can own a piece of a competitor,
and the syndicate is one of the
more prominent examples of a
growing trend toward group owner-
ship.

“Unless you have a top horse,
you are nothing,” Martin said. “Un-
fortunately, the really, really top
horses are just really expensive,
and I personally didn’t know a sin-
gle individual who was going to
bankroll a single horse of that cali-
ber.”

While most top Olympians today
have corporate sponsors, horse
competition is considered too ex-
pensive, too risky and too obscure
to secure brand backing.

So despite its image as a fancy
pastime for the ultrarich—the
daughters of Bruce Springsteen and
the billionaire former New York
mayor Michael Bloomberg were

U.S. Olympic rider Boyd Martin and his horse Blackfoot Mystery, which he
purchased for $300,000 with the help of a team of backers.

pic show-jumping team this year—
money in horse sports is hard to
come by.

“The audience is a very affluent
audience, but a very small audi-
ence,” said Steve Blauner, the man-
aging director of a New York hedge
fund and an amateur rider, who is a
member of the syndicate. “It’s not
Nascar. It doesn’t have mass ap-
peal.”

Syndicate ownership of sport
horses began to take hold in the
U.S. about a decade ago. The U.S.
eventing team in Rio includes two
syndicate-owned horses, one syndi-
cate-owned reserve horse and one
horse owned by a three-member
partnership. (Eventing is an eques-
trian triathlon combining dressage,

At London in 2012, just one of the
U.S.’s five horses was syndicate-
owned. In 2008, there were none.

Blauner helped Martin cobble to-
gether the Blackfoot Mystery syndi-
cate, in which each participant put
up roughly $25,000 per share. The
members also chip in about $5,000
annually for anticipated costs of
travel and care. Those payments
are tax-deductible because of a fed-
eral tax provision to benefit contri-
butions to U.S. international com-
petition.

The syndicate members know
each other through Martin and the
competitive riding world, and they
describe themselves as tightknit:
Throughout the year, Martin sends
out training videos and photos and

LEXINGTON HERALD/ZUMA PRESS

number of members will watch a
live stream of the Rio eventing
competition, starting Aug. 6, to-
gether at the Millbrook Horse Tri-
als in upstate New York.

Gloria Callen, a member of the
syndicate whose father John Gaines
was a Kentucky racing legend, said
she doesn’t see herself as simply
investing in a horse, but supporting
Martin, “a rider I believe in.”

Mike Laver—Rod Laver’s second
cousin, who runs an aviation com-
pany in South Carolina—is the only
syndicate member who plans to go
to Rio. His wife, Anne Laver, also an
amateur rider, was paralyzed by
Guillain-Barré disease last year and
in February, when Martin and
Blackfoot Mystery won an event in
Florida, Martin and the syndicate
donated the $10,000 prize to re-
search for the autoimmune disease.

“One of the factors for success
isn’t just their great horseman-
ship,” Callen said. “It’s also their
ability to gather a group of people
around them and promote what
they are doing, to keep people en-
gaged and willing to support them.”

Martin has an Olympic pedigree:
His mother, American speed skater
Toy Dorgan, met his father, Austra-
lian cross-country skier Ross Mar-
tin, at the 1968 Olympics in Greno-
ble, France.

Although Europeans tend to
dominate the equestrian competi-
tions, Hart said the Rio eventing
team was among the best the U.S.
had fielded in recent Olympics.
Blackfoot Mystery has performed
well in recent competitions with
Martin, who also represented the
U.S. in London, though he didn’t
medal.

If Blackfoot Mystery and Martin
earn medals in individual or group
competitions, the rewards to the
syndicate are intangible: no medals,
no money. Nor are there breeding
rights to squabble over—like most
eventing horses, Blackfoot Mystery
is a gelding.

Above all, owners, riders and of-
ficials said, group ownership cre-
ates a sense of camaraderie and ex-
citement. “You’ve got people who
are all of a sudden part of the
Olympic journey,” Martin said.
“When you experience something
fun, it’s so much more fun if you

guidelines. —Associated Press both considered for the U.S. Olym- cross-country and show jumping.) updates on Blackfoot Mystery. A are with a group of people.”
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U.S. IPOs Dwindle as Private

By MAUREEN FARRELL
AND MATT JARZEMSKY

Investor Bill Costello
perked up when Centennial
Resource Development Inc.
filed for an initial public offer-
ing in late June. The company
drills in the oil-rich Permian
Basin, and Mr. Costello was on
the hunt for promising new
listings.

Weeks later, Centennial
scrapped its IPO plan and
agreed to sell itself to a com-
pany owned by investors in-
cluding private-equity firm
Riverstone Holdings LLC.

“We were really interested
in Centennial,” said Mr. Cos-
tello, a portfolio manager at
investment firm Westwood
Holdings Group Inc., which has

$21 billion under management.
“I was bummed when River-
stone walked in and took it.”

So it goes in 2016, the slow-
est year for U.S. IPOs since
2009. Lately, bankers and in-
vestors say, the downtrodden
IPO market just can’t compete
with buyers who are willing to
pay big to take potential list-
ings off the board.

In addition to Centennial,
the 2016 IPO market lost out
on cybersecurity company
Blue Coat Systems Inc., Cana-
dian auto marketplace Trader
Corp. and Performance Health
Holdings Corp., a manufac-
turer of consumer health
products.

Buyers also have snapped
up several startups that were
viewed as 2017 IPO candidates.

Dollar Shave Club in July
reached a deal to sell itself to
Unilever PLC for $1 billion. In
June, Vista Equity Partners
announced a deal to buy soft-
ware firm Ping Identity Corp.
for an undisclosed amount.
Though it isn’t unusual for
companies to weigh a public
listing and a sale at the same
time, a process known as a
dual track, this recent spate of
sales is the latest bit of unfa-
vorable news for investors
struggling to fill holes in their
portfolios. While they are typi-
cally considered among the
riskiest equity investments be-
cause of their shorter track re-
cord, IPOs offer investors a
chance to beat market bench-
marks by investing in growth
stocks in the early days.

This year’s IPOs are up
16.7% on average through Fri-
day, far higher than the 6.3%
gain the S&P 500 had achieved
in that period, indicating that
investors are piling into the
few new listings that have
come to market.

While it is difficult to quan-
tify how many companies have
chosen a sale over an IPO,
bankers and lawyers say the
proportion that have chosen to
sell is well above typical levels.

“We see a lot of amazing
franchises that we would want
to own and add to the portfo-
lio if they were public,” said
Brad Slingerlend, a portfolio
manager of the global technol-
ogy strategy funds at Janus
Capital Group Inc.

Year to date, 55 companies

have debuted on U.S. ex-
changes, down from 121 in the
same period last year and 180
in 2014, according to Dealogic.
This year’s U.S. IPOs have
raised $11.6 billion, down 51%
from last year and 70% from
2014.

U.S. mergers, though down
25% year to date from 2015’s
record levels, haven’t fallen off
as sharply. Corporate balance
sheets remain stuffed with
cash, and low rates have kept
deal funding costs low.

One reason sales are win-
ning out over IPOs is that
many private-equity firms, a
key source of new listings, are
looking for a quick exit from
older investments.

It can take several years for

Please see DEALS page B2
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A Big Risk
For Tesla:
SolarCity
Eats Cash

BY SPENCER JAKAB

Far more incredible than
Elon Musk’s various plans to
power our homes, cars and,
perhaps one day, spaceships
and hyperloops, are his pow-
ers of persuasion.

The announcement back in
June that electric-car maker
Tesla Motors would buy so-
lar-energy company Solar-

City went down

HEARD like a lead bal-
ON THE loon at the
STREET time. But Mr.

Musk’s insis-
tence that it
was the “obvious thing to
do,” even as he recused him-
self from the negotiations
because he owns more than a
fifth of each company,
seemed to carry the day.

The two companies said
Monday that they had agreed
to a $2.6 billion deal though
at a lower price than origi-
nally proposed.

A casual observer might
conclude that, while the in-
dustrial logic is far from ob-
vious, any damage should be
limited. After all, Tesla’s
market value is some 13
times that of SolarCity. And
the companies say that they
anticipate savings of $150
million in the first year—a
substantial 5% return on the
deal’s value even before Mr.
Musk’s assertion that it is a
step toward “solving the sus-
tainable energy problem.”

The immediate problem,
though, is far more prosaic:
cash flow.

Please see HEARD page B2
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The 2013 crash of Asiana Flight 214 at San Francisco’s airport was blamed in part on undue reliance on the jet’s automated systems.

Aviation’s Lessons for Automation

Safety experts warn
of rushing self-driving
technology to the car
market too soon

By DANIEL MICHAELS
AnD ANDY PASZTOR

Aviation-safety experts have
advice for the car industry as
it moves to autonomous-driv-
ing vehicles: Proceed slowly
and make sure drivers realize
the limits of the technology.

As airline pilots became in-
creasingly reliant on automa-
tion over the years, the focus
shifted to simplified cockpit
displays and enhanced crew
training.

Many high-end cars now of-

fer sophisticated cruise-con-
trol and collision-avoidance
systems that can maneuver in
traffic and on highways with-
out driver commands. From
automatic braking to steering
assist, manufacturers rely on
them as marketing tools.

But several accidents in-
volving Tesla Motors Inc. cars
with such technology, includ-
ing a fatal accident in Florida,
have federal highway-safety
regulators investigating the
company’s onboard automa-
tion. Some aviation-safety ex-
perts warn that existing auto-
motive controls shouldn’t be
considered mature autopilot
systems.

“It’s quite ridiculous we
would give somebody such a
complex vehicle without train-

ing,” said former commercial
pilot Shawn Pruchnicki, who
teaches air safety at Ohio State
University. It is a mistake, he
added, “to assume that the
general public is going to be
able to jump in and under-
stand what [the] limitations
are.”

Early autopilots originated
in airplanes around World War
I, but it wasn’t until 1947 that
a U.S. Air Force plane made
the first trans-Atlantic flight
using hands-off flying controls.
Such features evolved and only
became widespread gradually,
allowing individual elements
to be rigorously tested and
verified before plane makers
integrated them into complex
flight-management systems.

Today, jumbo jets and su-

personic fighters rely on a web
of computerized equipment
and software to get airborne,
cruise and even land with little
or no human input.

A key lesson from aviation
is that reducing risks takes
time.

“We have to create perfec-
tion in the collision-avoidance
systems before we have the
car drive itself,” said Mark
Rosenker, a former chairman
of the National Transporta-
tion Safety Board who dealt
with safety issues affecting
roads, rails and aircraft. So far,
“there are nuances to these
technologies that we have not
yet perfected,” he noted, such
as the difference between
avoiding a car in front and de-

Please see DRIVE page B2

Stress-Test Results

By AARON KURILOFF
AnD Riva GoLp

Losses in bank shares
dragged European markets
lower Monday, while energy
stocks pushed U.S. equities
into the red.

The Stoxx
Europe 600 fell
2.03 points, or
0.6%, to 339.86.

Bank stocks gained ground
early in the day, as investors
welcomed the results of stress
tests released Friday that ap-
peared to give most lenders a
clean bill of health.

Yet the rally quickly faded,
leaving the sector with a 1.8%
loss. Shares of UniCredit,
which fared the worst of
banks deemed important to
the financial system, fell 9.4%.

Unlike in previous European
stress tests, regulators didn’t

MONDAY'S
MARKETS

include a pass or fail result for
each bank, leaving it up to in-
vestors and regulators to in-
terpret the results.

Italy’s oldest bank, Banca
Monte dei Paschi di Siena, had
the weakest performance of
the 51 banks assessed by the
European Banking Authority,
but had pre-empted the re-
sults by announcing a third
major recapitalization. The
stock closed up 0.6%.

Royal Bank of Scotland and
Barclays shares were down
1.7% and 2%, respectively, after
the tests exposed ongoing
weaknesses at the two lenders.
RBS suffered from factoring in
potential litigation costs, while
Barclays had credit and mark-
to-market risk, Bernstein’s
Chirantan Barua said.

In the U.S., the Dow Jones
Industrial Average fell 27.73
points, or 0.15%, to 18404.51.

Weigh on European
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The S&P 500 slipped 0.1%,
while the Nasdagq Composite

Index rose 0.4%.

U.S. crude oil fell 3.7% to
$40.06 a barrel, leaving it
down 22% from its June high,
marking the start of a bear
market. The move in oil
dragged energy stocks lower.

In late trading, energy com-
panies were among the biggest
decliners in the Dow industri-
als, with Exxon Mobil falling
3.5% and Chevron losing 3.3%.
Diamond Offshore Drilling slid
7.7% and Transocean fell 6.7%
in the S&P 500.

The losses in energy shares
offset further gains in health-
care and technology stocks.
Health-care stocks in the S&P
500 climbed 0.6% while tech-
nology shares increased 0.4%.
The sectors have gained 4.9%
and 8.1% in the past month,
respectively.

Elsewhere, Tesla announced
it would buy SolarCity for $2.6

Lenders

billion in an all-stock deal. So-
larCity shares were off 7.4%,
while Tesla’s fell 2%.

Verizon announced it would
acquire mobile workforce solu-
tions company Fleetmatics
Group for $2.4 billion.

Verizon shares lost 1.6%,

while Fleetmatics’s stock
surged by 39%.
Earlier, data painted a

mixed picture of China’s man-
ufacturing sector, with one
measure indicating that larger,
state-owned companies were
lagging and another indicating
gains for smaller, private com-
panies.

The Shanghai Composite In-
dex fell 0.9%, but Hong Kong’s
Hang Seng gained 1.1%.

Japan’s Nikkei Stock Aver-
age rose 0.4%.

@ Heard: Why all Italians feel
Monte dei Paschi’s pain...... B8
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Corporate
(Germany

Cools Off
On Poland

By DANIEL MICHAELS

WARSAW—Corporate inves-
tors are starting to cool on Po-
land, a long-favored destina-
tion for foreign money, a
recent survey shows.

New taxes and political un-
certainty in the country are
prompting companies across
the Continent to rethink Po-
land’s appeal.

The new nationalist govern-
ment of Beata Szydlo, which
took power in October, has
proposed a tax on banks and
insurance companies, regula-
tions on renewable energy, a
mandated conversion of Swiss
franc-denominated mortgages
in zlotys, and a tax on large re-
tail chains.

Together, the moves have
stirred caution among German
companies—traditionally the
largest foreign investors in Po-
land—after eight years of rule
by a centrist, pro-European co-
alition. In a recent survey of
German companies across Cen-
tral Europe, Poland’s invest-
ment attractiveness fell to sec-
ond place behind the Czech
Republic for the first time in
four years. Driving the decline
was a plunge in the rating of
Poland’s political stability and
predictability of economic pol-
icies.

Companies are hesitating to
commit to new projects follow-
ing controversial policy moves
by Poland’s nationalist govern-
ment.

“This situation brings a lot
of uncertainty to the economy,
which has an impact on pri-
vate businesses and foreign di-
rect investment into Poland,”
said Krzysztof Kalicki, chief ex-
ecutive of Deutsche Bank AG’s
Polish unit. He said projects al-
ready agreed upon for this
year are continuing. “But new
investments are in prolonged
discussions,” he said.

Government officials say
the new wariness is just a mat-
ter of getting comfortable with
the new leaders of the country
and their programs.

“There were a lot of ques-
tions about what does it mean
to have a conservative govern-
ment,” said Bartlomiej Pawlak,
acting president of the Polish
Information and Foreign In-
vestment Agency, a govern-
ment office. “It’s a question of
both sides getting to know
each other.” Foreign investors
still consider Poland “a stable
market with good prospects,”
he said.

Some big companies are
plowing ahead with invest-
ment in Poland, which has a
growing economy with com-
petitive wages. Daimler AG in
May announced an investment

Please see POLAND page B2


http://www.djreprints.com

For personal non-commercial use only. Do not edit or alter. Reproductions not permitted.
To reprint or license content, please contact our reprints and licensing department at +1 800-843-0008 or www.djreprints.com

B2 | Tuesday, August 2, 2016

THE WALL STREET JOURNAL.

INDEX TO BUSINESSES

These indexes cite notable references to most parent companies and businesspeople
in today’s edition. Articles on regional page inserts aren’t cited in these indexes.

Airbus Group.
Alibaba Group...

Alphabet......cceeveuennee B4
AMC Entertainment

C

Captain Advisors........ B8
Carmike Cinemas........ B3
Centennial Resource

Development............. Bl
D

Didi Chuxing Technology

..................................... B3

Didi Dache.....cccceuuenee. A2
E

eBaY.iiieeerere B5

Employee Fiduciary....B8
F

FleetMatics Group......B3
ForUsAll

G
Galvani BioelectronicsB4
Gawker Media............. B3
GlaxoSmithKline......... B4
H
Heineken................ B4,B8
|
IHS Markit.....ocoovevinne B5
J
J.P. Morgan.......ccc..... Bl

J.P. Morgan Chase......B7
Jupiter Fund
Management............. B5

M
Mitsubishi UFJ Financial

Northrop Grumman....B2

NOVArtiS....coverrereerrinns B4
o

Odeon & UCI Cinemas B3
P

PayPal Holdings.......... B5

Pictet Asset
Management............. B5

Priceline..

Publicis Groupe........... B4
R

Riverstone Holdings...B1
S

SaveDay
SolarCity....covevnnee Al1,B1
Sumitomo Mitsui
Financial Group......... B8
T

Tencent Holdings........ B3
Tesla Motors......... Al,B1
TIAA Emerging Markets

Equity Fund............... B5
Trader......... .B1
Transocean B3
Transocean Partners...B3

TWitter .o Al
U

Uber Technologies.A1,B3
\')

Verizon Communications

..................................... B3

LAY B5
W

Wealthfront................ B8
Y

Yahoo ...coveurivninnns AL,B3

A

Alfred, Mike.. .

Andres, Mike...............
B

Bollea, Terry.....ceuuun. B3

Bootle, Roger.............. B5
C

Costello, Bill.....cocuu.... Bl
D

Denton, Nick............... B3
E

Elton, Ned......cccouuee.e. B5

G-H
Golob, David................ B2

Hardie Langston, Crystal

NDEX TO PEOPLE

Icahn, Carl...
L

Levchin, Max...

Lévy, Maurice..

Loh, Cynthia....

Lyons, Gerard.............. B5
M

Malinge, Yannick......... B2
Martinez, Gustavo......B4
Menon, Supriya........... B5
Muromcew, Alex......... B5
Musk, Elon....... B1,B2,B5

Ready, William............ B5
Roberts, Kevin

S
Savouri, Savvas
Scharf, Charles.. .
Schulman, Dan............
Slingerlend, Brad........ Bl

T
Teverson, Ross............ B5
Thiel, Peter............ B3,B5
Thompson, Scott........ B5
Turner, Elliot............... B5
\')
van Boxmeer, Jean
Frangois.....oceeverveenee B4
W

Whyman, Phil.............

Ryan, Sean

Witty, Andrew

BUSINESS NEWS

Fighter Jet Close to Taking Flight

U.S. Air Force is about
to declare F-35 finally
ready for combat;

critics assail program
By DouG CAMERON

Five years behind schedule,
the U.S. Air Force is this week
expected to declare that the
F-35 Joint Strike Fighter jet is
finally ready for combat even
as critics continue to rail
against the most expensive
military program in history.

The plane’s builders and
military officials will likely de-
scribe it as a milestone for a
weapons program that was
once hailed as the cheapest
way to replace the aging U.S.
fighter fleet.

But some critics question
the plane’s capabilities and ar-
gue the Pentagon is using the
combat-ready status of a
handful of planes as leverage
to secure funding to build
hundreds more jets.

The plane is designed to
evade enemy radar and de-
stroy missile defenses and
provide a flying hub to control
other forces. The Air Force is
the largest customer of the jet
and hopes to buy almost 1,800
costing around $100 million
apiece. Hundreds more are
destined for the Navy, the Ma-
rine Corps, and international
customers ranging from the
U.K. to Turkey and Australia.

Builder Lockheed Mar-
tin Corp. said it expected to
generate a fifth of its $50 bil-
lion in sales this year from the

The Joint Strike Fighter program was once hailed as the cheapest way to replace an aging fleet.

F-35. That is expected to dou-
ble by 2020 as output from the
mile-long assembly plant in
Fort Worth, Texas, rises to
around 150 planes a year, if U.S.
lawmakers and overseas buyers
agree to fund the purchases.

But it arrives late following
a troubled gestation as design
problems doubled the total
cost of the planned U.S. fleet
to almost $400 billion, plus an
additional $100 billion for
overseas buyers.

“The plane can fly, but
there’s very little it can actu-
ally do,” said Dan Grazier at
the Project on Government

Oversight, a watchdog that
has been a longtime critic of
the program.

The Pentagon rejects the
criticism, and said combat
drills have proved the F-35 to
be the most capable plane in
its fleet even if all capabili-
ties—including a full range of
weapons—won’t be available
ahead of upgrades over the
next several years.

The declaration of what the
military calls initial operating
capability means the first
squadron of F-35A model jets
based at Hill Air Force Base in
Utah can now be called up to

fight. The Air Force said last
week it may start using the
plane in the Middle East next
year, though its full capabilities
won’t be available until
2022. The U.S. Marine Corps
declared its version of the
plane ready last year, though
the first jets aren’t expected to
be deployed in Asia until 2017.
Now-resolved design prob-
lems left suppliers such as
Northrop Grumman Corp., BAE
Systems PLC and engine
maker Pratt & Whitney, a unit
of United Technologies Corp.,
waiting to realize their invest-
ment in higher production.

POLAND
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of €500 million ($559 million)
for its first Mercedes-Benz
plant in Poland, an engine fac-
tory. Pawel Stefanski, chief ex-
ecutive of the Polish unit of
German industrial-equipment
firm Balluff GmbH, said he and
manufacturing firms he works
with are “still positive” about
business in Poland.

But others appear more
wary. The German-Polish
Chamber of Industry and Com-
merce’s annual survey of Ger-
man investors in the region,
released in June, highlighted
executives’ unease. Respon-
dents were much more bullish
this year than last about Polish
suppliers, infrastructure and
workforce skills. But their rat-
ings of Poland’s political sta-
bility and the predictability of
its economic policies plunged.

The European Central Bank
in January criticized the bank
tax, and Moody’s Investors
Service in May cut the outlook
on Polish government bonds to
negative from stable due to
“fiscal risks” from increased
spending and “impairments to
the investment climate from a
shift towards more unpredict-
able policies and legislation.”

Renata Juszkiewicz, chair-

BARTEK SADOWSKI/BLOOMBERG NEWS

An employee at a Hempel A/S coatings facility in Buk, Poland.

woman of the Polish Associa-
tion of Commerce and Distri-
bution, a group of big foreign
and Polish retailers, said the
industry faces “a huge prob-
lem” from the proposed retail
tax, now in parliament, which
increases depending on how

much revenue the chain
makes.
The government’s aim,

stated in campaigning last
year, is to give smaller Polish
stores a leg up against giant
foreign chains such as Ger-
many’s Metro AG and Aldi and
Britain’s Tesco PLC. Ms. Jusz-

kiewicz said the tax violates
European Union rules on equal
treatment and will be chal-
lenged in court.

“This is absolutely discrimi-
nation and not a positive sign
for us,” she said.

The taxes on financial insti-
tutions and retail chains worry
companies across the econ-
omy, said Michael Kern, man-
aging director of the German-
Polish chamber.

“Companies are waiting to
see what will come next. We
expect it will take some time
before it becomes clearer,” he

Second Look

German investors in Poland like the market but are nervous about
government policies, according to a recent poll.

Factors affecting business
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Poland fell to second place behind the Czech Republic
this year for investment attractiveness in the region,

according to German investors.
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in a survey of 351 German investors in Poland.
Source: German-Polish Chamber of
Industry and Commerce

said.

Mr. Pawlak, the official at
Poland’s information and for-
eign investment office, said
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the retail and financial taxes
were the only ones in the
party’s platform. “We do not
expect any new taxes,” he said.
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Without enough money
coming in the door, no busi-
ness can survive. And, on that
front at least, Tesla latching on
to SolarCity is the equivalent
of a shipwrecked man clinging
to a piece of driftwood grab-
bing on to another man with-
out one. Tesla burned through

50 cents of cash for each dol-
lar of revenue in the past four
quarters, while SolarCity con-
sumed a whopping $6.00.

In terms of actual cost-ben-
efit for Tesla, bolting on Solar-
City presents a double dose of
danger. While it is being
bought for stock, pending
shareholder approval of the
deal, it adds another cash
drain when Tesla is spending
heavily on starting production
of its mass-market Model 3 se-

dan and finishing its battery
“gigafactory.” A more immedi-
ate danger is that skepticism
about the deal casts more
doubt on Tesla itself, dragging
on its valuation. It can ill af-
ford that as it makes raising
fresh capital more dilutive.
Tesla’s ability to raise cash
has depended on credulous in-
vestors who have bought eg-
uity and convertible-debt is-
sues at multiples of expected
2018 profit that are many

times higher than the likes of
General Motors or Ford Motor.
By the time Tesla proposed
buying SolarCity, meanwhile,
the bloom already had come
off such solar-rooftop-panel
companies. SolarCity’s shares
had dropped by 75% from their
2014 peak. Even since the
deal’s announcement, Solar-
City’s closest peers, Sunrun
and Vivint Solar, have fallen
16% and 10%, respectively.
Though Tesla raised $1.5

billion of equity in May, Mr.
Musk said last week that it
would need a “modest”
amount again to finance the
Model 3. The company hopes
to sell 500,000 units a year by
2018—an immodest target
given delays faced by its last
new model and disappointing
deliveries so far this year.

Mr. Musk’s ability to power
Tesla’s market value may have
to leap into ludicrous mode
soon.
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a private-equity firm to fully
sell off its stake in a company
after it has gone public.

The stock-market perfor-
mance of some recent IPOs
has made other private-equity
firms worry about when they
might be able to unload shares
of companies after they debut.
Since KKR & Co.’s First Data
Corp. went public last October
in the largest IPO of 2015, the
shares have largely traded be-
low the IPO price. KKR hasn’t
sold any.

“There is a lot of wariness
about how returns will ulti-
mately be realized in the pub-
lic market,” said David Golob,
chief investment officer at
Francisco Partners, a tech-fo-
cused private-equity firm.
“The bar has gone up for see-
ing a public company as an al-
ternative.”

Trader Corp., an online au-
tomotive marketplace owned
by private-equity firm Apax
Partners, was days away from
announcing its IPO plans in
early July when it instead an-
nounced a deal to sell itself to
Thoma Bravo LLC for about
$1.2 billion, according to sev-
eral people close to the deal.

The move surprised many of
the company’s IPO bankers,
who expected the company to
fetch a higher valuation in a
public offering, according to
people familiar with the matter.

Sometimes, the offers are
just too good to pass up.

Blue Coat was planning a
summer IPO when it switched
gears in June and accepted Sy-
mantec Corp.’s offer of $4.65
billion, nearly twice what Bain
Capital LLC paid for the com-
pany a year earlier—and about
the same as the IPO was ex-
pected to value the company.

DRIVE
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tecting when a driver is veer-
ing off the road.

Tesla Chief Executive Elon
Musk has rejected calls to dis-
able his company’s autopilot
function, which steers cars
more actively than those in-
stalled in other brands. But he
has embraced one of the les-
sons from aviation: the impor-
tance of training users how to
interact with complicated au-
tomation. Tesla has vowed to
step up efforts to educate cus-
tomers about the way its auto-
pilots work.

The push toward self-driv-
ing vehicles has a long way to
go to match advances in com-
mercial planes. In theory,
many jetliners can fly autono-
mously, except for taxiing to
the gate and shutting off the
engines.

Some computerized safe-
guards are designed to kick in
automatically during particu-

Tesla advises drivers using the autopilot function to stay alert and keep their hands on the wheel.

larly dangerous types of emer-
gencies, including engine fail-
ure during takeoff.

Airplane automation can
also be calibrated to different

levels, based on crews’ prefer-
ence. That is supposed to
keeps pilots more aware and
engaged. Airlines also require
at least two pilots in cockpits,

and the one not manipulating
the controls is trained to mon-
itor the automated systems.
But psychologists and auto-
mation experts say people
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tend to be poor monitors,
whether they are behind the
steering wheel or flying in an
aluminum tube miles above
the Earth. So airliners have ex-
tensive visual and aural warn-
ings in case something goes
wrong.

For cars, it is essential to
develop auto-drive systems so-
phisticated enough to recog-
nize when a vehicle is swerv-
ing between lanes or
performing other dangerous
maneuvers, according to Mar-
tin Chalk, an Airbus A380 pi-
lot and president of the Inter-
national Federation of Air Line
Pilots’ Associations.

More important, according
to Mr. Chalk, full-blown auto-
mation must be able to inter-
cede to enforce highway rules
and keep track of speed limits.

Automotive systems, how-
ever, need to avoid inundating
operators with nonessential
data, according to Yannick Ma-
linge, product safety chief for
Airbus Group SE: “A key point
is to give information to the
driver that he or she needs to

have, not what simply would
be nice to have.”

Mr. Malinge emphasized
that Airbus has devised its
flight-management computers
so that during each phase of
flight, they prominently dis-
play just the most relevant in-
formation. The system knows
“what information you will
need under various circum-
stances, and what isn’t essen-
tial” to show pilots, he said.

To be sure, aviation has suf-
fered from pilots relying un-
duly on cockpit automation.
High-profile accidents include
an Air France Airbus A330 that
crashed into the Atlantic in
2009 after pilots were con-
fused by automated warnings.
A perfectly functioning Asiana
Airlines Boeing 777 slammed
down short of a San Francisco
runway in clear weather four
years later because the crew
failed to monitor airspeed.

Drivers, of course, can’t de-
pend on simulators or a co-pi-
lot for help. But Tesla advises
drivers to stay alert and keep
their hands on the wheel.

ADRIAN DENNIS/AGENCE FRANCE-PRESSE/GETTY IMAGES
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When Jenny Zeng in-
vested in Uber Technologies
Inc. last summer, and, as
part of the deal, took a small
stake in its China operation,
she thought it likely that
UberChina would end up
merging with Didi Chuxing
Technology Co.

“The two companies
should have known it, too,”
said Ms. Zeng, managing
partner of Magic Stone Alter-
native Investments, a Beijing-

r Dbased firm that
ml she founded in
. 2011. “It’s inevi-

e { table as part of
’ the consolida-
e’ tion trend in
CHINA the Chinese in-
CIRCUIT ternet indus-
LI YUAN try.”
This isn’t

hindsight. Ms.
Zeng told me this not after
learning the news on Monday
that Didi is buying UberChina
in exchange for about 20% of
the enlarged company, but in
mid-June. She was one of
several investors with skin in
the game who told me then
that a merger, which seemed
improbable to some, might be
in the cards.

Their thinking sheds light
on some of the forces that
shaped Monday’s deal. For
one, China’s internet is in-
creasingly a game of gi-
ants. There are the big three
that dominate the industry—
Alibaba Group Holding Ltd.,
Tencent Holdings Ltd., and
Baidu Inc.—but there also
have been a string of mergers
recently forming new big play-
ers. For instance,
Meituan.com, China’s version
of Groupon.com, and restau-
rant-review app Dianping

Holdings Ltd., merged in Octo-
ber to provide offline services
for online users. And Didi it-
self was born out of a merger
early last year between former
rivals Didi and Kuaidi.

Ms. Zeng said that when
she invested, she thought
UberChina had good momen-
tum, but also that the huge
amount of cash needed to
battle Didi would lead the ri-
vals into each other’s
arms. She figured that would
provide a good exit path de-
livering good returns. She
declined to say what her in-
vestment is valued at now.

Also driving a tie-up: cash
isn’t flowing as freely into
China’s tech sector as it was
last year. Early-stage angels
in China made 818 invest-
ments in the first half of
2016, 30% lower than the
same period of last year, ac-
cording to Beijing-based
Zero2IPO Group. The number
of venture investments also
was down 30%, while the to-
tal value of disclosed deals
was down 10% from the
same period of last year, ac-
cording to Zero2IPO.

UberChina gained signifi-
cant market share after
launching its ride-hailing
service in Shanghai in early
2014, but at sizable cost. It
has had a tough time raising
new funding from Chinese
investors recently and had to
rely on its parent company
to fund its loss-making oper-
ation, according to people
familiar with the matter. Didi
also has spent heavily, dat-
ing from the days when Didi
and Kuaidi battled for mar-
ket share before their
merger in February 2015.

Though Didi and

ressures

=
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Uber and Didi have been fierce competitors, but China’s internet is increasingly a game of giants.

UberChina claimed that they
were getting closer to profit-
ability, it was hard to see how
that was possible, especially
for the much smaller
UberChina. According to Bei-
jing-based research firm
Analysys International, Didi
had 43.1 million active users in
May while UberChina had 10.1
million. New regulations gov-
erning the sector, issued just
last week, would make it even
harder to try to gain market
share by barring companies
from operating below cost.

For example, an Uber ride
I took last Wednesday from
the Beijing airport to a hotel
in the city cost 52 yuan

($7.82), or 20 yuan cheaper
than my return trip on Sun-
day on a taxi, even though
the Uber ride experienced
worse traffic. As I was writ-
ing this column, I got a mes-
sage from UberChina, offer-
ing a carpooling ride within
the distance of five kilome-
ters (3.1 miles) for five yuan
(75 cents) only.

While I was in Beijing, I
used Didi to call a taxi but
didn’t use its ride-hailing
service because it was more
expensive than Uber. I used
Didi more when they gave
me coupons. Most Chinese
consumers are like me—
there is no brand loyalty to

Shaped Didi-Uber Deal

around $8 billion. “We didn’t
make money in this merger
or last funding round,” said
the Didi investor.

Since few Chinese funds
are big enough to feel com-
fortable investing in startups
as big as Didi, some early Didi
investors also worried that the
company would have a tough
time finding future investors if
it kept losing money.

For Uber, the Didi deal is
a sort of retreat, but cer-
tainly doesn’t mean its foray
into China is a failure.
UberChina’s 20% stake in
Didi already is being com-
pared with Yahoo’s early in-
vestment in Alibaba, which
turned out to be the most
valuable asset for Yahoo.

Deteriorating exit options
for Chinese startups also
could be another factor for
UberChina’s sale to Didi. An
initial public offering for
UberChina in China is in-
creasingly unlikely as the se-
curities regulator tightened
rules in initial public offer-
ings. The wait time for an
IPO, if approved, could be
two to three years.

Chinese regulators re-
quire companies to win gov-
ernment approval before
they can list, and also re-
quire that companies be
profitable before listing.

So some investors are
very happy about the sale.
“The essence of business is
making money,” said Ms.
Zeng, the Uber investor. “It’s
about creating value for
shareholders, employees and
customers.”

ANDY WONG/ASSOCIATED PRESS

speak of.

Investors know this
means endless, costly bat-
tles, and were increasingly
reluctant to throw in addi-
tional cash for the compa-
nies to burn, said an investor
whose fund invested in Didi.
In addition, the need to fund
those battles meant that ear-
lier Didi investors were see-
ing their stakes diluted. Didi
raised $7.3 billion in its lat-
est funding round that val-
ued the company at $28 bil-
lion. After Monday’s deal,
Didi will have a valuation of
around $36 billion when
combined with UberChina’s
business that was valued at

Follow Li Yuan on Twitter
@LiYuané6 or write to
li.yuan@wsj.com.

Gawker’s Denton Files for Bankruptey

By Tom CORRIGAN

Nick Denton, who founded
Gawker Media LLC out of his
apartment in 2002, filed for
personal bankruptcy Monday,
following a bruising legal bat-
tle with former professional
wrestler Hulk Hogan.

Mr. Denton filed for chapter
11 protection at the U.S. Bank-
ruptcy Court in New York,
which will automatically
freeze any legal action against
him and prevent Terry Bollea,
the wrestler’s actual name,
from collecting a $140 million
invasion-of-privacy judgment
a jury awarded earlier this
year.

The judgment, which is be-
ing appealed, led Gawker to
file for chapter 11 protection
in June.

Mr. Denton’s personal bank-
ruptcy follows a final blow
from a Florida judge in a
string of legal defeats, which
left the media executive with
little choice but to seek court
protection. Last Friday, a Flor-
ida judge refused an emer-
gence plea by Mr. Denton to
protect him from the judge-
ment. The Gawker founder is
personally liable for $10 mil-
lion of the judgment and
jointly liable, along with for-
mer Gawker editor A.J. Daule-
rio, for another $115 million.

Mr. Denton, who listed as-

DIRK SHADD/ASSOCIATED PRESS
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Nick Denton, founder of Gawker Media, in March. He was found liable in an invasion-of-privacy case.

sets of less than $50 million in
his chapter 11 petition, has
said he can’t afford to pay the
judgment. Mr. Bollea’s litiga-
tion is being funded by Silicon
Valley billionaire Peter Thiel,
who was outed as gay in 2007
by Gawker’s now-defunct Val-
leywag blog.

Mr. Thiel has acknowledged
backing a number of lawsuits
against Gawker, Mr. Denton
and other former writers.

Mr. Bollea sued Gawker, Mr.

Denton and other current and
former Gawker employees af-
ter the blog published a video
of Mr. Bollea having sex with
the wife of a Florida radio
shock jock.

“On this bitter day for me, I
am consoled by the fact that
my colleagues will soon be
freed from this tech billion-
aire’s vendetta,” Mr. Denton
said in a tweet on Monday.

Mr. Denton asked courts in
both Florida and New York to

step in and block the jury
award while it works its way
through appeals courts, but
judges in both states refused.

Lawyers for Messrs. Denton
and Daulerio said the duo
should be able to pursue an
appeal without facing financial
ruin.

David Houston, a lawyer for
Mr. Bollea, said Monday “the
time has come for Nick Denton
to accept responsibility for the
decisions he made...”

AMC ENTERTAINMENT
Slow Summer Hurts

Theater Chain’s Net

AMC Entertainment Holdings
Inc. reported that revenue and
profit fell amid a weak quarter in-
dustrywide as the movie-theater
owner works to buy two other
chains and become the world's
largest.

AMC has been trying to com-
plete a deal with U.S. theater
chain Carmike Cinemas Inc. since
March. Last week, AMC sweet-
ened its offer to more than $800
million. In July, AMC said it would
acquire Europe’s largest cinema
chain, Odeon & UCI Cinemas
Group, for £500 million (then
about $650 million).

In the quarter, AMC said total
attendance dropped 7.1% as family-
oriented films such as “The Jungle
Book” and “Finding Dory” couldn’t
overcome last year’s action-packed
thrillers such as the Jurassic Park
and Avengers movies.

AMC posted a profit of $24 mil-
lion, or 24 cents a share, compared
with a profit of $43.9 million, or 45
cents a share, a year prior. Revenue
fell 7% to $764 million.

—Austen Hufford

TRANSOCEAN
Drilling Firm Buys Back
Limited Partnership

Swiss offshore drilling com-
pany Transocean Ltd. agreed to
buy back the master limited part-
nership that it formed two years
ago, under pressure from Carl

Icahn, in a deal that values Trans-
ocean Partners LLC at about
$514 million. Transocean, which
owned nearly 52% of Transocean
Partners common stock, agreed to
swap 11427 of its shares for each
unit of the master limited partner-
ship. Based on the closing prices
Friday, the offer values Trans-
ocean Partners at $12.56 a share,
a 15% premium to stock’s closing
price of $10.92.

Transocean Partners’ initial
public offering was priced at $22
in the summer of 2014. When
Transocean first announced plans
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for the IPO, it made other moves
to placate activist investor Mr.
Icahn, including a dividend and a
smaller board of directors.
However, the subsequent

slump in oil prices caused energy
producers to dial back investment
and exploration plans, prompting
two years of spending cuts, can-
celed projects and tens of thou-
sands of layoffs.

—Brittney Laryea

VERIZON COMMUNICATIONS
Telecom Continues
To Diversify Holdings

Verizon Communications Inc.
said Monday that it agreed to ac-
quire mobile workforce-solutions
company Fleetmatics Group PLC
for $2.4 billion, widening Verizon's
fleet operations as it looks to di-
versify. The deal, at $60 a share in
cash, represents a nearly 40% pre-
mium to Fleetmatics closing price
Friday of $42.96. Shares of Fleet-
matics rose 38.7% to $59.59 in
midafternoon trading in New York.

The Dublin-based company’s
web-based GPS tracking sys-
tems allow fleet operators to
monitor vehicle location, fuel us-
age, speed and mileage, and
other insights into their mobile
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—Joshua Jamerson
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INVITATION TO SUBMIT BINDING OFFERS
The Hellenic Republic Asset Development S.A. ("HRADF”) invites interested parties to submit binding offers for
the acquisition of 100% of the share capital of the “HELLENIC COMPANY FOR ROLLING STOCK MAINTENANCE S.A.”
("ROSCO" or “Company”)
1. Introduction

By virtue of the decision No 239/12.08.2013 (Government Gazette B’ 2014/16.08.2013) of the Inter-ministerial

Committee for Asset Restructuring and Privatisations, the Hellenic Republic ("HR” or “State”) decided to proceed with

the privatisation of ROSCO through the sale of shares representing 100% of the Company’s share capital. Moreover,

by means of same decision, shares representing 100% of the Company’s share capital were transferred to HRADF.

By virtue of a decision of its Board of Directors adopted on 24.07.2013, HRADF has decided, to sell shares corresponding

to 100% of the share capital of ROSCO and approved the process for the privatisation of the Company through a

competitive tender process which has been fruitless. By virtue of a decision of its Board of Directors adopted on 21

July 2016, HRADF has decided to re-launch the privatisation process through a competitive tender process for the sale

of shares corresponding to 100% of the share capital of ROSCO through a single-phase competitive tender process

(“Tender Process”).

By virtue of the present document (“Process Letter”), HRADF invites interested parties to submit, either as single

legal entities or as consortia (each an “Interested Party"), binding offers for the acquisition of shares corresponding

to 100% of ROSCO's share capital (“Transaction”).

Eakptitalised terms used in this announcement and not otherwise defined shall have the meaning given in the Process
etter.

2. ROSCO overview

ROSCO operates as a company providing maintenance, repair and reconstruction services in respect of rolling stock for
railways and other track-based systems. ROSCO is currently the sole provider of rolling stock maintenance services
in Greece.

ROSCO was established as an independent corporate entity in 2013, via a spin-off of the rolling stock maintenance
business unit of OSE S.A. (“0SE"), the manager of the Greek National Railway Infrastructure. In particular, by virtue of
article 24 (1) and (2) of Law 4111/2013 (Official Gazette A’ 18/25.01.2013) and the Joint Ministerial Decision of the
Ministers of Finance, Development and Competitiveness, Employment, Social Security and Welfare, Infrastrutture,
Transport and Networks and Environment, Energy and Climate Change No. 1661/09.08.2013 (Government Gazette B
1993/14.08.2013), the rolling stock maintenance business unit of OSE was transferred via a spin off to a new company
(ROSCO) and 100% of the shares in ROSCO were issued to the HR.

The (ompany has entered into the following main contracts:

(i) a long-term maintenance contract with TRAINOSE TRANSPORT - PASSENGERS AND FREIGHT TRANSPORT
SERVICES S.A. (“TRAINOSE"), which is currently the sole provider of traction services for the rail transportation
of passengers and freight in Greece, for the maintenance of the rolling stock used by TRAINOSE; and

(i) a long-term agreements for the lease of selected real estate assets (currently owned by HR and managed by
GAIAOSE) which are required for the provision of maintenance services.

3. Tender Process- Qualification

Each Interested Party wishing to participate in the Tender Process should express its interest (“Expression of
Interest”) by submitting the documentation specified in the Process Letter (“Qualification Documents”) from 22 July
2016 and by no later than 17:00 Athens tlme (GMT +2) on 12 September 2016, (“Quallflcatlon Deadline”).

Any E ion of Interest acc by the Qualification Documents set out in the Process Letter should be
submltted to Mr. Aimilios Stasinakis at Investment Bank of Greece S.A., 6 Amerikis Street, 106 71 Athens, Greece, tel:
+30 210 8173279, email: astasinakis(@ibg.gr.

Interested Parties should meet the financial capacity criteria set out in the Process Letter and in particular Interested
Parties will need to demonstrate that the average annual consolidated equity position (calculated as total consolidated
assets minus total consolidated liabilities) for the most recent three (3) audited financial years exceeds Euro fifty
million (€ 50,000,000). In case the Interested Party is a private equity firm or a fund, it will need to demonstrate that
the sum of active and un-invested/uncommitted funds for the latest financial year exceeds Euro one hundred million
(€ 100,000,000). In the case of a consortium, the Financial Capacity Criteria must be fulfilled by each consortium
member pro rata to its stake in the consortium.

Interested Parties should also meet the technical capacity criteria set out in the Process Letter and, in particular, they
need to demonstrate that during the most recent three (3) audited financial years: (i) its average annual turnover
realized from the provision of maintenance services of traction equipment (electric and diesel locomotives), train sets
(EMU, DMU) and freight cars to third parties exceeds Euro fifty million (€ 50,000,000) (the fleet maintained must
comprise all of the above RS types); or (ii) in case of maintenance provided on self-operated RS, it has been responsible
for the provision of maintenance services of an annual average of 2,300 units of traction equmment (electricand diesel
locomotives), train sets (EMU, DMU) and freight cars (the fleet maintained must comprise all of the above RS types).
Such maintenance services prowded by Interested Parties must include: (a) maintenance of locomotives and train
sets produced by at least two manufacturers; and (b) integrated maintenance of rolling stock (entire train sets and/
or individual vehicles and not just vehicle components). In the case of a consortium, the Technical Capacity Criteria
must be fulfilled by the Leader.

HRADF will immediately determine whether or not an Interested Party who submits an Expression of Interest qualifies
to participate in the Tender Process (“Qualified Investor”) on the basis of the Financial and Technical Capacity Criteria
and the other terms and conditions set out in the Process Letter. Each Interested Party will be notified in writing by
HRADF of whether or not it is qualified to participate in the Tender Process.

4, Tender Process - Post Qualification

Upon its qualification each Qualified Investor will be required to sign a confidentiality agreement to be provided
by the HRADF. Following the execution of the confidentiality agreement, each Qualified Investor shall be granted
immediate access to the VDR, the opportunity to participate to site visits and/or attend management presentations
and the opportunity to prowde comments on the draft Share Purchase Agreement for the acquisition of ROSCO and
participation in meetings or calls to discuss matters related to such agreement.

The submission of the Binding Offers must take place as per the terms and conditions of the Process Letter, by 17:00
(Greek time) on 31 October 2016 (“Submission Deadline”). The sole criterion for the evaluation of the Financial Offers
will be the Euro amount of the Financial Consideration. The Financial Consideration must be binding and unconditional.

5. Clarifications to the Process Letter

Interested Parties and Qualified Investors may at any time submit by e-mail or by fax requests for clarification of the
Process Letter to the Financial Advisor (Mr. Aimilios Stasinakis at Investment Bank of Greece S.A., 6 Amerikis Street,
106 71 Athens, Greece, tel: +30 210 8173279, email: astasinakis@ibg.gr).

6. Other terms and conditions

This communication is addressed only to persons to whom it may be lawfully communicated under applicable law. It
does not constitute any offer or solicitation to offer to acquire or subscribe for any securities or investment in ROSCO.
This communication is not intended to form the basis of any investment decision or investment recommendation or
advice given by the HRADF or any of its Advisers The HRADF reserves the right to at any time amend the terms of,
postpone or terminate the Tender Process without prior notice, to reject any or all of the Expressions of Interest or
Binding Offers and to terminate discussions with any or all Interested Parties and/or Qualified Investors at any time.
No person acquires any right or claim for compensation from this communication, the Process Letter or from their
participation in the Tender Process against the HRADF or the Advisers for any reason or cause.

For full terms and conditions please refer to the Process Letter.

Financial Advisors: Investment Bank of Greece / Kantor Management Consultants / Legal Advisors: Hogan Lovells
International LLP / M. & P. Bernitsas Law Offices / Technical Advisor: Louis Berger
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Heineken Warns of Slack in Africa

Brewer posts earnings
that reflect strength

in Asia; other emerging
markets weaken

By MAARTEN VAN TARTWIJK

AMSTERDAM—After years
of brisk growth, Heineken NV
is experiencing a slowdown in
Africa that could bite into its
global earnings for some time.

The world’s third-largest
brewer by sales said on Mon-
day that a strong performance
in Asia helped it to post earn-
ings in the first half that beat
market expectations. But
weaker developing markets,
particularly in Africa, are ex-
pected to weigh on profit the
remainder of the year, it said.
Heineken’s shares were down
more than 3% on Monday.

The Africa, Middle East and
Eastern Europe division, which
accounts for roughly 20% of
group beer sale volumes, was
the weak spot in Heineken’s
latest earnings report.

The unit posted a 19% drop
in operating profit before ex-
ceptional items to €267 mil-
lion ($298 million), while or-
ganic volumes fell by 1% in the
period. Amsterdam-based Hei-
neken blamed the slowdown in
Africa on a raft of challenges,
ranging from negative cur-
rency developments and fall-
ing commodity prices to high
inflation and weaker tourism.

Like other large global
brewers, Heineken has ex-
panded into Africa as it seeks
to benefit from the region’s
growing middle class and
youth. But the weakening of
some African economies,
largely because of a collapse
in commodity prices, has
made the region a drag on
growth in recent quarters.

In Nigeria, Africa’s largest
economy and Heineken’s big-
gest market in the region,
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Inside a Heineken brewery in Hungary. The company expects its annual operating profit to increase, despite some signs of adversity.

sales and margins are under
pressure as the oil-producing
country struggles with lower
crude prices, resulting in a
shrinking economy and depre-
ciating currency.

Heineken is also experienc-
ing difficulties in Congo. The
brewer took a €233 million
impairment on its operations,
reflecting a weaker economic
outlook prompted by lower
commodity prices and political
uncertainty. It recorded a mid-
single digit decline in vol-

umes.

In an interview, Chief Exec-
utive Jean Francois van Box-
meer said the problems in Af-
rica started to emerge last
year after more than a decade
of growth. The weakness is ex-
pected to continue in the me-
dium term, he said. “We have
to take a little dip here, it is
very difficult to predict how
long it will last.”

However, Mr. van Boxmeer
said he remains optimistic on
Africa’s long-term prospects.

Overall, Heineken reported
a profit of €586 million, down
from €1.14 billion a year ear-
lier when the bottom line was
lifted by an asset sale. Earn-
ings for the first six months of
this year before exceptional
items were €977 million ($1.1
billion), up 7% from a year
earlier, while revenue rose 2%
to €10.1 billion. The profit in-
crease was driven by a robust
performance in Asia, which
has been an important pillar
of growth in recent years.

Operating profit in the Asia
Pacific region rose 39% in the
quarter, while organic revenue
rose 12%, lifted by strong
growth in Vietnam, Indonesia
and Cambodia.

Heineken’s operating profit
margin grew by 1.2 percentage
points to 16.9%, but the brewer
stuck to its full-year guidance
of a 0.4 percentage-point ex-
pansion, pointing at “adverse
economic conditions” in some
emerging markets and nega-
tive currency effects.

Armani Sets Path for Fashion House’s Future

By DEBORAH BALL

MILAN—Giorgio Armani is
planning to create a founda-
tion, with the intent of laying
the groundwork for the future
of his fashion house.

In a communiqué issued
Friday, the 82-year-old de-
signer said the foundation
would safeguard the group he
founded 40 years ago and en-
sure that the house remains
“consistent with some princi-
ples that are particularly im-
portant to me.”

The future of the iconic Ital-
ian fashion house has long

been a question, given the
tight control that Mr. Armani,
who is its sole shareholder,
maintains over his brand. He is
still deeply involved in the
day-to-day management of the
group and hasn’t designated
an heir.

While he has long mulled
the establishment of a founda-
tion as a solution for when he
steps down or passes away, he
hadn’t formally announced
such a move until Friday.

Succession issues have long
bedeviled Italian family-owned
companies, particularly in the
fashion sector.

The death of Gianni Versace
in 1997 set that house on a
path to near-destruction after
his sister Donatella took the
creative reins. The company fi-

Succession issues
have long bedeviled
Italian family-owned
companies.

nally emerged from a brush
with bankruptcy about a de-
cade later but has remained a
relative minnow among the

biggest fashion brands.

The Gucci brand also suf-
fered a long decline because of
squabbles within the founding
family before being revived in
the 1990s by outside investors.

Mr. Armani has long
avoided the merger and acqui-
sition fever that first swept
the fashion sector in the 1990s
and that has produced colossal
multibrand businesses such as
LVMH Moét Hennessy Louis
Vuitton SE and Kering SA.

The owners of both fashion
conglomerates have courted
Mr. Armani over the years, try-
ing to persuade him to sell and

setting forth rich offers. But he
has consistently repudiated
them, arguing that mega-
groups tend to erode the val-
ues of the labels they buy.

In his statement, Mr. Ar-
mani said the company must
remain committed to “innova-
tion and excellence” and enjoy
“appropriate investments, pru-
dent and balanced financial
management, limited recourse
to debt and a careful approach
to acquisitions.”

According to Forbes, Mr.
Armani is worth more than $6
billion, making him one of the
richest people in Italy.

Publicis Places a Senior Executive on Leave

By SuzANNE VRANICA

Advertising giant Publicis
Groupe has placed Kevin Rob-
erts, one of its top lieutenants,
on leave following comments
he made that were dismissive
of the raging debate over gen-
der diversity on Madison Ave-
nue.

In an interview with Busi-
ness Insider published Friday,
Mr. Roberts said the debate
about gender equality is
“over” and he doesn’t spend
“any time” on the issue at his
company. Mr. Roberts, who is
currently executive chairman
at Saatchi & Saatchi and head
coach at the ad agency’s par-
ent company Publicis Groupe,
said the gender issue is “way
worse” in industries such as
financial services.

“We have a bunch of tal-

ented, creative females, but
they reach a certain point in
their careers ... 10 years of ex-
perience, when we are ready
to make them a creative direc-
tor of a big piece of business,
and I think we fail in two out
of three of those choices be-
cause the executive involved
said: ‘T don’t want to manage a
piece of business and people, I
want to keep doing the work,’
” Mr. Roberts said during the
interview.

Publicis Groupe Chief Exec-
utive Maurice Lévy con-
demned Mr. Roberts’s re-
marks. “It is for the gravity of
these statements that Kevin
Roberts has been asked to
take a leave of absence from
Publicis Groupe effective im-
mediately,” he said in a state-
ment Saturday. “Diversity &
inclusion are business impera-

tives on which Publicis Groupe
will not negotiate,” the state-
ment continued. “Promoting
gender equality starts at the
top and the Groupe will not
tolerate anyone speaking for
our organization who does not
value the importance of inclu-
sion.”

The company said that its
supervisory board will evalu-
ate Mr. Roberts’s standing.

Mr. Roberts couldn’t be
reached for comment.

A long-time Publicis execu-
tive, Mr. Roberts is a well-
known ad executive whose ca-
reer has also included stints at
Procter & Gamble Co. and Pep-
siCo Inc. While the lack of di-
versity in Hollywood and Sili-
con Valley has attracted
national attention recently, the
ad industry has been grap-
pling with the issue for de-

Kevin Roberts of Publicis

cades. However, the issue
boiled anew early this year af-
ter J. Walter Thompson’s chief
communications officer filed a
harassment lawsuit against
former CEO Gustavo Martinez

BLOOMBERG

in March. The high-profile suit
has sparked heated discus-
sions in the advertising indus-
try about the number of
women and minorities in posi-
tions of power.

Mr. Roberts argued, in the

¢ Business Insider interview,
= that agencies are misunder-

standing how women view
success. “Their ambition is not
a vertical ambition; it’s this in-

2 trinsic, circular ambition to be
S happy,” he is quoted as saying
= in the article. “So they say:
E ‘We are not judging ourselves
2 by those standards that you

idiotic  dinosaur-like men
judge yourself by’ I don’t
think [the lack of women in
leadership roles] is a problem.
T'm just not worried about it
because they are very happy,
they’re very successful, and
doing great work.”

Alphabet

And Glaxo

Team Upon
Treatments

By DENISE ROLAND

LONDON—GlaxoSmith-
Kline PLC and Google parent
Alphabet Inc. have teamed up
to develop what they call bio-
electronic medicines, or treat-
ments that use miniature im-
planted electronic devices to
modify how electrical im-
pulses are transmitted around
the nervous system.

The UK. pharmaceutical
company said it had signed an
agreement with Verily Life
Sciences LLC, formerly Google
Life Sciences, to create Gal-
vani Bioelectronics. It said
the pair would spend as much
as £540 million ($714 million)
over seven years on the ven-
ture, provided they succeeded
in hitting various milestones
along the way. Glaxo will con-
trol 55% of the new company
and Verily will hold the rest.

Many biological processes
are controlled by electrical
signals transmitted from the
nervous system to the body’s
organs. Glaxo said early-stage
research in its laboratories
suggested that distortions of
those signaling pathways were
involved in several long-term
diseases including diabetes,
asthma and arthritis.

Galvani Bioelectronics
would bring together Glaxo’s
knowledge of drug discovery
and development with Verily’s
expertise in miniaturizing low-
power electronics, data analyt-
ics and building software for
clinical applications, Glaxo
said.

Initial work would focus on
developing miniature elec-
tronic devices to test out that
concept in humans for the
first time, Glaxo said.

The treatment would likely
work by attaching miniature
electronic devices to individ-
ual nerves, said Moncef Slaoui,
Glaxo’s head of vaccines and
chairman of Galvani Bioelec-
tronics.

“If successful, this approach
offers the potential for a new
therapeutic modality alongside
traditional medicines and vac-
cines,” Mr. Slaoui said.

Several pharmaceutical
companies have teamed up
with Google’s parent to de-
velop new digital approaches
to medicine. Novartis AG is
working with the tech com-
pany to develop a “smart con-
tact lens” for diabetes patients
that can monitor blood glu-
cose levels in tears.

Sanofi SA is also working
with Google on new ways to
monitor and treat diabetes.

Kris Famm, who heads up
Bioelectronics research at
Glaxo, will be president of the
new company. Andrew Conrad,
chief executive of Verily, will
sit on Galvani’s board.

Galvani Bioelectronics will
be based at Glaxo’s research
center in Stevenage in the
UK., with a second research
hub at Verily’s facilities in San
Francisco, Glaxo said.

The U.K. government said
that decision demonstrated
the “global appeal” of Britain’s
scientific expertise.

It is the second time Glaxo
has announced a large invest-
ment in the UK. since Britons
voted to leave the European
Union in a referendum in June.

Last week, the company
said it would spend £275 mil-
lion to increase capacity at
three of its U.K. factories, a
decision Chief Executive An-
drew Witty said was made de-
spite Britain’s Brexit vote.

—Tapan Panchal
contributed to this article.
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Legal Notices

PUBLIC NOTICES

THE CAYMAN ISLANDS COMPANIES LAW (As Amended)
NOTICE OF APPOPINTMENT OF PROVISIONAL LIQUIDATOR

Mongolian Mining Corporation (In Provisional Liquidation)
Grand Court of the Cayman Islands Cause No FSD 99 of 2016

TAKE NOTICE that by order of the Grand Court of the Cayman Islands, made on 19 July 2016,
Mongolian Mining Corporation, registration number 240791 whose registered office is situated at ¢/
0 Pw(, PO Box 258 18 Forum Lane, Camana Bay, Grand Cayman KY1-1104, Cayman Islands, was placed
in provisional liquidation and Mr. Simon Conway of PwC Corporate Finance & Recovery (Cayman)
Limited, P.0. Box 258, 18 Forum Lane, Camana Bay, Grand Cayman, KY1-1104, Cayman Islands and Mr.
Christopher So Man Chun of PricewaterhouseCoopers Ltd., 22/F Prince’s Building, Central, Hong Kong,
have been appointed as Joint Provisional Liquidators of the Company.

Dated this 28 day of July 2016.

Simon Conway
Joint Provisional Liquidator

Contact for Enquiries:

Name: Ben Henshilwood
Email: mongolian.mining@ky.pwc.com
Telephone: +1 (345) 914 8743
Facsimile: +1 (345) 945 4237

Address for Service:

PO Box 258, Grand Cayman, KY1-1104, Cayman Islands

McDonald’s to Replace Bun Sweetener

By JULIE JARGON

OAK BROOK, Il.—
McDonald’s Corp. said Mon-
day it will replace high-fruc-
tose corn syrup in its sandwich
buns with sugar as part of an
effort to simplify its ingredi-
ents and satisfy increasingly
conscientious consumers.

The fast-food giant also is
rolling out Chicken McNuggets
and some breakfast items free
of artificial preservatives and
said it has curbed a year ear-
lier than planned the use of
chicken raised with antibiotics
that are also commonly used
on humans.

Mike Andres, president of

McDonald’s U.S. operations,
said the “sweeping change” will
affect 50% of the U.S. menu.
McDonald’s is in the midst of a
turnaround attempt designed
to satisfy diners who have
asked it to do away with ingre-
dients including high-fructose
corn syrup, which some re-
search suggests may cause
weight gain and diabetes.

The burger chain also is
racing to keep up with rivals
who have been quicker to em-
brace the so-called clean-label
movement. Food makers from
General Mills Inc. to Yum
Brands Inc.’s Taco Bell have
begun stripping their products
of ingredients that have made

many customers wary.

Since taking over as chief
executive last year, Steve East-
erbrook has pushed
McDonald’s to improve its fa-
miliar product offerings.
McDonald’s last year returned
to its original Egg McMuffin
recipe, which calls for butter
instead of liquid margarine.

The chain has pledged to
make other changes aimed at
showing that its food is less
processed and more humanely
sourced than consumers may
realize. McDonald’s has run
ads showing that its breakfast
items are made with freshly
cracked eggs and plans to stop
using eggs from chickens

raised in cages. McDonald’s
also has begun serving some
of its milk and yogurt only
from cows not treated with an
artificial growth hormone.

“Some of the changes may
be a little on the late side, but
it was McDonald’s that kicked
off the move to cage-free
eggs,” said Nomura Securities
analyst Mark Kalinowski.

The chemical composition of
high-fructose corn syrup, de-
rived from corn, is nearly iden-
tical to that of sugar, and it is
unclear whether natural sugar
is indeed healthier. Medical re-
search has reached conflicting
conclusions on whether corn
syrup causes weight gain.
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Optimism for U

K. Growth

Some economists see a refocusing of British trade after Brexit and a rebalancing of the economy

By MIKE BIRD

Britain’s vote to leave the
European Union will lead to an
economic downturn and possi-
bly even a recession, most
economists say.

But not all.

Some—many of them
avowed Brexit supporters—ar-
gue that leaving the bloc will
refocus British trade on higher
growth regions while helping
rebalance the economy toward
manufacturing and away from
its debt-laden consumer and
risky banking sector.

That contrasts with
the consensus, which predicts
Brexit will damage the U.K. by
taking it out of a tariff-
free zone with its biggest trad-
ing partners while deter-
ring foreign companies,
particularly banks, from using
Britain as their European base.
The uncertainty over divorce
negotiations between London
and Brussels, meanwhile, will
sap investment and spending.

On Monday, the latest busi-
ness survey from IHS Markit

showed that economic activity
in the manufacturing sector is
contracting at its fastest
pace in three years. But the
U.K. still is waiting for a clear
verdict from economic data.

The message from econo-
mists who supported Brexit is:
Don’t get too nervous.

“The men and women who
populate industrial and com-
mercial Britain were all told
that end demand would col-
lapse, and their buying behav-
ior has reflected that,” said
Savvas Savouri, chief econo-
mist at hedge fund Toscafund.

“When they realize they’ve
done that unnecessarily, they’ll
be manically bidding for goods
to restock their inventories.”

Brexit presents economic
opportunities, according to a
small coterie of mainly British-
based economists.

Britain can pivot itself away
from the low-growth EU toward
more dynamic economies, such
as the emerging giants of Asia.
The U.K. exports more goods to
Ireland, with a population
of 4.6 million, than to China.

Critics of the EU also argue
the bloc has been particularly
poor at negotiating trade
deals. After six years of negoti-
ation the EU still hasn’t struck
a trade deal with Canada.

“The EU record on trade
deals was absolutely atro-
cious,” said Gerard Lyons, the
former chief economist at
Standard Chartered.

“In part, the referendum
was about a mindset change to
very much focus on the fast-
growing and large economies
in the world,” said Mr. Lyons,
who is also co-chairman of the
group, Economists for Brexit.

For years, British politicians
have talked of rebalancing
Britain’s economy toward man-
ufacturing, which currently ac-
counts for only 10% of GDP.
Now, here is the chance, pro-
Brexit economists say.

Since the June 23 referen-
dum, sterling has declined by
more than 10% when compared
with a basket of currencies
that the UK. trades most regu-
larly. That makes British ex-
ports more competitive and

imports more expensive.

Capital Economics, whose
executive chairman is Roger
Bootle, the co-chairman
of Economists for Brexit, has
raised its export growth fore-
casts to 9% and 10.2% in 2017
and 2018, respectively. Before
the vote, the forecasts were
7.9% and 9.2%.

But the evidence is mixed
on the effects of a weaker
pound on exports. The pound’s
plummet in 2008, during the
financial crisis, didn’t lead to a
boost for exports. But that
came amid a global downturn.
In 1992, a steep fall in sterling
did boost exports. But that
was almost 25 years ago.

Phil Whyman, a professor of
economics at the University of
Central Lancashire, argues Br-
exit will benefit manufacturing
in other ways. The U.K. will be
able to encourage this sector
in a manner that once contra-
vened EU competition rules, he
said.

Those rules mean the gov-
ernment can’t, for instance, of-
fer preference to U.K. compa-

Scalded

The British pound has slumped, reflecting the consensus
that the UK''s exit from the EU will damage its economy.
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nies when tendering public
contracts. Likewise, attempts
to foster selected industries
through subsidies often run
afoul of state aid rules.

Some economists also be-
lieve that a smaller banking
sector won’t necessarily be a
bad thing. “It’s good that we
have a comparative advantage,
but we’re also left overexposed
to financial crises,” Prof. Why-
man said.

At the end of 2015, UK.
bank assets were equivalent to

$1.32°

|Ju|y Aug.
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269% of GDP, according to data
from the Bank for Interna-
tional Settlements, and the
World Bank. In Germany, the
equivalent figure is 147% and
in the U.S. it is 76%.

Other economists say the
banking industry is key. For a
start, it contributes as much as
8% of GDP.

Instead, its potential migra-
tion to other parts of the EU,
from where banks can pass-
port services across the re-
gion, will be a big loss.

Pakistan Beckons

By Mia LAMAR
AnD CaroLYN Cut

Ross Teverson, head of
emerging-market strategy at
$49 billion money manager Ju-
piter Asset Management, has
a new star pick: Pakistan.

The country wasn’t even
considered an emerging market
when he decided to invest. Un-
til earlier this summer, it was a
rung lower—a “frontier” mar-
ket, where stocks are notori-
ously hard to trade and the po-
litical climate is tumultuous.
And yet, the benchmark
KSE-100 stock index is up 20%
in dollar terms this year, Ex-
hibit A in how far global inves-
tors are willing to go for re-
turns these days.

Sluggish growth in devel-
oped economies has prompted
central banks to push interest
rates down to zero and beyond,
wiping out yields on govern-
ment debt and sending inves-
tors into all sorts of fringe or
previously unloved markets
such as Pakistan’s.

By estimates, since March
more than $67 billion has
poured into a group of 30
emerging markets tracked by
the Institute of International
Finance. That number doesn’t
include money heading to mar-
kets such as China and Russia,
where information on foreign
buying is limited.

“Investors have had to go
further down the risk spec-
trum,” said Supriya Menon, se-
nior multiasset strategist at
$153 billion money manager
Pictet Asset Management.

Alex Muromcew, who man-
ages the TIAA Emerging Mar-
kets Equity Fund, has been in-
creasing his fund’s exposure to
Peru, a fringe investment even
among emerging-market spe-
cialists. The country has at-
tracted attention with a new
president who is seen as mar-
ket friendly. Stocks there are up

as Investors Hunt Returns

Pouring In

Net monthly emerging-market
flows since July 2015.
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56% this year in dollar terms.

Bond prices in Ecuador have
rallied 27% this year, despite an
energy-price slump that has cut
revenue for the oil exporter.
Hungary’s stock market is up
16%, beating most European
bourses, as investors bet that
falling inflation will allow the
central bank to ease monetary
policy.

Interest is even high in junk-
rated Sri Lanka, which reached
a deal with the International
Monetary Fund in April to
stave off a financial crisis. For-
eigners have boosted their
holdings of Sri Lanka’s local-
currency government debt for
six straight weeks, according to
HSBC Holdings PLC.

Over a single week in July,
foreign investors poured more
than $5.5 billion into Indonesia,
India and five other major
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Pakistan’s KSE-100 stock index is up 20% this year.

emerging stock and bond mar-
kets tracked by the Institute of
International Finance, the big-
gest one-week influx of cash in
15 months. Emerging-market
debt funds drew a record $14
billion in the four weeks ended
July 27, according to fund
tracker EPFR Global.

There are limits to how
much money these markets can
absorb, and analysts warn that
investors have probably under-
estimated the risks. Many
emerging economies still rely
heavily on commodity exports,
making them vulnerable to con-
tinued weakness in global
growth.

“They might find liquidity to
be an issue in emerging mar-
kets when there is a need to
sell,” said Sean Ryan, senior an-
alyst at MPI, a global provider
of quantitative research and

risk analytics.

Emerging-market stocks and
local-currency bonds sustained
losses from 2013 to 2015, as in-
vestors pulled out billions of
dollars. The MSCI EM index fell
25% over that period, com-
pared with a 52.6% gain for the
S&P 500 index. The J.P. Morgan
Global Bond Index Emerging
Markets Diversified lost 27%,
while U.S. Treasury bonds rose
3.4%.

Perws $109 billion stock
market is among the most vola-
tile of all emerging markets.
During the past three years, the
market lost nearly half of its
value, according to MSCI Inc.

Bond investors also have to
wrestle with deteriorating
credit quality. There have been
19 defaults in emerging coun-
tries this year, up from 15 at
the same time last year, accord-
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ing to S&P Global Ratings.
Nearly one-third of all emerg-
ing-market issuers are at the
risk of being downgraded.

But an easing of concerns
about China’s economic slow-
down, along with a rebound for
commodity prices from their
lows early this year, has helped
encourage the return to riskier
markets. Analysts and investors
widely say they expect inflows
to continue.

“Emerging markets have
been broadly out of favor with
global investors for the better
part of four years,” said Mr. Te-
verson, whose investment in
Pakistan helped his fund gain
17% this year through June.
“When you have seen an asset
class out of favor for so long
and you see valuations so low,
that inflow can be sustained for
a long period.”

Visa Partnership Puts PayPal on the Defensive

By TELIs DEMos
AND ROBIN SIDEL

Two months ago, Visa Inc.
Chief Executive Officer Charles
Scharf told analysts that Visa
and PayPal Holdings Inc. could
go through one of two doors.
One was a partnership. “The
other door is where we go full
steam and compete with them
in ways that people have never
seen.”

The companies chose door
No. 1.

PayPal, the internet pay-
ments pioneer spun off from
eBay Inc. last year, announced
July 21 that it would end its
long-running fight to steer
some customers away from us-
ing Visa and other cards. In ex-
change, the credit-card com-
pany agreed it wouldn’t
increase fees to PayPal and
would provide it with a new
way to accept payments in
stores via smartphone taps.

The pact, though anticipated
by many investors, sparked a
selloff in PayPal shares that has
put the fast-growing company
and CEO Dan Schulman on the
defensive. It also underscored

that in the battle between Sili-
con Valley and entrenched fi-
nancial firms, the newer players
may eventually ally with firms
they once hoped to compete
against.

“When it first started, I saw
PayPal as a disruptor, but now
[it’s] more a part of the tradi-
tional ecosystem,” said Ned El-
ton, chief growth officer of PEX,
a business payments startup.
“Visa is ubiquitous, and it’s
tough to overcome that.”

Following the deal’s an-
nouncement, PayPal shares had
fallen 7% through Friday, and
the consensus analyst forecast
for 2017 earnings fell to its
low. PayPal executives sought
to quell concern on a previously
scheduled private call with ana-
lysts after the release, telling
analysts they were “disap-
pointed” by the reaction, ac-
cording to a person familiar
with the call.

While the business of han-
dling payments without cards
has been lucrative for PayPal,
company officials say it is al-
ready less of a focus, in part be-
cause of new rules that reduced
debit-card fees. They argue that

PayPal, led by Dan Schulman,
has seen a selloff in its shares.

a detente with Visa promotes
consumer choice and puts Pay-
Pal’'s newer efforts, such as
helping internet merchants ac-
cept all forms of payments, on
more solid footing. It also
opens new frontiers for PayPal
in stores that accept Visa’s
smartphone tools.

PayPal’s global head of prod-
uct and engineering, William
Ready, said in an interview that
the bigger opportunity to dis-
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rupt is to seek to remove “fric-
tion from all payments.” He
noted there is room for PayPal
to grow in stores, which is still
about 90% of the payments
market. The Visa deal “resets
the way we work with the eco-
system,” he said. “It’s great for
the core business [and] a path-
way to the other 90% of the
market.”

Still, the deal puts pressure
on Mr. Schulman, a multiindus-
try veteran who came to PayPal
after serving in senior roles at
American Express Co., Price-
line Group Inc. and Virgin Mo-
bile USA. Specifically, PayPal
will have to make up for some
higher transaction costs by in-
creasing volume faster and
signing up more new customers
and merchants.

“They are trying to be some-
thing different than they were
historically,” said Elliot Turner
of RGA Investment Advisors,
which oversees about $25 mil-
lion in assets. He said PayPal,
despite competing in a crowded
field, remains a top-three hold-
ing for his firm, because he
likes Mr. Schulman’s vision and
the Visa deal. He didn’t sell any

stock after the announcement.

“The level of [customer] en-
gagement will be far more de-
terministic to the company’s fu-
ture worth” than transaction
costs, Mr. Turner said.

For much of its almost 18-
year history, PayPal—which
counts Silicon Valley royalty
such as Elon Musk, Peter Thiel
and Max Levchin among its
founders—had sought to make
it more appealing for their cus-
tomers to connect directly to
their bank accounts, bypassing
firms like Visa. That allowed
customers the option of moving
money into a PayPal account or
making transactions without
generating a fee paid by PayPal
to the debit- and credit-card
networks.

The tension between PayPal
and Visa had been in place for
years, especially as PayPal
started directly pitching more
merchants on adding services
that competed with Visa. The
rivalry intensified in 2005 when
Scott Thompson, then a Visa
technology executive, jumped
ship to PayPal, according
to people familiar with the mat-

ter.

U.S. Crude
Falls 22%

From High
In June

By TimoTHY PUuko

U.S. oil prices fell into a
bear market Monday, settling
at $40.06 a barrel, down 22%
from a June high.

Crude for September deliv-
ery fell $1.54, or 3.7%, on the
New York Mercantile Ex-
change. Its recent high was
$51.23 on June 8. Brent crude,
the global benchmark, lost
$1.39, or 3.2%, to $42.14 a bar-
rel on ICE Futures Europe. It is
down 19.75% since June 8.

A global gasoline glut, early
signs of additional production
in the U.S., and rising out-
put from the Organization of
the Petroleum Exporting Coun-
tries have dragged down oil
prices. The number of working
rigs in the U.S. has increased
in eight of the past nine
weeks, adding to a sense that
the oversupply problem of the
past two years isn’t abating.

Over the weekend, Saudi
Arabia Oil Co. cut its export
price to Asia by the most in 10
months, analysts and a broker
said. And new data show Iraqi
and Iranian oil production in-
creased in July. Russian output

Gasoline demand in
the U.S. grew about
2.5% from January
to May.

has also been on the rise for
three straight months, while
U.S. production appears to be
coming in above weekly gov-
ernment estimates, analysts at
Citigroup Inc. said in a note
Monday. All of this means
that oil could fall further be-
fore there is a chance of a re-
covery next year, they said.

“This crude overhang is ma-
terializing just as a gasoline
glut is pressuring refinery
margins,” they said.

Many expect refineries to
slow their oil purchases in
coming weeks because they
have produced even more gas-
oline and other fuels than even
record demand could absorb.
Refineries also usually slow
down their operations in the
fall for maintenance, and many
expect the outages to be more
prolonged this year because of
the glut.

The recent selloff acceler-
ated last week after U.S. gaso-
line stocks rose 452,000 bar-
rels to hit nearly 242 million
barrels in the week ended July
22, a time of the year when
gasoline stockpiles usually di-
minish.

Government data in the U.S.
show demand there from Jan-
uary to May grew by about
2.5%, but weekly data released
in May had suggested that the
increase would be almost
twice that level, they said.
Floods in China are also hit-
ting major areas for consump-
tion and could reduce demand
there by about 100,000 barrels
a day.
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Region/Country  Index Close  NetChg %chg Low Close High %chg | and 10-year government bonds around the world. Dataas of 3p.m.ET
World The Global Dow 2404.08 -7.03 -0.29| 2033.03 [ 2547.27 2.9 Country/ Spread Over Treasurys, in basis points Yield
MSCIEAFE 1680.72 -8.40 -0.50| 1471.88 ° 1956.39 -2.1 Coupon Maturity, in years Yield Latest Previous ~ MonthAgo  Yearago  Previous ~ Monthago  Yearago
MSCIEM USD 882.23 8.76 11.00 691.21 ° 1044.05 11.1 3.250 Australia 2 1.465 79.8 86.7 97.9 1224 1.526 1.576 1.889
Americas D) Americas 52304 105 -020| 43338 o 52498 73 4.250 _ 10 18 33.0 431 52.1 587 1884 1964 2771
Brazil SaoPaulo Bovespa 56697.58 -610.63  -1.071 37046.07 e 57729.31 30.8 1250  Belgium 2 0575  -1242 1249 -1165  -842 0590  -0.568 -0.178
Canada  S&P/TSX Comp 14582.74 .. Closed 11531.22 o 1462235 12.1 1.000 10 0150  -1348 1333  -1388  -1235 019 0.055 0949
Mexico  IPCAIl-Share 46783.20 122.53 1026 39256.58 o 4778529 89 1000 France 2 0535  -1202 1213 1147 841 -0.553 0550 -0.176
Chile Santiago IPSA 319810 -1089  -0.34| 2730.24 o 324362 86 gggg _ 1‘23 g:iz ﬁgi E;‘; Ei; '1:‘9‘-; g;g: 8225 g;::
. ermany -0. -128. -128. -124. -89. -0. -0. -0.
us. DJIA 1840451 -27.73  -0.15| 1537033 o 1862201 5.6 0000 TR . BECT 1 ooa 573 BENGR 012l o6l
Nasdaq Composite 5184.20  22.06 [0.43 4209.76 e 519913 35 0.250 Ttaly 2 0,063 73.0 733 717 570 -0.073 0120 0.094
S&P 500 2170.84 -2.76 -0.13| 1810.10 e 217829 6.2 1600 10 1177 321 286 306 209 1166 1137 1775
CBOE Volatility 1266 0.79 ENes6 1038 e 23.29 -30.5 0.100 Japan 2 0233 900 908 926 -655 0249 _ 0328  0.009
EMEA Stoxx Europe 600 339.86 -2.03  -0.59] 303.58 ° 403.93 -7.1 0.100 10 -0.136 -163.4 -1626 -169.7 1774  -0.174 -0.254  0.410
Stoxx Europe 50 2859.13 -18.49 -0.64] 2556.96 ) 3503.19 -7.8 4.000 Netherlands 2 -0.584 -125.1 -125.8 -120.8 -87.1  -0.598 -0.611 -0.207
Austria ATX 2209.13 -2431  -L09ll 1929.73 ° 2515.09 -7.8 0.500 10 0.001 -149.7 -146.7 -150.3 -135.9  -0.014 -0.0600  0.825
Belgium Bel-20 342638 -38.46  -111l 3117.61 ° 385321 -74 4450  Portugal 2 0.382 -28.5 228 -37.6 -29.8 0431 0222 0.366
France CAC40 4409.17 -30.64 -0.691 3892.46 ° 5217.80 -4.9 2.875 10 2.893 139.5 1462 155.8 19.8 2.915 3.001 2.382
Germany  DAX 10330.52 -6.98  -0.07| 8699.29 ° 11669.86 -3.8 0.250 Spain 2 -0.180 -84.7 -83.0 -80.2 547  -0.171 -0.205  0.117
Greece ATG 569.60 -1.73 -0.30| 420.82 ) 797.52 -9.8 1.950 10 1.024 -47.4 -436 -29.9 -335 1.016 1.144 1.849
Hungary BUX 27468.88 -159.29 -0.58] 20452.90 e 28100.59 14.8 4.250 Sweden 2 -0.670 -133.7 -1320 -127.0 -106.3  -0.661 -0.673 -0.399
Israel Tel Aviv 1461.52 352 [0.24 1378.80 ° 1725.04 -44 1.000 10 0.059 -143.9 -135.1 -119.8 -144.2 0.102 0.245 0.742
Italy FTSEMIB 16554.83 -292.03  -1.73M 1501742 e 23992.48 -22.7 1.250 UK. 2 0.175 -49.2 548 -40.1 8.0 0.112 0.196 0.744
Netherlands AEX 44497 -4.86 -1.081 378.53 ° 504.00 0.7 2.000 10 0.733 -76.5 -767 -57.8 -28.1 0.686 0.865 1.903
Poland WIG 46221.38  49.66 [0.11 41747.01 ) 53694.88 -0.5 0.750 us. 2 0.667 0.659 0.597 0.665
Russia RTS Index 922.53 -5.04 -0.54| 607.14 ° 975.21 219 1.625 10 1.498 1.452 1.443 2.184
Spain IBEX 35 8513.40 -73.80 -0.86l 7579.80 o 11330.00 -10.8
Sweden  SXAll Share 49447 -200  -0.40| 432.78 - 23907 =21 | Commodities  Pricesof futures contracts with the most openinterest ~ 3:30 p.m. New York time
Switzerland - Swiss Market 8127.20 Closed 7425.05 ° 9537.90 ~7.8 | EXCHANGELEGEND: CBOT: Chicago Board of Trade; CME: Chicago Mercantile Exchange; ICE-US: ICE Futures U.S; MDEX: Bursa Malaysia
South Africa Johannesburg AllShare  53126.80 329.22 10.62 45975.78 ® 5476091 4.8 Derivatives Berhad; TCE: Tokyo Commodity Exchange; COMEX: Commodity Exchange; LME: London Metal Exchange;
Turkey BIST100 76711.68 1306.15 I1-73 68230.47 ° 8693134 6.9 NYMEX: New York Mercantile Exchange; ICE-EU: ICE Futures Europe. “Data asof7/29(/)2;;176')&]yCh&mgJe Vear Vear
UK. FTSE100 6693.95 -30.48 -0.45| 5499.51 ® 6780.05 7.2 Commodity Exchange Last price Net Percentage high low
Asia-Pacific DJ Asia-Pacific TSM 1450.08  8.19 lo.57 1188.42 o 148122 43 Corn (cents/bu) ceoT 33475 800 -2.33% | 449.00 333.25
Australa  S&P/ASX 200 5587.40  25.00 l0.45 476530 o 569790 55 Soybeans (cents/bu) CBOT 96500  -3800  -3.79 N 1,186.25 868.00
China Shanghai Composite 295339 -2595  -0.871 265566 @ 3993.67 -16.6 ‘:Yheatt(tcle”ts/bt“-)ﬂb CCanl)ET ﬁg%ﬁ; 223;‘5) -0.61 '|- S 1;?4;? 13232?8
HongKong  HangSeng 212914 237.77 1109  18319.58 o 2455247 10 c';’:::@/f“:” ) e Vo8 = ; 9’; o o
India S&P BSE Sensex 2800312 -48.74  -0.17| 22951.83 o 2829813 72 COffee(ce;’t”sﬂb) s 10 1 64-|- : 5080 91
Jépan Nikk-ei St.ock Avg 16635.77  66.50 |I(:)l;03 11219§§.(;2 ° 22?08.69 —12.2 Sugar cents/b) ICE-US 1877 028 XV 0 2.9
Singapore Stral?sTlmes 289252 23.83 R 532.70 ° 96.66 0. Cotton (cents/by _ ICE-US 74.22 0.18 1024 75.00 5419
SO.Uth Korea Kospi 2029.61 13.42 |0.67 1829.81 [ ) 2052.77 35 Robusta coffee ($/ton) ICE-EU 1817.00 -31.00 -1.68 ] 1,86600 1’40000
Taiwan Weighted 9080.71 96.30 1107 7410.34 e 9080.71 8.9 Copper (5/Ib) COMEX 21960 00255 15m 23295 1.9690
Source: SIX Financial Information;WSJ Market Data Group Gold ($/troy 0z COMEX 1360.90 3.40 l10.25 1,384.40 1,066.00
Silver ($/troy 0z) COMEX 20.500 0.153 |m0.75 21.225 13.930
Currencies London close on Aug.1 Aluminum ($/mt)”  LME 1,628.00 25.00 Jm 1.56 1,695.50 1,451.50
Yen, euro vs. dollar; dollar vs. major U.S. trading partners s Z'“@/m(t;‘/ ) mi 12;2233 iigg g;ﬂ 123?328 125;328
—— Mon —— thg opper ($/mt)* ,000. -l -U. V7. 2.
Country/currency  inUS$ _ perUS$ (%) Lead ($/mt)’ LME 1,798.00 -13.00 -0.72 10 1,909.00 1,598.00
20% Europe Zinc ($/mt)” LME 2,217.00 23.00 ™ 1.05 2,268.00 1,467.00
Bulgaria lev 0.5713 1.7503 -2.8 Nickel ($/mt)* LME 10,510.00 -70.00 -0.66 Il 10,710.00 7,750.00
10 gwatiakuna gﬁ?ﬁ 068-;(5)(1) 'gg Rubber (v0l/ton)  TCE 155.00 -0.90 0581 159.30 153.00
) uro zoneeuro . B ' N
\WSJ Dollar index CzechRep.koruna-b  0.0413 24.189 -2.8 Palmoil (MYR/m _ MDEX _ 2329.00 13.00 056 267200 217200
0 Denmark krone 0.1502 6.6575 =3.1 Crude oil ($/bbl) NYMEX 39.98 -1.62  -3.89 | 52.73 32.85
Hungary forint 0.003595 278.18 -4.2 NY Harbor ULSD ($/gal.) NYMEX 1.2578 -0.0497 -3.80 | 1.5985 0.9858
10 ‘ ‘ L ::e'a"d kliona 0%0%?3 éalggg 'Zg RBOB gasoline ($/gal) NYMEX 13062 -0.0132 -1.00 Wl 1.6344 11171
lorway Krone . X =&,
2015 2016 Poland zloty 02563 3.9010 0.6 Natural gas ($/mmBtu) NYMEX 2.770 <0106 -3.69 | 2.9900 2.0090
. g Russiaruble-d 0.01503 66.547 7.4 Brent crude (/bbl) ICE-EV 4213 140 -3.22 53.56 3192
e ey Swedenkrona 0.1167 85722 1.5 Gas oil ($/ton) ICE-EU 362.25 -15.00  -3.93 474.50 291.50
— Mon —— T eon == Y Switzerlandfranc  1.0339 0.9672 -35
Country/currency inUS$  perUS$ (%) Country/currency inUS$  perUS$ (%) Turkeylira 03341 2.9929 2.6 Sources: SIX Financial Information; WSJ Market Data Group
y
- Hong Kong dollar 0.1288 7.7611 0.1 3 .
Americas India rupee 0.0150 667128 0.8 Ukraine hryvnia 0.0403 24.8100 3.4
Argentinapeso-a 00667 150030 159 - dones‘;arupiah 00000768 13020 -5.9 YUK-pound 13201 0.7575 116 | Cross rates London close on Aug1
Brazil real 0.3061 3.2674 =175 . N : :
- Japanyen 0.009788 102.16 -151 Middle East/Africa
Canada doflar 07632 1.3103 -5.3 o auhstantenge 0002838 35238 4.0  Bahraindinar 2.6515 0.3772 0.01 : usb Gep CHF Py HKD EUR CON AUD
Chile peso 0.001520 657.80 7.2 \po o o 0.1251 7.9936 -0.1  Egyptpound-a 01130 8.8525 13.1 | Australia 13219 1.7449 1.3667 0.0129 0.1703 1.4769 1.0089
Colorblapes ¢ VW LT -z.: Malaysiaringgitc 02477 4.0364 6.2 Israelshekel 0.2624 3.8116 -2.1 | Canada 13103 17294 13546 0.0128 0.1688 14638 0.9913
;‘:;c:’gsofa’ 00531 180501 g¢ NewZealanddollar 07192 13904 -5.0  Kuwaitdinar 3.3146 03017 -0.6 | Euro 0.8950 11814 0.9253 0.0088 0153 0.6831 06770
Peru solp 02983 33520 18 Pakistanrupee 0.0095 104.875 -0.02  Oman sulrial 2.5976 0.3850 0.003 | HongKong 7.7611 10.2446 8.0242 0.0760 8.6718 59233 58712
Uruguay peso-e 0.0335 20830 -0  Philippines peso 00213 47.006 03 Qatarrial 0.2747  3.641-0.05 | japan 1021640 134.8600 105.6700 13.1650 1141500 77.9700 77.2900
Venezuelabolivar  0.100100 9.99 58.4 Singapore dollar 0.7462 1.3402 =55 SaudlAra!)lanyaI 0.2667 3.7501 -0.1 Switzerland 0.9672 12767 0.0095 0.1246 1.0808 0.7382 0.7318
South Koreawon  0.0009035 1106.83 =5.9  South Africarand 0.0718 13.9189 -10.1 UK 07575 07833 0.0074 0.0976 0.8465 05782 05731
Asia-Pacific SriLankarupee  0.0068658 145.65 1.0 Close NetChg %Chg VD3 | — : - - : : } }
Australia dollar 0.7565 13219 -3.7  Taiwandollar 0.03169 31.557 -41 WsJDollarlndex 8663 0.3 0.15 -3.93 | US: 13201 e 0.00%% 01288 L1174 0.7632 0.7565
Chinayuan 0.1506 6.6400 2.3  Thailand baht 0.02876 34.770 =3.5  sources Tullett Prebon, WSJ Market Data Group Source: Tullett Prebon
Key Rates Top Stock Listings 4 p.m. New York time
Latest 52 wks ago % YTD% % YTD% % YTD% H H
Libor Cur Stock Sym Last Chg Chg | Cur Stock Sym Last Chg Chg |Cur Stock Sym Last Chg Chg ASla TltanS 50
Onemonth 0.49390%  0.19050% A = T-t ¥ TakedaPharm 4502 480000 462 -2086 |£  RioTinto RO 248600 100 2559 | Last: 138.96 A 1.34, or 0.97% YTD A 2.0%
Threemonth 075510 030370 Sla I1tans HK$ TencentHoldings 0700  184.50 -107 20.83 | CHF RocheHidgctf  ROG ~ 247.50 081 -10.46 _
Sixmonth 111470 048760 | ks AlAGroup 1299 4900 198 515 |¥  TokoMarineHidg 8766 397300 -166 -1568|£ RoyDtchshellA RDSA 188850 285 2375 | High -4 140
Oneyear 143360 080885 |y Actelasharma 4503 177850 331 271 |¥ TopotaMi 7203 579700 -165 2258 |€ AP s 7841 .. 68 | FClose 20-day g 135
EuroLLibor AUS ASINZBK  ANZ 2578 023 770 [ AUS Westarmers  WES 4300 016 334|€ Sanof SAN 7627 016 296 | Low . MOVING aVerage —  permesbertr 130
Onemonth -0.36857%  -0.09000% | AU$ BHP BHP 19.67 077 1013 | AU$ WestpacBanking WBC 3110 003 -733|€  SchneiderElectric SU 5836 -0.27 1104 L ey ETLI T S
Three month -0.30286 -0.01929 HK$ BankofChina 3988 326 219 578 | AUS Woolworths ~ WOW 2357 068 -3.80 |€  Siemens SIE 96.95 018 787 | TUoRelTrpien oopTT Cerpel | L — 125
Sixmonth -0.19271 0.05343 HK$ CKHutchison 0001 9175 105 -1212 € Telefonica TEF 879 021 -1416 120
Oneyear -0.06571 016500 | HK$ CNOOC 0883 926 0.2 175 Stoxx 50 € Totl PP 209 156 406 1
Euribor ¥ Canon 7751 291200 -0.78 -20.76 | CHF ABB ABBN 20.60 -0.15 1470 | CHF UBSGroup UBSG 1335 045 -3161 >
Onemonth -0.37100%  -007800% | ¥  CentrallapanRwy 9022 18950 -140 -1227 [ €  AXA s 1797 -143 -2878|€  Unilever UNA 4122 053 277 6 13 20 27 3 10 17 24 1 8 15 22 29
Threemonth -0.29700 -0.02300 HK$  ChinaConstructnBk 0939 535 288 075|€  Aitliquide Al 93.08 -242 -1020 |£  Unilever ULVR 353400 001 2076 | May June July
Sixmonth -0.18600 0.04900 HK$ Chinalifelnsurance 2628 1778 057 -2916 | €  Allianz ALV 12810 -016 -2168|f  VodafoneGroup VOD 229.95 017 405
Oneyear -0.04800 016600 HK$  ChinaMobile 0941 97.95 240 1194 | €  AnheuserBusch ABI 11320 -1.82  -1.05 | CHF Zurichinsurance ZURN 23290 030 -9.87
YenLibor AUS CmwithBkAust CBA  77.98 081 <883 |£ AstraZeneca  AZN 506600 036 974 DJIA Stoxx 50
o] th -0.05629% 005643% | ¥  EastlapanRailvay 9020  9337.00 -156 -1845 | €  BASF BAS 7035 013 -052 . / /
T:reez:wr;nth -0.01521 0.09500 ¥ Fanuc 6954 17505 104 -1696 | €  BNPParbas  BNP 4370 149 -1634|$  AmericanExpress AXP 6413 051 779 | Last 2859.13 ¥ 18.49, or 0.64% YTD Vv 7.8%
Sixmonth 0.00871 013000 | ¥ Hitachi 6501 469.60 -145 -3209 | £ BTGroup BTA  407.35 -145 -1364|$  Apple AAPL  106.05 177 075 3000
One year 0.09671 024686 TW$ HonHaiPrecisn 2317 88.80 102 990 | €  BancoBilVizAr  BBVA 503 373 -2461|$  Boeing BA 13321 034 -787 2900
Offer Bid ¥ HondaMotor 7267 284200 002 -27.31| €  BancoSantander SAN 371 232 -1869|$  Caterpillar CAT 81.95 -0.98 2059 rrr'Ll_P - p —
Eurodollars KRW HyundaiMtr 005380 135500 265 -9.06 | £  Barclays BARC 15140 -204 -30.84|$  Chevron X 99.14 326 1020 | o . Le o P . pukrb rrrETLeL 500,
Onemonth 0.5500% 04500% | HK$  IndsCommi 1398 447 182 449 | €  Bayer BAYN 0635 014 -1680|$  CiscoSystems ~€SCO 3073 066 1317 "k rFrrFT TR L‘r l_r Ll-r 2700
Three month 0.8500 07500 ¥ JapanTobacco 2914 404700 055 948 (£ BP BP. 41835 -199 1818|$  CocaCola KO 4345 041 114 Lt U_
Sixmonth 11500 los00 | ¥ KoDI 9433 321500 223 193 |£  BritishAmTob  BATS 479850 054 27.5|$  Disney DI 9553 044 909 2600
One year 1.4500 13500 ¥ Mitsubishi 8058 176550 -073 -1294 | CHF FinRichemont ~ CFR 5895 173 -1824|$  DuPont DD 69.36 027 414 2500
Lt X 5 k ¥ MitsubishiUFJFin 8306 54460 433 -28.07 | CHF CreditSuisse CSGN 1115 164 -48.08 $  ExxonMobil XOM 85.92 341 1022 6 320 27 3 10 7 2a 1 A 5 22 29
: ates wksago |y gt 8031 10350 041 1674 | € paimier DA g071 018 -2L75|$  Genklec G LI 00 June Jul
Primerates | ¥ MzhoFin - 8au 17100 233 2977 |€ DeutscheBank DBK 1180 -183 4759 |3 GoldmanSachs GS 15818 040 -1223 4 v
us. 350% 325% |y NTTDoCoMo 9437 279400 162 1248 | € DeutscheTelkom DTE 1528 036 -7.53 |3 HomeDepot — HD 13874 036 491
Canada 2.70 270 AUS NatAustBok  NAB 2670 060 1159 | £ Diageo DGE 215500 -028 1608 |5 Intel INTC 3485 -0.03 16 .
Japan 1475 W75y wgrstisntnoly 5401 193900 056 1974 (€ e B 1341 19 2p|S BM e 1145 02 v | Dow Jones Industrial Average P/E: 20
Hong Kong 5.00 500 |¥  NiponTeleg 9432 502700 299 395 |  GlaxoSmithkine GSk 170050 074 35| JPMoganChase JPM. - 6377 031 342 Last: 18404.51 ¥ 27.73, or 0.15% YTD A 5.6%
Policy rates ¥ NissanMotor 7201 102050 084 2024 | £  HSBCHdgs  HSBA  489.05 -122 -879|S Jonslomns  UNJ 12538 012 2206 | Last . .73, 0r 0.15% .6%
ECB 0.00% 005% |¥ NomuaHdgs 8604 44300 558 3477 |€  NGGroes  INGA 986 -138 -279|S MdDondds  McD 11800 030 012 18500
Britain 050 050 ¥ panasonic 672 94070 695 -2417|f ImperiaBrands IMB 397900 -011 1094 |% Merck MRK 3865 002 1L04 R aw—
Switzerland 0.50 050 HK$ PetroChina 0857 531 095 432|€ IntesaSanpaclo ISP 190 -350 -38.44 $ M|crosoﬁ MSFT  56.58 -0.18 198 L 18000
Australia 175 200 | HKS PingAninsofChina 2318 37.05 235 1364 | €  LWWMoetemesy MC 15200 033 552 |3  NkeCB NE 5542 01 U3 i T S rrepkh
US. discount 1.00 075 |$ RelancelndsGDR RIGD  30.10 017 163 | ¢  loydsBankingoroup LLOY  53.25 019 -2712|%  Pfizer PFE 3729 108 1552 %I- — FOE T 17500
Fed-funds target 0.25 000 | AU$ RioTinto RIO 4970 028 1116 | €  Loreal R 17025 . 9g3|% ProcteréGamble PG 8639 093 879 F \r 17000
Callmoney 225 200 | W Smngtcons 005930 IS600 189 2444 | ¢ Natoniord NG 100D 069 1632(P B MM 2783000 10
Overnight repurchase rates ¥ Seven&lHidgs 3382  4287.00 -0.37 -22.76 | CHF Nestle NESN  77.70 065 423 s Ura‘:ed%;s I:JS T 106.91 0l69 11.28 16500
us. 052% 028% | ¥ SofBniGowp 9984 SB0M0 3 S| Nowats - NOW 8030 . 2d9\0 (BELLL 1s 0 e | 6 1320 27 3 10 17 24 1 8 15 22 29
Eurozone na. na. ¥ SumitomoMitsui 8316 343400  3.81 -25.45 | DKK NovoNordisk8  NOVO-B 380.90 047 -475 s VT‘SZCIZE rou v 78.30 032 097 May June July
HK$ SunHngKaiPrp 0016  110.60 -036 17.97 | £  Prudential PRU 132750  -056 -13.29 ) y ’ y . ) ) -
. ] ; ) A $  Verizon vZ 5451 -162 1794 Note: Price-to-earnings ratios are for trailing 12 months
Sources \gﬁn“gg(rﬁo?;ggs#ﬂlgé WS TaiwanSemiMfg 2330 177.00 261 2378 | £  ReckittBenckiser RB. 735100 040 17.04 $  WalMart WMT 7379 112 2038 | Sources: WSJ Market Data Group; Birinyi Associates
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FINANCE & MARKETS

Latest Big Concern for U.S. Treasurys

Bank of New York will
soon be the only bank
left settling trades in

the $13 trillion market

By KATY BURNE

J.P. Morgan Chase & Co.’s
retreat from a mundane but
crucial settlement role in the
$13 trillion U.S. Treasury mar-
ket poses a fresh challenge for
regulators seeking to bolster
the market’s capacity to with-
stand shocks.

The New York bank’s deci-
sion, announced July 21 and
due to be complete next year,
leaves rival Bank of New York
Mellon Corp. as the lone firm
handling the settlement of U.S.
government debt for big bond
brokers.

Having just one firm in the
business of making sure trad-
ers deliver cash and securities
as expected will pose a fresh
test for a sprawling market
whose functioning has come
under scrutiny since the finan-
cial crisis. Many analysts al-
ready worry that liquidity, the
capacity to trade quickly with-
out moving prices, has been
falling when markets come un-
der stress.

Following J.P. Morgan’s
exit, Bank of New York will
settle transactions including
the majority of Treasury debt
sold at U.S. government auc-
tions, the majority of Trea-
surys traded in the secondary
market and most U.S. govern-
ment debt exchanged in the

overnight “repo” market, a key
source of funding in which fi-
nancial institutions use the
bonds as collateral for cash
loans.

Officials at both banks said
they had been in touch with
the Federal Reserve and Trea-
sury Department to reassure
them the moves wouldn’t dis-
rupt trading in U.S. Treasurys
or the $2.2 trillion daily mar-
ket for repos.

But the move could inflame
concerns that there already
weren’t enough options for
traders, potentially exposing
the market to a shutdown in
the event of an outage at a
large settlement firm.

“You have all your eggs in
one basket here, and if you’re
the Fed, that has to be a little
disconcerting, because you
don’t want any hiccups in this
market,” said Ray Stone, a
former New York Fed re-
searcher and head of Stone &
McCarthy Research Associ-
ates.

The change, deep in Wall
Street’s financial plumbing, re-
flects pressure from new regu-
lations as well as banks’ ef-
forts to cut back less-lucrative
activities.

There were about half a
dozen providers of settlement
services in the Treasurys mar-
ket before consolidation whit-
tled the market down to two
in the 1990s.

But for more than a decade,
banks that operate as “pri-
mary dealers” in the Treasury
market have only had two op-
tions for settling trades—Bank

The Fed is holding Bank of New York to higher operating standards due to its share of the market.

of New York and J.P. Morgan.

Bank of New York is pre-
pared to work with dealers
that want to move to its plat-
form and expects to be able to
handle the extra volume,
spokeswoman Cheryl Krauss
said.

J.P. Morgan said it would
continue to provide other re-
lated services, like managing
government bonds as collat-
eral for client trades.

The Treasury is “confident
that Treasury securities will
continue to settle and trade in
the usual manner,” a Treasury
spokesman said.

The Fed and others have
been concerned for more than
a decade about Bank of New
York’s large market share—
now 85%—for settlement in a
$1.6 trillion part of the repo
market.

The central bank worried as
far back as 2006 that concen-
tration could present system-
wide risks and considered
forming a utility as a backup,
people briefed on the matter
said.

J.P. Morgan’s announcement
may restart those discussions,
the people said.

The Fed also is holding

Bank of New York to higher
operating standards due to its
share of the market.

“A single provider of settle-
ment services—or a new en-
trant, should there be one—
will be expected to operate in
a safe and sound manner that
supports market functioning
and that is resilient to stress,”
said Darren Gersh, a spokes-
man for the central bank in
Washington.

One concern is damage to
infrastructure.

The 2001 terror attacks, for
example, hit Bank of New
York’s  telecommunications

GENE J. PUSKAR/ASSOCIATED PRESS

lines close to the World Trade
Center, causing payment dis-
ruptions. Since 2001, the bank
has strengthened and diversi-
fied its disaster-recovery pro-
cedures, said Ms. Krauss, the
bank’s spokeswoman.

“If they have a technical
glitch, what happens if the
collateral can’t be sent back or
the money can’t be sent?
That’s wild business,” said
Bruce English, who ran the
repo desk at Aubrey G. Lan-
ston & Co., which previously
was a primary dealer.

Bank of New York has $29.5
trillion in assets under cus-
tody or administration. It al-
ready handles settlement for
all but four of the 23 primary
dealers that trade bonds di-
rectly with the Fed.

Primary dealers handle the
majority of bonds sold in U.S.
government auctions. Most
subsequent trades in the mar-
ket also involve primary deal-
ers, and settle at either J.P.
Morgan or Bank of New York,
although smaller dealers and
alternative providers do exist.

Citigroup clears trades of
government securities for cli-
ents such as hedge funds. BMO
Harris Bank, a Chicago based
unit of BMO Financial Group
with $104 billion in assets un-
der management, is consider-
ing expanding its government
securities settlement and cus-
tody services to broker deal-
ers.

“We think there’s further
opportunity,” said Scott Ferris,
head of the financial institu-
tions group at BMO Harris.

Finance
Watch

EQUILEND
Firm Buys Rival

The securities-lending ex-
change Equilend has bought
smaller rival Automated Equity

Finance Markets Inc, known as
AQS, in a deal it says could cut
regulatory costs for clients.

New York-based Equilend,
which matches up banks and
other financial firms that want
to borrow securities with those
that want to lend them, bought
New Jersey-based AQS from fi-
nancial technology firm PDQ En-
terprises. The firms didn’t dis-
close the price paid.

Equilend, which is owned by
financial firms such as Goldman
Sachs Group Inc, Bank of Amer-

ica Merrill Lynch and BlackRock
Inc, will gain access through the
deal to OCC, the world’s biggest
equity-derivatives clearing organ-
ization.

—Laurence Fletcher

WELLS FARGO ADVISERS
A Team Departs

A team of financial advisers
who manage $4.5 billion for in-
vestors is leaving Wells Fargo &
Co.s independent brokerage
business in a bid for more au-

tonomy.

Advisers Gerald Goldberg,
Jonathan Yolles, Michael Lepore
and Claire McDonald on Monday
relaunched their practice, GYL Fi-
nancial Synergies, under Focus
Financial Partners LLC, which
buys interests in registered in-
vestment advisers.

The four advisers have
worked together at Wells Fargo
and firms the bank acquired for
more than 15 years. Since 2014,
they had been affiliated with
Wells Fargo Advisors Financial

Network, or FiNet, the bank’s in-
dependent brokerage business,
where they were one of its big-
gest teams.

—Michael Wursthorn

CHINA
PBOC July Injection
Totaled $94 Billion

China’s central bank injected a
combined 626.71 billion yuan
($94.19 billion) of liquidity into
the financial system in July as it
steps up efforts to spur eco-

nomic growth through its lend-
ing facilities.

The People’s Bank of China
said it injected 486 billion yuan
via its medium-term lending fa-
cility in July. The central bank
also extended a total of 139.81
billion yuan through its so-called
pledged supplemental lending fa-
cility to facilitate credit for public
housing, large water projects
and yuan internationalization. It
provided 900 million yuan via its
standing lending facility.

—Liyan Qi

A

Deloitte

FOLLOW THE MONEY.
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Why All Italians Feel MPS’s Pain

Like a good cappuccino,
the plan to sort out Italy’s
weakest big bank is bitter-
sweet for its peers.

Banca Monte dei Paschi di
Siena’s multibillion-euro
bad-loan sale and recapital-
ization, announced late Fri-
day, opens a door to finding
a cure for Italian banks’ ills,
but also sparked a selloff led
by UniCredit, which fell 9.4%
Monday.

The reason: MPS’s deal
puts a public price on a very
large pool of bad loans that
will be hard for other lend-
ers to ignore.

MPS has long been Italian
banking’s weakest point, but
“stress tests” published last
Friday showed it to be the
weakest among all European
banks tested: It was the only
one to finish with negative
capital. That led MPS to
launch a plan to raise €5 bil-
lion ($5.6 billion) of fresh
equity after it has sold the
bad loans.

Officially, the bad-loan
sale price is 33% of face
value—or €9.2 billion for a
portfolio of €27.7 billion of
bad loans. However, the

Bad Marks

Charges needed to write down
defaulted loans to the effective
value at which Banca Monte dei
Paschi di Siena plans to sell

€6.1 billion

UniCredit
Intesa Sanpaolo

Banco Popolare m
UBI Banca -

€1=$1.12
Sources: the companies; Berenberg

THE WALL STREET JOURNAL.

structure of the deal means
that the price is really closer
to 27%, as Berenberg notes,
and that entails billions
more in write-downs for oth-
ers.

Part of the bad-loan sale
is covered by giving existing
MPS shareholders €1.6 bil-
lion of equity in the vehicle
that will own the debts. MPS
has to write down this eg-
uity, so it is actually getting
just €7.6 billion for the loans.

It would cost UniCredit
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A UniCredit bank branch
in Milan

more than €6 billion to write
down its worst loans, known
as sofferenze, to 27% of face
value. Its other nonperform-
ing loans, where borrowers
could ultimately recover,
would cost the bank another
€1.8 billion to mark down to
40% of face value, as MPS
will do.

Italy’s six biggest banks
would burn through €45 bil-
lion to do this, which is a lot
of equity to replace.

The size of MPS’s loan

sale makes it important in
crystallizing a market price,
but that doesn’t mean regu-
lators will force other banks
to match it on their books.
The European Central Bank
pushed MPS to get rid of
more bad loans quickly, but
it also told the bank it
doesn’t have to use these
prices to set loss expecta-
tions on other bad debts.
That shows banks still enjoy
some forbearance.

However, any lender that
wants to raise more equity
will have to mark loans
down to MPS-type levels to
convince investors that the
money they put in isn’t go-
ing to be eaten up in fore-
seeable losses.

UniCredit will be near the
head of this queue and has
signaled it will take a more
aggressive approach to bad
loans.

There still are obstacles to
MPS’s deal, but whether or
not it gets done, it has added
pressure on other Italian
lenders to put a hard price
on their assets. That is the
only way they will win back
investors. —Paul J. Davies

OVERHEARD

The Olympic Games don’t
start until this weekend. But
Brazil already is putting in a
medal-winning financial per-
formance.

Brazil's Bovespa stock in-
dex ranks No. 1 for returns in
U.S. dollar terms through the
end of July out of 42 major
global assets tracked by
Deutsche Bank.

Brazilian stocks have
gained 32% in local-currency
terms, but the country’s surg-
ing currency, the real, has
turned that into a 61% gain in
dollar terms.

Suitably for an Olympic
year, silver is in second place.
Gold is in third.

Currencies can turn win-
ners into losers and vice
versa. Stocks in the UK, host
to the last Summer Olympics,
rank 11th in pounds but 32nd
in dollars.

The results for Russia,
host to the latest Winter
Games, fare well in rubles but
even better in dollars, taking
fourth place.

The U.S. sits in the middle
of the pack. At the bottom,
European banks.

It Has Been a Sterling

Corporate bonds are put-
ting in another vintage per-
formance. Perhaps surpris-
ing, the U.K. is a leading
light—benefiting despite
Brexit in part from a bet on
Bank of England support.

Investment-grade sterling
corporate bonds are up
nearly 13% year to date in lo-
cal-currency terms, accord-
ing to Bank of America Mer-
rill Lynch indexes, outpacing
the U.S. market, up 9.1%, and
euro-denominated debt, up
5.9%. The market had a
Brexit blip, but the steep
drop in underlying govern-
ment-bond yields limited the
pain—although for foreign
investors, the plunge in the
pound has hurt a lot. Still,

Lower for Longer

Yield on investment-grade
corporate bonds*

6%
4

2
o Euro

—
P

u. S doIIar

2012 13 14 '15 16
“Denominated in selected currencies
Source: Bank of America Merrill Lynch
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since the vote, corporate-
bond yields have fallen rela-
tive to gilt yields.

The U.K. market ticks a lot
of boxes. First, investment-
grade corporate bonds are
winners given the search for

Year for Corporate-Bond Markets

yield and uncertainty about
growth. The sterling market
offers an average yield of
2.4%. Second, the U.K. market
is unusual in that it contains
a lot of long-dated bonds. In-
deed, 45% of Barclays’s ster-
ling corporate-bond index
matures in 10 years or more,
versus 29% for U.S. corpo-
rates and less than 10% for
Europe. Duration is powering
returns.

And third, investors may
be betting on the BOE buy-
ing bonds. The European
Central Bank started buying
corporate bonds in June; the
bonds it is targeting have
rallied, and now the laggards
are starting to catch up, Citi-
group strategists note. The

gap between yields on euro-
denominated nonfinancial
corporate bonds and German
government debt has nar-
rowed 0.4 percentage point
this year.

After July’s inaction, ex-
pectations have built for this
week’s BOE meeting. That
has been spurred by policy
makers such as Andrew Hal-
dane calling for a “muscular”
easing package.

That said, the BOE and
the ECB face different situa-
tions. The fragmented nature
of eurozone government-
bond markets constrains the
ECB’s bond-purchase pro-
gram. The BOE doesn’t face
that worry. Indeed, back in
2009, the BOE briefly bought

corporate bonds but aban-
doned the plan as it ramped
up purchases of gilts—where
it could deliver a bigger pro-
gram more quickly.

A big problem for both the
BOE and investors is a
dearth of bonds. The Bar-
clays corporate index con-
tains £285 billion ($377 bil-
lion) of bonds, making the
market a relative minnow. It
has hardly grown in recent
years, helping support prices.

But the small size of the
market makes it vulnerable
to prices getting out of
whack if a big buyer steps
in. Investors might get a
boost to returns—but they
will get new worries, too.

—Richard Barley

Heineken
Survives a

Forex Shock

Heineken’s experience
with the Nigerian naira
brings a new dimension to
currency risk. Yet the Dutch
brewing giant is sufficiently
global to cope.

Nigeria’s central bank
pulled its currency peg with
the U.S. dollar in June. The
naira plummeted.

But a devalued exchange
rate is better than no rate,
said Heineken Chief Finan-
cial Officer Laurence De-
broux. The problem for
global companies in the
country was getting hard
currency at the official price.
Heineken kept selling beer,
but payables to headquarters
accumulated. When the peg
was removed, the payables
had to be written down.

It is now easier to convert
naira into euros or dollars.
But Nigerians are drinking
less profitable brands. First-
half profit fell 14% from the
year-ago period across Hei-
neken’s Africa, Middle East
and Eastern Europe region.
That is without counting a
€233 million write-down of
investments in the Demo-
cratic Republic of Congo.

Still, Heineken is big
enough to absorb shocks.
Southeast Asians are booz-
ing more, while Western Eu-
ropeans are paying up for
premium brands. Strip out
acquisitions, and first-half
group operating profit rose
13% from the year-earlier pe-
riod, up from last year’s 7%.

Heineken used to be too
focused on its home conti-
nent, but the financial and
euro crises encouraged it to
buy assets in Latin America
and Asia. Even after the
emerging-market downturn,
this kind of balanced portfo-
lio is popular with investors.

Heineken has learned the
lesson resource-rich Nigeria
ignored: Diversify or face de-
valuation. —Stephen Wilmot

FINANCE & MARKETS

Negative Rates Hit
MUFG’s Net Profit

By ATsuko FUKASE

Japan’s largest bank, Mit-
subishi UFJ Financial Group
Inc., said its first-quarter net
profit tumbled as its margins
on lending were eroded by
negative interest rates.

Net profit declined 32% to
¥188.92 billion ($1.85 billion)
in the April-June period from
a year earlier. The Tokyo
lender said first-quarter net
interest income from lending
came to ¥502 billion, down
8%.

MUFG’s results highlight
the challenge commercial
banks have faced since Febru-
ary, when they started paying
a 0.1% interest charge on cer-
tain deposits they hold at the
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President Nobuyuki Hirano

Bank of Japan. That move has
brought down interest rates
across the board, resulting in
a smaller spread between
what banks earn on loans and
what they pay on deposits.

Other top banks—Mizuho
Financial Group Inc. and Sum-
itomo Mitsui Financial Group
Inc.—also reported dismal
earnings for the fiscal first
quarter. Net profit at Mizuho
and SMFG dropped 16% and
31% on the year, respectively.

Bank executives have chal-
lenged the BOJ’s negative-rate
policy, saying it isn’t boosting
loan demand from corporate
clients as the central bank had
hoped.

In April, MUFG President
Nobuyuki Hirano said the pol-
icy caused households and
businesses to rein in spending

by creating a sense of uncer-
tainty about the future. “For
the banking industry, the con-
sequences, at least in the
short term, are clearly nega-
tive,” Mr. Hirano said in a
speech in Tokyo.

Negative rates are squeez-
ing banks’ margins because
the banks have to reduce rates
charged to corporate borrow-
ers but have a hard time low-
ering rates on depositors’ ac-
counts below zero.

For MUFG, the interest-rate
spread between loans and de-
posits has been falling and
stood at 0.92 percentage point
as of June 30, compared with
1.02 percentage point a year
earlier. Lending volume also
shrank from the previous
quarter. Domestic loan volume
came to ¥43 trillion as of June
30, down 2% from three
months earlier.

Banks got some good news
last week, when the Bank of
Japan said it wouldn’t reduce
its interest rate further into
negative territory. Banking
shares rose after the decision.

MUFG’s shares rose 4.3% in
Tokyo on Monday.

Japanese banks’ troubles
are shared by many banks in
Europe as central banks in
countries such as Switzerland
and Sweden have adopted a
negative-interest-rate policy.

Japanese lenders are also
having difficulty finding a
place to park their cash. In re-
cent years, banks have been
reducing exposure to Japanese
government bonds.

Last month, MUFG became
the first Japanese bank to stop
acting as a primary dealer of
those bonds.

One of MUFG’s profitable
areas, its overseas business, is
also slowing down because of
global economic concerns.
MUFG, which owns California-
based Union Bank and Bank of
Ayudhya in Thailand, saw a
drop in net profit in overseas
operations.

It also booked a small loss
from its 20% stake in Morgan
Stanley.

Startups Disrupt 401(k) Market

By ANNE TERGESEN

Disruption is coming to the
401(k) industry.

Led by technology entrepre-
neurs and backed by venture
capitalists, a crop of startups in
the U.S. have launched online
401(k) retirement plans in re-
cent months with the aim of
bringing robo-style automated
investment services to small
businesses, many of which offer
their workers high-cost 401(k)s
or no retirement savings plans
at all.

The upstarts are pursuing a
large market that has been rela-
tively ignored until recently—a
vacuum that has prompted
some states to start requiring
small businesses to offer retire-
ment plans. Among companies
with 100 or fewer employees—a
group that employs about 42
million people, or one-third of
the private-sector workforce—
only 14% sponsor a retirement
plan, according to an estimate
by the Government Account-
ability Office.

The robos, which feature on-
line service and low-cost in-
dexed investments, are also try-
ing to win business from the
insurers and payroll providers
that have long dominated the
small end of the 401(k) market.
Among the smallest plans, fees
can run as high as 1.5% of as-
sets or more a year, according
to data from 401(k) plan tracker
BrightScope Inc. and fund-in-
dustry trade group Investment
Company Institute. In contrast,
fees for participants in plans
with more than $1 billion in as-
sets average 0.26% of assets.

“The 401(k) market is ripe
for disruption,” said Cynthia
Loh, general manager of robo-
advisory pioneer Betterment
LLC’s 401(k) business. “Every-
body is trying to leverage tech-
nology to make things more ef-
ficient.”

But while the startups—
whose ranks include ForUsAll
Inc., Dream Forward Financial
LLC, SaveDay Inc. and
Captain401 Inc.—see big possi-
bilities in the small 401(k) mar-
ket, there are hurdles. One is
the difficulty of selling plans to
mom-and-pop companies, a de-
centralized market in which

Robos for Retirement

A number of startups have launched online retirement-savings plans
with the aim of bringing low-cost offerings to the small-business market.
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many employers lack the time,
expertise and money to put
plans in place. Another is rising
competition from more estab-
lished low-cost players, includ-
ing Employee Fiduciary LLC, a
company that entered the small
401(k) market 12 years ago, and
fund-industry giant Vanguard
Group Inc., which launched a
small-business 401(k) service in
2011.

“The smaller end of the
401(k) market presents the big-
gest pocket of opportunity,”
said Crystal Hardie Langston,
head of Vanguard Retirement
Plan Access, which targets
plans with up to $20 million in
assets. While most big firms al-
ready offer plans, “there is a
huge untapped population of
small businesses that don’t.”
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The startups say it is a
promising time to enter this
market. Amid concern about in-
sufficient retirement savings,
four states—Maryland, Con-
necticut, Oregon and Illinois—
recently passed laws that re-
quire many small businesses to
offer retirement savings plans.
New Jersey and Washington
have authorized state-run mar-
ketplaces to help small compa-
nies that want to set up plans.
Some two dozen other states
and a few cities have either
commissioned studies or are
considering similar legislation,
according to AARP and George-
town University’s Center for Re-
tirement Initiatives.

The robo trend is “a very
pro-consumer development,”
said Mike Alfred, chief execu-

tive of BrightScope. The entry
of low-cost providers, he added,
is helping to drive down 401(k)
fees paid by employees of small
businesses, which fell from an
average of 1.21% in 2009 to
1.06% in 2013 among plans with
$1 million to $10 million in as-
sets, according to BrightScope
and the ICL

Many of the startups focus
on plans with 50 to a couple
hundred employees. Their
pitch: Technology can reduce
the time and cost of managing a
retirement plan, making it a
benefit that small businesses
can afford to offer their em-
ployees.

Like better-known robo ad-
visers Wealthfront Inc. and
Betterment—which mainly
manage money outside of re-
tirement accounts—the new
401(k) services generally rec-
ommend low-cost exchange-
traded funds and index mutual
funds from companies including
Vanguard and BlackRock Inc.

Most let employers choose
whether to match employee
contributions.

ForUsAll charges employers
a flat administrative fee of $94
a month for up to 10 employ-
ees—plus $5 for each additional
employee. For a company with
15 employees, that works out to
$1,428 a year for record keep-
ing, among other services. In
addition, the company charges
employees 0.54% of assets—a
sum that includes both mutual-
fund fees and some administra-
tive charges.

At Vanguard, a 401(k) plan
with 15 employees would pay
$3,475 for record-keeping ser-
vices on top of the fund fees
employees pay, which can be as
low as 0.05% or 0.1%.
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