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what«| Revenue Trouble Hits U.S. Banks
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oldman’s profit slid

60% on a 40% drop in
revenue, highlighting the
challenges facing the in-
vestment-banking sector. Al

4 Saudi Arabia’s decision
to reject a plan to limit oil
output could push other big
producers to the brink. Al

@ The EU is set to charge
Google for allegedly abusing
the dominance of its Android
mobile operating system. Bl

¢ Intel said it plans to cut
up to 12,000 jobs as it seeks
to transition away from a
computer-based company. Bl

4 UBS’s Weber warned that
central banks in Europe and
Japan have reached the lim-
its of monetary stimulus. B5

4 Yahoo swung to a loss in
the first quarter as its reve-
nue dropped by 11%. B2

4 Argentina returned to the
global debt market with a
record $16.5 billion emerg-
ing-market bond sale. B5

4 The U.S. told VW to re-
frain from releasing details
of an emissions investigation
as the Justice Department
pursues its own probe. Bl

4 BMW has lost the core
team behind its electric vehi-
cles to a Chinese startup. B2
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4 Republican leaders face
pressure to explain why the
choice of a nominee is likely
to rest with party insiders
amid high voter turnout. Al

4 NATO’s head called the
interceptions of a U.S. plane
and ship last week by Rus-
sian aircraft unsafe and high-
light the need for talks. A4

4 Belgium charged a sec-
ond Brussels attack suspect
with a role in the Paris at-
tacks and warned the nation
remains under threat. A4

4 Taliban militants struck a
security compound in Kabul,
killing at least 28, in the
deadliest attack on the Af-
ghan capital since August. A3

4 Syrian warplanes killed
scores of people in stepped-
up airstrikes on rebels, as the
opposition broke off its par-
ticipation in peace talks. A3

# Five Germans were held
on suspicion of attacking mi-
grants and belonging to a
right-wing terror group. A4

4 The U.S. Senate approved
a bill that beefs up airport
security and promotes uses
of commercial drones. A7

4 Cuba’s Communist Party
re-elected Raul Castro and
the party’s hard-line ideo-
logue to its two top posts. A5
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Goldman results point
up sector’s difficulties;
postcrisis rules pinch

By JUSTIN BAER
AND PETER RUDEGEAIR

Goldman Sachs Group Inc.
reported sharp drops in first-
quarter profit and revenue,
highlighting the fundamental

problem facing Wall Street: It
isn’t making enough money.

After five of the six biggest
U.S. banks posted shrinking
revenue in the quarter from a
year earlier, analysts are start-
ing to raise tough questions
about the future ability of big
investment banks to generate
the same revenue they used
to.

Goldman’s revenue fall of

40% was the sharpest among
the banks. Morgan Stanley on
Monday posted a revenue drop
of 21%, following declines of
3% to 11% at bigger, more di-
versified banks that also have
large consumer-lending busi-
nesses.

Making matters worse for
Wall Street-focused firms like
Goldman, two huge factors
hindering their revenue of late

are largely outside of their
control.

First, on trading desks, big
banks are less able to take
risks with their own money,
thanks to postcrisis regula-
tions that aim to reduce the
risk that banks will contribute
to future financial crises. That
means banks are dependent on
outside investors for trading
revenue, which can dry up in

periods when markets fall
sharply, as they did in January
and February.

Deal makers also need com-
panies to want to raise money
in debt and stock markets.
That activity also largely dried
up for Wall Street firms dur-
ing the first quarter.

“The operating environ-
ment this quarter presented a

Please see BANKS page A2

Presidential Front-Runners Have Their Say at the Ballot Box
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Democratic leader Hillary Clinton and Republican counterpart Donald Trump voted in Tuesday’'s primary in New York, their home state.

Fight Over Delegate Rules Escalates

By AARON ZITNER

Voters have gone to the polls
in droves during the Republican
primaries, putting turnout on a
record pace, yet the decision
about who will be the ultimate
nominee is increasingly likely
to rest with fewer than 2,500
party insiders.

That has put GOP leaders in
a historic and potentially explo-

sive bind: Explaining that while
Donald Trump has the most
votes—some 1.9 million more
than his closest rival—the rules
could allow those officials to
nominate someone else.

Democrats face their own
challenges. Hillary Clinton’s
commanding lead is built in
part on party officials known
as superdelegates, rather than
raw votes.

As the pace of voting picks
up, with New Yorkers headed
to the polls Tuesday and bal-
loting in five Eastern states
next week, both parties face
pressure to explain why the
outcome of primary elections
may be overtaken by party
rules that give outsize powers
to party leaders and delegates.

“This is a turning point for
American political parties,”

said Elaine Kamarck, a former
Clinton administration offi-
cial and veteran of Democratic
policy debates. After this, she
predicts, the parties will either
cede “even more power to the
ordinary voter” or “go back to
the days when this is purely a
party business.”
The squeeze is particularly
strong on the Republican side.
Please see RACE page A7
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Confidant of prime minister controlled hundreds
of millions in IMDB funds; ‘681 American pies’

By Tom WRIGHT
AND BrapLEY HOPE

In March 2013, a young Ma-
laysian financier sent a heads-
up to an employee at a Kuala
Lumpur bank that “681 Ameri-
can pies” would soon be arriv-
ing from overseas.

The sender, Jho Low, em-
phasized the need for secrecy,
according to a transcript of
BlackBerry instant messages
reviewed by The Wall Street
Journal. The employee, he
wrote, should tell the bank’s
chief executive that “PM”
didn’t want his name, address
or identity-card number to ap-
pear on the transaction.

Within days, $681 million
arrived in two transfers at
AmBank Bhd. to be deposited
in the personal account of Ma-
laysian Prime Minister Najib
Razak, according to documents
seen by the Journal.

Global investigators believe
those transfers represent a
portion of the money diverted
from a Malaysian state eco-
nomic-development fund

called 1MDB over several
years, according to people fa-
miliar with probes in two
countries. As they dig deeper,
investigators have increased
their estimates of siphoned
funds to as much as $6 billion,
a sharp increase from a few
months ago, said a person fa-
miliar with one country’s
probe.

Mr. Low has been in Mr. Na-
jib’s inner circle, a family
friend, according to people
who know the prime minister.
At several pivotal moments,
Mr. Low’s actions, influence
and connections have been vi-
tal to the alleged diversion of
1MDB funds, a Journal exami-
nation found. Investigators de-
scribe Mr. Low as playing a
central role, with the prime
minister his “enabler,” accord-
ing to the people familiar with
probes in two countries.

In addition, according to
these people and to investiga-
tive documents, Mr. Low him-
self was the recipient of 1MIDB
funds, with control over hun-

Please see LOW page A6

Taliban Attack Kills at Least 28

OMAR SOBHANI/REUTERS

IN HARM'S WAY: Afghan security personnel carry an injured
compatriot after an assault on a government compound in Kabul. A3

Doha Deal
Failure

Hurts Oil

Nations

Saudi Arabia’s decision to
reject an international plan to
limit oil output could push
other big producers to the
brink almost two years into a
historic crude-price slump.

By Benoit Faucon,
Selina Williams
and Summer Said

Saudi Arabia, the world’s
largest exporter of crude,
scuttled the hopes of countries
like Russia, Venezuela and An-
gola, which wanted a deal that
would freeze production at
January levels and begin regu-
lating the global glut of oil
that has sunk prices. Nearly
half of the countries sitting at
the table in recent days in
Doha—Iraqg, Nigeria, Angola,
Ecuador, Venezuela and Azer-
baijan, among others—are
seeking financial support from
international backers.

In Venezuela, where Presi-
dent Nicolas Maduro trum-
peted the oil-producer talks as
a first step toward fiscal re-
covery, the economy is set to
contract again this year as pe-
troleum revenues dwindle. The
cash crunch has hurt power
generation, prompting the
government to declare a na-
tional holiday Monday to con-
serve energy usage and to
consider a time-zone change.

Without naming any coun-
try, Venezuela’s oil minister
Eulogio del Pino said last-min-
ute decisions had “sabotaged”
the summit. But speaking to
reporters on the side of a con-
ference in Moscow on Monday,
he said the drop in oil “prices
could be so pronounced that
this reality may force us to
meet again,” according to the
website of the state-run oil
company Petrdleos de Venezu-
ela SA.

In Russia, where the gov-
ernment was among the archi-
tects of the Doha talks, oil
minister Alexander Novak said
the failure to reach a deal
would delay a recovery in oil
prices to mid-2017. Senior Rus-
sian government officials had
been counting on higher oil

Please see OIL page A2
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‘Star Wars’ Devotees Feel the Force of George Lucas

* * *

Upset with director’s changes to original trilogy, fans seek restoration

By BEN FRrITZ

For most “Star Wars” fans,
the recent DVD release of the
blockbuster hit “The Force
Awakens” was a cause for cel-
ebration.

But to some hard-core fans
of the Force, the biggest “Star
Wars” release this year is ver-
sion 2.5 of “Return of the Jedi:
Despecialized Edition.” It is
the latest in one obsessed
young Czech’s six-year stab at
undoing every change director

George Lucas has made to the
original trilogy since the re-
lease of his “Special Editions”
in 1997.

“‘The Force Awakens’ is a
blast, but for me the Despe-
cialized Editions are more ex-
citing,” said Jonathan Mangis,
a 43-year-old Oregon resident
who has read more than 60
“Star Wars” tie-in books. “It’s
the answer to all of the fans’
disgruntlement.”

Perhaps no pop-culture

Please see FANS page A6
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An Example of China’s F

CHINA'S WORLD
ANDREW BROWNE

YUQUAN, China—Just
about the last thing China
needs right now is another
cement plant.

Unused stocks have been
piling up since the massively
overbuilt real-estate market
cratered in 2014. Demand
will likely never fully re-
cover; city

N g
skylines are
- ] dotted with
. - cranes
. o, swinging idly
o N atop half-fin-

ished apart-
ment blocks. Alarmed, Bei-
jing has declared that
reducing overcapacity in in-
dustries like steel and ce-
ment is a national priority.
There’s even a slogan for it:
“supply-side reform.”

Yet here in the industrial
northeast, Tangshan Jidong
Cement, a state enterprise
with domestically listed
shares, has begun work on a
giant 7,200-ton-a-day facility.
Bulldozers have ripped a

wide gash across low hills to
make way for a factory that
is likely to exacerbate an al-
ready epic glut of cement
used to make concrete.

This project—and others
like it—helps to explain why
signs of an economic pickup
in China this year are un-
likely to last.

| 4 I \ he rebound is sup-
ported by struggling
local governments des-
perate for a short-term lift
to growth, even if that
means encouraging invest-
ment in industries linked to
construction that are all in
monumental surplus.

Their recklessness defies
the central government’s ef-
forts to rebalance the econ-
omy toward services and
consumption. Local officials
are masterful at subverting
edicts from mandarins in the
capital. In the case of ce-
ment, new capacity must be
justified by closing outdated
plants, but the process is full
of loopholes.

Construction of the Ji-
dong plant in Heilongjiang
province is a windfall for the
local community. Restau-
rants are serving up platters
of sizzling sausages, a local
delicacy, to Jidong contrac-
tors in hard hats. A plant
this size will bring prestige,

A new cement plant in China’s industrial northeast exemplifies
how the country’s state planners are unable to curb overcapacity.

tax revenue and employ-
ment.

The cement industry,
however, is in despair at the
new arrival. “It’s totally un-
reasonable,” laments an ex-
ecutive at the China Cement
Association. Jidong, which
reported losses of $260 mil-
lion last year as cement
prices plunged, didn’t re-
spond to questions.

Why would a money-los-
ing enterprise expand capac-
ity in a rapidly shrinking
market? The association ex-
ecutive explains a possible
rationale: The company may
figure that its technologi-
cally advanced plant will be-
come the most efficient—and
lowest-cost—producer in the

region, stealing market share
from rivals. It may also cal-
culate that by the time the
plant is up and running,
some competitors will have
gone out of business.

“This is a kind of gam-
bling,” says the association
executive.

he guaranteed out-
I come will be further
downward pressure on
cement prices, and mounting
financial distress across the
industry.

But Beijing must bear
some of the blame as it con-
tinues to rely on bureau-
cratic engineering rather
than market forces and
sends mixed signals about
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its commitment to reducing
industrial capacity.

Ultimately, a credit-fueled
race to the bottom is the
product of a political system
that demands rapid growth
regardless of the ups and
downs of the business cycle.
Communist Party legitimacy
depends upon it. And al-
though President Xi Jinping
has pledged to give market
forces a “decisive role,” his
administration has just un-
veiled an economic blueprint
that leaves the basic logic of
the system untouched.

To achieve the requisite
level of GDP growth under
the 13th Five-Year Plan—at
least 6.5% a year—China will
push semiconductors rather
than steel, cloud computing
over cement, clean-energy
vehicles before polluting
glass works. As in the past,
though, the state will guide
the way.

Scott Kennedy, an expert
on Chinese industrial policy
at the Center for Strategic
and International Studies, a
Washington think tank,
warns that these new areas
of focus will become just as
prone to overcapacity as the
old ones, adding to the prob-
lems of economies that com-
pete against Chinese manu-
facturers.

“The problem will

roblem With Excess

spread,” says Mr. Kennedy.
“What we will get is growth
with volatility.”

Chinese liberal reformers
had been arguing for a
wholesale retreat of the
state from industry and
more corporate bankruptcies
in unprofitable sectors. But
state planners have largely
ignored their counsel.

eanwhile, the cement
industry lurches
deeper into trouble.

China accounted for 57% of
global production last year.
In just two years, 2011 and
2012, China churned out as
much cement as the U.S. in
the entire 20th century.

Yet, a recent report by
the European Chamber of
Commerce in China said that
despite efforts by the cen-
tral government to reduce
cement overcapacity, the
measures “have so far only
managed to slow down the
rate at which the problem is
expanding.” About one-quar-
ter of China’s cement capac-
ity is idle.

The levels of waste aren’t
likely to shrink. As long as
China clings to its old
growth playbook, today’s ce-
ment problem will be tomor-
row’s computer-chip crisis.

—Olivia Fuyao Geng
contributed to this article.
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OECD Says Employment Is Back to Precrisis Level

By PauL HANNON

The share of working-age
people in advanced economies
who have jobs finally returned
to precrisis levels in the final
three months of 2015, the Or-
ganization for Economic Coop-
eration and Development said
Tuesday.

The employment rate fell
sharply in the aftermath of the
2008 financial crisis, bottom-
ing out in late 2010. It has
been rising slowly but steadily
if slowly since then.

But at the end of last year,
66.5% of the population aged
15 to 64 years was employed,
the same level as in the sec-
ond quarter of 2008, months
before the collapse of Lehman
Brothers.

While the rise in the em-
ployment rate to precrisis lev-

years is an indication that the
global economy continues to
recover from that trauma, it
also serves as a reminder of
how damaging the crisis was.

The OECD figures also point
to large differences in the ex-
tent of the recovery across
various advanced economies,
with Japan, Germany and the
U.K. having exceeded precrisis
employment rates, while the
U.S. and the eurozone as a
whole have yet to cross that
threshold.

Eurozone members that
were worst affected by the
currency area’s subsequent
government-debt crisis were
furthest away from returning
to 2008 levels of employment.

Among OECD members,
Greece has furthest to go, with
an employment rate at the end

percentage points lower than in
the second quarter of 2008, and
with almost half of the working-
age population without jobs.

Portugal’s employment rate
was four percentage points
lower, and Spain’s more than
six points lower.

Even Ireland, which has been
the fastest-growing developed
economy for the past two years,
is still more than four points off
its precrisis employment level.

By contrast, there have been
large increases in employment
rates in many Central and
Eastern European countries,
led by Hungary. It saw its em-
ployment rate rise to 64.7% at
the end of last year, from
56.3% in the second quarter of
2008. Poland, the Czech Re-
public and the Slovak Republic
also recorded sizable rises.

KOSTAS TSIRONIS/BLOOMBERG NEWS

Job seekers in Athens last year. Almost half of Greece’s working-age population was jobless at year’s end.
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Continued from Page One
prices to lift the country out
of recession. Now, instead of a
freeze in production this year,
“we expect growth in produc-
tion compared with 2015,” Mr.
Novak said.

Russia’s economy con-
tracted 3.7% in 2015 amid
weaker oil prices and Western
sanctions. The central bank
forecasts gross domestic prod-
uct to shrink a further 1.5%
this year.

Angola, a member of the 13-
nation Organization of the Pe-
troleum Exporting Countries,
is seeking financial aid from
the International Monetary
Fund as it prepares for a criti-
cal political transition.

Saudi oil officials
are said to bhe ‘well
aware that they have
lost their credibility.’

“The government of Angola
is aware that the high reliance
on the oil sector represents a
vulnerability to the public fi-
nances and the economy more
broadly,” the finance ministry
said this month.

Azerbaijan, which relies on
oil and gas exports for 75% of
its revenues and supported the
Doha talks, has also held talks
with the IMF on a possible
bailout. Nigeria, an OPEC
member with inflation at
nearly 13%, is holding talks
with the World Bank to help it
close a forecast $11 billion
budget deficit this year.

In Kazakhstan, where the
government relies on oil for
around half of its revenue, the
IMF forecast GDP growth of
0.1% this year, compared with
1.2% in 2015 and 6% in 2013 be-
fore oil prices started falling.

Meanwhile, vulnerable oil
producers are starting to pump
less petroleum because they
lack money to make invest-
ments in the energy sector.

Venezuelan crude produc-

tion is down by 46,000 barrels
a day in March compared with
its 2014 average. In Nigeria, a
new wave of sabotage has
taken 189,000 barrels a day
offline in the period.

Kazakhstan’s oil output is
expected to decline this year
for the third year in a row be-
cause of spending cuts and de-
lays in launching output at the
giant Kashagan oil field. Azer-
baijan’s production is also ex-
pected to fall this year, mostly
because of declines at the BP
PLC-operated ACG oil field.

In contrast, Saudi Arabia is
in a better position to ride out
low prices. The kingdom still
held foreign reserves worth
$582 billion as of late February,
according to the IMF, and plans
to set up a sovereign fund
worth $2 trillion. The kingdom
also has the ability to boost pro-
duction by two million barrels a
day at will, according to the In-
ternational Energy Agency, the
bulk of the world’s available
spare production capacity.

The Saudis had signaled
they were ready to make a
deal in Doha over the week-
end. The plans changed at the
last minute, a day after Deputy
Crown Prince Mohammed bin
Salman told Bloomberg that
the kingdom wouldn’t make a
deal unless Iran also con-
strained its production. Iran
and Saudi Arabia are longtime
rivals for power and influence
in the Middle East.

Olivier Jakob, an analyst at
Switzerland-based energy con-
sultancy Petromatrix, said
Saudi oil minister Ali al-Naimi
would have lost credibility with
Russia and others in what
would have been a symbolic
first step which could have led
to greater OPEC and non-OPEC
cooperation in the future.

A Persian Gulf oil official
familiar with Saudi thinking
said the kingdom’s oil officials
are “well aware that they have
lost their credibility.”

“But the kingdom is not to-
tally shutting the door on fur-
ther cooperation in the future,”
the official said, noting there
could be renewed talks on oil
production “when the picture
in the market is clearer.”

BANKS

Continued from Page One
broad range of challenges, re-
sulting in headwinds across
virtually every one of our
businesses,” Goldman Chief
Executive Officer Lloyd Blank-
fein said.

Goldman took the expected
big hit in its bond-trading
business, a unit called “fixed
income, currencies and com-
modities” that carried Gold-
man’s results in many years of
the past two decades.

But it also was walloped in
other areas, including “invest-
ing and lending,” a relatively
new unit in which Goldman
takes stakes in private and
public companies, usually for
years at a time.

The bank said net revenue
in the investing and lending
unit fell 95%. Last year, the
unit brought in revenue of
around $1.7 billion in the first
quarter. This time around rev-
enue was just $87 million.

Despite numerous problems
for banks this year—difficult
trading conditions, a pause in
deals, stubbornly low interest
rates—the KBW Nasdaq Bank
Index rallied about 7% over
the past week through Mon-
day as investors decided
things weren’t as grim as ana-
lysts predicted or as many in-

— -

vestors feared when stocks
reached their recent bottom in
February.

Goldman became the latest
of the big six banks to beat
earnings estimates despite
sharply lower results. J.P. Mor-
gan Chase & Co., Citi-
group Inc., Bank of America
Corp. and Wells Fargo & Co.,
as well as Morgan Stanley,
also topped analysts’ earnings
forecasts in the past week. It
was the first time all six banks
exceeded the consensus earn-
ings estimates since 2013, ac-
cording to data from Thomson
Reuters.

Wall Street’s outlook for
bank earnings had darkened
throughout the first quarter,
and estimates continued to
drop even after it ended.
Goldman shares were up about
2.1% in late afternoon trading
in New York on Tuesday, but
were down about 10% so far in
2016.

The Wall Street firm’s net
income fell 60% to $1.14 bil-
lion, or $2.68 a share, from
$2.84 billion, or $5.94 a share,
a year earlier. That surpassed
the average estimate of $2.45
a share among analysts sur-
veyed by Thomson Reuters.

Revenue, however, dropped
more than expected, falling
40% to $6.34 billion from
$10.62 billion. Analysts had
projected revenue would be
$6.73 billion.
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Goldman shares have fallen about 10% since the start of 2016.

Trading revenue fell 37% to
$3.44 billion from $5.46 billion
in the first quarter of 2015,
which was a particularly
strong period for Goldman. In
the past week, other large U.S.
banks reported trading results
that ranged from a decline of
11% at J.P. Morgan Chase to a
drop of 34% at Morgan Stan-
ley.

Goldman’s fixed income,
currency and commodity trad-
ing revenue fell 47% to $1.66
billion from $3.13 billion a
year earlier, with all of its ma-
jor businesses in this unit per-
forming worse. Stock-trading
revenue fell 23% to $1.78 bil-
lion from $2.33 billion, mostly
because of weakness in cash
equities and equity deriva-
tives.

The firm has zeroed in on
cost-cutting efforts to try to
keep profits as high as possi-
ble through the slump in reve-
nue. Total expenses fell 29% to
$4.76 billion mostly thanks to
a 40% reduction in compensa-
tion and benefits costs.

Goldman said total ex-
penses were at a seven-year
low, excluding compensation
costs. One unit that has been
hit hard is fixed-income trad-
ing, where about 8% of em-
ployees have been trimmed
this year, a person familiar
with the matter said.

Analysts’ initial focus was
on the sharper-than-expected

revenue drop.

“Relative to their peers, it’s a
disappointing quarter,” said
Steve Chubak, an analyst with
Nomura Holdings Inc. “While
they did do a good job manag-
ing costs, the revenue miss
was really the disappointment
to us.”

Mr. Chubak noted that
Goldman used a lower tax rate
than expected, and took a gain
related to the buyback of some
of its preferred shares. Absent
those factors, Goldman would
have earned about $2.23 a
share, or 45 cents less than its
reported number, Mr. Chubak
said.

Investment-banking reve-
nue fell 23% to $1.46 billion
from $1.91 billion in the first
quarter of 2015.

Goldman, Wall Street’s top
adviser on mergers and acqui-
sitions, reported revenue of
$771 million from that busi-
ness during the first quarter,
down 20% from $961 million a
year earlier.
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Nick Stern, head of a resi-
dential construction manage-
ment and general contracting
firm, purchased a four-unit
apartment building in New
York’s West Village with three
tenants in place. A photo cap-
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Taliban Attack Kills Dozens in Kabul

Militants hit security
compound in deadliest
strike on Afghan
capital since August

By JEssicA DONATI
AND EHSANULLAH AMIRI

KABUL—Taliban militants
attacked a government secu-
rity compound in Kabul with a
truck bomb and guns on Tues-
day, killing at least 28 people
and wounding more than 300
others in the deadliest attack
in the Afghan capital since Au-
gust.

The coordinated assault on
the facility, which houses the
agency charged with protect-
ing top government officials
and visiting dignitaries, took
place just a week after the Tal-
iban declared the start of their
fighting season against the Af-
ghan government and its
Western allies.

Taliban fighters detonated
the explosives-packed minivan
during morning rush hour, de-
stroying the compound’s outer
wall and enabling two Taliban
gunmen disguised in military
uniforms to enter the agency’s
offices and continue shooting,
authorities said.

Following the deployment
of elite police units and hours
of gunfire, the militants were
killed.

A Kabul police spokesman,
Abdul Basir Mujahid, said gov-
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A man carried a girl who was injured in Tuesday’s suicide bombing in Kabul, part of Taliban attacks that left at least 28 people dead.

ernment security forces were
working to secure other areas
of the capital where despite
heavy fortifications and check-
points, the Taliban regularly
succeed in carrying out at-
tacks.

The initial blast shook
buildings more than a mile

away and shattered windows
for blocks. Some nearby build-
ings also collapsed under the
force of the blast, trapping
their residents in rubble.
Hospitals around the capital
were inundated with casual-
ties, many of them civilians,
with the health ministry say-

ing most of the wounded suf-
fered light injuries from flying
shrapnel and debris. A major-
ity of the 65 patients admitted
at a military hospital for treat-
ment were employees of the
protection unit.

Mr. Mujahid said Tuesday’s
attack was a testament to the

strength of the Taliban, not
the weakness of the police and
army.

“If we prevent a dozen at-
tacks, one takes place success-
fully, because we’re in a fight
with a strong enemy,” he said.

Security has deteriorated in
Kabul in the past year, with
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U.S. security officials in Af-
ghanistan recording more than
60 bombings in the second
half of 2015, including an in-
crease in the use of truck
bombs.

In August, three separate
blasts killed more than 50
people and wounded hundreds
of others. One of those attacks
breached the outer walls of a
U.S. Special Forces base, kill-
ing one service member.

In December, a truck bomb
hit compounds used by U.S.
government contractors, flat-
tening security walls and
buildings, and leaving a 49-
foot deep crater. Two people
were killed and nearly 40 oth-
ers were wounded.

“The United States con-
demns in the strongest terms
the attack today in Kabul that
killed dozens of Afghans and
wounded many more,” said
John Kirby, the State Depart-
ment’s spokesman. “This inci-
dent underscores the harm the
Taliban and other violent ex-
tremists continue to inflict on
the Afghan people.”

Fighting in Afghanistan typ-
ically subsides in the winter
and escalates in the summer,
when warmer weather makes
it easier for the group to mo-
bilize fighters. But this year,
fighting between government
and insurgent forces continued
in parts of the country during
the winter months.

—Habib Khan Totakhil
contributed to this article.

Syrian Warplanes Hit Rebels as Peace Talks

Government warplanes
killed scores of people in
stepped-up airstrikes against
rebels in northern and central

By Nour Malas
in Beirut and
Sam Dagher in Geneva

Syria on Tuesday, according to
residents and antigovernment
activists, a day after opposi-

tion representatives sus-
pended their participation in
peace talks in Geneva.

A limited truce in Syria, bro-
kered by the U.S. and Russia in
late February, has unraveled in
recent weeks, with government
forces escalating attacks on
several fronts and rebels re-
launching operations around
the northern city of Aleppo.

Riad Hijab, a top opposition

negotiator in Geneva, declared
the truce dead on Tuesday.
“There is no cease-fire on the
ground at all. It’s over,” he
said.

Mr. Hijab also advised reb-
els not to abandon their weap-
ons as long as Syrian Presi-
dent Bashar al-Assad remains
in power.

Citing widening attacks by
government forces, the oppo-

sition negotiating group on
Monday broke off its partici-
pation in the third round of
the United Nations-mediated
Geneva peace talks.

Under pressure from West-
ern supporters not to with-
draw completely from the
talks, Mr. Hijab said that while
his delegation wouldn’t attend
meetings at U.N. headquarters
in Geneva, some members

would remain for consulta-
tions with U.N. officials and
diplomats from countries that
support the opposition.

The most intense bombings
on Tuesday were in Idlib, the
northern province where mod-
erate, Western-backed rebels
are vying for power with ex-
tremist factions, including al
Qaeda’s arm in Syria, Nusra
Front.

Falter

Airstrikes in the province
killed at least 60 people and
wounded 150 others, antigov-
ernment activists and moni-
toring groups said.

Syrian government media
didn’t report the bombings in
Idlib. The regime has said it is
fighting Nusra Front terrorists
in the province.

—Dana Ballout in Beirut
contributed to this article.
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NATO Chief Calls Russia Moves Unsafe

Atlantic alliance to
confront Moscow over
risky maneuvers at
first meeting in years

By JuLiAN E. BARNES

BRUSSELS—The intercep-
tions of a U.S. Air Force plane
and a Navy destroyer by Rus-
sian warplanes last week were
unsafe and highlight the need
for discussion between Russia
and the Western allies, the
head of the North Atlantic
Treaty Organization said.

Jens Stoltenberg, the NATO
secretary-general, on Tuesday
said the alliance would discuss
Russia’s risky military maneu-
vers and related issues when
allied ambassadors meet with
Russian officials Wednesday.

The meeting of the NATO-
Russia Council in Brussels will
be the first since June 2014,
when the alliance cut off prac-
tical cooperation with Moscow
following the annexation of
Ukraine’s Crimean peninsula.

“The incidents we have seen
in the Baltic Sea over the last
week with the unprofessional
and unsafe behavior of Russian
planes close to an American
ship and an American plane

underline the importance of
open military lines of commu-
nication, predictability and
risk reduction,” Mr. Stolten-
berg said in Luxembourg,
where European Union defense
ministers were meeting.

According to the U.S. ac-
count, Russian warplanes and
a military helicopter repeat-
edly buzzed the USS Donald
Cook, as it carried out opera-
tions in the Baltic Sea on April
11 and 12. In another incident
on Thursday, a Russian fighter
plane flew over the top of a
U.S. reconnaissance plane.

U.S. military officials said
they are protesting the inci-
dents.

The Russian military has
disputed the U.S. accounts of
the interceptions. Russian offi-
cials also have criticized U.S.
forces for operating closer to
Russia’s borders.

The U.S. ship and plane were
operating in international wa-
ters and airspace. But there is
little doubt the incidents were
warnings by the Russian mili-
tary for the U.S. to keep its
forces away from Kaliningrad,
the Russian exclave that is
home to military bases.

In a round table with re-
porters last week, Alexander
Grushko, Moscow’s ambassa-

LY,
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dor to NATO, accused the alli-
ance of building up forces in
Poland and the Baltic region,
an increase he said was un-
justified.

NATO, Mr. Grushko said,
was abandoning the idea that
security isn’t guaranteed by
deploying more tanks. The
Western allies, he added, are in
violation of a 1997 agreement

NATO Secretary-General Jens Stoltenberg arriving at an EU meeting Tuesday in Luxembourg.

not to permanently station
substantial numbers of combat
forces in Eastern Europe.

“It was a common assump-
tion that European security
could not be based on more
military assets, but, on the
contrary, on restraint,” Mr.
Grushko said.

Mr. Stoltenberg disputed
the idea that NATO was the

aggressor or had triggered an
arms race in the Baltic. NATO’s
reinforcement in Eastern Eu-
rope, he said, was a response
to Russia’s aggression in
Ukraine. The former Soviet re-
public isn’t a NATO member
but borders on several.

“NATO does not seek a new
Cold War,” Mr. Stoltenberg
said.

European Union
Looks to Counter
‘Hybrid’ War

BRUSSELS—European de-
fense ministers on Tuesday
backed the creation of a new
group to help synthesize infor-
mation and identify threats
from so-called hybrid warfare,
an initiative some officials be-
lieve could lead to stepped-up
cooperation on terrorism.

The “fusion center” is de-
signed to help the European
Union better share information
across institutions and member
states about threats from hy-
brid warfare, a term used to
describe a mixture of conven-
tional and unconventional fight-
ing, and potentially create an
early-warning system.

Russia’s strategy in Crimea
and Ukraine has relied heavily
on hybrid tactics.

Officials say the term is
equally applicable to the kind
of attacks employed by Islamic
State and other terrorist organ-
izations in the Middle East.

The EU has been working
with North Atlantic Treaty Or-
ganization as the groups try to
coordinate on new strategies.

—Julian E. Barnes

Belgians Say Terror Threat Persists

By VALENTINA PopP

BRUSSELS—Belgian offi-
cials warned that the country
remained at risk of a new at-
tack, as prosecutors charged
another Brussels attack sus-
pect for alleged involvement
in the November terror spree
in Paris.

A spokesman for the federal
prosecutor said Tuesday that
Osama Krayem—charged with
terrorist murders after being
accused of being a second at-
tacker in last month’s Brussels
subway bombing—was also
charged in connection with
the Paris attacks.

Meanwhile, the threat of
another attack remains “seri-
ous and possible,” even though
the recent arrests of several
terror suspects has destabi-
lized the network behind the
Paris and Brussels attacks,
said Paul Van Tigchelt, head of
the country’s threat analysis
authority known as OCAM.

The prosecutor’s spokes-
man wouldn’t give further de-
tails on how Mr. Krayem, a
Swedish national, was con-
nected with the Paris probe.
Mr. Krayem was arrested ear-
lier this month after being
filmed with one of the Brus-
sels suicide bombers in the
city’s subway system. Authori-
ties allege he also purchased
the luggage used for the
bombs at Brussels airport.

Prosecutors said a Paris at-
tack suspect arrested last

Security forces stand guard outside a Brussels courthouse, where
two suspects in the March attacks appeared last week.

month, Salah Abdeslam,
picked Mr. Krayem up in Ger-
many in October after he
posed as a refugee and used a
fake identity to travel from
Syria back to Europe.

Of the suspects in custody,
only Mohamed Abrini—who
Belgium’s federal prosecutors
say has admitted to being the
third attacker at the Brussels
airport, leaving a bomb at the
site and fleeing—has also been
charged in connection with
both probes. Mr. Abrini, a
longtime friend of Mr. Abde-
slam, was filmed in a French
gas station together with Mr.

Abdeslam one day before the
Paris attacks, in one of the
cars used in the attacks, the
prosecutors added.

Several of the dead attack-
ers have also been linked to
both plots. Najim Laachraoui,
one of the suicide bombers at
Brussels airport, is believed to
have been the bomb maker for
both attacks. The other two
suicide bombers in the Brus-
sels attacks, Khalid and Ibra-
him el-Bakraoui, had used fake
names to rent hide-outs used
by the Paris attackers, prose-
cutors said.

Recent intelligence sug-

YVES HERMAN/REUTERS

gests Islamic State fighters
are returning to Europe from
Syria to mount attacks, Mr.
Van Tigchelt said Tuesday,
four weeks after the bomb-
ings that claimed the lives of
32 victims and injured more
than 300 people in Brussels.

In addition, he said the in-
telligence indicated people
also continued to want to
leave Belgium for Syria.

“We are trying to appre-
hend them, dismantle all cells
and protect our citizens,” he
said. “But a zero risk does not
exist so the terror alert level
needs to be maintained at an
exceptionally high level,” Mr.
Van Tigchelt said.

Peter De Waele, a spokes-
man for the Belgian federal
police, said the high alert
level resulted in more than 50
bomb alerts since the March
22 attacks, which all turned
out to be false. “If we ask
people to be vigilant, this is
the risk,” he said, adding that
prank calls can be punished
with up to two years in jail.

Mr. De Waele said that au-
thorities were aiming to iden-
tify by all victims from the
Brussels attacks by the end of
the week. He said that the
process was taking so long
because some of the remains
risk containing parts of the
three suicide bombers who
committed the attacks.

“Only then will we be able
to confirm it there are no fur-
ther victims,” he added.

Five Germans Held
In Migrant Attacks

By RuTH BENDER

BERLIN—German prosecu-
tors detained five people sus-
pected of attacking asylum
seekers and belonging to a
right-wing terrorist group, the
latest in authorities’ efforts to
grapple with mounting anti-
foreigner sentiment after the
arrival of more than a million
migrants last year.

The five Germans, between
the ages of 18 and 38, are sus-
pected of playing a role in
forming the “Freital Group,” a
terror group that prosecutors
say attacked migrant camps
with explosive devices and
planned further assaults.

A total of eight people are
suspected of setting up the
group in July last year. The
group is named after a suburb
of Dresden that has been the
scene of a series of violent at-
tacks on migrants. Four of the
members are suspected of at-
tempted murder, the federal
prosecutor’s office said.

Fears over how Germany
will cope with the vast tide of
migrants who have poured into
the country have coincided
with a surge in violent attacks
against migrant shelters, indi-
cating that Germany’s far-right
movement has become more
active after years of decline.

In 2015, the number of ar-
son attempts and other at-

tacks on migrant shelters in
Germany surged to 1,029 from
199 in 2014, according to sta-
tistics from the interior minis-
try. Police determined extrem-
ist right-wing motives were
behind 920 of the reported at-
tacks, the ministry said.

The wave of violence has
accelerated since the start of
the year, even as the number
of incoming migrants has
waned. Authorities count 337
attacks so far in 2016.

The federal prosecutor said
the “Freital Group” is suspected
of orchestrating three attacks:
two on migrant shelters in Fre-
ital and one against a housing
project in Dresden. The attacks
took place last fall when the in-
flux of migrants to Germany
was at its peak, as some 10,000
people were arriving daily.

In one attack in late Octo-
ber, seven members of the
group are suspected of having
set off powerful firecrackers
on three windows of an asy-
lum shelter, injuring one man,
the prosecutors said. The at-
tacks on migrants haven't led
to any deaths.

The federal prosecutors
said the group is suspected of
having planned more attacks.
Police found more than 100
powerful firecrackers in
searches in the eastern Ger-
man state of Saxony, whose
capital is Dresden.

EU Plans More Unified
Effort on Digitization

By NATALIA DROZDIAK

BRUSSELS—The European
Union rolled out plans to link
up its various national initia-
tives on digitizing industry, in
a bid to help the continent’s
manufacturers retain their
technological edge.

The European Commission
said Tuesday that it would set
up a new governance frame-
work in which national gov-
ernments and industry would
hold regular meetings to coor-
dinate the EU’s 30 national
and regional digitization ini-
tiatives, which include Ger-
many’s Industry 4.0 and the
Netherlands’ Smart Industry.

The EU also pledged to
boost both private and public
investment in the area via
strategic partnerships.

“It will stimulate com-
merce, it will make life easier,
it will allow connected cars to
cross borders,” said European
Commission Vice-President
Andrus Ansip, who is in
charge of coordinating the
bloc’s digital plans.

Tuesday’s plans make up
part of 16 initiatives an-
nounced by the commission
last year to harmonize digital
rules across the bloc’s 28
countries.

Europe is a world leader in
digitizing industry, particu-
larly with automated cars, Mr.
Ansip said, but digital divi-
sions within the bloc are a

hurdle to further advances.
While some countries are
transforming at a good clip, he
said, others are lagging behind
with their traditional indus-
tries, especially construction,
textiles and steel.

The EU says it expects digi-
tization of goods and services
to add more than €110 billion
($124 hillion) of revenue annu-
ally for Europe’s industries
over the next five years.

The commission will also
speed up the development of
common standards for 5G
communication networks,
which the EU says is crucial
for connected cars.

The EU also said it would
adopt legislation encouraging
the free flow of data across
borders and clarifying the
ownership of data generated
by smart devices. Companies
are collecting more data as de-
vices from fitness trackers to
smoke detectors to electric
meters are connected to the
Web, creating the “Internet of
Things.” The data can help
businesses operate more effi-
ciently.

The EU is also aiming to cut
red tape by allowing busi-
nesses to submit paperwork to
authorities in just one member
country, even if they operate
in several. The commission
said it would test the project
and explore establishing a
similar system for -citizens
submitting data.

UNITED KINGDOM

Officials Stay at Odds

On Remaining in EU

Bank of England Gov. Mark
Carney issued a fresh set of
warnings about the risks to the
U.K. economy if voters choose to
leave the European Union, while
a senior government minister
talked up the benefits.

The difference in views high-
lights how the economy has be-
come a battleground in a debate
over EU membership as Britons
prepare to vote on the question
in a referendum June 23.

In testimony to lawmakers in
the House of Lords, Parliament’s
upper chamber, Mr. Carney said
a vote in favor of exiting the EU
could lead to “an extended pe-
riod of uncertainty about the
economic outlook” in Britain,
with the potential to hit trade,
investment and growth.

It could also hurt asset prices
and the supply of credit in the
economy, as well as make it
more expensive for the UK. to
finance the shortfall between its
earnings from overseas and its
spending, the governor said.

Proponents of so-called Brexit
challenged the Treasury’s conclu-
sions, arguing that Treasury chief
George Osborne, Prime Minister
David Cameron and others cam-
paigning to keep Britain in the
EU are overstating the risks and

underplaying the benefits of
quitting the 28-member bloc.

Michael Gove, a senior gov-
ernment minister who supports
a British exit from the EU, ac-
cused his opponents of treating
voters “like children, unfit to be
trusted and easily scared by
ghost stories.”

He spelled out a list of poten-
tial benefits to the UK. of quitting
the bloc, including reducing red
tape and savings from no longer
having to pay into the EU budget.

—Jason Douglas

SPAIN

Police Allege Man
Called for Attacks

Police said they arrested a Mo-
roccan man with alleged strong

= —

A man carried a portrait of his deceased mother, which was discovered in a collapsed house in

links to Islamic State group and
who was allegedly pushing for at-
tacks to be carried out in Spain
and elsewhere in Europe.

Police said the man was ar-
rested in Palma de Mallorca city
on the Mediterranean island of
Mallorca where he lived.

They said the detainee poses
“a clear threat to national secu-
rity,” given that he used the In-
ternet to promote recruitment
for Islamic State, help send po-
tential combatants abroad and
encouraged attacks in Spain and
elsewhere in Europe. It said he
maintained close contact with
Islamic State leaders in Syria.

Spanish police have arrested
dozens of suspected jihadist re-
cruiters in recent years.

—Associated Press
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JAPAN
Prison Is Used
As Quake Shelter

A prison in Japan’s Kuma-
moto prefecture is serving as a
temporary shelter for some of
the tens of thousands of people
still displaced by two major
earthquakes last week.

Kumamoto Prison opened its
doors to the public after a 7.3-
magnitude earthquake struck
the region early Saturday, 28
hours after a 6.5-magnitude
quake, said Koichi Shima, an offi-
cial at the Justice Ministry.

He said 110 people were staying
in the prison’s dojo, or martial-arts
hall. The dojo is separated by a
fence from the main prison facility,
he said. —Jun Hongo

1.1!

KAZUHIRO NOGI/AGENCE FRI:\NCE-PRESSE/GETTY IMAGES

. ] A
YT Ty T

L=

Mashiki, Kumamoto prefecture on Tuesday. More than 500 aftershocks have rocked Kumamoto and
other parts of central Kyushu since April 14, displacing thousands of people and stoking fears that

houses not damaged in the two major quakes could yet be affected.
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Brazil Speaker Under Fire

Leader of effort to
unseat president faces
criticism over his own
ethical conduct

By REED JOHNSON
AnD LuciaANA MAAGALHAES

SAO PAULO—The impeach-
ment of Brazil’s President
Dilma Rousseff is exposing
members of all the country’s
major parties to heightened
criticism, but none more so
than Eduardo Cunha, speaker
of the lower house and the
man who launched the effort.

While Mr. Cunha and his
pro-impeachment allies seek
to cast Ms. Rousseff’s govern-
ment in the worst possible
light, his opponents are trying
to delegitimize the proceed-
ings by turning a spotlight on
the ethical conduct of Mr.
Cunha and his supporters.

Even as the Chamber of
Deputies voted overwhelm-
ingly on Sunday to impeach
the unpopular leftist presi-
dent, the raucous voting ses-
sion turned into something of
an unofficial referendum on
Mr. Cunha. Several lawmakers
used their allotted time during
the voice vote to pillory the
speaker, who has been in-
dicted on a charge of pocket-
ing millions in funds plun-
dered from Brazil’s state-
owned oil company and hiding
the money in overseas ac-
counts. Mr. Cunha has long de-
nied wrongdoing.

“Eduardo Cunha, you are a
gangster,” said Deputy Glauber
Braga, a member of the Social-
ism and Liberty Party, known
as PSOL, before casting his
vote against impeachment.

His PSOL colleague, Jean
Wyllys, a Rio de Janeiro dep-
uty, also fired a rhetorical
broadside toward Mr. Cunha
before casting his “no” vote.

“I am embarrassed to par-
ticipate in this farce, this indi-
rect election conducted by a
thief,” said Mr. Wyllys, who

closed his remarks by shout-
ing “Scumbags!” at the pro-
impeachment leadership.

Mr. Cunha announced on
Monday he may file criminal
charges in Brazil’s Supreme
Court against an unspecified
number of federal deputies
who upbraided him during the
six-hour session.

“It’s kind of a blame game
now, trying to sling mud at
one another and see who sur-
vives at the end,” said Jodo
Augusto de Castro Neves, a
Latin America specialist with
the Eurasia Group.

“The whole political system
is somewhat tainted by the
whole corruption scandal.
That’s one of the reasons why
the political system has been
so far unable to solve the cri-
sis,” Mr. Neves said.

According to a nonprofit
called Transparéncia Brasil,
60% of Brazil’s federal legisla-
tors have been convicted or
are under investigation for
crimes including corruption,
electoral fraud and assault. A
number of legislators who
voted for impeachment Sun-
day have been implicated in a
massive corruption scandal
centered on state oil company

Petroleo Brasileiro SA, known
as Petrobras.

That has many Brazilians
questioning how Congress can
sit in judgment of Ms. Rouss-
eff, who is accused of manipu-
lating public accounts to mask
a growing budget deficit.

Brazil’s Senate is expected
to vote by no later than May
17 on whether or not to hold
an impeachment trial for Ms.
Rousseff, according to an aide
to Senate President Renan Cal-
heiros. If the Senate votes to
accept the case, Vice President
Michel Temer will become
Brazil’s acting president for a
maximum of 180 calendar days
until a final verdict is reached.

Ms. Rousseff has vehe-
mently denied wrongdoing,
and lashed out at her oppo-
nents as attempting to topple
her in a coup. In her first pub-
lic appearance following the
impeachment vote, the presi-
dent on Monday alluded to Mr.
Cunha’s legal predicament
without actually naming him.

“There is no accusation of
misuse of public money
against me [or] illicit enrich-
ment,” she said. “I was not ac-
cused of having accounts
abroad.”

-
Mr. Cunha, center, spoke on Sunday in congress as critics raised a banner reading ‘Cunha out.’

Mr. Cunha’s chances of pun-
ishing his critics are slim. Bra-
zilian legislators enjoy broad
protections against charges of
defamation and slander while
speaking during congressional
sessions.

Veteran observers of the
capital say Mr. Cunha is at-
tempting to portray himself as
a victim, while warning his de-
tractors that he is still very
much in charge despite his le-
gal woes.

“It is a threat, it is a way to
pressure,” said Ivar Hartmann,
a constitutional law expert at
the Getulio Vargas Foundation
in Rio de Janeiro.

Prosecutors have charged
Mr. Cunha with corruption and
money laundering in connec-
tion with the Petrobras scan-
dal that has implicated many
Brazilian politicians and busi-
ness leaders.

But Mr. Cunha so far eluded
all efforts by colleagues to re-
move him from his post. Last
month, Brazil’s Supreme Court
agreed to accept the charges
against Mr. Cunha, but no trial
date has been set. The high
court is the only body that can
prosecute sitting politicians, a
process that can takes years.

Argentine Judge
Indicts Associate

Of Ex-President

By Taos TURNER

BUENOS AIRES—A federal
judge in Argentina has in-
dicted a top government con-
tractor and business associate
of former President Cristina
Kirchner on money-laundering
charges.

Judge Sebastian Casanello
indicted Lazaro Baez and five
others in connection with an
investigation into allegations
that Mr. Baez plotted with fed-
eral officials to steal millions
of dollars from the state by
overbilling public-works proj-
ects granted between 2003
and 2015.

Earlier this month, the
judge had Mr. Baez and his ac-
countant, Sebastidn Pérez Ga-
din, arrested in connection
with the investigation. Mr.
Casanello ordered that the two
remain in jail. Neither Mr.
Baez nor Mr. Pérez Gadin
could be reached for comment.
Mr. Béez has denied the alle-
gations. In an interview with
The Wall Street Journal in
2014, he said the probe was
part of a campaign to harm his
firms and discredit the Kirch-
ner administration.

The judge also ordered the
arrest of a lawyer with close
ties to the two. The lawyer,
Jorge Chueco, went missing
last week and federal investi-
gators say he may have left
the country.

In a 122-page ruling re-
leased late Monday, the judge
also prohibited the former
head of Argentina’s tax collec-
tion agency, Ricardo Echega-
ray, and another former tax
agency official from leaving
the country. Mr. Casanello
called for both former officials
to testify in the case.

Mr. Béaez has long been a
close friend and business asso-

Building magnate Lazaro Baez
was among those indicted.

ciate of the Kirchner family.
He created his flagship con-
struction company, Austral
Construcciones, just days be-
fore Mrs. Kirchner’s late hus-
band and predecessor, Néstor,
became president in 2003.
The company won hundreds
of millions of dollars worth of
government contracts, some of
which, current officials say,
were never completed.
Officials of Mrs. Kirchner’s
administration have said the
allegations are politically mo-
tivated. Mr. Baez shares hotel-
and property-business deal-
ings with the Kirchner family.
Earlier this month, a prose-
cutor requested that Mrs.
Kirchner be investigated in
connection with the case.
That came after the prose-
cutor and Mr. Casanello re-
ceived testimony from Leo-
nardo Farifia, an associate of
Mr. Bédez who claimed to have
direct knowledge of how he
conspired with government of-
ficials and federal agencies to
carry out “a systematic plan to
steal money from federal cof-
fers” by overbilling infrastruc-
ture projects.

Castro
Re-Elected

By Party
In Cuba

By Josk DE CORDOBA

Cuba’s Communist Party re-
elected Ratl Castro and the
party’s hard-line ideologue to
its two top posts Tuesday, in a
sign the government would
move slowly with economic
reforms.

Fidel Castro, Cuba’s 89-
year-old retired leader, made a
rare public appearance on the
last day of the four-day con-
gress, which ratified his youn-
ger brother Ratl, 84, and José
Ramoén Machado Ventura, 85,
as the first secretary and sec-
ond secretary of the island’s
ruling Communist Party. The
two men were last elected to
their posts in 2011.

Mr. Machado Ventura is re-
garded as one of the top lead-
ers of the hard-line faction
within the Cuban regime that
has opposed the modest eco-
nomic changes implemented
by Ratil Castro during the past
five years.

The congress took place
less than a month after Presi-
dent Barack Obama said the
U.S. was ending more than 50
years of Cold War animosity
during a historic visit to Ha-
vana.

Since the visit, Cuban offi-
cials, including Raul Castro,
have said the U.S. has changed
its tactics but not its goal of
undermining the Cuban re-
gime. Officials have called for
greater vigilance by party
members against attempts to
weaken national unity.

“Instead of taking Obama’s
visit as a chance to open up
and speed up the transition to
a younger generation, they
have circled the wagons,” said
Ted Henken, a Cuba expert at
Baruch College in New York.

Three years ago, Raul Cas-
tro said he would step down
as president of the Council of
State, the nation’s leading gov-
erning body, in 2018.

At the time, Miguel Diaz-
Canel, a former education
minister, was appointed first
vice president of the Council
of State in a move widely seen
as tipping him to succeed Mr.
Castro.

Several families in Manta, Ecuador, awoke on Tuesday morning after having had to sleep outside their homes, which were destroyed by earthquake on the weekend
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Below, Pablo Cérdoba, in his hospital bed, celebrated his rescue almost two days after he was trapped in the rubble of the hotel where he worked in Portoviejo.

Survivor Pulled From Rubble After 40 Hours

By SARA SCHAEFER MUNOZ

PORTOVIEJO, Ecuador—
When the five-story hotel El
Gato collapsed here in a spec-
tacular pile of wires and
twisted steel during Saturday’s
devastating earthquake, every-
one inside was presumed dead.

Then, nearly two days later,
the wife of the hotel’s recep-
tionist received a phone call.
“I’'m alive,” her husband, Pablo
Cordoba, said on his cellphone
from his trapped position in
the rubble.

Ecuadorean rescue teams
rushed to the site. Within
hours, rescuers and an elite
search unit of Colombian fire-
fighters gently lifted Mr. Cor-
doba, 51 years old, out of the
wreckage he was buried under
for more than 40 hours.

It was a rare moment of
hope and elation for Ecuador-
eans amid the country’s rising
death toll, which had reached
413 by Monday evening.

“I was under the collapsed
cement floor with this much
space between the floor and

my head,” said Mr. Cdordoba,
showing the length of his
hand, during an interview
from his hospital bed. “I
closed my eyes and tried to re-
lax. I knew panicking was the
worst thing I could do.”

At one point, Mr. Cérdoba
said, he was certain he saw a
piece of candy floating in front
of his face. Only when he
reached out to grab it did he
realize he was hallucinating.

He had his cellphone in his
pocket, but service was down.
When it returned Monday
around 1 p.m.—nearly two full
days after the 7.8 magnitude
quake that wrought damage
along Ecuador’s coast—he
called his wife with the frac-
tion of battery he had left.

Rescue teams who came to
the scene used sniffer dogs
and a machine that detects vi-
brations to find him, eventu-
ally lifting him out of the suf-
focating heat of the wreckage
about three hours later.

“We had tears in our eyes,”
said Jackson Lesmes, one of
the 65 search-and-rescue fire-

fighters from Bogotd, Colom-
bia, who arrived Sunday to
this hard-hit coastal city to of-
fer their help.

Reclining in his bed at a
nearby Portoviejo hospital and
beaming behind a bristly mus-
tache, Mr. Cérdoba—who said
he prayed, yelled for help and
even drank drops of his own
urine during the seemingly
endless hours under the
wreckage—said he felt fine
apart from some bruises and
deep gashes in his back.

“It’s a miracle, he is really a

cried nurses and

miracle,”
other patients who gathered in
the bright emergency room to
greet Mr. Cérdoba as he was
wheeled out of the X-ray area.

Portoviejo’s downtown,
where El Gato hotel stood, was
pummeled by the quake. Doz-
ens of buildings tilt askew,
crushed cars line the streets,
and cement, cables and glass
from buildings spill into cor-
doned-off streets.

“Our downtown looks like
Syria,” said Portoviejo resident
Xavier Avellan, 42, referring to

the devastation wrought by
that country’s years of war.
“We’ve never lived anything
like this.”

Officials told local media
that search-and-rescue opera-
tions were still being carried
out to find people trapped un-
der the rubble. But increas-
ingly grim workers said they
were mostly discovering
corpses.

Residents in the city were
handing out bread and meat
pastries to families sleeping
under tents.

On Monday night, many
parts of Portoviejo remained
in darkness. Residents, fright-
ened by the faint aftershocks
that continued to rock the city,
dragged mattresses onto side-
walks or porches to sleep in
the humid air and evade fur-
ther building collapse.

In his bed at the local hos-
pital, Mr. Cordoba held the
hand of his wife, Sonia. “I
wasn’t afraid because when I
was trapped I told God I com-
mitted my soul to him,” he
said. “But it wasn’t my time.”
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FANS

Continued from Page One
franchise has inspired as much
passion over the years as Mr.
Lucas’s “Star Wars,” whose
seven live-action movies have
grossed $6.6 billion at the box
office. Many fans cite the orig-
inal trilogy as hugely influen-
tial and re-watch it annually, if
not more often.

They brought the same pas-
sion to their disdain for Mr.
Lucas’s prequel trilogy re-
leased between 1999 and 2005,
as well as changes he made to
the originals in the theatrical
“Special Editions” and DVD re-
leases.

The creator of the “Despe-
cialized Editions,” a 27-year-old
Prague resident known online
as “Harmy,” is trying to restore
the movies to their original
condition while also making
them look good on a modern
TV. Since 2010, he has been re-
moving computer-generated ef-
fects, tweaking lightsaber col-
ors, and making it clear once
again that Han shot first.

He has spent thousands of
hours, he said, in cafes and his
home office altering the movies
frame by frame to re-create the
versions seen in theaters in
1977, 1980 and 1983.

“I was just trying stuff out
and I shared it with a few peo-
ple on [an online forum] and it
became more and more popu-
lar and got a little out of hand,”
said Harmy, whose real name is
Petr Harmacek, speaking via
Skype from a home office lined
with Star Wars DVD boxed sets.

He has even found himself
in ontological debates about
details as obscure as how laser

-

Harrison Ford talks to a digitally created Jabba the Hutt in the 1997 Special Edition of ‘Star Wars.’ Jabba wasn’t in the original 1977 version.

shots should look, because ex-
isting prints are faded. “No
one knows perfectly what the
original colors are anymore,”
Mr. Harmacek said.

A college student studying
to be an English teacher when
he started, Mr. Harmacek said
he spent many 16-hour days on
his first effort, the Despecial-
ized “Star Wars” 1.0, that hit
the Internet in 2010. There
have since been three more
versions of the original, two of
“The Empire Strikes Back” and
two of “Return of the Jedi.”

Downloading them requires
knowledge of peer-to-peer file
sharing networks, though on-
line guides exist for the unini-
tiated.

Distributing altered versions
of the movies is illegal, but Lu-
casfilm, owned by Walt Disney
Co., doesn’t pursue charges un-
less people are doing so for

profit, said a person with
knowledge of the matter.

Mr. Harmacek distributes his
Despecialized Editions free and
encourages viewers to also buy
legal versions of “Star Wars.”
Download numbers aren’t
available, but he has more than
32,000 likes on Facebook.

“Fans are an incredibly im-
portant part of our legacy and
we never cease to be amazed
by the passion and creativity
they bring to all things ‘Star
Wars,”” said a Lucasfilm
spokeswoman.

Mr. Lucas made hundreds
of changes in the Special Edi-
tions and subsequent DVD re-
leases and refused for years to
release original versions of the
first three movies to watch at
home.

Some changes infuriated
fans. Among the most reviled:
showing an alien named

Greedo shoot at Han Solo be-
fore Harrison Ford’s character
returned fire; the placement of
a computer-generated Jabba
the Hutt into “Star Wars”; and
the insertion of actor Hayden
Christensen, who played a
young Anakin Skywalker in the
prequel trilogy, as his charac-
ter’s ghost at the end of “Jedi.”

In a 2004 interview with the
Associated Press, Mr. Lucas
said of fans unhappy with his
changes, “[T]his is the movie I
wanted it to be, and I'm sorry
you saw half a completed film
and fell in love with it.”

Mr. Lucas declined to com-
ment for this article.

Other movies have been re-
released with changes, such as
Ridley Scott’s “Blade Runner,”
but typically the original re-
mains available. “Star Wars” is
rare in that Mr. Lucas has
sought to largely erase the ver-

sions first released in theaters,
said Henry Jenkins, a professor
of communication at the Uni-
versity of Southern California.

“What motivates fans is a
desire to reclaim a text that
from their point of view was
unjustly discarded by George
Lucas himself,” said Mr. Jen-
kins. “Lucas only has moral au-
thority insofar as the culture
grants it to him.”

In 2006, the director ac-
ceded to fans’ wishes by in-
cluding the original cuts as bo-
nuses on a DVD release.

But fans, who refer to these
as the GOUT—George’s Original
Unaltered Trilogy—weren’t
pleased. The movies were the
same versions released on La-
serDisc in 1993 and weren’t up-
graded for modern televisions
and sound systems, as is often
done with older films.

“I think Lucas really wanted
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to be able to say, ‘Here you go,
this is what you wanted. It
looks like crap—I told you,” ”
Mr. Harmacek said.

The Lucasfilm spokeswoman
said that notion is false.

Others have done their own
“Star Wars” upgrades. An
anonymous online group re-
cently released the “Silver
Screen Edition” of the original
movie by removing dirt and
hair from an original 35mm
print.

Perhaps the most dedicated
is Adrian Sayce, of Northamp-
ton, England, who is disabled
and has made “Star Wars: Re-
visited” his full-time pursuit.

Rather than just upgrading
visuals and undoing changes,
Mr. Sayce, known online as
“Adywan,” is re-creating visual-
effects shots that don’t look
good enough in high-definition
upgrades, complete with his
own hand-created miniatures.

Mr. Sayce, 48, said his wife
has been extraordinarily pa-
tient as he has re-created
planets from a galaxy far, far
away—in their home.

“I don’t know any other
woman who would let me take
our dining room and turn that
into a miniature swampland,”
he said.

Mr. Harmacek, meanwhile,
will release version 3.0 of “The
Empire Strikes Back: Despecial-
ized Edition” soon and said his
restoration project will likely
continue indefinitely.

“My hope is that Disney will
just come out with the original
versions on Blu-ray and then I
will be able to stop,” he said.

Lucasfilm currently has no
plans to release the original
version of “Star Wars,” said a
person familiar with the mat-
ter.

LOW

Continued from Page One
dreds of millions of dollars.

Mr. Low has denied any
wrongdoing. He also has said he
was only an occasional and un-
official adviser to 1MDB, which
stands for 1Malaysia Develop-
ment Bhd. The fund has denied
wrongdoing as well, and has
said it didn’t pay any money to
Mr. Najib’s accounts.

Mr. Najib has said he did
nothing wrong and derived no
personal gain from transfers
into his account. Earlier this
year, Malaysia’s attorney general
said the $681 million deposited
in the prime minister’s account
was a legal donation from a
member of the Saudi Arabian
royal family, most of which was
later returned, and cleared Mr.
Najib of wrongdoing.

AmBank didn’t respond to
a request to comment.

As IMDB sought partners for
its investments, Mr. Low pro-
vided business connections in
Saudi Arabia and the United
Arab Emirates, some of them
cultivated in his student years.
Global investigators believe that
some of these contacts ulti-
mately became part of the diver-
sion of 1IMDB money via a web
of offshore companies registered
in lightly regulated places such
as the British Virgin Islands.

Along the way, Mr. Low, 34
years old, appears to have
amassed riches as some 1MDB
money landed in accounts held
by him and members of his fam-
ily, according to bank records
and people familiar with investi-
gations. He became a jet-setter,
partying in Las Vegas night-
clubs, buying luxury properties
on both U.S. coasts, amassing a
collection of modern art and be-
friending Hollywood celebrities.

One was Leonardo DiCaprio,
whom Mr. Low introduced to a
stepson of Prime Minister Na-
jib, named Riza Aziz. The con-
nection helped a film company
the stepson co-owned produce
the 2013 DiCaprio film “The
Wolf of Wall Street,” which
was financed with money that
originated with 1MDB, accord-
ing to documents and people
familiar with investigations in
two countries.

The production company has
said it had no reason to believe
the source of its financing was
irregular and has said it is seek-
ing to repay the financing. Mr.
DiCaprio and his representatives
didn’t respond to requests to
comment.

Mr. Low, whose full name is
Low Taek Jho, is soft-spoken,
portly and charming, people
who know him say. He grew up
in the Malaysian state of Pe-
nang, where his businessman
father was affluent enough to
send him to the elite Harrow
school in the U.K. and the un-
dergraduate program at the
University of Pennsylvania’s
Wharton School.

At Wharton, the young Mr.
Low cast himself as a kind of

Funds Rerouted

Hundreds of millions of dollars from Malaysian fund 1IMDB landed in accounts controlled by
financier Jho Low. Here is how one set of transactions worked.

1MDB Good Star

$1 billion from 1MDB
meant for an oil venture
is sent instead to Good
Star, a Seychelles firm
set up by Low

$529 m||||on

sent to a Low-
controlled bank
account with BSI
Bank in Singapore

Low-controlled
bank account”

“Account of Abu Dhabi Kuwait Malaysia Investment Corp.
Sources: Global investigations; Malaysian parliament; Singapore police report; people familiar with the matter.

“prince,” said a person who
studied with him. Once, to im-
press visiting friends, he bor-
rowed a yacht berthed in Pe-
nang from a rich friend of his
father’s and replaced the pho-
tos on board with those of his
own family, said another ac-
quaintance.

‘Win tons’ of money

While at Wharton, Mr. Low
cut an ostentatious figure, rent-
ing a convertible Lexus and or-
ganizing an elaborate party at a
nightclub, according to the fel-
low student at the time. There
he set up his first company,
Wynton Group. He called the
name a play on “win tons” of
money, one associate said.

Mr. Low drew on school con-
nections from Abu Dhabi, Saudi
Arabia and Kuwait to finance an
initial $25 million of capital, he
told The Star, a Malaysian news-
paper, in 2010.

It was in London that he met
Mr. Najib’s stepson, Mr. Aziz,
who is a few years his senior.
Their friendship developed after
they spent time together among
wealthy Malaysians in a gated
complex in the exclusive Kens-
ington neighborhood, where Mr.
Najib’s family has a house, ac-
cording to one of the people
who know Mr. Low.

He became close to his
friend’s mother, Rosmah Man-
sor. At the time, her second
husband, Mr. Najib, was deputy
prime minister of Malaysia. At a
party at Mr. Najib’s official resi-
dence in Kuala Lumpur that in-
cluded several Abu Dhabi offi-
cials, Ms. Rosmah thanked Mr.
Low for bringing Middle Eastern
investment to Malaysia, accord-
ing to a person who was there.
A lawyer for Ms. Rosmah de-
clined to comment.

Mr. Najib became prime min-
ister in 2009. That year, Mr.
Low played a role in setting up
a sovereign-wealth fund for the
oil-rich state of Terengganu in
northeastern Malaysia.

Soon after, the state’s sultan
decided not to progress with the
fund, which already had raised
$1.7 billion through Islamic
bonds. Mr. Najib turned the
fund into a federal entity: 1MDB.
He became chairman of its

board of advisers, a perch from
which he had extensive influ-
ence over the fund’s operations,
according to 1IMDB board min-
utes.

Mr. Najib announced the
launch of 1MDB while on a state
visit to Abu Dhabi in 2009,
promising to lure foreign invest-
ment and create jobs for Malay-
sians. Mr. Low, not yet 30, also
traveled to the United Arab
Emirates at the time and pro-
jected the air of a “minister of
investments,” said a Dubai-
based banker who met him.

Mr. Low turned to his net-
work of Middle Eastern con-
tacts to find partners for the
fund’s investment projects. One
of IMDB’s first joint ventures
was with PetroSaudi Interna-
tional Ltd., an oil company
part-owned by a Saudi prince.

Mr. Low facilitated the trans-
action and, although an infor-
mal adviser to 1MDB, repre-
sented the prince at a 1MDB

Jho Low has been in
the inner circle of
Malaysian Prime
Minister Najib Razak.

board meeting in 2009 that
voted on the formation of the
joint venture, according to testi-
mony by members of 1MDB’s
management and board of di-
rectors to a Malaysian parlia-
mentary committee.

The venture’s stated pur-
pose was to invest in energy
projects. The Malaysian parlia-
mentary committee’s report
found, however, that about $1
billion in IMDB money meant
for the joint venture was in-
stead sent to the bank account

Low’s bank
account

$0-07¢

]
o
o
S
o
<
)
=
S
=
>
o
o
w
[=)

P

Low routes much of the
money to his personal
account at BSI. One
example of where it
went is at right

of another company.

That company, Good Star
Ltd., was set up by Mr. Low
and registered in the Sey-
chelles, said a person aware of
1IMDB’s dealings. Then, be-
tween 2011 and 2013, a total of
$529 million moved from Good
Star into a corporate bank ac-
count Mr. Low controlled in
Singapore, according to a
Singapore police investigation.

A lawyer for PetroSaudi said
all joint-venture funds were
properly accounted for, and all
capital IMDB invested in the
venture has been returned.

From Good Star, according to
global investigation documents,
Mr. Low sent most of the $529
million to various accounts in
Singapore, Luxembourg, Swit-
zerland and Malaysia, several of
them held by family members,
including his father, Low Hock
Peng. Attempts to reach the el-
der Mr. Low were unsuccessful.

Mr. Low, the son, went on a
spending spree from those ac-
counts, bank records indicate.
For instance, they show that in
a series of transactions in Sep-
tember 2012, he sent out mil-
lions of dollars in what appear
to be payments to air-charter
companies and casinos in the
U.S., including $4 million in
transfers to Las Vegas Sands.

By that time, Mr. Low’s name
was popping up in tabloid re-
ports. One said he laid out hun-
dreds of thousands of dollars at
a New York nightclub, including
sending bottles of Cristal cham-
pagne to actress Lindsay Lo-
han’s table, and lived in a
$100,000-a-month Manhattan
apartment.

Mr. Low claimed his lifestyle
was paid for by his rich friends
from Harrow and Wharton. In
the interview with The Star in
Malaysia, he described himself
as a “concierge service” for his
associates.

Meanwhile, he continued
pursuing business in the Middle
East. In 2011, Mr. Low teamed
up with an Abu Dhabi state-
owned fund, Aabar Investments
PJS, in an unsuccessful bid for a
group of luxury hotels in Lon-
don, including Claridge’s, ac-
cording to documents from a
subsequent U.K. court case.

A year later, Aabar and 1VMIDB

$1.6 million to U.S. charter-flight
company Jet Aviation Holdings
on Sept. 4, 2012

$1.5 million to Marina District
Development, which runs casino
in Atlantic City, on Sept. 4, 2012

$4 miillion to U.S. casino
operator Las Vegas Sands
on Sept. 10 and 12, 2012
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entered into their own arrange-
ment. Aabar’s parent, an Abu
Dhabi sovereign-wealth fund,
guaranteed bonds issued by
1MDB. In return, 1IMDB agreed
to make a payment to Aabar as
collateral for the risk, according
to 1IMDB financial statements.

Rather than send money to
Aabar, however, the 1MDB
fund ended up transferring
$3.5 billion to a different com-
pany with a name nearly iden-
tical to Aabar’s, according to
the report by Malaysia’s par-
liamentary committee.

Some of that money in turn
was transferred, via interme-
diaries, to a shell company
called Tanore Finance Corp.,
registered in the British Virgin
Islands, investigators in two
countries believe.

The beneficial owner of
Tanore when it was first set
up was Tan Kim Loong, a
young Malaysian business as-
sociate of Mr. Low’s, according
to people familiar with the
matter. Attempts to reach Mr.
Tan were unsuccessful.

Global investigators believe it
was from Tanore that $681 mil-
lion was transferred to Malay-
sian Prime Minister Najib’s ac-
counts at AmBank in March
2013, according to the people fa-
miliar with the investigations.

Restricted access

In all, more than $1 billion
was deposited in the prime min-
ister’s accounts over several
years, including $200 million
from a Saudi individual and the
Saudi finance ministry, accord-
ing to Malaysian investigative
documents. Last week, the king-
dom’s foreign minister told a TV
interviewer he was aware of a
Saudi donation, without giving
details such as the donor, date
or size.

Mr. Low, in his March 2013
instant messages to the AmBank
employee in Kuala Lumpur,
wrote that access to the account
inside the bank “shld also be re-
stricted n tracked so if someone
took pic n access the a/c, we will
know.”

He and the bank employee
discussed moving the money in
several transfers to lessen the
impact such a large inflow of

dollars might have on Malaysia’s
currency, the ringgit. The Am-
Bank employee didn’t respond
to a request to comment.

Later, Mr. Najib sent mil-
lions of dollars from the ac-
count to local politicians
ahead of national elections in
the spring of 2013, which his
party narrowly won. Mr. Low
helped campaign in Penang,
his home state, and directed
how the political financing was
spent, according to a politician
in Malaysia’s ruling coalition.

The prime minister, over a
few years, also spent at least
$15 million of money linked to
1IMDB on personal expenses,
including jewelry and clothes,
according to bank records re-
viewed by the Journal.

Mr. Low, too, continued to
spend lavishly. He bought mul-
timillion-dollar homes in New
York and Los Angeles, using
shell companies, and later re-
sold them to a company con-
trolled by the prime minister’s
stepson, according to sales re-
cords reviewed by the Journal
and people familiar with the
matter.

In 2013, Mr. Low bought a
7,718-square-foot penthouse in
Singapore for more than $30
million and a smaller apartment
in the same complex, according
to real-estate records.

He became a major collector
of 20th-century art, amassing
what dealers consider to be a
collection worth $300 million.

He also donated millions of
dollars to a panther conserva-
tion group, a cancer hospital
and the United Nations.

In 2014, when Mr. Low ex-
pressed interest in purchasing
Reebok from Adidas AG, he told
the Journal in an interview that
his family’s wealth stood at
$1.75 billion, the result of a for-
tune built in Thailand in the
1960s and 1970s by his Chinese-
born grandfather.

In recent months, Mr. Low
has moved to liquidate some of
his assets. Earlier this year, he
sold a Picasso and Monet at a
combined loss of millions of dol-
lars, dealers say.

Singapore authorities have
frozen millions of dollars Mr.
Low held at the Singapore
branch of Swiss private bank
BSI SA, according to investiga-
tion documents. The bank de-
clined to comment.

Global investigators have had
a hard time tracking down the
peripatetic Mr. Low. according
to those familiar with the
probes. He recently has traveled
between Abu Dhabi, Hong Kong,
Taipei and London, according to
people familiar with the matter.

At times he has traveled for
several days on a 300-foot yacht
called Equanimity, said people
familiar with his movements. It
isn’t clear who owns it.

Last summer, when the 1IMIDB
scandal was just heating up, M.
Low couldn’t be found for sev-
eral days, said people who tried
to reach him. They later learned
he was on an Arctic expedition.

—Kelly Crow
contributed to this article.
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Security in Focus as FAA Bill Clears Senate

By ANDY PASZTOR

The Senate on Tuesday
voted 95-3 to approve a Fed-
eral Aviation Administration
reauthorization bill that beefs
up airport security, promotes
widespread use of commercial
drones and streamlines certifi-
cation of new safety systems
for private planes.

The measure, which from
the outset prompted strong bi-
partisan support, also in-
creases consumer protections
for passengers and strength-
ens cybersecurity safeguards
for both airborne and ground
systems while paving the way
for tougher mental-health
screening of commercial pilots.

But, as expected, it doesn’t
follow the lead of House Re-
publicans who want to shift
the agency’s air-traffic-control
system and some 38,000 em-
ployees to an independent,
nonprofit corporation.

The vote to set the FAA’s di-
rection through the fall of 2017
underscored the broad consen-
sus about avoiding another se-
ries of shorter extensions that
in previous years bedeviled
agency managers and stalled
some important programs.

Many of the provisions tight-
ening vetting of airport em-
ployees and beefing up public
safety in areas before security
screenings are partly a reaction

to recent terrorist attacks, par-
ticularly last month’s bombing
of Brussels’s main international
airport and the suspected
bombing of a Russian airliner
over Egypt four months earlier.

Other parts of the final
package reflect pent-up indus-
try and consumer demand for
expanding drone flights na-
tionwide, including an aggres-
sive timetable to permit pack-
age deliveries by unmanned
aircraft within two years.

Overall, the final language
reflects the Senate’s determina-
tion to enact a more moderate
bill than legislation pending on
the other side of Capitol Hill,
by rejecting House GOP ambi-
tions for a sweeping overhaul
of the structure and financing
of the air-traffic-control net-
work. The House Transporta-
tion and Infrastructure Com-
mittee previously approved a
multiyear bill featuring such
changes, but its prospects are
increasingly uncertain.

Even some staunch sup-
porters of the House legisla-
tion recently acknowledged
that the Senate’s strategy of
hammering out a more limited
bill—calling for an 18-month
extension and making incre-
mental changes to everything
from bomb-detection equip-
ment used overseas to greater
disclosure of U.S. ticketing
fees—appears likely to prevail.

. ..1'.""'11.

A worker at Seattle-Tacoma International Airport m

Sen. John Thune, the South
Dakota Republican and chair-
man of the Committee on Com-
merce, Science and Transpor-
tation, which drafted the
measure, has said it contains
“the most passenger friendly
provisions, the most significant
aviation-safety reforms and the
most comprehensive aviation-
safety enhancements” of any
FAA bill “in recent memory.”

Sen. Bill Nelson of Florida,

o

arking the back of a security-screening line.

the ranking Democrat on the
panel, said: “We’ve given the
House a good bipartisan blue-
print to follow, and one that
they ought to pass easily.”
Mr. Nelson said House in-
sistence on adding “controver-
sial measures could put the
bill in jeopardy and result in a
big loss for consumers and for
the safety of the flying public.”
The White House has raised
objections to the relatively

e

short 18-month time span and
ambitious deadlines to incor-
porate unmanned aircraft into
U.S. airspace, but industry of-
ficials and lawmakers have
said the Obama administration
is likely to accept the Senate’s
policy choices. With the FAA’s
funding and program authority
due to expire in July, all sides
are under pressure to avoid a
repeat of interim extensions.

During roughly two weeks

P

of debate, the Senate rejected
amendments for increased leg-
room in jetliners, as well as
longer mandatory rest periods
for cargo pilots. But in a vic-
tory for pilot-union leaders,
the Senate bill incorporates
language calling for jetliner
manufacturers to install addi-
tional cockpit security barriers.

Similar to the House bill, Sen-
ators want to ensure that pas-
sengers receive a refund for fees
when checked bags are delayed
or missing, or for money paid
for specific seat assignments

., that end up being unavailable.

Despite Tuesday’s vote, Rep.

o Bill Shuster, the Pennsylvania
'g Republican who is chairman of
% the House transportation panel,
< responded with a statement re-

iterating the desire to continue

£ seeking major air-traffic-con-
4 trol changes. Such a move, he
& said, “is absolutely necessary

to end the unacceptable status
quo at the FAA and to ensure
the future of America’s aviation
system. I look forward to work-
ing with the Senate to com-
plete a final bill this Congress.”
House Democrats are
largely opposed to wholesale
air-traffic-control  changes,
with some powerful GOP com-
mittee chairmen in the House
joining the fight against Mr.
Shuster’s measure.
—Kristina Peterson
contributed to this article.

RACE

Continued from Page One
Turnout this year is up 57%
over 2012, and viewership for
the party’s debates has set re-
cords. Voters in two of the
most populous states, New
York and California, are taking
a rare, prominent role in the
primary campaign as arbiters
of the outcome.

But party leaders who have
cheered the high turnout are
now under fire to explain a
process that could deprive Mr.
Trump of the nomination de-
spite his large lead in both
delegates and overall votes.

Mr. Trump leads the GOP
pack with 744 delegates—493
short of the 1,237 needed to
clinch the nomination.

To clinch the nomination,
Mr. Trump would have to win
an estimated 69% of the re-
maining bound delegates—
those obligated to vote for the
winner of a primary or caucus
on the first ballot. New York
allocates the fourth-largest
cache of Republican delegates.
The largest set of delegates
isn’t awarded until June 7,
when California votes.

Republican party leaders say
that if no candidate wins a ma-
jority of delegates during the
primaries, the national conven-
tion will follow long-estab-
lished rules for finding a nomi-
nee who has majority support.
But the fair course, a large ma-
jority of voters say, is to give
the nomination to whoever won
support from the most voters.

Nearly two-thirds of Repub-
licans believe the nomination

s

Republican presidential front-runner Donald Trump, gesturing, claims that party insiders have ‘rigged’ the delegate-selection process.

should go to Mr. Trump if he
wins the most primary votes,
even if he hasn’t won a major-
ity of delegates, a Wall Street
Journal/NBC News poll found
this week.

“People vote for the candi-
date of their choice, and that’s
how a democracy should be
run—not a backdoor nomina-
tion,” said James P. Ward, a re-
tired federal employee in Wan-
tagh, N.Y. While he supports
Sen. Ted Cruz for the GOP
nomination, Mr. Ward says Mr.
Trump “has run the course
and is entitled to his due.”

Adding to the pressure on

GOP leaders is Mr. Trump’s in-
creasingly sharp complaints
that while his primary victories
reflect the will of the voters,
the process for selecting con-
vention delegates is “rigged” by
party insiders who oppose him.

“The risk for the Republi-
can Party is that they alienate
the very people who are the
most motivated to come out
and support a Republican
nominee,” said Amy Walter, an
analyst with the nonpartisan
Cook Political Report.

Among Democrats, a paral-
lel debate about the balance
between primary voters and

party insiders has broken out
over the role of superdele-
gates, the party officials and
activists who can vote at the
convention for whomever they
choose. Mrs. Clinton’s lead
over Vermont Sen. Bernie
Sanders among superdele-
gates—estimated at 469 to
31—is far larger than her per-
centage lead in raw votes.
Going into the New York bal-
loting, the former secretary of
state held an overall delegate
lead over Mr. Sanders of 1,758
to 1,076, with 2,383 delegates
needed to win the nomination.
Some Democrats say super-

delegates should be scrapped
so that the process relies only
on primary and caucus results.
That is the position of Rep.
Ron Kind (D., Wis.), a super-
delegate himself, who believes
the system risks undermining
the will of the voters.

The nominating rules are un-
der more challenge than at any
point since the turbulent 1968
Democratic convention in Chi-
cago, when anti-Vietham War
activists protested that they had
been shut out of the nominating
process. That triggered changes
within both parties that gave
voters a larger voice through

SPENCER PLATT/GETTY IMAGES

primaries and caucuses.

Parties now hold fewer
“beauty contests”—primaries
that are only advisory—and
more contests that commit
convention delegates to back
candidates based on the results
of primaries and caucuses. Mis-
souri Republicans, for example,
held a nonbinding contest in
2012 but a binding primary this
year. Turnout nearly tripled.

Cable television and social
media are also boosting en-
gagement, in part because of
Mr. Trump’s ability to capture
attention. In 2015 alone, Face-
book says, some 78 million peo-
ple commented or clicked on
political material on the social
network some 1.7 billion times.

“They’re saying, ‘I want a
process that reflects me, not
that controls me,” ” said Dem-
ocratic pollster Peter D. Hart.
“ ‘I’ve voted, I’ve watched on
TV, I’ve been part of it and
now you’re going to tell me
that you’re going to run an in-
side game? Forget it.” ”

Polling suggests such opin-
ions are widespread: In the
Journal/NBC News poll, a
large share of GOP voters who
didn’t name Mr. Trump as
their top choice for president
nonetheless said the candidate
with the most votes should be
the nominee.

Those opinions could add
fuel to Mr. Trump’s complaint
that the delegate selection
process has been unfair in
states such as Colorado, where
party officials opted not to
hold a caucus or primary to
test the will of voters, and a
state convention chose Cruz
supporters as delegates to the
national convention.

SUPREME COURT

Poll: Support Rises

For Vote on Nominee

Public support for a Senate
vote this year to fill a two-
month old Supreme Court va-
cancy has increased since the
White House picked Judge Mer-
rick Garland for the seat, a new
Wall Street Journal/NBC
poll has found.

The share of voters who
would prefer that the Senate
vote this year rose to 52% in
April, up from 48% in the first
week of March, when President
Barack Obama was still deciding
whom to nominate.

Of those polled, roughly
three-fourths of Democrats
sided with the White House in
preferring that the Senate hold
a vote this year, a continuation
of a sentiment that has been
prevalent since the death of Jus-
tice Antonin Scalia in February.

But notably, the poll sug-
gested that Republican opposi-
tion to such a vote is starting
to erode. Some 24% of Republi-
cans in the survey preferred that
the Senate vote this year, up

from 16% in March. A slight ma-
jority of Republicans—56%—fa-
vored waiting to vote until a
new president could pick a suc-
cessor for Justice Scalia, down
from 69% in March.

The poll of 1,000 registered
voters was conducted April 10-14
and has a margin of error of plus
or minus 3.1 percentage points.

—Siobhan Hughes

WORKFORCE
Group Expects Labor
Supply to Fall Short

The US. is at risk of running
out of occupational therapists,
railroad engineers, mathemati-
cians, machinists and other
workers, potentially leaving the
economy in a long-term slump.

“In the next 10 to 15 years,
we expect U.S. employers to
demand more labor than will be
available, which will, in turn,
constrain overall economic
growth,” the Conference Board
said in a report released Tues-
day.

The corporate-research organ-
ization believes the U.S. is fast
approaching full employment
and sees few signs the popula-
tion of working-age Americans
will grow enough to fill the
ranks left by retirees and rising
demand from employers.

The Conference Board exam-
ined and ranked 457 occupations
in its analysis.

—Jeffrey Sparshott

States Are Warned
Over Medicaid Cuts

By STEPHANIE ARMOUR

The Obama administration
on Tuesday warned states that
halting Medicaid funding to or-
ganizations because they pro-
vide abortion services could
put them in violation of federal
law, putting pressure on states
to restore funding they have
stripped from Planned Parent-
hood Federation of America.

The guidance, outlined in a
letter from the Centers for
Medicare and Medicaid Ser-
vices, explains to state Medic-
aid directors that the law re-
quires that Medicaid
beneficiaries may obtain ser-
vices, including family planning,
from any qualified provider.

States that terminate their
Medicaid-provider agreements
with Planned Parenthood affil-
iates because they offer abor-
tions may be in violation of
that law because they are re-
stricting access by not permit-
ting recipients to get services
from providers of their choice.

Ten states have taken action
to curtail Medicaid funding to
Planned Parenthood in the
wake of a series of undercover

videos released by an anti-
abortion group, the Center for
Medical Progress. The videos
showed Planned Parenthood
officials discussing the pro-
curement of fetal tissue from
abortions for medical research.
“Providing the full range of
women’s health services nei-
ther disqualifies a provider
from participating in the Med-
icaid program, nor is the provi-
sion of such services inconsis-
tent with the best interests of
the beneficiary, and shall not
be grounds for a state’s action
against a provider in the Med-
icaid program,” the letter said.
Medicaid is an insurance
program for the poor. Alabama,
Arkansas, Kansas, Louisiana,
Oklahoma and Texas have noti-
fied Planned Parenthood that
they were terminating the
group’s participation in their
states’ Medicaid programs.
Florida recently passed leg-
islation to cut off funding, and
bills that would do the same
are moving through the legis-
latures in Arizona and Mis-
souri. Wisconsin’s Legislature
passed a bill authorizing the
state’s Medicaid agency to re-
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States were cautioned about cutting funds for abortion providers.

duce Medicaid provider rates
for family-planning providers
who also perform abortions
rather than prohibit Medicaid
funding altogether, according
to the federal government.
The CMS has contacted
states individually that cut off
federal funding to remind them
of their obligation to ensure that
Medicaid beneficiaries continue
to have access to services pro-
vided by any willing provider,
according to federal officials.
Planned Parenthood affili-
ates have filed lawsuits against

a number of states over the
cuts. Lawsuits in Arkansas, Lou-
isiana and Texas are still under
way, and an Alabama court held
that the state’s termination of
funding violated the free choice
of provider provision, according
to the federal government.
The federal government
hasn’t filed a lawsuit over the
cuts. But in a sign that a lawsuit
is a possibility, the Justice De-
partment has filed statements of
interest in federal district court
and federal appellate court in
the case concerning Louisiana.
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Hotels Upgrade Their Club L

The Club Lounge at the Ritz-Carlton, Philadelphia serves free food and drinks (including

champagne) all day in a recently renovated room with views of the city.

The Langham in London more than tripled the size of its Club Lounge in response to

customer demand.

Improving food, drinks and
amenities that extend to
the pool and beach

By ANDREA PETERSEN

The hotel club lounge—with its
free food and dedicated con-
cierges—is getting an upgrade.

Facing increased competition,
hotels are making their lounges
bigger and the food and drink bet-
ter. They are finding that custom-
ers are increasingly willing to pay
a hefty premium—sometimes hun-
dreds of dollars—for the perk.

“It isn’t just someone looking
for free breakfast and two free
gin-and-tonics in the evening,”
says Marc Brugger, managing di-
rector of Rosewood Beijing, which
opened at the end of 2014. Guests,
he says, want privacy and more
personalized service.

The hotel’s Manor Club lounge
has three fireplaces, a pool table
and an outdoor terrace and serves
breakfast, afternoon tea and cock-
tails with top-shelf liquor. Guests,
who also have butler service, pay
about 40% over the typical room

rate for access. Rosewood Hotels
and Resorts also has a Manor Club
in its Abu Dhabi property and is
planning them in several others.

The action in club lounges is
coming as hotels are increasingly
catering to their biggest spenders.
They have been building more lux-
ury suites and villas and offering
more elaborate extras.

Hotels have also seen the suc-
cess of so-called hotel-within-a-ho-
tel projects that house a more
boutique-like property within a
larger hotel. These are particularly
popular in Las Vegas.

Marriott International’s Ritz-
Carlton brand has spruced up its
Club lounge offerings in recent
years. It has beefed up the training
of its concierges, made the food
less fussy and complex and added
local wines. The new clubs also
have kitchens attached to them, so
food is fresher.

“Sometimes we used to have
scrambled eggs made in the base-
ment of the hotel, and by the time
they arrived, they were like ce-
ment,” says Herve Humler, Ritz-
Carlton’s president.

On a recent Saturday afternoon,

Mexico get reserved day beds with prime sea views.

over regular room rates.

just two couples were sitting in
the gracious, wood-paneled Club
lounge at the Ritz-Carlton, Phila-
delphia. No one was touching the
row of sandwiches or plates of
sweets. In the shadow of a tall sil-
ver vase filled with pink orchids,
Julia and Scott Mcllvaine of Ocean
City, N.J., were lounging on a sofa,
sipping champagne and taking a
selfie. It was their first time stay-
ing on a club floor.

At breakfast the next morning,
Neal Buchalter ate a bagel while
his 15-year-old daughter Emily dug
into pancakes and bacon. Mr. Bu-
chalter says he usually pays extra
to stay in a club floor room at the
Philadelphia Ritz-Carlton.

“We don’t have to wait in line
to get a seat,” at the hotel restau-
rant, says the 49-year-old execu-
tive at a medical device company
from Short Hills, N.J. “I can just
grab a bite.”

Emily says she likes to use the
lounge as an escape when the
room she’s sharing with her 17-
year-old sister starts feeling
cramped. “There’s extra space to
relax in,” says Emily, who was
traveling with her family to com-

pete in a dance competition.

At big business hotels, club
lounges have historically been a
free perk for guests with elite sta-
tus in hotel reward programs. But
in reality, the lounges were some-
times marred by crowds, noisy
children and mediocre meals.

Now, even those are being re-
vamped. Marriott International is
replacing the executive lounges at
many of its flagship Marriott
brand properties with new M Club
Lounges. The new spaces are 33%
to 50% larger, have fancier food
and drinks like craft beers on tap,
and are open all hours. (Older
lounges were often closed on
weekends or overnight.)

Access to the executive
lounges at the JW Marriott
brand’s city hotels is offered as a
free perk to Gold and Platinum
members of its Marriott Rewards
program. The brand recently in-
troduced more elaborate Griffin
Clubs at resort properties in San
Jose del Cabo, Mexico and Phoe-
nix that even frequent guests
have to pay for.

At the JW Marriott Los Cabos
Beach Resort & Spa, Griffin Club

ounges

Guests staying in La Vista Club rooms at the Hilton Los Cabos Beach & Golf Resort in

Guests wanting access to the Manor Club at Rosewood Beijing pay about 40%

guests have a private pool, re-
served cabanas on the beach and
free food and booze in the lounge.
The price is an extra $100 to $200
a day. (Most JWs charge for alco-
hol in their executive lounges.) Hil-
ton has introduced something sim-
ilar, La Vista Club, at its Cabo San
Lucas, Mexico property.

But an increasingly diverse cli-
entele in the club floor lounge can
cause conflict. And the most divi-
sive guests are the smallest ones.

Hilton Worldwide says more of
its hotels are instituting no-chil-
dren hours in their club lounges.
Since earlier this year, the execu-
tive lounge at the Hilton Crystal
City in Arlington, Va., is adults-
only between 5 p.m. and 10 p.m.
When the Langham in London
built its new lounge, which opened
in June 2015, it created a separate
area for families with children
tucked away at the side of the
club. There are candy jars, and
when children arrive, employees
bring out games and iPads. “We
wanted to make sure [the lounge]
didn’t become a playground,” says
Bob van den Oord, managing di-
rector of the hotel.

Independent Bokstores Are Openmg With New Tactics

By JEFFREY A. TRACHTENBERG

Soon after Dane Neller bought
New York City bookseller Shake-
speare & Co. last May, he shut the
doors and built the bookstore
where he wanted to shop.

“The old ways have to be rein-
vented,” says Mr. Neller, the re-
tailer’s major investor, declining to
disclose the purchase price. “Peo-
ple want to hang out, they want to
talk, they want intimacy. But the
store has to be productive.”

Only a few years back, some
wondered if bookstores would sur-
vive the twin threats of heavily
discounted online titles and easy-
to-download e-books. But the tide
of digital book sales has begun to
slow, spurring entrepreneurs to re-
imagine the physical bookstore, in
ways that can compete with the
Web without having to match its
lowest prices.

Mr. Neller, for example, is also
chief executive of a company that
makes a desk-sized device called
the Espresso Book Machine, which
prints new paperbacks in five min-
utes or less. An $85,000 unit is
featured prominently at Shake-
speare & Co.

“It’s the secret sauce,” says Mr.
Neller. “The machine enables a
bookstore to have a much smaller
footprint.”

These are heady days for inde-
pendent booksellers, whose ranks
have grown to 1,712 bookstores op-
erating in 2,227 locations in 2015,
compared with 1,410 bookstores in
1,660 locations in 2010, according
to the American Booksellers Asso-
ciation. Even Amazon.com Inc. has
opened a bookstore in Seattle and
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At Shakespeare & Co. Booksellers in New York City, owner Dane Neller checks out the Espresso Book Machine, a device
in the store which prints paperback books.

has a second planned for La Jolla,
Calif.

Independent bookstores’ big ri-
vals have fared less well. Barnes &
Noble Inc. has shrunk to 640
stores today from 726 at the close
of its January 2009 fiscal year.

After Mr. Neller got done tin-
kering with Shakespeare & Co., the
store, on Manhattan’s Upper East
Side, had a distinctly different
look. Space inside the store dedi-
cated to books has been cut by
nearly 40% to 1,200 square feet.
Titles on the shelves, however, are
turning more rapidly. As a result,

Mr. Neller says book sales from
September through the end of
March are up 10% compared with
the same period when the store
was under different ownership.

He attributes the gains to bet-
ter-chosen titles, increased store
traffic attracted by the store’s new
cafe and the Espresso machine.

“It’s early days, but you don’t
have to lay out as much money for
inventory,” Mr. Neller says. “Too
many books are sent back because
of over-ordering.”

Bookstores of the future may
well feature other cool technology

that makes book shopping easier
while expanding choices, such as
that found in a 4,300-square-foot
bookstore operated by W&G Foyle
Ltd. in Birmingham, England.

The store, which opened last
fall with a modest 15,000 titles, is
tapping the Internet to satisfy re-
quests for books that aren’t on its
shelves. Tablet-carrying staffers
take customer orders for the more
than 1 million titles that Foyle’s
sells on its website. The sales staff
has the flexibility to complete a
sale without going to a cash regis-
ter.

ALLISON SCOTT/THE WALL STREET JOURNAL

Foyle’s also can send coupons
to the smartphones of customers
entering any of its six stores. So
far, though, it has held off doing
so because of privacy concerns.
“People don’t want to be tracked,”
says Paul Currie, chief executive of
W&G Foyle.

“We may start with a coupon
that says, ‘Come in and have a cof-
fee on us,” ” he says.

The bookstore’s main floor, a
modest 2,000 square feet, offers
traditional categories such as
travel, children and hardcover
best-sellers, only in more limited
quantities. “The key is moving in-
ventory,” says Mr. Neller. “Book-
stores often overstock because
books are returnable. But you need
velocity of sales to generate profit-
ability.”

Mr. Neller says the Espresso
Book Machine serves two pur-
poses. On the self-publishing side,
customers can use it to print fam-
ily histories, novels or poetry.
Shakespeare & Co. offers these au-
thor-customers publishing pack-
ages priced from $149 to $549;
they set their own cover prices for
their books.

The machine also can access
and print more than 7 million pre-
viously published titles. . Many are
out of copyright; the rest are pri-
marily older titles from traditional
publishers.

Other booksellers have had
mixed experiences with the
Espresso. The Northshire Book-
store in Manchester, Vt., no longer
has a machine. It was hard to
maintain and publishers didn’t
make current titles available, says
Chris Morrow, co-ownetr.

HILTON LOS CABOS BEACH & GOLF RESORT

ROSEWOOD HOTELS & RESORTS
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The Winning Method | The World Health Organization recommends a six-step technique for hand washing and applying sanitizer.

o Rub hands together
palm to palm.

(2]

Source: The World Health Organization

Right palm over back of left
hand, interlacing fingers,
and vice versa.

9 Palm to palm with
interlaced fingers.

o Backs of fingers to
opposing palms with
interlocked fingers.

and vice versa.

9 Clasp right thumb in left
palm for rotational rubbing

o Using fingertips, do
rotational rubbing in palm
of opposite hand.

Jess Kuronen/THE WALL STREET JOURNAL.

The Right Way to Wash Hands A Scientific Inquiry

By SumATHI REDDY

What’s the best way to wash
your hands?

The world’s two leading public-
health bodies list different instruc-
tions on their websites for getting
your hands clean. A new study
found that the six-
step hand-hygiene
technique recom-
mended by the World
Health Organization
(WHO) killed greater numbers of
germs than the more general,
three-step instructions of the U.S.
Centers for Disease Control and
Prevention.

Still, the outcome of the throw-
down isn’t clean-cut. The CDC says
its hand-cleaning method isn’t dif-
ferent from that of the WHO, it is
just less specific. “We’re on the
same page here. We just do not get
into that kind of detail in our
guideline,” says Clifford McDonald,
a CDC medical epidemiologist.

The study—published online
last week in the journal Infection
Control & Hospital Epidemiology—
looked specifically at the use of al-
cohol-based hand rub, or sanitizer,
by doctors and nurses in a hospi-
tal. The technique is similar to
hand washing with soap and water.
But hand sanitizer is often used in
hospitals and other health-care
settings to prevent the transmis-
sion of infections because it is
faster.

The WHO method includes in-
terlacing the fingers and rubbing
palm to palm, and focusing on the
backs of the fingers. It also in-
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volves rubbmg the thumb creases
and pressing the fingertips into
the palms.

“It’s quite a complex maneuver,
I describe it as a ballet dance,”
says Jacqui Reilly, a professor of
infection prevention at Glasgow
Caledonian University in Scotland
and lead author of the study.

In the randomized controlled
trial of 120 doctors and nurses, the
researchers found that many fewer
bacteria remained on the hands of
those who used the WHO method
compared with others following
the more general CDC instructions.

The result was a surprise. “Our
theory at the start was, ‘Do we re-
ally need to make hand hygiene so
complicated?” says Dr. Reilly. The
answer is yes, they found out. “The
six-step method in our study was
demonstrated to be superior,” she
says.

The researchers also measured
hand-cleaning compliance rates
and the amount of time each
method took. The six-step method
took on average 42.5 seconds to
complete, versus 35 seconds for
the more general, three-step in-
structions. Only 65% of the study
participants who were instructed
to use the six-step method did it
properly, even though they were
observed and had instructions in
front of them. By contrast, compli-
ance for those using the three-step
method was 100%.

Still, more bacteria were killed
using the six-step method, even
when it wasn’t done properly, says
Dr. Reilly. This may be because the
three-step technique often missed
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‘Must hand washing
be complicated?’
asked a researcher.
His discovery: yes.

bacteria that were on the back of
the index and middle fingers of the
right hand, she says. The research-
ers used an ultraviolet light box to
measure how well the sanitizer
was distributed across the hands.

Hand-cleaning in a hospital set-
ting is a major public-health issue
because of the potential to spread
infections. Studies have found that
only 40% to 50% of most hospital
workers wash their hands when
they are supposed to.

The WHO’s six-step method was
created in 2009 for health-care
settings, but more than 50 coun-

tries, and some U.S. states, have
used it in national hand-hygiene
campaigns, says Benedetta Al-
legranzi, acting coordinator of the
WHO'’s infection, prevention, and
control global unit in Geneva. “If
you go to museums in Canada you
find the posters in the toilet,” she
says, as an example.

Dr. Allegranzi says the WHO
technique aims to make sure the
parts of the hand that potentially
could infect a patient easily, such
as the palms, fingers and finger-
tips, are thoroughly cleaned.

“There are spaces between the
nails and skin which can harbor
germs more easily,” she says. “The
WHO technique is meant to cover
all surfaces and all spaces.” Dr. Al-
legranzi says the organization
hasn’t received major concerns
about the number of steps and
time it takes to follow the hand-
cleaning method.

Dr. McDonald, of the CDC, says
the agency next month is launch-
ing a new hand-hygiene campaign
that will emphasize the importance
of not missing certain parts of the
hand, such as the fingers, finger-
nails and crevices. “I think this
study focuses on how important it
is to get people to cover all of
their hands,” he says.

At Vanderbilt University Medi-
cal Center, about 250 trained ob-
servers monitor each unit in the
hospital and outpatient clinics to
ensure staff wash their hands
when they’re supposed to, and re-
mind them when they don’t. Since
the hand-hygiene program started
seven years ago, hand-cleaning
compliance rates have gone to 96%
from less than 50%, and infection
rates have dropped significantly,
says Tom Talbot, Vanderbilt’s chief
hospital epidemiologist.

Vanderbilt staff are trained an-
nually on hand washing basics and
the importance of reminding each
other. The method used is the
more simple three-step method,
Dr. Talbot says.

“I think in practice folks
wouldn’t adhere to the six steps
unless you’re tracking and moni-
toring it,” he says. And although
the study showed a significant re-
duction in bacteria with the six
steps, whether that is clinically rel-
evant in terms of reducing infec-
tions isn’t known, Dr. Talbot says.
He also says the few seconds dif-
ference between the two methods
could make a difference in time-
sensitive areas, such as the emer-
gency room.
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OPINION

REVIEW & OUTLOOK

Trump’s Bully Pulpit

U.S. Republican Party, but he keeps act-
4 ing as if he’s mounting a hostile take-
over. He’s now threatening to
blow up the party’s July con-
vention because he and his
campaign were too lazy or in-
ept to understand the 50 state
nomination rules.

That’s the story behind Mr.
Trump’s complaints that the party’s nominating
rules are “rigged” against him. “It’s a crooked
system. It’s 100% corrupt,” the front-runner
howled on Sunday and on a Monday op-ed on
these pages. He added on Sunday that he hopes
a contested GOP convention in July “doesn’t in-
volve violence.” Thanks for the warning.

Mr. Trump is upset that he’s being outhus-
tled in winning delegates, and that he may fall
short of the 1,237 he needs to win a majority
in July. His latest embarrassment came at the
Wyoming state convention on Saturday as Ted
Cruz won the 14 delegates up for grabs. Mr.
Cruz was the only candidate to show up in
Casper, where he added to the nine (of 12
available) delegates awarded last month at
county meetings. Mr. Trump, who said he
didn’t want to “waste money going to Wyo-
ming,” now claims Mr. Cruz won thanks to
“party bosses.”

This is the same line the New Yorker leveled
at the Colorado GOP, which also uses county
and state conventions (rather than a popular
vote) to elect delegates, and which recently
awarded Mr. Cruz a delegate sweep. Yet both
state processes were transparent and well
known to all campaigns since last year.

Any registered Republican in Wyoming was
welcome to vote for delegates at the precinct
caucuses—which kicked off the wider state
nomination process—and many did. GOP turn-
out on Super Tuesday in places like Laramie
County was up some 400%. It’s true these cau-
cuses favor partisans willing to participate, but
that’s true of caucuses and primaries in every
state. Even with this year’s high voter turnout,
most primaries are being decided by at most
30% of registered Republicans. Does that make
Mr. Trump’s victories in South Carolina or Flor-
ida less legitimate?

'D onald Trump says he wants to unite the

His threats to blow
up the July convention
are a sign of weakness.

Mr. Trump has arguably benefitted more than
other candidates from the GOP’s delegate-selec-
tion system. He has won about 37% of all votes
cast yet he has won closer to
45% of the delegates. That’s
due to his success in states
that award delegates on a win-
ner-take-all or winner-take-
most basis. States that allocate
delegates proportionally bet-
ter reflect actual vote totals, but you don’t hear
Mr. Trump complaining about that.

Then there’s Mr. Trump’s gripe that dele-
gates pledged to him (or to former candidates)
may desert him after the first convention bal-
lot. These state rules are also long-standing and
transparent. The party has to nominate some-
one, and the point of unbinding delegates is to
let a party majority coalesce around a nominee,
rather than sit in permanent deadlock.

None of this would even be a problem if Mr.
Trump were consolidating GOP support like
previous front-runners at this stage of the nom-
ination race. He’s likely to win easily in his
home state of New York on Tuesday, but his
threats and bullying have also hardened oppo-
sition to his candidacy. His real problem is that
millions of Republicans increasingly fear he’d
lose in a November landslide.

According to the latest WSJ poll of regis-
tered voters, an astounding 65% of the public
have an unfavorable view of Mr. Trump. Sub-
tract the 24% who like him, and his net unfavor-
able rating is minus-41%. That’s lower even
than Hillary Clinton, who has a net unfavorable
of minus-24%. Mr. Cruz is at minus-23%.

Mr. Trump has shown little capacity for—or
even interest in—improving his image. This is
the real reason he may lose the nomination in
Cleveland if he can’t win on the first ballot.

Members of the Republican National Com-
mittee are meeting in Florida this week, and Mr.
Trump is badgering them to change the rules
to let him win with a plurality of delegates. The
party shouldn’t give in to his intimidation. The
GOP is a private institution whose purpose is
to nominate a candidate who can win an elec-
tion to further party ideals. If a candidate like
Mr. Trump can’t win a party majority, he has
no chance at winning a majority of the country.

Cardinal Bernie

ban VIII as his benefactor. Today Bernie

Sanders wants to claim Pope Francis. In the
pope’s second foray into U.S. presidential poli-
tics—the first was to suggest Donald Trump is not
a Christian—Francis met with the Democratic
Party’s socialist underdog on Saturday.

Mr. Sanders’s audience was granted after he
participated in a Vatican conference celebrating
the 25th anniversary of Pope John Paul II’s encyc-
lical Centesimus Annus. In his remarks on the en-
cyclical, Mr. Sanders used his Vatican pulpit to de-
clare that “the issue of wealth and income
inequality” is “the great moral issue of our time.”

The irony is that Senator Sanders seems to
be completely unaware that Centesimus Annus
was one of the most pro-market documents

][ n the 1600s the sculptor Bernini had Pope Ur-

ever to come out of the Vatican. While it cer-
tainly carries warnings about a capitalism un-
bounded by law and a healthy culture, it also
spoke eloquently of the “human rights to pri-
vate initiative, to ownership of property and to
freedom in the economic sector.” It also recog-
nized that the ultimate source of wealth is not
material but the human mind.

As for socialism, the encyclical was unspar-
ing. Pope John Paul II agreed with earlier popes
that socialism fails as a political system because
it is rooted in the denial of freedom. So perhaps
it’s useful for Mr. Sanders to spend time with
Centesimus Annus, assuming he reads enough
to see its denunciations of socialism and appre-
ciation for what human creativity can accom-
plish in a free-market economy.

Bursting China’s Credit Bubble

ang Hua, the chairman of Dongbei Spe-

cial Steel Group in the northeastern

Chinese city of Dalian, committed sui-
cide on March 24. Four days
later the company failed to
make a $131 million bond pay-
ment and missed two more
payments since then. The de-
faults of Dongbei and at least
six other companies so far this
year have jolted the Chinese bond market.
Prices fell, yields rose and new issues were can-
celled. While this will help the market mature
in the long run, it also exposes deeper weak-
nesses in China’s financial system.

Until recently, state-owned companies un-
able to pay bond-holders could expect central
or local governments to bail them out. This en-
couraged investors to believe Chinese securities
were virtually risk-free, and over the past year
they pushed down the yield spread between
corporate and sovereign bonds to the lowest
level since 2007.

After the bubble in the Chinese stock market
popped in June, investors seeking safer returns
flooded into bonds. That in turn led companies
to issue $3.6 trillion of new bonds last year, al-
most double the 2014 amount, even as the econ-
omy slowed and profits fell.

Now this second bubble is starting to deflate.
The government vowed to cull “zombie compa-
nies” dependent on banks to give them new
loans so they can make payments on old ones.
State-owned China Development Bank helped
finance Dongbei Special Steel’s expansion, but
so far it has limited its involvement to coordi-
nating meetings of creditors.

Many of China’s most troubled companies
are in heavy industries that benefited from the
government’s post-2008 stimulus program. Bei-
jing encouraged banks to lend generously to
property developers and government vehicles
to build new roads and airports. That boosted
growth figures and employment, but now com-
panies that provided the steel, cement and coal
can’t repay their debts.

Shanxi Huayu Energy, which defaulted on
April 6, is notable because it is half owned by
the giant China National Coal Group. China
Railway Materials recently suspended trading
in its bonds as it tries to reschedule loans. The

Defaults are the first
step to market-based
allocation of capital.

company is controlled by the central govern-
ment’s State-owned Assets Supervision and
Administration Commission. A few months
ago it seemed highly unlikely
that companies with that
kind of government backing
would default.

China investors of a certain
age will remember a similar
episode in 1999, when the gov-
ernment of Guangdong, the country’s richest
province, allowed its main investment vehicle,
Guangdong International Trust and Investment
Corporation, to default on $4.7 billion in loans.
Gitic ultimately went bankrupt and creditors re-
covered pennies on the dollar, teaching a gener-
ation of investors that state ownership is no
guarantee of repayment.

Beijing deserves credit for dispelling the
moral hazard that crept back into its debt
markets, even if it waited too long to do so.
The question now is whether it can restruc-
ture the companies in a transparent and mar-
ket-oriented manner.

Bond-holders represent a fraction of the debt
that Chinese companies have accumulated over
the past few years. Total social financing, the
central bank’s measure of credit in the economy,
grew by 15.8% in March to $22.4 trillion, of
which new corporate bond issuance accounted
for $107.5 billion. Corporate debt is now around
160% of GDP, compared to 70% in the U.S.

China’s banks officially report that their bad
loans account for a mere 1.7% of total assets. But
that understates a growing problem. The coun-
try still lacks the legal and regulatory frame-
work to handle the looming round of defaults
and bankruptcies.

In 1999 Beijing recapitalized the four largest
state banks by hiving off their bad loans into
asset-management companies, which recov-
ered some of the debt through debt-for-equity
swaps and negotiated settlements. This time
the process will be more complicated. The
banks themselves need to resolve bad debt as
it surfaces instead of letting it fester until it
causes a crisis.

The recent defaults and the bond market’s gy-
rations are a warning to Beijing that failure to
address this challenge could undermine confi-
dence in its financial system at a dangerous time.

Angela Merkel’s Road

To Moral Surrender

‘r How does European hu-
~%. & T manitarianism become
| Fr, a road to moral surren-

T der? In Germany,
. ~» they’re beginning to

A A4 find out.
GLOBAL Jan Bﬁhmgrmann i_s
VIEW a Germa_m political sati-
By Bret rlst—.thmk of a younger
Stephens version of Jon Stew-

art—who, on his TV
show last month, read
aloud a lewd poem about Recep Tayyip
Erdogan. The verse was replete with
mocking references to the Turkish presi-
dent’s anatomy, his alleged relations
with farm animals, and his mistreatment
of religious and ethnic minorities.

Was it funny? My wife, who’s Ger-
man, puts it in the category of “so pu-
erile you laugh.” But Mr. Bohmermann
had a serious point, explicitly framing
his poem as an example of Schmdhkri-
tik, or abusive criticism, and therefore
not necessarily protected by German
law. His larger aim was to test the lim-
its of free speech, much as the Ameri-
can comedian George Carlin did in the
1970s with his notorious “seven words
you can’t say on TV.”

The ploy succeeded too well. The
Turkish foreign ministry made a formal
request of the German government to
prosecute Mr. Bbhmermann under a Wil-
helmine-era law (known as Section 103
and previously used by the Shah of Iran
and Augusto Pinochet of Chile) forbid-
ding insults against foreign leaders. Mr.
Erdogan has also filed a private suit
against the comedian, who is now under
police protection in consideration of the
recent fates of European satirists who
ran afoul of Muslim sensitivities.

None of this is surprising: The Turkish
government is pursuing nearly 2,000
criminal cases against Turkish citizens
accused of insulting Mr. Erdogan, some
of which involve school-age children who
posted material on Facebook. Mr. Erdo-
gan’s bodyguards also recently roughed
up some demonstrators protesting him in
Washington. It’s in the nature of political
thuggery to recognize no boundaries,
moral or territorial.

It’s also in the nature of the liberal
West constantly to seek an accommoda-
tion with the thugs. ZDF, the German
public broadcaster that carries Mr. Boh-
mermann’s show, immediately pulled the
offending clip from its website, though it
promises to foot his legal bills. German
Chancellor Angela Merkel told Turkish
Prime Minister Ahmet Davutoglu that she
found the poem “deliberately hurtful,” a
comment her spokesman went out of his
way to disclose.

More damagingly, the chancellor al-
lowed the criminal case to go forward
when she had the legal authority to stop
it, claiming the judiciary is where the
matter rightly belongs while promising
to repeal the law under which the suit
was brought. This is supposed to be the
height of pragmatism, a way of mollify-
ing Mr. Erdogan even as it’s unlikely that

a German court will impose much of a
penalty on Mr. Bbhmermann.

But hiding behind judicial skirts does
nothing to disguise Mrs. Merkel’s more
craven calculation, which is her need to
placate Mr. Erdogan after he agreed last
month to keep refugees from flooding Eu-
rope through Turkey in exchange for bil-
lions in financial aid and visa-free travel
for Turks in Europe. A deal is supposed to
be a deal, but the Turkish president is not
the sort to stay (politically) bribed. Hence
the need to appease him in the coin of a
comedian’s prosecution.

What begins in small concessions of
principle generally leads to greater
concessions. Germany might soon re-
peal Section 103 and Mr. Bohmermann
may well be vindicated in court. But by
now Mr. Erdogan knows that nothing is
so morally flexible as a Western politi-
cian desperate to avoid a tough choice,
so expect him to find new avenues to
impose his will, and his values, on a
pliable Europe.

Germany’s recklessly
humanitarian leader betrays
her country’s liberal values.

That goes especially for Mrs. Merkel,
who spent much of 2015 riding a wave of
liberal congratulation (capped by being
named Time’s Person of the Year) for
her willingness to accept a million Mid-
dle Eastern refugees, no questions
asked. Now those refugees, some of
them ill-behaved, are provoking a politi-
cal backlash of a sort that stirs uneasy
German memories, and the chancellor
needs the political easy way out from
the consequences of her reckless hu-
manitarianism. That turns out to mean
a betrayal of the very liberal values she
claims to champion.

The larger question is how far Mrs.
Merkel and other European leaders are
willing to bend to the likes of Mr. Erdo-
gan and other autocrats. The deal with
Turkey, Der Spiegel noted this week, “is
more than just a piece of paper to
Merkel—it’s proof that the refugee crisis
can be solved with means other than
barbed wire.” But what does it say about
Mrs. Merkel’s fitness as a political leader
that she would sooner risk the free-
speech rights of German citizens than
tend to the necessary if sometimes ugly
business of national self-preservation?

To their credit, Germany’s left-
leaning Social Democrats, who are in a
coalition government with Mrs.
Merkel’s Christian Democrats, have op-
posed her capitulation to Mr. Erdogan.
In France, too, it is the Socialist Party
of Francois Hollande and Manuel Valls
that has been most clear-eyed about
the need to stand firm for the core val-
ues of a secular state. In today’s Eu-
rope, that’s the key test of leadership,
one that Mrs. Merkel is failing.

Write bstephens@wsj.com.

LETTERS TO THE EDITOR

Germany’s Energy Transformation Works

Your editorial “Winded in Germany”
(April 14) fails to mention that the ex-
pensive years of the Energiewende are
over. While the share of renewable en-
ergies in electricity consumption has
risen significantly to 33% from 25%,
the overall expenses have not.

This is due to the significant reduc-
tion in costs. The price for solar and
wind power is at 7 euro cents to 8 euro
cents a kilowatt hour, making it com-
petitive with new coal plants.

For this reason, the new draft of the
renewable energy law foresees a con-
tinuous expansion of wind and solar
energy, based on market-based auc-
tions. The objective is to reach a re-
newable-energies share of 40% to 45%
by 2025. With recent successes, this
objective may be reached even earlier.

This is why some members of the Ger-
man government want to reduce the
expansion of on-shore wind farms. But
even then, there will be more wind
than solar expansion.

Energiewende is no disaster. The
German industry is the most competi-
tive in Europe. Ninety percent of Ger-
many’s citizens support the Energie-
wende. And with only 12 minutes of
power shortages a year, Germany’s en-
ergy supply is extremely reliable.

Renewables are booming in Califor-
nia, New York, Texas—even China.
This is not limited to Germany. This is
a global trend.

PATRICK GRAICHEN
Executive Director,
Agora Energiewende
Berlin

Taxman: There’s One for You, 19 for Me, Yeah

Reihan Salam doesn’t mention the
sticker shock many Americans have
experienced when buying goods and
services in countries with a value-
added tax (“Taxation Without Exas-
peration,” Review, April 11). Lest we
think that only “rich market democra-
cies” have such taxes, we should care-
fully research how consumption taxes
work in Brazil, an emerging market
economy, where products cost far
more than they do in the U.S. partly
due to consumption taxes.

It’s exhausting to hear about all the
different tax schemes during every
election cycle. I'd much prefer to hear
how someone is going to have the po-
litical courage to finally cut the size
of government so Americans don’t
need all these taxes, no matter what
form they take. The real crux of our
tax exasperation is a spending prob-
lem from a government that has
grown too big and promised too much
to too many for far too long.

ELLEN SANDLES
New York

Mr. Salam writes fondly of Austra-
lia’s VAT. However, Australians pay

dramatically more for just about any-
thing Americans buy priced under
$50, and the closer one gets to $1, it
is double or triple the price. I agree
that the U.S. needs a smarter and
simpler system of taxation, but a VAT
is the wrong way. The result will be
that we all soon will be paying $1 per
banana like the Australians, and con-
trary to the article’s claim, no one
will know what we are paying in
taxes. A VAT would undermine con-
sumption and isn’t in our best inter-
est. We need a flat tax.
KEN RATKOVICH
Bloomfield Hills, Mich.

The VAT is the only way conserva-
tives can tax poor people who have no
net income subject to the income tax.

DaviD BEANBLOSSOM
Greenville, S.C.

Letters intended for publication should
be addressed to: The Editor, 1211 Avenue
of the Americas, New York, NY 10036,
or emailed to wsj.ltrs@wsj.com. Please
include your city and state. All letters
are subject to editing, and unpublished
letters can be neither acknowledged nor
returned.
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OPINION

Impeachment Won’t Save Brazil

By Ruchir Sharma

razilian investors and citi-
zens alike are happily
anticipating the arrival of
“anybody but Dilma.”
Since late January, despite
the country’s crushing recession,
Brazilian stocks are up more than
50% in dollar terms, inspired by the
campaign to topple President Dilma
Rousseff, who was impeached on
Sunday by the lower house of Bra-
zil’s Congress for allegedly violating
financial-responsibility laws.

Government spending,
eating up 41% of GDP, is
smothering the economy
of the still-emerging nation.

Nations often break out of eco-
nomic malaise after a crisis wakes
up the populace to the need for
change, and a charismatic reformer
is elected. The problem in Brazil is
that it has elected charismatic re-
formers before. They include Ms.
Rousseff’s predecessor and fellow
Workers’ Party stalwart, Luiz Inacio
Lula da Silva, who along with other
party members has been implicated
in a multibillion-dollar corruption
scandal involving alleged kickbacks
from the state-run oil company,
Petrobras, and some of the country’s
largest construction firms.

While Brazil had a relatively
strong run of growth under “Lula,”
the gains made during his adminis-
tration (2003-10) have been largely
wiped out by the current downturn,
now in its third year.

By Chuck Hagel
And Bob Kerrey

campaign full of bombastic rheto-

ric, it is worth pausing to note re-
cent ceremonies marking the 50th
anniversary of America’s entry into
the Vietnam War. The gradual mili-
tary buildup in Vietnam means there
is no firm date for the start of Amer-
ica’s involvement, but the war and its
aftermath merit fresh attention. That
is especially true when America will
elect a new president and com-
mander in chief whose leadership will
be crucial in a volatile world.

We served in the Vietnam War at
the peak of American involvement,
when the U.S. had more than
500,000 soldiers, most of them
drafted, in Vietnam. We saw the
courage, suffering and commitment
of American soldiers. More than 2.5
million served, and more than
58,000 gave their lives. Hundreds of
thousands were wounded, and hun-
dreds were taken prisoner or miss-
ing in action. Vietnamese civilian
and military casualties were at least
20 times greater by the time the
conflict ended in 1975.

I n the middle of a U.S. presidential

But the hopes for an economic
recovery under “anybody but
Dilma” largely overlook what really
makes Brazil run—commodities.
Brazil’s GDP growth rate has fallen
to minus-3.5% last year from 7.5%
in 2010. This decline followed the
collapse in commodity prices that
began in 2011, the same year Ms.
Rousseff took office.

Brazil has been riding the ups
and downs of prices for its main
exports—including iron ore, sugar
and soybeans—for more than a
century. Though this is true for
other commodity exporters too, the
link between commodity prices and
economic growth is particularly
strong in Brazil. Today the average
Brazilian income is about 16% of
the U.S. average, with basically no
gain for 100 years.

Even more striking, since the
mid-1980s Brazil has seen its GDP
growth rate track commodity prices
more closely than any other nation
in the world. Brazil’s fortunes are
so closely tied to the global com-
modity cycle in part because so lit-
tle works inside the country. The
private economy produces some in-
ternationally competitive compa-
nies in auto parts, aerospace and
other industries, but they thrive by
dodging a growing bureaucracy that
smothers the rest.

Spending by local, regional and
national governments amounts to
41% of Brazil’s GDP, the largest for
any country in its middle-income
class, and a scale close to those of
much richer European welfare
states such as Germany and Nor-
way. Brazilians face the heaviest
tax burden of any emerging coun-
try, with collections amounting to
35% of GDP. The widespread sense
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In Sdo Paulo, watching the broadcast of the impeachment vote in Brazil’s lower

house on April 17.

that they get a lousy return in
public services is another reason
for mass protests against Ms.
Rousseff. Meanwhile, her collaps-
ing political capital has derailed
her belated effort to contain a
crippling budget deficit, which is
of her own making.

Under Lula, Brazil ran a consis-
tent surplus, which morphed under
Ms. Rousseff into a deficit equal to
10% of GDP, the highest in the
world. Her approval rating has col-
lapsed to 11% from a high of 60%
in 2013. She is the only major
world leader whose approval rat-
ing last year fell below Brazil’s in-
flation rate of 10%, which has been
fueled by heavy government
spending.

Even if Ms. Rousseff or other
leaders were inclined to push seri-
ous reform, it’s doubtful they will
have the political capital to make
the radical changes needed to put
the welfare-state genie back in the
bottle. The budget is very rigid,
most of it going to salaries and
legally mandated social entitle-
ments, which are growing.

Over the past 15 years, public
pensions have increased to 7% of
GDP from 3%. Brazilian men typi-
cally retire at age 54 and women
at 52, earlier than in any major
European country, drawn into the
golden years by generous benefits.
On average, Brazil pays pensioners
90% of their final salary, com-
pared with an average of 60% in

Securing Peace With Trade and Diplomacy

The years of the Vietnam War
defined a generation and influ-
enced and changed America. It pro-
foundly affected the nation’s cul-
ture and politics. No corner of
society was untouched. The war
framed and informed a generation
and forced the questioning of insti-
tutional thinking, particularly in
foreign policy.

Nations, like individuals, are
products of their experiences. Peo-
ple are conditioned by experiences
and can either learn and adapt or
keep making the same fundamental
mistakes. The lessons of Vietnam
and its aftermath are especially in-
structive today.

Beware the simple applause line
or bumper-sticker slogan or tweet
from political candidates. Beware
those who seem to think that diplo-
macy and compromise aren’t essen-
tial ingredients of a lasting peace.
The statesmen who built the new
economic and political order follow-
ing World War II, and who sus-
tained the nation’s long and expen-
sive containment of the Soviet
Union, insisted that global trade
and multilateral institutions were
critical parts of securing global

peace and prosperity.

That approach also characterized
the era that followed the American
sacrifices of the Vietnam era. After
the war, the U.S. welcomed 1.5 mil-
lion Vietnamese refugees—immi-
grants who have prospered and

Presidential candidates
on both sides seem to have
forgotten the lessons of
the post-Vietnam War era.

added tremendous economic, social
and political value to the country.
Critics who warned against the pol-
icy have been proved wrong.

Vietnamese Communist leaders
who are now trying to build that
nation’s economy should take note:
All that was needed for their coun-
trymen to produce such success in
the U.S. was economic and political
freedom.

After the war, America also be-
gan the hard work of making a last-
ing peace with Vietnam. Consider
what the U.S. has done to preserve

the peace in Southeast Asia since
the Vietnam War ended. In negotia-
tions during the administrations of
Republican President George H.W.
Bush and Democratic President Bill
Clinton, skilled American diplomats
helped broker a peace between
Vietnam and Cambodia in their
long-running conflict, and a road
map to the normalization of rela-
tions between the U.S. and Vietnam
was begun.

Supported by congressional vet-
erans of the war led by Sens. John
McCain and John Kerry, the U.S. le-
galized trade with Vietnam and
signed a bilateral trade agreement,
and sent a former prisoner of war,
Pete Peterson, to Vietnam as the
first U.S. ambassador to that coun-
try. A Vietnamese higher-education
project backed by the U.S. State De-
partment’s Fulbright program con-
tinues to this day.

Four presidents—two Republicans
and two Democrats—have sustained
this effort. The bipartisan nature of
the story has lately taken an unfor-
tunate turn with leading presiden-
tial candidates of both parties op-
posing the Trans-Pacific Partnership
trade agreement, which includes

developed countries.

The basic issue for Brazil is that
heavy state spending tends to push
up interest rates and borrowing
costs, depress private investment
and defer any shift away from com-
modities. Under Lula and Ms. Rous-
seff, Brazil has grown more reliant
on soybeans, with commodities now
accounting for 67% of exports, up
from 46% in 2000. Brazil’s manu-
facturing industries remain anemic,
representing only 11% of the econ-
omy, near the bottom of emerging-
economy rankings.

The Brazilian Workers’ Party
came to power with Lula’s election
in 2002, and it can be blamed for
failing to move the economy be-
yond soybeans and other commodi-
ties. Ms. Rousseff has taken a step
backward, abandoning even the
budget discipline practiced by the
Lula government. Under her admin-
istration, Brazil’s average income
has fallen to $8,000 from $13,000
in 2011. But as the impeachment
case moves to a vote in the Senate,
it is premature to get too excited
about “anybody but Dilma.”

To revive and diversify the econ-
omy and control government
spending, it would take an unusu-
ally powerful reformer—a Brazilian
Deng Xiaoping—with the clout to
begin reversing the growth of the
outsize welfare state. Until then,
global commodity prices will trump
everything else in determining the
country’s fate.

Mr. Sharma, head of emerging
markets and chief global strategist
at Morgan Stanley Investment Man-
agement, is the author of “The Rise
and Fall of Nations” coming in June
from Norton.

Vietnam among its signatories.

In Barbara Tuchman’s award-
winning 1984 book, “The March of
Folly: From Troy to Vietnam,” the
historian (who died in 1989) ends by
writing: “A last folly was the absence
of reflective thought about the na-
ture of what we were doing, about
effectiveness in relation to the ob-
ject sought, about balance of possi-
ble gain as against loss and against
harm both to the ally and to the
United States. Absence of intelligent
thinking in rulership is another of
the universals, and raises the ques-
tion whether in modern states there
is something about political and bu-
reaucratic life that subdues the func-
tioning of intellect in favor of ‘work-
ing the levers’ without regard to
rational expectations. This would
seem to be an ongoing prospect.”
Wise words at the time, and even
wiser words today.

Mr. Hagel, a recipient of two Pur-
ple Hearts for service in Vietnam, is
a former secretary of defense. Mr.
Kerrey is a recipient of the Medal of
Honor for service in Vietnam and,
like Mr. Hagel, a former U.S. senator
from Nebraska.

Betting on Southeast Asia’s E-Commerce Boom

By Florian Hoppe

And Sebastien Lamy

outheast Asia is the new fron-

tier for e-commerce. Alibaba
announced this week that it
would pay $1 billion for a majority
stake in regional online market-
place Lazada. Late last year, China’s
JD.com set up shop in Indonesia.
Japan’s SoftBank, along with Se-
quoia Capital and SB Pan-Asia
Fund, invested $100 million in
Tokopedia, Indonesia’s largest on-
line marketplace. The list grows
bigger every day.

The rate of digital adoption in
Southeast Asia is unmatched. The
Philippines sends more texts than
any other country, and Jakarta is the
world’s No. 1 city for tweets. There
are more than 250 million smart-
phone users in the region.

The online marketplace is still

small. Only one in four consumers
over the age of 16 has ever made an
online purchase, according to a sur-
vey conducted by Bain & Company
and Google of more than 6,000 con-
sumers in Indonesia, Malaysia, Phil-
ippines, Singapore, Thailand and
Vietnam. Southeast Asia’s online re-
tail penetration level is 3%, repre-
senting only about $6 billion in
sales. China and the U.S. boast pene-
tration levels of 14%, with online
sales exceeding $250 billion.

But the market is approaching a
tipping point. According to our sur-
vey, 100 million consumers in South-
east Asia have made a digital pur-
chase, but 150 million have
researched products or engaged
with sellers online. Some industries
are already starting to score big:
Twenty-four percent of all clothing
and footwear and 18% of all travel
are now purchased online.
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Southeast Asia still faces many
challenges. As cash-strapped La-
zada’s experience shows in building
a user base in six diverse emerging
markets, providing incentives for
merchants and spending on mar-
keting and other upfront costs are
difficult.

For one, the region encompasses
a range of ethnicities, languages,
consumer preferences and regula-
tions. For example, Indonesian law
doesn’t allow foreign direct invest-
ment in local retail e-commerce
companies. Southeast Asia also lacks
a solid regional payment and logis-
tics infrastructure, which were the
foundation for China’s astounding
digital-retail growth.

In addition, surveyed consumers
don’t yet fully trust e-commerce
platforms, feel concerned about the
lack of touch-and-feel and have
trouble finding the products they
want. These complaints about early-
stage e-commerce markets are typi-
cal. Given the sizable and digitally
sophisticated population, the re-
gion’s broad acceptance of e-
commerce is inevitable.

Southeast Asia is a unique e-
commerce market. Consumers here
are technology leapfrogs. Outside
of tier-one cities, many have by-
passed PCs, accessing digital plat-
forms primarily through mobile
phones. In Thailand, 85% of con-
sumers not living in major metro-
politan hubs use mobile devices for
their online purchases.

Southeast Asian online shoppers
also frequent a large number of
sites. In Singapore, no fewer than 12
platforms serve 90% of the market.

As a result of this fragmentation,
shoppers are more likely to head
first to search engines when looking
for products as opposed to checking
company websites. They show little
loyalty to retailers and shop via so-

cial media. More than 80% of the
region’s digital consumers use so-
cial media such as Instagram to re-
search products or otherwise con-
nect with sellers. Since sales via
social media comprise up to 30% of
all transactions, companies are rap-
idly expanding their services to at-
tract consumers.

The region’s online retail
market is growing rapidly,
but its diversity and
fragmentation present
unique challenges.

In many markets, consumers ven-
ture into online retail from physical
shopping in search of the cheapest
deal. That isn’t the case in Southeast
Asia, where the online experience or
choices available are more important,
according to our survey.

Also unlike many other markets,
where most payments are made via
noncash methods such as credit
cards and door delivery is preferred,
Southeast Asians desire other meth-
ods for payment and delivery.

More than one-third of all con-
sumers surveyed in top cities and
outlying areas favored paying cash on
delivery. Door-to-door delivery is pre-
ferred in tier-one cities, but online
consumers in other areas preferred
to pick up their purchases.

When we measured customer ad-
vocacy, local and regional players
emerged as the early winners, in
large part because they provide a
better-tailored experience for local
consumers than global competitors
offer. Regional leaders such as La-
zada have built local logistics foot-
prints in each market to increase
delivery reliability.

Local start-ups are also breaking
new ground: Singapore-based Usk-
oop consolidates purchases from
U.S. retailers to offer consumers
steep discounts on delivery fees.

E-commerce is a fast-moving
game and major forces are chang-
ing the rules. Forward-thinking re-
tailers are investing to maximize
the potential of both physical and
digital channels. Social-media com-
panies are continually experiment-
ing with expanding the bounds of
social commerce. And global play-
ers that once stood on the sidelines
are now poised to compete in
Southeast Asia.

Companies hoping to win need to
define their engagement model now:
where and how to invest, and what
approaches to take to manage the
complex market.

For incumbents, there are three
basic rules. First, it’s no longer a
game of wait-and-see, experimenta-
tion or small bets. It is time to set
direction and bet big. Second, win-
ning means taking a nuanced ap-
proach and finding the right local
partners to serve each market cate-
gory, segment and geography.

Finally, thriving will take many
years. Digitizing a traditional busi-
ness requires acquiring the right
capabilities—not easy in talent-
scarce Southeast Asia—and funda-
mentally changing the company’s
operating model. Making the most
of Southeast Asia’s potential will
take nothing less.

Mr. Hoppe is a partner in Bain &
Company’s Singapore office and a
member of the firm’s technology
practice. Mr. Lamy is also a part-
ner in Bain’s Singapore office and
a member of the consumer prod-
ucts and retail practices. They co-
lead Bain’s digital practice in
Southeast Asia.
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Little Tramp, Big Footprint
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Vevey, Switzerland

AFTER MANY YEARS of struggle
and persistence of vision, a vibrant,
often surprising tribute to Charlie
Chaplin has arisen near this town
in western Switzerland perhaps
best known as the headquarters of
Nestlé. It was here in December
1952—at a time when his sympa-
thies were being questioned in the
McCarthy-era U.S.—that Chaplin
and his wife, Oona O’Neill, found
and immediately adored the Man-
oir de Ban, nestled in the country-
side above Lake Geneva. It became
the home where Chaplin would
write and compose for the final
quarter-century of his life.

Chaplin’s World has been in de-
velopment for more than 15 years.
Financing came not just from a $7
million loan from the municipality
of Corsier-sur-Vevey to purchase
the Manoir de Ban in 2002, but
also from the Compagnie des
Alpes and its affiliate Musée Gre-
vin, best known abroad for its
waxworks. Yves Durand, a cine-
phile and passionate admirer of
Chaplin, worked with Philippe

Meylan, a Swiss architect, to per-
fect the original concept. Up to
300,000 visitors are expected each
year.

The manor house where Chap-
lin’s family lived has been reno-
vated but kept very much as it
was, so that visitors can pass from
room to room and see Chaplin’s
desk and other furniture, his books
and memorabilia, and the piano at
which he composed the music for
films like “The Circus” and “The
Kid.”

Eugene Chaplin, named after
his maternal grandfather, the play-
wright Eugene O’Neill, stands by
the French windows overlooking
the 37-acre grounds with its vista
of snow-fringed mountains. “What
we have here,” he says, “is a com-
promise between a family museum
and something that is more alive.”
And what brings Chaplin’s World
alive is the purpose-built Studio, a
cavernous structure of 14,500
square feet that re-creates Chap-
lin’s studios in Hollywood. As the
visitor enters this complex, a short
documentary is shown in a 150-
seat theater and then the screen
rises and you walk down a slope
into a full-size replica of “Easy
Street,” the one-size-fits-all set
that Chaplin built in his studios in

Charile Chaplin’s hat and cane displayed in a showcase at Chaplin’s World (above); the Manoir de Ban (below).

the winter of 1916-17 at a cost of
$10,000 (more than $200,000 to-
day). Off to one side is a replica of
the south London bedroom that
Charlie shared in childhood with
his mother, Hannah, and his

brother Sydney, and which in-
spired the attic set in “The Kid.” A
meticulous reconstruction of his
editing room underlines how
Chaplin took charge of every stage
of production.

Downstairs, on a massive set,
the mountain hut from “The Gold
Rush” is perched on a rocky slope
and, when visitors stand inside,
the whole cabin rocks just as it did
during the storm in the film. The
idea is that people should partici-
pate in various scenes—sitting
next to the blind girl in “City
Lights,” or lying like Charlie amid
the infernal cog-wheels of the Ma-
chine Age in “Modern Times.” Wax
figures are placed strategically
throughout the exhibit: Chaplin
himself in various poses; Eric
Campbell, the heavy of those early
Chaplin comedies; close friend
Douglas Fairbanks Sr.; co-star
Claire Bloom; and also personali-
ties who either admired Chaplin or
knew him well, such as Federico
Fellini, Sophia Loren and Woody
Allen. In one of the drollest mo-
ments, Albert Einstein pops up—
and he did, after all, attend the
premiere of “City Lights.”

This sleek and functional Studio

complex somehow allies with the
graceful design of the manor
house to celebrate the two essen-
tial elements in the career of
Chaplin—his work and his domes-

tic life.

Chaplin’s World could so easily
have become Chaplin Land. But

theme-park raucousness and vul-
garity have no place here thanks
to the involvement of the family.
Instead, the often witty exhibit
pays homage first and foremost to
Chaplin’s prodigious energy—han-
dling every aspect of the filmmak-
ing process, traveling far and wide,
leaving his mark on the 20th cen-
tury, and yet never forgetting his
gift for the gag. Eugene Chaplin
reflects that his father “would
probably be horrified” at the idea
of what’s happening here in his
name, but “if the museum is still
attracting thousands of visitors af-
ter 10 years or more, then I think

he would be very happy.”

Mr. Cowie has written numerous
books on the cinema, and was
formerly international publishing
director of Variety.

65 Editor’s “never
mind”
66 Queen’s decree

67 Clark’s Smallville
love

68 Crafty website

69 2-2,in Texas
hold 'em

Down

1 Workshop
holders

2 Celebrated, as
the new year

3 Requests one’s
presence at

4 Keane on the
funny pages

5 Timetable, for
short

6 Curricular
segment

7 Magnate Carl
8 X-ray's cousin
9 Future tulip, say

10 Writtenina
matter-of-fact
manner

11 “No rush”

12 Fills to the gills

13 Tested for purity

19 Nonsense word
ina 1961 Barry
Mann hit

22 Forever youthful

25 How the careful
think

27 Persianin Peru

30 Jan. honoree

32 “*Mama Said
Knock You Out”
singer

35 Is for more than
one person?

36 Stop, drop and
roll, e.g.

37 Soft shawl

38 Calls Domino’s,
say

39 Gorilla

40 Home of the
Royal Botanic
Gardens

41 Conscientious

45 Jacob’s first wife

46 Like a
curmudgeon

47 Where “Equus”
premiered

48 “A fellow of
infinite jest,”
according to
Hamlet

49 Surgical inserts

51 Conductor Zubin

53 Harold in FDR's
cabinet

56 Give the slip

58 Rubber-stamped

61 Giant nicknamed
“Master Melvin”

63 End of a
professorial
address
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EU to Charge Google Over Apps

EU Antitrust Probes Into Google

A scorecard of where each case stands. Halfway marks mean the
commission is advancing towards the next stage.
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By NATALIA DROZDIAK
AND SAM SCHECHNER

BRUSSELS—The European
Union is set to issue formal an-
titrust charges against Alpha-
bet Inc.’s Google for allegedly
abusing the dominance of its
Android mobile-operating sys-
tem, three people familiar with
the matter said, potentially
threatening Google’s position in
the fast-growing mobile-adver-
tising market.

The European Commission,
the bloc’s antitrust watchdog,
will issue a so-called statement
of objections detailing the
charges against Google on
Wednesday, the people said.

The charges are expected to
center on Google’s insistence
that smartphone makers and
mobile carriers using Android
load a folder of Google apps on
their devices if they offer any
of the company’s services—in-
cluding search—on their

phones. The manufacturers also
load their own apps on the de-
vices.

The antitrust case repre-
sents one of the most serious
challenges Google has yet faced
from regulators, threatening an
online-advertising  machine
that generated more than $67
billion in revenue last year. In
2016 research firm eMarketer
predicts Google will earn
roughly $34 billion in net mo-
bile ad revenue, more than half
its total net advertising income.

As Internet users have mi-
grated from desktops to mobile
devices, Android has been cen-
tral to Google’s strategy, creat-
ing an ecosystem that encour-
ages handset makers and phone
carriers to install Google apps,
so that users continue to see
the ads that Google sells.

Android accounts for 59% of
operating systems used on
smartphones in the U.S., but in
Western Europe that percent-

age rises to 71%, according to
research firm IDC.

The EU charges come as the
growth of Google’s core adver-
tising business continues to
outstrip analysts’ expectations,
particularly on mobile devices.

Google has attributed its re-
sults in part to strong growth
in its mobile search business.

“This case has the potential
to dramatically alter how they
[Google] run their business,”
said Brian Wieser, a senior ana-
lyst at Pivotal Research. “Inves-
tors don’t tend to pay nearly as
much attention as they should.”

Google declined to comment.

EU competition chief Mar-
grethe Vestager opened a for-
mal investigation into Google’s
conduct with its Android oper-
ating system last April, when
she also filed separate formal
charges against the company
for allegedly skewing its search
results to favor its own shop-

Please see GOOGLE page B3

Indian Drugmakers Target Nlche Markets

Firms aim to develop
new treatments

for ailments ignored
by industry leaders

By SURYATAPA BHATTACHARYA

NEW DELHI—India’s lead-
ing pharmaceutical companies,
which have grown to dominate
the generic-drug market, are
hoping to squeeze billions in
additional sales out of gaps in
the U.S. market by developing
niche treatments for ailments
ignored by industry leaders.

While the companies still
make most of their money
selling inexpensive generic
drugs, they are trying to climb
the profitable product ladder
by spending more on research
and development to create
their own bespoke mixtures of
drugs, new delivery systems
and even improving on block-
buster drugs that have gone
off patent. As a result, they
are applying for drug approv-
als with the U.S. Food and
Drug Administration at an un-
precedented rate.

Close to a third of all FDA
applications in the nine
months through September
were by India’s multibillion-
dollar pharmaceutical indus-
try, which accounts for 40% of
generic drugs sold in the U.S.
That figure, the latest tally
available, is up from 19% dur-
ing the same period a year
earlier.

Some of this increase re-
flects a rise in these revived
and tweaked varieties of drugs
rather than plain generics, ex-
perts said.

“The generics game is all
about launching products fast
but the bigger picture is about
launching new products,” said
Nilesh Gupta, managing direc-
tor Mumbai-based pharmaceu-
tical company Lupin Ltd.

To move from the copycat
game into new drugs, Lupin

DHIRAJ SINGH/BLOOMBERG NEWS
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Mumbai-based Lupin increased its R&D spending by 17% last year. Above, the company’s pharmaceutical plant in Goa, India.

Research Ramps Up

Top four Indian pharma companies’ spending on research and development
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increased its research-and-de-
velopment spending by 17% to
$168 million in 2015. It is now
developing a new injection to
treat some less common can-
cers and a nasal spray to bet-

Lupin Dr. Reddy's Sun Pharmaceutical
Laboratories Industries
$253M $261IM
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ter deliver off-patent drugs to
treat some types of pulmonary
diseases, analysts said. The
company’s U.S.-based labora-
tories in Florida and New Jer-
sey are also working to im-
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prove AllerNaze, a nasal spray
that treats allergies, according
to a company spokesman.
India’s largest drugmaker
by sales, Sun Pharmaceutical
Industries Ltd., this month re-

ceived approval for an eye
drop to treat swelling and pre-
vent pain in patients undergo-
ing cataract surgery. In 2014 it
received approval for a new
injection formulation of the
off-patent molecule decitabine,
which is used to treat a rare
blood disease known as myelo-
dysplastic syndrome.

Dr. Reddy’s Laboratories,
India’s second-largest drug-
maker by sales, this year re-
ceived FDA approval for a
spray for treating a skin con-
dition called plaque psoriasis,
as well as an injection for mi-
graine headaches.

The injection uses an off-
patent triptan molecule, which
reduces vascular swelling. By
lowering the standard dose
and delivering the treatment
in a syringe, Dr. Reddy’s is tar-
geting a specific group of mi-

Please see INDIA page B4

U.S. Asks
VW to Sit

On Probe
Findings

By DEVLIN BARRETT
AND ARUNA VISWANATHA

The U.S. Justice Depart-
ment has told Volkswagen AG
to refrain from publicly releas-
ing results of an independent
investigation into cheating on
diesel-emissions tests to keep
confidential names and events
key to the federal govern-
ment’s probes.

The request to keep investi-
gative details under wraps
could complicate the -car
maker’s efforts to provide an-
swers to shareholders, dealers
and car buyers. The Justice
Department has told lawyers
for the firm that making any
interim findings public would
hamstring efforts to pursue
potential criminal charges and
a multibillion-dollar fine, ac-
cording to people familiar
with the matter.

As recently as last month,
Volkswagen had promised to
make public details of an in-
vestigation being conducted
on the company’s behalf by
the law firm Jones Day. The
investigation is still ongoing
and not yet nearing comple-
tion, said people familiar with
the matter.

U.S. is concerned
public release of
names or facts could
jeopardize its probe.

Volkswagen admitted last
September to installing so-
called defeat-device software
on certain diesel-powered
Audi, Jetta, Golf and Passat
vehicles, allowing them to pol-
lute more on the road than
during government emissions
tests.

“The Jones Day investiga-
tors are sifting through enor-
mous amounts of data,” Eu-
rope’s largest car maker said
on March 2. “Volkswagen will
report preliminary results of
the investigation in the second
half of April.”

At the time, Volkswagen
said 102 terabytes of data had
been secured by its investiga-
tors, the equivalent of about
50 million books.

On Tuesday, Volkswagen
told The Wall Street Journal
that it is uncertain about its
public disclosures regarding
the investigation. “Concerning
the communication about the
investigation of the diesel
topic, we are currently in in-
tensive discussions,” the com-
pany said in a statement. “We
will comment further in the
second half of April.”

The Justice Department is
concerned that if -certain
names or facts are made pub-
lic, it could make it more diffi-
cult for civil and criminal au-
thorities to determine what

Please see VW page B2

Intel to Cut Up to 12,000 Jobs

By TESS STYNES

Intel Corp. said it plans to
reduce its global workforce by
up to 12,000 jobs, or 11% of its
workforce, as the semiconduc-
tor giant seeks to transition
away from a computer-based
company.

“These actions drive long-
term change to further estab-
lish Intel as the leader for the
smart, connected world,” Chief
Executive Brian Krzanich said
in an email to employees. The
chip maker had a global work-
force of 107,300 employees at
the end of 2015, according to a
regulatory filing.

For decades, Intel has been
the primary provider of chips
for personal computers. As PC
sales have slowed, the chip
maker has focused more on
providing the computing

power for specialized chips
and server systems.

Intel said Tuesday that the
job cuts are part of the com-
pany’s restructuring away
from a computer-based com-
pany to one that powers the
cloud and billions of con-
nected computing devices.

Intel also said its chief fi-
nancial officer, Stacy Smith,
will transition to a new role
leading sales, manufacturing
and operations, once the com-
pany identifies a successor to
Mr. Smith. The company has
begun an executive search that
will include internal and exter-
nal candidates.

The company announced
the changes with its first-
quarter results.

Revenue in Intel’s client
computing group, which in-
cludes chips for PCs and mo-

bile devices, rose 1.7% to $7.55
billion as volume decreased
15% and average selling prices
improved by 19%.

In the company’s data cen-
ter group, an area the com-
pany has been looking to grow
and includes chips for servers,
sales rose 8.6% to $4 billion
on volume growth of 13%,
slightly offset by a 3% decline
in average selling prices.

Overall, Intel reported a
profit of $2.05 billion, or 42
cents a share, up from $1.99
billion, or 41 cents a share, a
year earlier. Excluding certain
items, the company reported
per-share earnings of 54 cents.

Revenue increased to $13.7
billion from $12.78 billion. The
company expected $14 billion,
plus or minus $500 million.
Analysts expected revenue of
$13.83 billion.

Aircraft Makers’ Payrolls
Shrink Amid Cost Pressures

By ROBERT WALL

The world’s biggest aircraft
makers, Boeing Co. and Air-
bus Group SE, are enjoying
record order books, but for
employees at the companies
and their suppliers the good
times are over.

Customers are growing in-
creasingly frugal, making it
harder for the two rivals to se-
cure lucrative deals, as appe-
tite wanes for some of their
most-profitable planes

Last month, Boeing said it
would eliminate 4,000 jobs at
its commercial airplane unit
and might cut more. Rolls-
Royce Holdings PLC is shed-
ding 2,600 positions in its air-
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craft-engine business. General
Electric Co. this year said it
would lay off more than 300
people working on jet engines.

Last week, aluminum giant

Rolls-Royce is shedding 2,600
jobs in its jet-engine business.

Alcoa Inc., which bet heavily
on supplying the aerospace in-
dustry, said it had cut 600
jobs at its unit that makes air-
craft parts, and planned to
chop 400 more. The company
might eliminate another 1,000
positions, said Chief Executive
Klaus Kleinfeld, after Alcoa
lowered its 2016 sales and
profit targets for the unit.
Airbus, the No. 2 plane
maker behind Boeing, also
pared its workforce. Its plane-
making unit employed about
78,800 workers at the end of
2013. It ended 2015 with
72,800 people on its payroll,
company data show.
On the face of it, the out-
Please see JOBS page B2
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Yahoo Posts a Loss
As Revenue Falls 11%

By DoucrLAs MACMILLAN

Suitors for Yahoo Inc. got a
reminder of the challenges fac-
ing the struggling Web busi-
ness on Tuesday when it re-
ported first-quarter results.

The company said revenue
fell 11% to $1.09 billion from
$1.23 billion a year earlier; the
result was in line with ana-
lysts’ expectations. Yahoo
posted a loss of $99.2 million,
or 10 cents a share; a year ear-
lier it had a profit of 2 cents a
share. On an adjusted basis,
earnings were 8 cents a share,
down from 15 cents a share a
year earlier and higher than
analysts’ estimates of 7 cents.

Yahoo, which received pre-
liminary bids from a handful of
potential buyers on Monday,
didn’t offer new information
about the process in its earn-
ings release on Tuesday, with
Chief Executive Marissa Mayer
saying only that the company
“made substantial progress to-
wards potential strategic alter-
natives” during the quarter.
The company didn’t identify
any of the bidders or disclose
any further details about the
auction process.

Yahoo is under pressure to
show progress toward a sale

by the time the company holds
its annual shareholder meeting
this summer, when investors
will likely vote on Starboard
Value LP’s proposal to replace
the entire nine-person board
with a new slate of directors.

Verizon Communications
Inc. was among a handful of
firms expected to move ahead
with a bid in time for the com-
pany’s preliminary deadline,
people familiar with the mat-
ter told The Wall Street Jour-
nal. Private-equity firms Bain
Capital, TPG, Advent Interna-
tional, and Silver Lake are
among the buyout firms who
have expressed interest in a
deal, people familiar with the
process said.

Yahoo’s ability to fetch a
high price for its assets may be
hampered by its declining per-
formance. Revenue from its
core business of display ads
fell 0.8% to $463 million. Reve-
nue from search ads fell 9.3%
to $491.9 million.

The company has worked to
reduce costs by trimming staff
and shuttering products, in-
cluding seven digital maga-
zines.

Yahoo’s shares were up 1.4%
at $36.84 in after-hours trad-
ing on Nasdaq.

BMW Loses the Team
Behind Its Electric Cars

By WiLLiAM BosToN

BERLIN—BMW AG has lost
the core development team of
its i3 and i8 electric vehicle
line to Future Mobility Corp.,
a Chinese startup backed by
Tencent Holdings, as the Ger-
man premium brand struggles
to come up with a convincing
answer to Tesla Motors Inc.

Carsten Breitfeld, a 20-year
BMW veteran who developed
the company’s i8 plug-in hy-
brid sports car, left the Mu-
nich-based car maker in Feb-
ruary to become chief
executive of the Chinese elec-
tric car company.

Now, three key executives
from the “BMW i” electric car
group are following him.

Dirk Abendroth, who devel-
oped electric powertrains for
the i-series; Benoit Jacob, who
was head of design at BMW i;
and Henrik Wenders, head of
BMW i product management,
will take up positions at Future
Mobility, according to two peo-
ple familiar with the situation.

BMW declined to comment
on whether the executives had
departed. The executives
weren’t immediately available
for comment.

The defections come as
BMW and other premium
brand manufacturers are
struggling with weak sales of
their electric vehicles and a
growing threat from new ri-
vals in the nascent electric car
market.

BMW unveiled the i3 battery
electric vehicle at the Frank-
furt Motor Show in 2011 and
began selling the vehicle two
years later. The i3, marketed as
an ecological city car, was soon
followed by the futuristic i8
plug-in hybrid sports car.

But sales haven’t lived up
to the hype, and BMW has
slowed development of future
models. Last year, BMW sold
24,057 i3 models, and 5,456 i8
models, a 66% increase in
BMW i division sales.

Wieland Bruch, a BMW
spokesman, said the BMW i
products have been very suc-
cessful in their individual mar-
ket segments. The i8 is the
best-selling plug-in sports car,
he said in an email.

But the defection of BMW
i’s core development team
suggests that BMW’s strategy
of developing niche products
at a time when Tesla is mov-
ing into the mass market
could make it harder for BMW
to attract and retain young
talent in the future.

After launching with much
fanfare in 2013, the i3 has
changed little and there are
few plans for further develop-
ment of the brand.

The i3 will get a new bat-
tery extending its range and a
open-top derivative of the i8 is
also planned. But a long-
awaited third model in the i-
series won’t be launched be-
fore 2020, Chief Executive
Harald Kriiger said recently.

BUSINESS NEWS

AB InBev to Sell Two Brands

By IAN WALKER

Anheuser-Busch InBev NV
accepted an offer valued at
around $2.9 billion from Asahi
Group Holdings Ltd. for Euro-
pean premium brands Peroni
and Grolsch, a key step in the
Belgian brewer’s effort to get
regulatory approval for its
pending acquisition of SAB-
Miller PLC.

AB InBev said on Tuesday
that the deal with Japan’s
Asahi is conditional upon the
completion of the company’s
roughly $108 billion deal for
SABMiller.

Besides Peroni and Grolsch,
the deal with Asahi includes
British craft beer Meantime
and businesses in Italy, the
Netherlands and the UK. All of
those brands are assets of SAB-
Miller.

Asahi, which made its bind-
ing cash offer for the brands in
February, is hoping to signifi-
cantly widen its international
footprint by taking advantage
of AB InBev’s need to sell Euro-
pean assets to secure European
regulatory approval for the
SABMiller acquisition.

The AB InBev-SABMiller
merger would create the world’s
biggest beer group with about
30% of the global beer market.
The deal, announced in Novem-
ber, has drawn scrutiny from
antitrust regulators in Europe,
the U.S. and other markets.

AB InBev beers sold last year at Wrigley Field in Chicago. The company has accepted an offer from
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Asahi for Peroni and Grolsch in an effort to win approval for its pending acquisition of SABMiller.

In buying the SABMiller as-
sets, Asahi is making its biggest
overseas acquisition and the
largest in Japan’s beverage and
liquor industry since Suntory
Holdings Ltd. bought Beam Inc.,
owner of the Jim Beam brand,
for about $13.6 billion in 2014.

The agreement with Asahi is
the latest in a number of asset
disposals that AB InBev has ne-

gotiated as the planned merger
with SABMiller triggers a bout
of consolidation in the global
beer sector.

Last month, AB InBev agreed
to sell SABMiller’s Chinese beer
business to China Resources
Beer Holdings Co., as it seeks
Chinese regulatory approval.

In the U.S., AB InBev negoti-
ated a sale of SABMiller’s inter-

est in MillerCoors LLC to Mol-
son Coors Brewing Co.

AB InBev aims to complete
the deal in the second half of
this year.

Heineken NV and Carlsberg
A/S, the world’s third- and
fourth-largest brewers by vol-
ume, respectively, have mostly
sat out of the recent consolida-
tion game.

Adidas Case Against Puma Is Dismissed

By ELLEN EMMERENTZE JERVELL

FRANKFURT—A German
court on Tuesday dismissed
Adidas AG’s attempt to stop
rival Puma SE from using a
shoe-sole technology similar
to the one used in Adidas’s
popular “boost” series.

The regional court in Diis-
seldorf said Adidas couldn’t
stop Puma’s sale of its foamy
“nrgy” shoe soles that are
used in sports shoes, despite
its similarity to Adidas’s own
technology.

Tuesday’s decision marked
the latest quarrel in a string of
disputes between the two

sporting goods companies who
come from the same Bavarian
town and were founded fol-
lowing a family conflict 70
years ago.

An Adidas spokeswoman
said the company does “not
agree” with the court decision
and that it will “continue to
vigorously protect our rights
and...take action in case of in-
fringements.”

Puma said it was “happy,”
and that the decision would help
it expand its market position.

The disputed technology,
which Adidas calls “boost”
and Puma calls “nrgy,” origi-
nally was developed in cooper-

ation with German chemicals
company BASF SE.

The material consists of
small balls of proprietary plas-
tic melted together into a
lightweight, spongy sole.

Both sportswear companies
say they worked with BASF in
early development of the tech-
nology.

In 2011 Adidas struck a deal
with BASF, allowing it to launch
the sole technology exclusively.
The first “boost” shoe made its
debut in February 2013, and
Adidas claimed the technology
was superior to all other run-
ning shoe sole materials.

“Boost” has been a strong

sales driver for Adidas and is
featured in many of its shoe
categories, including running,
basketball, baseball, snow-
boarding, and golf.

Puma in 2014 began cooper-
ating with American manufac-
turer and chemicals company
Huntsman Corp. to create a
similar technology for its own
use. Puma launched its “nrgy”
sole-running shoes last year.

Puma said Tuesday it also
has sued Adidas for the use of
the “boost” material, because
it “hurt the protected design”
that Puma developed with
BASF in 2009. That separate
proceeding is ongoing.
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look should be rosy for the
more than one million employ-
ees involved in producing air-
liners. Boeing has a backlog of
about 5,800 planes. Airbus has
deals for over 6,700 airliners
it still needs to build.

Both plane makers are
cranking up production of
their most popular planes to
satisfy strong demand from
airlines. Combined, they are
on track to build more than
1,800 planes a year by 2020,
compared with 1,397 in 2015.

At the same time, fierce
competition, savvier custom-
ers and economic headwinds
are adding to the pressure to
cut costs. Delta Air Lines Inc.
is considering secondhand
planes to help it expand its
fleet. Willie Walsh, CEO of

British Airways parent Inter-
national Consolidated Airlines
Group SA, has said the com-
pany may rent used long-
range jets because new ones
are too costly.

Analysts said airlines that
splurged on more efficient but
costlier planes when fuel
prices were high are no longer
willing to pay a premium now
that oil prices have fallen.
That is forcing the aircraft
makers to offer discounts to
win business.

Ray Conner, the boss of
Boeing’s jetliner unit, told em-
ployees that “price carries
more weight than ever in sales
campaigns.” The U.S. company
said it would try to avoid in-
voluntary layoffs.

The drive to shrink payrolls
comes as Airbus, Boeing and
their suppliers are shifting
from years of designing and
developing the newest planes
to building them efficiently.

With development of many
of its new aircraft engines
completed, GE said it “will be
unable to maintain its level of
4,352 engineers in the U.S.”
GE plans to cut 307 jobs after
offering voluntary early retire-
ment to some engineers and
shifting others into new jobs.

An Airbus spokeswoman
said that “over the last few
years we required an excep-
tionally high engineering
workforce level due to several,
overlapping new aircraft de-
velopments. With the bulk of
the work for these major new
aircraft developments behind
us, we are coming back in the
next few years to a regular
level of engineering work-
load.”

New planes puts a squeeze
on profits as companies try to
figure out how to build them
as economically as those they
have produced for years.

Airbus has cut production

of the profitable A330 wide-
body while boosting its output
of the new A350 long-range
jet, which isn’t expected to
make money for a few years.
Boeing is building fewer 777
long-range jets ahead of the
introduction of an improved
version around the end of the
decade.

“The market 1is going
through a transition given an
unprecedented level of new-
model introductions,” said Al-
coa’s Mr. Kleinfeld, leading to
lower orders for legacy mod-
els. Alcoa cut this year’s target
margin for adjusted earnings
before interest, taxes, depreci-
ation and amortization for its
unit that makes plane parts.

Even so, hiring hasn’t
stopped. Airbus said it expects
to recruit over 1,000 workers
this year, roughly on par with
2015. Around 80% of the new
employees will be helping to
build more planes.

VW
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happened, according to people
familiar with the conversa-
tions. Employees or witnesses
identified by the company
might become reluctant to
talk, for example, the people
said.

The company has said it
would brief its board on Fri-
day and report results of the
Jones Day investigation into
how nearly 600,000 of its cars
ended up violating clean-air
laws.

The delay comes as Volks-
wagen is embroiled in legal
proceedings in the U.S. and
Germany, including criminal
investigations into fraud alle-
gations, more than 500 civil
lawsuits and a U.S. Federal
Trade Commission inquiry
into whether Volkswagen’s ad-
vertising for “clean diesel”
constituted fraud in advertis-
ing.

The request from the Jus-
tice Department isn’t a formal
order, but it puts pressure on
the company to comply. Com-
panies viewed as uncoopera-
tive by the department can
face harsher penalties in re-
solving any charges.

The new development is the
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VW has postponed the publication of its 2015 earnings twice.

latest indication that the car
maker won’t be able to quickly
move beyond the scandal that
has consumed it since last
year.

Volkswagen has already
postponed the publication of
its 2015 earnings twice and
delayed its annual shareholder
meeting. The company is now
scheduled to release its full-
year earnings report on April
28.

Last month, Volkswagen
sought an extension on a

court-imposed deadline to
provide an update on how the
company plans to fix the emis-
sions software in existing cars.
For now, the auto maker still
faces a Thursday deadline to
reach an agreement with regu-
lators on a fix and report it to
the court, but it is unclear if it
will meet that deadline.

A spokeswoman for the En-
vironmental Protection
Agency, which made the alle-
gations against the company
public in September and is

PAUL J. RICHARDS/AGENCE FRANCE-PRESSE/GETTY IMAGES

working with the company to
come up with a solution, de-
clined to comment.

In response to a civil law-
suit in Germany, Volkswagen
has said the diesel-engine
software was calibrated to
cheat by a small group of en-
gineers in 2006 without the
knowledge of top executives.
But it said its senior execu-
tives were aware of the so-
called defeat devices for
nearly a year and a half before
admitting their existence to
U.S. regulators.

The withholding of addi-
tional details could be helpful
to the government in another
way. When General Motors Co.
released a report in 2014 amid
a federal probe into how it
handled problems with its ig-
nition switches, it led to tough
questions about why the gov-
ernment decided against
charging any of the individuals
identified by investigators as
knowing about the problem.

General Motors admitted to
criminal wrongdoing last Sep-
tember and paid $900 million
to resolve charges that it
schemed to conceal the deadly
safety defect from U.S. regula-
tors. No individuals were
charged in connection with
the investigation.

—William Boston
contributed to this article.
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Encryption
Issue Vexes
| awmakers

By DEVLIN BARRETT
AND DAMIAN PALETTA

U.S. lawmakers struggled
on Tuesday for answers to the
standoff over encryption be-
tween law-enforcement agen-
cies and technology compa-
nies, saying they hoped a
middle road could be found
between security and privacy.

The debate over encryption
between Washington and Sili-
con Valley has intensified over
the past year. Absent a solu-
tion from Congress, courts are
left for now to issue rulings on
a case-by-case basis.

Rep. Tim Murphy, who
chaired Tuesday’s hearing of a
House Energy and Commerce
subcommittee, said that
choosing one side or the other
in the debate “feels like a lose-
lose proposition.”

Since August 2014, law-en-
forcement officials have been
increasingly concerned about
the deployment of default en-
cryption on cellphones and
other devices, making it im-
possible in many cases for in-
vestigators to pull possible ev-
idence from phones used by
crime suspects or victims.

The issue came to a head
two months ago when the Fed-
eral Bureau of Investigation
sought a court order to force
Apple Inc. to help unlock the
iPhone belonging to a shooter
in the San Bernardino, Calif.,
terror attacks. Apple resisted,
saying that complying with
the order would entail creat-
ing software that would make
millions of iPhones less se-
cure.

The FBI, with the help of an
undisclosed third party, was
later able to crack the phone
on its own and backed out of
the case. But the broader fight
over encrypted phones and
other technology continues.

Some lawmakers have sug-
gested draft legislation that
would require technology
firms to have the ability to de-
crypt their customers’ data. So
far, Congress and the White
House have shown little en-
thusiasm for that approach.

Amy Hess, a senior FBI offi-
cial, told lawmakers on Tues-
day that investigations are
still like searching for a needle
in a haystack, but “the hay-
stack has gotten bigger.”

Apple general counsel
Bruce Sewell, meanwhile,
sought to knock down rumors
about the company sharing
source code with foreign gov-
ernments.

Farmers Harvest Homegrown Tech

Robot tractors, apps
for monitoring soil
designed by tinkerers
forced to pinch pennies

By JacoB BUNGE

The green tractor trundling
across a Manitoba field with an
empty cab looks like it’s on a
collision course with Matt Re-
imer’s combine—until it neatly
turns to pull alongside so he
can pour freshly harvested
wheat into its trailer.

The robot tractor isn’t a pro-
totype or top-of-the-line show-
piece. It’s an eight-year-old
John Deere that the 30-year-old
Mr. Reimer modified with drone
parts, open-source software and
a Microsoft Corp. tablet.

All told, those items cost him
about $8,000. He said that’s
about how much he saved on
wages for drivers helping with
last year’s harvest.

Mr. Reimer’s alterations,
which he hopes to replicate for
other farmers this year, are
part of a technology revolution
sweeping North America’s
breadbasket. Farmers, many of
them self-taught, are building
their own robotic equipment,
satellite-navigation networks
and mobile applications, mov-
ing their tinkering projects out
of machine sheds and behind a
computer screen.

This homespun hacking—
which sometimes leapfrogs in-
novations by big equipment
companies like Deere & Co. and
navigation specialists such as
Trimble Navigation Ltd.—re-
flects dwindling farm incomes,
the low price of electronic hard-
ware and, sometimes, off-sea-
son boredom.

Such projects eventually
could compete for farmers’ dol-
lars in the farm-technology
market, which generates an es-
timated $2 billion in annual
sales, according to data and re-
search firm IBISWorld.

“Even if they release [auton-
omous tractors] next year, it’s
probably going to be 15 years
before that technology trickles
down to every farm,” said Mr.
Reimer, referring to the big
farm-equipment companies.

Moreover, his version would
be “a lot cheaper than if some-
body’s got five to 10 engineers
working full-time on something
like this,” he said, adding that
his system doesn’t require alter-
ing Deere’s software or coding.

The engineering-school
dropout says he picked up pro-
gramming from online forums
and coursework archived on
the Massachusetts Institute of
Technology’s website, though

—

—F

Manitoba farmer Matt Reimer, above, uses a laptop to control an
autonomous tractor, a system he built. At right, he checks the
voltage on a grain-bin sensor that he also created.

he said he didn’t complete that
program either.

Technology already is firmly
rooted in modern farming, al-
lowing a shrinking number of
farmers to oversee more acres.
Advances like auto-steering
tractors have freed some farm-
ers to trade futures contracts
and gripe about the weather on
their smartphones from inside a
tractor cab, pausing only to
turn and stop their machines.

Defectors from Silicon Valley
powerhouses like Google Inc.
and Yahoo Inc. are building
software to analyze soil and
manage fertilizer use.

Some farmers can

build their own tools,
suited to their farms,
at lower cost, they say.

A three-year slump in major
crop prices, however, threatens
the big bet on farm technology
by companies like Deere, Mon-
santo Co. and DuPont Co.,
which have sunk hundreds of
millions of dollars into preci-
sion-guided planters and algo-
rithm-powered advice on man-
aging crops—plus cloud-based
systems to manage the data.

Sliding prices for everything
from meat to melons has U.S.
net farm income on pace to fall
to $54.8 billion this year, down

56% from 2013 and the lowest
level since 2002, according to
government forecasters.

Kinze Manufacturing Inc.,
an Iowa-based farm-equipment
maker, is working on driverless
tractors, including a system that
allows several to load grain on
the same field. Kinze continues
to invest in the research, but
Phil Jennings, service manager
at the company, said turning a
profit from such cutting-edge
machinery gets harder when the
price of corn, the most widely
grown U.S. crop, is at less than
half its summer 2012 peak.

With less money to spend,
some farmers say they can
build their own tools, suited to
their farms, at a lower cost.

“Poverty is the mother of in-
vention,” said Jim Poyzer, 65,
who returned to farming six
years ago after a few decades
in computer programming.
During the winter months four
years ago Mr. Poyzer began tin-
kering with a microprocessor,
eventually developing a system
to monitor and adjust how
many seeds his planter places
in his fields near Boone, Iowa.
The system tailors the flow of
seeds to the soil’s ability to
produce healthy crops.

He estimates the system’s
cost at about $750, compared
with commercial versions that
retail for around $5,000, and
says it helped him save about
$1,000 a year on seeds. “That’s

not much, but farmers are trying
to optimize everything,” he said.
Mr. Poyzer is working on
other projects, like a solar-pow-
ered sensor to monitor soil tem-
perature that he says could help
him get a jump on planting.
Some companies, including
Deere, have taken steps to pre-
vent anyone from modifying the
software that runs their equip-
ment, and also warn that alter-
ing a tractor’s systems could
put farmers and workers at
risk. Deere uses copyrights and
other intellectual-property mea-
sures to protect its software.
“We always have producers
wanting to build on top of
those solutions. I think it’s a
great thing,” said Cory Reed,
head of Deere’s intelligent solu-
tions group. But when it comes
to Deere’s software, Mr. Reed
said, “there has to be a limit,
both for regulatory safety and
for proprietary reasons.
Deere doesn’t object if

farmers create their own sys-
tems to work with Deere
equipment, without altering
the company’s embedded soft-
ware, so long as these meet in-
dustry standards, he said.

Some farmers-turned-
techies aim to reap profits on
their innovations. Dirt Tech, a
startup run by two farmers
and two software engineers, is
developing a range of mobile
applications that help map soil
fertility across farmers’ fields,
or mark rocks to avoid damage
to machinery or allow for
yanking them out. The Elbow
Lake, Minn., company’s apps
have been downloaded more
than 4,500 times.

“We really enjoy solving
these problems,” said Ben Brut-
lag, a co-founder of the com-
pany who raises corn, soybeans
and sugar beets near Wendell,
Minn. But, he said, “we’re defi-
nitely trying to make some bet-
ter money at it.”

GOOGLE

Continued frompage Bl
ping service—accusations the
company denies.

For each of the formal
charges issued against Android
and the shopping service, the
EU could impose fines as high
as 10% of the company’s annual
global revenue, which for
Google would amount to fines
of around $7 billion for each
charge. Google could seek to
negotiate a settlement in both
cases.

In its contracts, Google re-

quires phone makers to pre-in-
stall a folder of 11 apps within
one flick of the home screen.

Earlier this week, Ms. Ve-
stager said that she was con-
cerned Google was shutting out
rival app developers with these
contracts because its strategy
prevented consumers from let-
ting them decide for them-
selves which apps to download.

Google responded saying
consumers have the last word
about which apps they want.
But some telecom firms and
hardware makers reject that ar-
gument.

“When users don’t even
know there is a competitor,

how do we compete?” asked
one EU telecom executive, who
has supported the case.

Google’s relationship with
Android is different from that
of Apple Inc.’s with its iOS.

Google doesn’t make all
Android phones, so this opens
it to complaints from third
parties such as handset mak-
ers and phone operators that
sell their own white-label
phones.

Meanwhile, Canada’s Com-
petition Bureau on Tuesday
said it had ended a multiyear
investigation into Google after
finding little evidence that the
technology company engaged

in anticompetitive behavior.
Canada’s antitrust watchdog
started a formal probe into
Google’s advertising and search
practices in 2013.

The Competition Bureau
said it found support for one
allegation against Google re-
lated to its use of clauses in
some contracts that hurt adver-
tisers, but that the company
changed those clauses in 2013
after similar concerns were
raised in the U.S.

The EU’s potential charges
are partly rooted in Google’s
fraught relationship with Euro-
pean telecom companies, which
have lobbied behind the scenes

for regulators to file charges,
telecom executives say.

Carriers have wrestled with
Google over topics ranging
from heavy bandwidth use to
the terms of revenue-sharing
agreements for advertisements
that the firms’ mobile subscrib-
ers see and click on.

Telecom executives argue
Google’s promotion of its own
apps makes it difficult for them
to promote their own apps for
video or email, restricting them
from selling their own adver-
tisements and reducing their
leverage in revenue-share nego-
tiations with Google.

Handset makers also com-

plain that it is hard to differen-
tiate themselves from their ri-
vals because they don’t have as
much freedom to pick and
choose which apps are placed
on the devices.

Google executives respond
that phone companies or man-
ufacturers aren’t prohibited
from including their own apps
on an Android phone, and that
competition is just “one click
away.” And if the carriers or
handset makers don’t want the
apps, they don’t have to load
them, Google executives say.

Some companies have de-
cided to forgo Google apps, but
it has been a difficult road.

Business
Watch

HARLEY-DAVIDSON
Overseas Sales
Offset U.S. Weakness

Higher sales of motorcycles
overseas aided by increased
spending on marketing of new
models helped Harley-Davidson
Inc. offset lackluster first-quarter
sales of bikes in the US.

The company topped first-quar-
ter sales and profit expectations
and backed its earlier projections
for motorcycle shipments this year.

The Milwaukee-based com-
pany delivered on its strategy to
boost sales outside of the U.S.
as international motorcycle sales
volume rose 4.5% from last year.
In the US., where Harley’s mar-
ket-leading share is in under
pressure from foreign motorcy-
cle builders, first-quarter sales
fell 0.5% from last year.

The strong U.S. dollar against
other currencies has made mo-

torcycles from Japan and Europe
cheaper for customers in the
U.S. Harley has countered the in-
creased competition with more
marketing of its bikes, particu-
larly models aimed at younger
people who are new to motorcy-
cle riding or haven't previously
owned a motorcycle.

The company said first-quar-
ter spending on marketing in-
creased more than 50% from
last year and it anticipates
spending 65% more on market-
ing this year over 2015.

Overall, for the quarter Har-
ley-Davidson reported net in-
come of $250.5 million, or $1.36
a share, down from $269.9 mil-
lion, or $1.27 a share, in the
prior-year period. Revenue rose
4.4% to $1.58 billion.

—Bob Tita

DANONE
Strong Euro Strains

Dairy Maker’s Sales
French dairy maker Danone
SA said Tuesday that first-quar-
ter sales dropped 3% as the
strengthening euro curbed reve-
nue in emerging markets.
Danone, which manufactures
Activia yogurt and Evian water,

Higher international sales helped Harley offset lackluster first-quarter sales of bikes in the U.S.

said sales fell to €5.3 billion
($5.98 billion) from €5.5 billion
in the first three months of the
year, in line with analyst esti-
mates according to a company-
compiled consensus.

Stripping out currency shifts,
acquisitions and disposals, sales

rose 3.5%, in line with the com-
pany’s full-year sales target as
the company’s four business
units posted growth.

Danone Chief Executive Em-
manuel Faber, who took the
reins of the company in October
2014, has vowed to deliver

e

“strong, profitable and sustain-
able growth” by 2020, reviewing
its business in China and re-
structuring its fresh-dairy unit
where he has cut costs and fo-
cused on its most popular
brands.

—Nick Kostov

SEAN .PROCTOR/BLOOI\/IB-ERG NEWS

ROCHE HOLDING
Cancer, Immunology

Drugs Boost Revenue
Roche Holding AG on Tues-
day reported an increase in first-
quarter revenue following strong
sales of its cancer and immunol-

ogy drugs.

Basel, Switzerland-based
Roche said sales for the three
months ended March 31 rose 5%
to 12.41 billion Swiss francs
($12.88 billion), from 11.83 billion
francs a year earlier. At constant
exchange rates, sales increased
4%. That beat analysts’ forecasts
of 12.28 billion francs, largely be-
cause of a stronger-than-expected
performance from Tamiflu,
boosted by a late flu season in
the US. The flu medicine gener-
ated 367 million francs in revenue,
well above the 244 million francs
that analysts had expected.

The company said sales of its
pharmaceuticals increased to 9.8
billion francs from 9.32 billion
francs a year earlier. Revenue
from its diagnostics division rose
to 2.61 billion francs from 2.51
billion francs. Roche doesn’t re-
port profit figures at the quar-
terly stage of the year.

—Denise Roland
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Theranos Faces Criminal Investigation

Questions pertain to
whether U.S. blood lab
misled investors
about its technology

Federal prosecutors in the
U.S. have launched a criminal
investigation into whether
Theranos Inc. misled investors
about the state of its technol-
ogy and operations, according
to people familiar with the
matter.

By Christopher Weaver,
John Carreyrou
and Michael Siconolfi

Walgreens Boots Alliance
Inc. and the New York State De-
partment of Health have re-
ceived subpoenas in recent
weeks seeking documents and
testimony about representa-
tions made to them by the Palo
Alto, Calif., blood-testing com-
pany, some of the people said.

Walgreens has been Thera-
nos’s main conduit to consum-
ers since the companies an-
nounced a partnership in 2013
that now includes 40 Theranos
wellness centers at drugstores
in Arizona. The New York
agency received an application
from Theranos for a laboratory
license in the state.

People familiar with the

matter said the subpoenas seek
broad information about how
Theranos described its technol-
ogies and the progress it was
making developing those tech-
nologies.

Investigators are also exam-
ining whether Theranos misled
government officials, which can
be a crime under federal law,
some of the people said.

Such subpoenas don’t neces-
sarily mean prosecutors are ac-
tively seeking an indictment.
People familiar with the matter
said the investigation is at an
early stage.

In addition to the criminal
probe, the Securities and Ex-
change Commission is examin-
ing whether Theranos made de-
ceptive statements to investors
when it solicited funding, ac-
cording to people familiar with
the matter. Theranos was val-
ued at $9 billion in a funding
round in 2014 and the majority
stake of Elizabeth Holmes, the
startup’s founder and chief ex-
ecutive, at more than half that.

In a written statement, Ther-
anos said: “The company con-
tinues to work closely with reg-
ulators and is cooperating fully
with all investigations.”

SEC spokeswoman Judith
Burns declined to comment, as
did Justice Department spokes-
man Peter Carr and Abraham
Simmons, an assistant U.S. at-

Theranos founder and Chief Executive Elizabeth Holmes, shown in Laguna Beach, Calif,, in October.

torney in San Francisco, where
the federal investigation is be-
ing conducted.

Walgreens spokesman Mi-
chael Polzin also declined to
comment. New York health-de-
partment  spokesman J.P.
O’Hare didn’t respond to re-
quests for comment.

Since launching Theranos in
2003, Ms. Holmes has set out
to revolutionize the blood-test-

ing industry. Before the com-
pany made changes to its web-
site earlier this year, the
website cited “breakthrough
advancements” that made it
possible to run “the full range”
of lab tests on a few drops of
blood pricked from a finger.
In October, The Wall Street
Journal reported that Theranos
did the vast majority of more
than 200 tests it offered to

consumers on traditional lab
machines purchased from other
companies. The Journal also re-
ported that some former em-
ployees doubted the accuracy
of a small number of tests run
on the devices Theranos in-
vented, code-named Edison.
Theranos has declined to say
how many tests or which ones
it runs on commercial ma-
chines. The company has said

NIKKI RITCHER FOR THE WALL STREET JOURNAL

its technology has the capabil-
ity to handle a broad range of
tests.

Federal officials began re-
questing information about
Theranos in January and Feb-
ruary, according to the people
familiar with the matter. Those
informal requests were fol-
lowed by grand-jury subpoenas
from a federal court in San
Francisco in March, the people
said. Agents from the Federal
Bureau of Investigation and
U.S. Postal Inspection Service
are assisting in the investiga-
tion, the people said.

The news release issued
when the Walgreens deal was
announced said consumers
“will be able to access less in-
vasive and more affordable cli-
nician-directed lab testing,
from a blood sample as small
as a few drops, or 1/1,000 the
size of a typical blood draw.”

As part of the deal, Wal-
greens has invested at least
$50 million into Theranos, ac-
cording to people familiar with
the matter. In January, though,
Walgreens notified Theranos
that it intends to terminate the
partnership unless the com-
pany quickly fixes problems
found in a federal inspection
completed in November at
Theranos’s lab in Newark, Calif.

—Jean Eaglesham
contributed to this article.
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graine sufferers who are un-
able to swallow a pill when
they are hit by an attack.
Indian drug companies
need to develop their own
drugs if they ever want to
graduate from the highly com-
petitive and increasingly com-
moditized generics market.
“They need new drugs and
new molecules to grow,” said
Sreenivasa Prasanna, an ana-
lyst with India Ratings & Re-
search, a unit of Fitch Group.
Creating new drugs from
previously known molecules
significantly cuts the cost and

time it takes to create a drug
because safety records already
exist. That makes it cost-effec-
tive for the Indian companies
to develop the drugs, even
though they will only be tar-
geting a small market.

To bring new drugs to mar-
ket, Indian companies are
starting with popular drugs
that have gone off patent and
tweaking them.

Dr. Reddy’s spent around
$25 million developing its mi-
graine injection and was able
to get it from concept to mar-
ket in less than five years.
Trying to develop its own drug
from scratch would have cost
10 times as much and taken up
to 15 years, industry experts
say.

Indian companies are also
hoping to gain a foothold in the
new drug market by targeting
small niches of need where
there is less competition.

“When we design these
products, we are looking at a
very specific market,” said
Raghav Chari, vice president
of proprietary products at
Princeton, N.J.-based Promius
Pharma LLC, a subsidiary of
Dr. Reddy’s. “It’s a different
research-and-development
philosophy.”

Dr. Reddy’s predicts it will
eventually get more than $100
million in annual sales from
the migraine injection and
skin spray it is developing.

That isn’t much for the ge-
neric global giants like the UK.s

Mylan NV and Israel’s Teva
Pharmaceutical Industries
Ltd., but a few midsize hits of
that size could mean a signifi-
cant increase in sales for their
smaller Indian competitors.

ics may struggle to manage the
nuances of marketing a spe-
cialized drug in the U.S., where
a strong team of researchers,
marketing and salespeople is
needed to build the appetite

Indian companies are starting with popular
drugs that have gone off patent.

Dr. Reddy’s is trying to
“create a basket of $100 mil-
lion products,” said Mr. Chari.
“Five of these give us half a
billion in sales.”

Getting doctors to prescribe
the revamped drugs may be a
challenge, analysts warn. In-
dian drug companies known
for selling popular gener-

for little-known drugs.

“It is critical to have R&D in
the U.S.,” said Ken Phelps,
president of Cincinnati-based
Camargo Pharmaceutical
Services, a consultant for
drug companies. “It’s very im-
portant for marketing that
clinical studies engage U.S.
doctors, their opinions and

[that] the companies under-
stand what’s going to be used
to market the drugs.” Doctors
who prescribe such niche
drugs largely base their opin-
ion on clinical studies con-
ducted by their peers.

Indian companies also will
have to tread carefully to
avoid looking like they are
gouging their customers
by creating expensive branded
products out of inexpensive
generics. So far, Indian compa-
nies have generally kept their
new products affordable as
they look to establish their
brands, said Mr. Prasanna, at
India Ratings & Research. But
they may try to go for more
profits and raise prices even-
tually, he said.

Take Your Investments
Wherever Life Takes You

Market

L5

Clarity. So you can jump straight to it.

With a streamlined dashboard, quick-read market indexes and
a seamless device-to-device experience, the new MarketWatch
gives you easy access to critical data wherever you are.

Explore now at MarketWatch.com

MarketWatch

5&F 500

©2016 Dow Jones & Co. Inc. All rights reserved. 6DJ3355



http://www.djreprints.com

DIBYANGSHU SARKAR/AGENCE FRANCE-PRESSE/GETTY IMAGES

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

TUESDAY'S MARKETS B6 | MARKETS DIGEST B8 | HEARD ON THE STREET B10 | FINANCE WATCH B10

MONEY & INVESTING

Second-Tier Malls

Have Investor Fans

THE PROPERTY REPORT | B9

© 2016 Dow Jones & Company. All Rights Reserved.

THE WALL STREET JOURNAL.

Negative Rates Aren't

Positive for Nippon Life

INSURANCE | B10

Wednesday, April 20, 2016 | BS

Asof 4p.m.ET

EUR/GBP 0.7906 ¥ 0.25%

YEN/DLR ¥109.14 A 0.30% GOLD 1253.00 A 1.57%

OIL 41.08 A 3.27%

3-MONTHLIBOR 0.63485%

10-YRTREAS ¥V 3/32 yield 1.783%

Oil demand in India is expected to grow 4.2% a year over the n

ext five years, versus 3.4% growth in China. Pictured, traffic in Kolkata.

India Is the New Front in Crude

By SELINA WILLIAMS
AND SUMMER SAID

Russia is opening a new
front in its battle for a bigger
share of the global oil market:
India.

Later this year, Russian
state-controlled oil giant OAO
Rosneft plans to start sending
its first regular deliveries of
crude to India’s second-largest
oil refinery. That follows the
company’s decision to buy a
big stake in India’s Essar Oil,
which owns the refinery and a
network of about 2,000 gas
stations. The purchase is set
to be completed this year.

The deal gives Russia a
small but strategic beachhead
in what is becoming one of the
most important crude-oil mar-
kets in the world. Saudi Arabia
dominates the market in India,
supplying about one-fifth of
India’s imports, according to
data from consultancy FGE.
But the kingdom faces grow-
ing competition from Russia
and Iran as they and other big
producers, including Iraq and
Kuwait, battle for customers
in an environment of low
prices.

The world’s biggest oil pro-
ducers have jostled to out-
pump and underprice each

other to woo customers in
markets around the world. The
competition has contributed to
a drastic drop in the price of
crude over nearly two years,
triggered in part by rising U.S.
output from shale oil.

In past periods of oversup-
ply, the Organization of the
Petroleum Exporting Coun-
tries, a cartel that pumps a bit
more than one-in-three barrels
produced each day around the
world, stepped in to throttle
back output to buoy prices. In
late 2014, the cartel said it
wouldn’t cut back this time
because that would risk losing
market share, as Russia and

other non-OPEC producers
continued to pump flat out.
More recently, OPEC and
some other oil-producing na-
tions, including Russia,
seemed on the verge of agree-
ing on a freeze in production
that might help bolster prices.
But no deal was reached at a
meeting on Sunday in Qatar.
India, which relies on im-
ports for about three-fourths
of its oil demand, is the
world’s third-largest energy
consumer, behind China and
Please see RUSSIA page B6
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UBS’s Weber

Warns About
Easy Money

By Tom FAIRLESS

WASHINGTON—UBS Group
AG Chairman Axel Weber, the
former president of Germany’s
Bundesbank, warned that cen-
tral banks in Europe and Japan
have reached the limits of
monetary stimulus, weighing
into an increasingly fractious
debate in Germany over the

European Central Bank’s
easy-money policies.
“We are now at a

point...probably [where] the
net benefits of further mone-
tary easing, in particular in
Europe but also in Japan, are
outweighed by the costs and
side effects,” Mr. Weber said
on the sidelines of the spring
meetings of the International
Monetary Fund and World
Bank.

He warned that negative in-
terest rates “are only possible
for a very short time and in
close proximity to zero,” and
said he doubts that the ECB’s
bond-purchase program will
bolster economic growth and
inflation.

The comments from one of
Germany’s top economists
came amid mounting criticism
in Germany of the ECB’s €1.5
trillion ($1.7 trillion) stimulus,
which has been expanded ag-
gressively since December.

Allies of Chancellor Angela
Merkel over the weekend

called for a German to succeed
Mario Draghi as ECB president
when his term ends in 2019.

The ECB urgently needs “a
change of direction, more Ger-
man handwriting,” Bavaria’s fi-
nance minister, Markus
Soeder, a member of Ms.
Merkel’s Bavarian sister party,
told Germany’s Bild newspa-
per.

Mr. Weber was considered a
lead contender in early 2011
for the ECB’s top job, which
has never been held by a Ger-
man. Instead, he resigned
amid a dispute over the ECB’s
bond purchases, leaving the
field open for Mr. Draghi.

Many of the ECB’s recent
decisions have been strongly
criticized in Germany, includ-
ing the quantitative-easing
program in began last year.
But the criticism has grown
louder in recent weeks follow-
ing its decision in March to
initiate sweeping rate cuts, ad-
ditional bond purchases and
cheap loans for banks.

The ECB’s deposit rate,
charged for parking funds with
the central bank, now stands
at minus-0.4%.

Mr. Weber warned that the
financial system wasn’t de-
signed to handle negative in-

Please see WEBER page B10
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Argentina

Bond Sale
A Record

By Caroryn Cut
AND JULIE WERNAU

Argentina returned to the
global debt market for the
first time in 15 years on Tues-
day with the largest-ever
emerging-market bond sale.

The government originally
marketed a deal of between
$10 billion and $15 billion, but
it sold $16.5 billion after find-
ing overwhelming investor de-
mand. Underwriters for the of-
fering received $70 billion in
orders for the debt, according
to people familiar with the
matter.

The debt sale was Argen-
tina’s first since defaulting in
2001. The country ended a 15-
year dispute with some bond-
holders when it agreed to set-
tle in February with a group of
U.S. hedge funds and other
holdout creditors.

According to data provider
Dealogic, the issuance is the
largest on record in emerging
markets, above Brazilian state
oil company Petrdleo Brasile-
iro SA’s $11 billion corporate-
bond sale in 2013.

Argentina sold four offer-
ings at yields up to 8%, ac-
cording to people familiar
with the pricing. The govern-
ment sold $2.75 billion of
three-year notes at a 6.25%
yield, $4.5 billion of five-year
notes at a 6.875% yield, and
$6.5 billion of 10-year notes at
a 7.5% yield. The $2.75 billion
of 30-year notes priced with
an 8% yield.

Those yields are below lev-
els the government initially
discussed, and some investors
had said they wouldn’t buy the
notes at those rates. But over-
whelming demand for the is-
suance helped drive up prices
and push down yields, analysts
said. In another sign of strong
demand, investors with bond
allocations were receiving of-
fers to buy those bonds on
Tuesday above the levels at
which they were priced.

Visa Chips Away at Checkout Transaction Time

By RoBIN SIDEL

Shoppers may soon get
back a few extra seconds at
checkout.

In response to complaints
about the waiting time caused
by new chip-enabled credit
and debit cards, Visa Inc. said
Tuesday it is introducing soft-
ware that will shave as many
as 18 seconds off the time it
takes to make a payment.

The nation’s biggest retailer
also has taken steps to be
faster. Wal-Mart Stores Inc.
has lopped 11 seconds off chip-
card transaction time, a
spokesman said. Among other
things, the Bentonville, Ark.,
company has eliminated a
prompt that asked shoppers to
confirm the amount of the
transaction.

The moves are a reflection
of the widespread consterna-
tion that has greeted the new
cards, which offer better secu-

Chip cards offer better security but require

rity than the older ones but
require more technology that
slows transaction speeds.
Take Frank McGinnis, who
says he grits his teeth when-
ever he has to wait 10 or 20

more technology.

seconds for his transaction to
be processed using his chip-
enabled debit card at a store.

“It sounds negligible in
number but it’s significant in
terms of mental well-being or

ABEL URIBE/TRIBUNE NEWS SERVICE/ZUMA PRESS

calmness or whatever you
want to call it,” Mr. McGinnis
says. He says he gets espe-
cially frustrated when he
makes a quick stop on his way
home from work in Pough-
keepsie, N.Y.

The delays also have caused
aggravation among merchants,
who benefit from getting cus-
tomers through checkout as
efficiently as possible.

“Overall, there was some
merchant dissatisfaction with
how long it was taking to pro-
cess the transaction,” Ellen
Richey, Visa’s vice chairman of
risk and public policy, said in
an interview.

The new Visa software will
reduce the amount of time the
card must be in the reader. It
allows the chip card to be in-
serted and removed from the
terminal while an order is still
being rung up by a cashier.
The transaction amount isn’t
authorized by the card issuer

until it is complete, but the
change allows the customer to
put the card away more
quickly.

Financial institutions have
shipped hundreds of millions
of the new debit-and-credit
cards to consumers over the
past year as part of an indus-
trywide effort to cut down on
counterfeit fraud. The cards
are embedded with a com-
puter chip that provides a
unique code for each transac-
tion instead of relying on
static data that are contained
on the back of cards with a
traditional magnetic strip.

The chip cards won’t stop
thieves from hacking into a
merchant’s payment system,
but any stolen card informa-
tion is essentially useless be-
cause the data change each
time the card is used.

Many shoppers who are ac-
customed to swiping their

Please see CHIP page B6

‘Magic Number’ for

Here is a number to fo-
cus on: $50. That is per bar-
rel, the price of Brent crude
oil at which falling prices
started to hurt rather than
help shares and other risky
assets.

Mon-
day’s 6%
fall and re-
bound in oil
pushed eq-
uities down
and back
up, once
again dem-
onstrating
its importance. Brent prices
rose 2.6% to $44.03 Tues-
day, well within sight of
$50.

Despite the obvious im-
pact on Monday, there are
some signs that the influ-
ence of oil on other assets
may be fading. If the price
keeps going up, the ques-
tion isn’t only whether it
will carry on, but whether
more expensive oil will con-

.

-
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tinue to be good news for
shares.

The answer depends to a
large extent on the explana-
tion for why the link was so
tight to begin with. Wind
back to last summer, when
Brent tumbled below $50
and stayed down at levels
not reached since the
depths of the financial cri-
sis. As it fell toward $50,the
price became more impor-
tant to shares—and not only
to stocks in oil companies
and airlines, which normally
suffer and benefit the most,
respectively, from cheap oil.

The main reason: spill-
over effects from spending
cuts and defaults at energy
companies. The speed of the
oil decline led to rapid re-
trenchment in capital
spending and widespread
job cuts, both with knock-on
effects on the real economy.
At the same time, a sharp
rise in defaults created fear
of financial contagion from

Oil Price

shale drillers which had fi-
nanced their operations
with a flood of junk bonds
and from commodity-depen-
dent emerging-market com-
panies with excessive debt.

As oil has risen again,
those fears have receded.
There still is little sign that
Americans are spending
more of the money they
save from cheaper fuel,
something economists had
assumed would boost
growth. But the pressure for
even deeper cuts by oil
companies has reduced.

“If oil stays around $40,
the correlations will con-
tinue to break down,” says
Andrew Milligan, head of
global strategy at insurance
group Standard Life.

This isn’t merely about
the importance of Big Oil to
major indexes. Even strip-
ping out energy stocks, the
tendency of the S&P 500 to
move together with oil in-

Please see STREET page B6

Crude Analysis

From June 2014 to January 2016, oil moved more closely
with stocks when crude was below $50 a barrel.

Correlation between Brent crude and
the S&P 500, excluding energy and materials
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Tech Slide Eats Into Stock Gains

’OREAL

By AARON KURILOFF
AnD Riva GoLp

U.S. stocks pared gains
Tuesday as weak earnings re-
ports dragged down technol-
ogy shares.

The Dow industrials have
climbed for five of the past six
trading days and risen more

than 15% from

TUESDAY'S their lows on
MARKETS Feb. 11. The
rally has been
spurred by
confidence in continued

growth in the U.S. economy, a
recovery in oil prices and the
likelihood that U.S. interest
rates will remain low.

Some traders said now that
the rebound from February’s
lows have carried major U.S.
indexes to near record highs,
further gains will require signs
of growth in corporate earn-
ings.

“I see a lot of relieved as-
set managers, but I don’t see a
lot of conviction,” said Tom
Carter, managing director at
brokerage firm JonesTrading.
“It’s hard to imagine this thing
going much higher without
positive earnings growth,” he
added.

The Dow Jones Industrial
Average climbed 49.44 points,
or 0.3%, to 18053.60, a day af-
ter closing above 18000 for
the first time since July.

The S&P 500 rose 0.3% to
2100.80, hitting 2100 for the
first time this year.

Energy and materials
shares gained the most in the

Shares of L'Oréal rose 5% after the company said like-for-like sales grew 4.2% in the first quarter.

S&P 500, as U.S. crude oil rose
3.3% to settle at $41.08 a bar-
rel. Analysts said prices got a
boost Tuesday from a strike
by oil workers in Kuwait, alle-
viating supply pressure.

Transocean climbed 9.5%
and Freeport-McMoRan rose
8.9% by late afternoon.

The Dow industrials pared
early gains after rising as
much as 99 points. Shares of
Goldman Sachs  Group
climbed 2.3% after the bank
said its quarterly revenue fell
40%, a better result than ana-

lysts expected.

Better-than-feared results
from banks have helped boost
indexes in recent sessions and
in late afternoon, the KBW
Nasdaq Bank Index of large
U.S. commercial lenders was
on pace to finish Tuesday up
more than 20% from mid-Feb-
ruary lows.

The index was still down
around 6.5% this year, as
banks have struggled with dif-
ficult trading conditions and
low interest rates.

Shares of International

Business Machines fell 5.8%
after the company on Monday
reported a 4.6% slide in first-
quarter revenue and a 13.5%
decline in profit.

Technology shares fell the
most in the S&P 500, dropping
0.7% by late afternoon. The
tech-heavy Nasdaq Composite
Index fell 0.4% to 4940.33.

Netflix shares lost 13% af-
ter the streaming-video ser-
vice provided a disappointing
forecast for its international
business Monday that height-
ened analysts’ concerns about

MARLENE AWAAD/BLOOMBERG NEWS

slowing expansion in the U.S.
“I thought we were going to
rally, but I didn’t think we
were going to hit 18000,” said
Kent Engelke, chief economic
strategist at Capitol Securities
Management Inc.

Mr. Engelke said he has re-
cently sold some of his junk-
bond holdings that had rallied
since mid-February and used
the proceeds to buy energy
and value stocks.

The Stoxx Europe 600 rose
1.5% to 349.24 following an
upbeat session in Asia. Rising
commodity prices boosted
shares of mining and energy
companies in Europe and
helped send shares in Austra-
lia to a three-month high.

Shares of L’Oréal were
among the top performers on
Tuesday, jumping 5% after the
French cosmetics giant said
like-for-like sales grew 4.2% in
the first quarter.

Shares in Japan also re-
versed Monday’s steep drops
after the yen stabilized against
the U.S. dollar and concerns
about the financial impact of
recent earthquakes in Japan
eased. Japan’s Nikkei Stock
Average ended 3.7% higher.

The dollar has declined by
nearly 10% against the yen this
year, weighing on Japanese ex-
porters and causing Bank of
Japan Gov. Haruhiko Kuroda
to hint at the possibility of
further stimulus measures in a
recent Wall Street Journal in-
terview. The dollar was at
¥109.11 up from ¥108.82 late
Monday in New York.

Oil- Supply Outages Spark Global Seramble

LONDON—Oil-producing
governments across the world
are scrambling to address pe-
troleum outages that have
taken nearly 2 million barrels
a day off the market and sent
crude prices rallying.

By Benoit Faucon,
Summer Said
and Selina Williams

The outages have been
caused by an oil-worker strike
in Kuwait, alleged pipeline
sabotage in Nigeria and pay-
ment disputes in Iraqi Kurdis-
tan. The missing oil supply—
about 1.85 million barrels a
day—has essentially brought
the oil market’s supplies back
into balance with demand, if
only temporarily, and raised
questions about big producers’
ability to quickly ramp up dur-
ing supply outages.

The situation offers a
glimpse of what the oil market
would look like if the current
glut were to end after nearly
two years of weighing on
prices. Oil demand is expected
to average 94.8 million barrels
a day in the first quarter of
2016, compared with oil supply
of 96.4 million barrels a day.

Brent crude, the global
benchmark, rose 2.6% Tuesday
to $44.03 a barrel on ICE Fu-
tures Europe. U.S. prices rose
3.3% to $41.08 on the New
York Mercantile Exchange.

The rally occurred just two
days after big oil producers
failed to reach a deal in Qatar

Kuwaiti oil workers outside their union headquarters on Sunday.

to limit production, a develop-
ment that sent prices down
until traders shifted their fo-
cus to the supply shortages.

“This is definitely the fa-
mous canary in the coal mine
telling us something about the
state of the oil market. It is
telling us that the oil market
is more in balance than widely
assumed,” said Bjarne Schiel-
drop, chief commodities ana-
lyst at SEB, a leading Nordic
corporate bank.

Oil-producing governments
said they were working to re-
sume pumping as soon as
possible.

In Kuwait, where oil work-
ers upset over apparent pay
cuts and plans to privatize
parts of the energy industry
went on strike last weekend,

the government has threat-
ened the strikers with legal
action. The military reportedly
has taken over some produc-
tion sites and reopened them
after workers disabled them.
State-run Kuwait National
Petroleum Co. regrouped staff
at its most critical production
sites and got output back up to
1.5 million barrels a day, Chief
Executive Mohammad Al-Mu-
tairi told state-run news agency
KUNA on Monday. That is still
only about half of the previous
level of 2.8 million barrels a
day reported by the member of
the Organization of the Petro-
leum Exporting Countries.
The Kuwaiti oil company
has been authorized to recruit
contractors from abroad to
operate some of its facilities.

YASSER AL-ZAYYAT/AGENCE FRANCE-PRESSE/GETTY IMAGES

In Nigeria, another OPEC
member, Italy’s Eni SpA said
Tuesday it resumed pumping
its Brass River crude in the Ni-
ger Delta, whose output nor-
mally is about 140,000 barrels
a day. The production had
been disrupted after a pipeline
caught fire in an area where
oil theft is frequent.

About 300,000 barrels a
day of Nigerian crude were
still offline, according to Nige-
rian news accounts, because of
a late February oil spill at a
terminal run by a Royal Dutch
Shell PLC joint venture. Shell
confirmed the outage but de-
clined to comment further.

In Iraq, the central govern-
ment has said it stopped
pumping about 150,000 bar-
rels a day in March from the
giant Kirkuk fields in the
north into the main export
pipeline following a dispute
with an autonomous Kurdish
authority that controls the
pipeline transporting the oil.

The shift to a tighter mar-
ket could get worse in coming
months. Oversupply is set to
shrink from 1.5 million barrels
a day in the first half of the
year to 0.2 million barrels a
day in the second half, accord-
ing to the International Energy
Agency, at a time producers
are facing further supply risks.

The disruptions come as oil
supplies outside OPEC are set
to decline this year by an esti-
mated 700,000 barrels a day,
driven by a slump in U.S.
shale-oil production. At the

same time, several of OPEC’s
members are pumping at ca-
pacity, reducing the cartel’s
ability to ramp up production
when there is a shortage of
crude.

The difference between
what a country is pumping
now and what it could theoret-
ically pump is known as “spare
capacity,” a number that fell
by about 100,000 barrels a day
to 3.13 million barrels a day in
March from the beginning of
the year, according to the IEA.

In Saudi Arabia, spare ca-
pacity stands at about 2 mil-
lion barrels a day, but the
amount it could immediately
ramp up to is only about
500,000 barrels a day, Olivier
Jakob, head of Swiss-based
consultancy Petromatrix, said
in a note Tuesday.

The price rally may have
been tempered by the world’s
huge inventories of stored
oil—crude that was bought at
low prices and stored until it
could be sold for higher prices.
Commercial oil stocks in in-
dustrialized countries in Feb-
ruary stood at about 3 billion
barrels, according to OPEC,
though that is still about 352
million barrels above the lat-
est five-year average.

“We are back in an environ-
ment where the only spare ca-
pacity left is in storage tanks,
and if those barrels start to be
used then the crude-oil struc-
ture tightens, which in turn
provides some flat price sup-
port,” Mr. Jakob said in a note.
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creased sharply as the
crude price dropped, as the
International Monetary
Fund showed last week.

The correlation between
Brent, the global oil bench-
mark, and the S&P 500 still
is exceptionally high on
multimonth measures. But
earlier this month the 10-
day correlation reached its
lowest since last July, when
the price of Brent stood at
$56 a barrel.

The effects of the oil
price are tricky to analyze
because so much depends
on the cause. Oil is driven
both by supply issues—such
as the weekend meeting of
members of the Organiza-
tion of the Petroleum Ex-
porting Countries and Rus-
sia in Qatar, where
ministers failed to negotiate
a production freeze—and by
global demand.

If demand rises, a higher
price might be good news
for risky assets as it reflects
strength in the global econ-
omy. In 2009, in the after-
math of the financial crisis,
shares and oil soared to-
gether and the correlation
between the two was close
to perfect.

On the other hand, if the
oil price rises because of a
supply shock, it can ham-
mer risky assets. In 1990,
the first Gulf War tripled
the price of oil, and shares
suffered badly, with correla-
tions that were almost ex-
actly inverse.

The recent rise in oil
doesn’t neatly fit either
model (although this week’s
rise was helped by a Ku-
waiti oil-worker strike). In-
stead, it seems to be mostly
about reduced fear of ex-
treme outcomes for the
economy. Worries earlier
this year about recession,
China and financial stress
receded, helped by signs
that lower oil prices were
stimulating demand.

But the traditional inter-
pretations may come back
into play as $50 draws
closer. After the political
standoff between Saudi Ara-
bia and Iran at OPEC, it
seems unlikely that the car-
tel will slice production.
That leaves the best hope
for higher prices with the
demand side, if the econ-
omy were to start showing
signs of strength. Better-off
consumers should mean
gains for stocks, so there is
little to worry about from
such a demand-driven oil
price rise. That is especially
true as partly drilled shale
wells can quickly be fin-
ished off, keeping a cap on
prices and further reducing
the financial stress in the
shale sector.

Such a self-reinforcing
positive cycle remains no
more than hope.

But even if oil merely
stays roughly where it
stands today, investors in
stocks should at least be
able to stop worrying so
much about crude prices
and Middle Eastern politics
and put their focus where it
should be, on earnings and
valuations.
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card in a reader in an instant
have been flummoxed by the
new method that requires
them to insert the card into
the reader and leave it there
until the transaction is fin-
ished.

But it isn’t just shopper
fumbling that makes the
transactions more time-con-
suming. The length of the
transactions also varies among
merchants based on how the
payment terminals are config-
ured, the speed of the connec-
tion, and whether the termi-
nals prompt the shopper on
how to make the pay-
ment, merchants and payment
executives say.

A study conducted by JDA
Software Group Inc. found
that using a chip card typi-
cally added eight to 12 sec-
onds per checkout process, be-
cause of  the actual
transaction, “fumble time” and
the time it took the cashier to
instruct shoppers on how to
use new machines.

The study used two differ-
ent card-reading machines at
an unnamed specialty retailer
that has more than 4,000
stores.

“It’s reasonable to think the
machine is adding about four
to six seconds,” says Marty
Reynolds, vice president of re-
tail solutions for the supply-
chain and labor-software firm
that counts many large retail-
ers as clients.

The extra time also can be
costly to merchants. At the re-
tailer tested by JDA, the addi-
tional transaction time will
add $3.2 million annually to
labor costs if the eight-second
machines are used, Mr. Reyn-
olds says.

Visa says its new software
will be free to card processors,
who will then decide whether
to charge their merchant cus-
tomers for it. It doesn’t re-
quire hardware changes, or al-
terations to the cards that are
now in consumers’ wallets.”

For now, the software is
available only for Visa transac-
tions, but the card network
says rivals will be permitted to
customize its technology for
their own brands.

Starting last October, mer-
chants who haven’t upgraded
their payment terminals to ac-
cept chip cards must foot the
bill for counterfeit transac-
tions. Those costs previously
were borne by the card-issuing
financial institution.

—Sarah Nassauer
contributed to this article.
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the U.S. It imports about four
million barrels of crude a day,
and consumption appears
likely to rise.

While U.S. and European
energy demand is expected to
stagnate or decline, and as
China shifts away from en-
ergy-intensive, heavy manu-
facturing to a more consumer-
focused economy, oil demand
in India is expected to grow
4.2% a year over the next five
years. That contrasts to 3.4%
growth in China.

By 2040, the International
Energy Agency says that In-
dia’s oil imports could nearly
double, to around 7.2 million
barrels a day, spurred by a
growing population and a
modernizing economy.

“Everybody is trying to get
a big stake in India—it is the
biggest growing market in
Asia,” said Amrita Sen, chief
oil analyst at London-based
consultancy Energy Aspects.

Rosneft’s deal to supply Es-
sar would translate into a
roughly 5% share of imports,
putting it about on par with
Iran, another big, long-term
India supplier.

The Russian oil company’s

boss, Igor Sechin, has said the
deals between Rosneft and Es-
sar, along with recent stake
sales in its prized east Sibe-
rian oil fields to Indian compa-
nies, were strategic agree-
ments that give the Russian
company access to the Indian
market and build a bridge be-
tween the two countries.

“China’s role has dimin-
ished, but the share of India,
other Asian countries and Af-
rica are gradually growing,”
Mr. Sechin told oil executives
in a speech in London in Feb-
ruary.

Russia has pushed hard into
China, too, at the expense of
Saudi Arabia, and it is also
gaining market share in South
Korea and Japan, according to
FGE.

Saudi Arabia, on the other
hand, has tried to replace Rus-
sian crude in some European
markets, though it has had lit-
tle success so far.

Executives of state-con-
trolled Saudi Arabian Qil Co.,
better known as Saudi
Aramco, are responding with a
charm offensive in India. It
plans to open an office in In-
dia this year and Aramco exec-
utives have started talking to
key buyers there before issu-
ing monthly prices for the
crude they will be taking, ac-
cording a person familiar with

India Rising
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the matter.

“Aramco is changing its at-
titude toward its customers,”
this person said. “Before, it
was a take-it-or-leave-it atti-
tude, but now Aramco wants
to be closer to its buyers.”
Aramco is also looking into in-
vesting in a new refinery in
India, this person said.

Representatives of Aramco
and the Saudi oil ministry
didn’t return requests for
comment.

Other players are consider-
ing expansion in India. In Oc-

tober, Ali Kardor, head of in-
vestments at the National
Iranian Oil Co., said the state
oil company was in early talks
to buy a stake in an Indian re-
finery of its own.

“India is the market the
world is looking at in the fu-
ture,” Dharmendra Pradhan,
India’s minister of state for
petroleum and natural gas,

said in an interview last
month.
—Vibhuti Agarwal
and Benoit Faucon

contributed to this article.
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Second-Tier Malls Do Have Their Fans

T L

By Liam PLEVEN

A diverse group of investors,
including a U.S. hedge fund, a
Canadian alternative-asset man-
ager and an evangelical Chris-
tian university led by Jerry Fal-
well Jr., are making big bets on
beaten-down shopping centers.

Mall owners such as Simon
Property Group and General
Growth Properties Inc. in re-
cent years have been shifting
their focus to prime properties
in desirable locations that gen-
erate heavy foot traffic and are
attractive to high-end retailers.

That has opened a door for
investors who believe the value
of second-tier malls has fallen
too far, amid growing fears of
e-commerce and worries over
the supply of retail space.

Such buyers argue that
brick-and-mortar malls serve
as community hubs in smaller
markets even if those malls
don’t generate the same sales
as rivals in wealthy suburbs.
Higher sales often translate
into higher rents. And in large
metropolitan areas, older malls
that have fallen out of fashion
often sit on valuable real es-
tate, they contend.

Farallon Capital Manage-
ment LLC of San Francisco last
month bought three malls in
small Southern cities, along
with a fourth mall last fall, in
Valdosta, Ga. None of the malls
generated more than $370 in
sales a square foot, according to
a person familiar with the mat-
ter. High-end properties can pull
in roughly triple that amount.

Toronto-based Brookfield
Asset Management, meanwhile,
agreed in February to pay a
35% premium for Rouse Prop-

Liberty University, led by Jerry Falwell J

erties Inc., which owns 36
properties, including a number
of lower-productivity malls, in
a deal set to close this year.
And last month, Mr. Falwell’s
Liberty University paid about
$33 million for a 75% stake in
River Ridge Mall, next to its
Lynchburg, Va., campus.

“It will never be what I call
an ‘A’ mall,” Mr. Falwell said.
But it is the only regional mall
within more than 50 miles, and
the university expects to up-
grade the property and sell it
in a few years, he said. “We’ll

be able to make a substantial
profit,” Mr. Falwell said. The
university and the community
will benefit from having a more
appealing property as a neigh-
bor, he said.

Liberty has about $1.3 bil-
lion in investments, including
other real estate, according to
Mr. Falwell. Less than 30% is in
equities, he said.

Mall-industry giants are
moving in the opposite direc-
tion. Simon Property Group,
General Growth Properties and
Taubman Centers Inc. have been

r-., paid about $33 million for a 75% stake in River Ridge Mall in Virginia.

shedding less-productive malls
in recent years. The largest mall
landlords now own mostly
higher-end properties such as
New York’s Roosevelt Field,
which boasts a Neiman Marcus.

These so-called A malls are
often seen as less vulnerable to
online shopping. They tend to
be in densely populated, afflu-
ent areas and filled with stores
and restaurants that consumers
flock to. The owners often
spend large sums to renovate
and maintain the properties,
and the payoff is a steady

stream of income.

Stock-market investors favor
the strategy. Simon and Gen-
eral Growth shares are up 7.5%
and 7.8% this year, respectively,
through Monday’s close, ac-
cording to FactSet. Owners of
“B” malls are faring less well.
WP Glimcher Inc. is down 4.3%
and CBL & Associates Proper-
ties Inc., which sold the stake
in the Lynchburg mall, is down
2.8%.

Owning weaker malls is seen
as riskier. Newer properties can
lure away retailers and shop-

SAM O'KEEFE/ASSOCIATED PRESS

pers, and foot traffic can
steadily decline. Unlike office
buildings that can attract ten-
ants by lowering rents, a dying
mall might not find takers at
any price, analysts say.

“It just goes dark,” said Tad
Philipp, director of commercial-
real-estate research at Moody’s
Investors Service. Experts be-
lieve many less-productive
malls will close in years ahead.

The high stakes can make
lenders wary, Mr. Philipp said.
Last year, the 10 biggest losses
on loans backed by malls and
packaged into commercial-
mortgage-backed securities to-
taled $530 million, according to
Trepp LLC, which tracks such
loans. Some losses exceeded
the outstanding loan balance.

Yet analysts say many less-
productive malls have a future.
“It’s important to distinguish
among ‘B’ malls,” said Brian
Kingston, chief executive of
Brookfield Property Partners,
an affiliate of Brookfield Asset
Management that already owns
about a third of Rouse’s out-
standing shares.

Only an enclosed mall in a
smaller market can have a
dominant position, for exam-
ple. Farallon, which managed
$19.5 billion as of the begin-
ning of the year, said that was
part of the appeal of the three
malls it bought last month, two
in Alabama and one in Virginia.

In such situations, sales per
square foot might not be the
key indicator, said Rich Moore,
a senior analyst at RBC Capital
Markets. “There are $200-per-
square-foot malls that you can
make work, that you can make
into moneymaking machines,”
he said.

Singapore Is Struggling
With Glut of Office Space

By JAKE MAXWELL WATTS
AnD PR. VENKAT

SINGAPORE—Singapore’s
busy skyline is getting more
crowded as the supply of of-
fice space surges, driving
prices lower as developers
scramble to attract a dwin-
dling number of prospective
tenants.

On the fringes of the city-
state’s central business dis-
trict, the state investment
funds of Singapore and Malay-
sia are close to completing
two huge new complexes with
a combined 2.5 million square
feet of premium office space.

Not far away, Singapore de-
veloper GuocoLand Ltd. is just
months away from opening
the first floors of Tanjong Pa-
gar Centre, which will be the
city’s tallest building at 64
stories high. That will add
890,000 feet to the mix.

A rebound in growth after
the 2008 global financial crisis
prompted many developers to
take up new projects at the

same time that government-
linked construction began. But
now, as those projects are
coming onstream, demand is
beginning to sag. Renewed
weakness in the global econ-
omy has prompted banks to
cut staff and office space,
while other businesses are
looking to shrink as global
trade remains weak.

That is raising concerns
about how all this new office
space is going to be filled.
Forecast demand for 2016
doesn’t meet even half the
projected supply.

Standard Chartered PLC re-
cently gave up four of the 24
floors of Marina Bay Financial
Centre it originally occupied
in 2011 as it looks to consoli-
date its properties in Singa-
pore.

Australia & New Zealand
Banking Group Ltd. and Royal
Bank of Scotland PLC are re-
negotiating with their land-
lords in Ocean Financial Cen-
tre and One Raffles Quay,
respectively, as prices fall.

The slumping resources
sector also has cut back on
space. Australian miner BHP
Billiton Ltd. last year gave up
four of its 11 floors of offices
at Singapore’s premium Ma-
rina Bay Financial Centre fol-
lowing efforts to cut costs.

Even Alphabet Inc.’s Google
is leaving the city center this
year as it looks for a larger
property away from the cen-
tral business district.

“A lot of the supply is com-
ing in at a time when demand
is starting to become lacklus-
ter,” said Sigrid Zialcita, man-
aging director of Asian re-
search at property-services
company Cushman & Wake-
field in Singapore. “This is a
market that is able to absorb
1.5 to two million square feet
[annually],” she said. “Right
now there are challenges to
even reaching that level.”

Last month, Daiwa Capital
Markets downgraded its rating
on Singapore office trusts to
“negative” from “neutral,” es-
timating that vacancy rates in

Forecast demand for 2016 doesn’t meet even half the projected supply of new office space.

the central business district
are likely to rise to 9.6% in
2016, double the rate in 2015.

Prices for central-business-
district prime space fell 14% in
2015, according to data pro-
vided by Daiwa, which projects
a further 5.4% decline this
year.

The sharp increase in new
space this year is largely due
to projects being developed by
the Singaporean and Malay-

sian state investment funds
Temasek Holdings Pvt. Ltd.
and Khazanah Nasional Bhd.
Under a joint venture called
M+S, the two companies are
building a giant new office and
premium residential complex
called Marina One on land
near the central business dis-
trict, which belonged to Ma-
laysia until 2010. That year,
the two countries agreed to
return the land to Singapore

in exchange for a Malaysian
stake in the new development.

The Marina One complex
will add about 1.9 million
square feet of premium office
space to the market, although
not all of it will be available
this year. The other Temasek-
Khazanah project is a giant
multiuse complex called Duo,
which will inject another
570,000 square feet of space
into the market.

Billionaire Zell Warns of U.S. Recession

By JANET MORRISSEY

Billionaire investor Sam
Zell, who correctly called the
top of the last commercial
real-estate cycle, is predicting
global problems will likely
push the U.S. into a recession
in the next year.

While the U.S. is humming
along fine at the moment, Mr.
Zell warned that it isn’t im-
mune to problems in the world
economy. Those problems in-
clude low oil prices, falling im-
port demand from emerging
economies, volatile financial
markets, deflation, possible
negative interest rates and
currency exchange rate fluctu-
ations, he said.

“I’'m not being pessimistic,
I'm being realistic,” he said
last week at a real-estate con-
ference in New York. The U.S.
economy is now “in the ninth
inning,” he said.

In 2007, Mr. Zell famously
sold his Equity Office Proper-
ties Trust in a $39 billion deal
just before the market
crashed. He also made a for-
tune buying discounted assets
in the wake of the recession of
the early 1990s, a strategy
that earned him the sobriquet
of the “grave dancer.”

But other real-estate inves-
tors who also have amassed
admirable track records have a

WL
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Sam Zell called the top of the last commercial-property cycle.

less dire outlook. “It’s defi-
nitely too early to call the end
here,” said Jonathan Gray,
global head of real estate at
Blackstone Group, at the
same real-estate  confer-
ence. “Growth will continue to
be there—just not as strong as
seen in the past.”

This isn’t the first time Mr.
Zell has talked about a reces-
sion. In 2012, he warned that
corporate enterprises were de-
laying projects and other capi-
tal expenditures, indicating a
lack of confidence in the econ-
omy. He also said the govern-
ment’s  quantitative-easing
economic stimulus program

had created an excess flow of
capital, where too much capi-
tal was chasing after too few
opportunities. “It’s very hard
not to assume that we’re on
the cusp of going back into a
recession,” he said in a 2012
interview with CNBC.
Real-estate investors are
more than ever polishing up
their crystal balls because
commercial-property values
have been on a mostly unin-
terrupted upward march since
2009. Over the past year, con-
cerns over when and how
much the Federal Reserve will
raise interest rates have taken
a toll on real-estate invest-

CHI:'{IS GOODNEY/BLOOMBERG NEWS

ment trust prices.

Some REIT CEOs said they
are preparing for a down-
turn—though many believe it
is still on the distant horizon.

“We’ve been deleveraging
like most of our peers have,
and positioning ourselves so
that when the recession hits,
we have capital to go out and
acquire at good prices,”
said James Connor, CEO of
Duke Realty.

Mr. Connor said he expects
a correction at some point,

just not likely in the next year.

When the recession does
hit, Mr. Zell believes it will be
a “significantly milder ver-
sion” than the previous one. In
the real-estate world, he
noted, companies have far less
leverage today than in 2007,
which will make it easier to
weather the downturn.

Mr. Zell has been selling
properties in his Equity Resi-
dential and Equity Common-
wealth portfolios. Over the
past 18 months, he sold $3.5
billion of Equity Common-
wealth properties, and, in Jan-
uary, he sold a 23,000-unit Eqg-
uity Residential portfolio for
about $5.4 billion. Mr. Zell
said the Equity Residential
sale was part of a restructur-
ing aimed at selling properties
in suburban markets to focus
on densely populated ones.

Grosvenor Sees Bumps

Ahead for Real Estate

By ART PATNAUDE

A major UK. Ilandlord
warned that the boom in
global real estate is coming to
an end.

London-based Grosvenor
Group, which manages invest-
ments on behalf of the Duke of
Westminster, said in its annual
report Tuesday that years of
rising property values could
be set to reverse.

While it isn’t possible to
predict when the market will
turn, “it is only a matter of
time,” Nicholas Scarles, group
finance director, said in the
2015 report.

Real-estate investment
surged after the 2008 finan-
cial crisis, pushing values of
commercial and residential
property to records in cities
around the world. Amid low
interest rates, returns in prop-
erty looked attractive com-
pared with other asset classes.

Stock-market volatility, low
oil prices and political uncer-
tainty have damped demand.
High-end housing markets in
cities such as London and New
York have softened in the past
year.

Commercial-property trans-
action volumes totaled $1.2
trillion in 2015, down 2% from

2014, according to data pro-
vider Real Capital Analytics.

Grosvenor is continuing to
“expect and plan for a slow-
down, particularly in high-end
commercial and residential
property,” Mr. Scarles said.
Other historic landlords in
Britain have also been prepar-
ing for a downturn.

For Grosvenor, preparation
includes selling assets and
pursuing development oppor-
tunities expected to mature
during the next market up-
turn, Mr. Scarles said.

In addition to high property
values, “there is a risk that
sustained low oil prices could
lead to sovereign-wealth funds
reducing investment in high-
end commercial and residen-
tial property in London and
elsewhere,” he said. “All of
this points to a correction in
the near future.”

Grosvenor manages a £6.7
billion ($8.4 billion) property
portfolio spanning Hong Kong
to San Francisco.

“While we have seen per-
formance above the cycle av-
erage in each of the years
since the financial crisis, we
anticipate the next few years
will bring a more-challenging
environment,” Mr. Scarles
said.

EDGAR SU/REUTERS
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Ashmore’s

Stock Has
Run Too Far

Investors have rediscov-
ered the pull of emerging
markets and suitably they
also have been piling back
into Ashmore Group, the
specialist fund manager.

The funny thing is its
shares have been attracting
money far more than its
funds. This should make pro-
spective shareholders cau-
tious.

Despite some political
troubles, things started to
improve for emerging mar-
kets in mid-January and cur-
rencies such as the Russian
ruble, Brazilian real and
South African rand all are up
strongly against the dollar
now. J.P. Morgan’s emerging-
market bond index is up
6.5% so far this year, while
the MSCI emerging markets
stock index has outperform-
ed its global equivalent by
5.5%.

But if things are looking
up in emerging-markets
debt, Ashmore’s business is
yet to feel the benefit. The
group saw another period of
net outflows from its funds
in the quarter to March 31,
which it reported Tuesday,
its seventh consecutive quar-
ter of withdrawals.

But since late January,
Ashmore’s stock has jumped
more than 50%, easily out-
performing emerging mar-
kets focused rival Aberdeen
Asset Management and far
outstripping banks such as
HSBC and Standard Char-
tered.

Ashmore now trades at
more than 20 times forecast
earnings for 2016, way ahead
of its highest level in the
past three years, the 18.6
times forward earnings level
of summer 2014, and easily
beating valuations of peers.

Until the fund flows start
to reverse, this recovery
rally looks to have gone far
enough. —Paul J. Davies

Is Helicopter Money on Its Way?

That didn’t take long. No
sooner had President Mario
Draghi unveiled the Euro-
pean Central Bank’s latest
easing effort after March’s
policy meeting than he was
asked about helicopter
money. Expect more of the
same this week.

In the short term, markets
will be looking Thursday for
more detail on the ECB’s
planned corporate-bond pur-
chases. Issuance has picked
up and the spread between
corporate and government
bond yields has narrowed,
but key questions on the size
and composition of the pro-
gram remain unanswered.

In the longer term, the fo-
cus is likely to be on further
ECB options, including heli-
copter money—essentially,
direct injections of cash into
the economy by the central
bank. The prospect is a re-
mote and radical one for
now; the debate is theoreti-
cal, not practical.

But that the discussion is
even taking place is notewor-
thy. It marks dissatisfaction
with the sluggish nature of

Slower for Longer
Annual change in gross domestic product
6%

2005 ‘06

‘07

“Forecast
Source: International Monetary Fund

the economy and its recovery
since the crisis.

The ECB faces a particular
problem in the criticism
coming from Germany, amid
warnings that monetary pol-
icy has hit its limits. It would
be risky for a central bank to
agree with that idea.

The notion of helicopter
money is enticing in an envi-
ronment in which more li-
quidity and lower rates offer
diminishing returns, and fis-

 Eurozone
H World
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cal policy is politically taboo.
In its most radical form, the
central bank would distribute
cash directly to the popula-
tion, without taking any
matching asset on its balance
sheet. One way to think of
this is as similar to an injec-
tion of fresh equity—a way
to repair stretched finances.
There would be no upfront
debt for governments to take
on as a result. The cost
would instead be borne over

time from future income gen-
erated by the central bank.
That relies on the assump-
tion that a central bank, un-
like commercial banks and
companies, can run with a
hole in its balance sheet be-
cause it can create money.
The hope would be one of
greater spending today, or if
consumers pay down debt,
expectations of greater activ-
ity tomorrow. Inflation ex-
pectations would likely rise.

Or so the thinking goes.
Helicopter money’s seductive
nature is also reason to mis-
trust it. Politically, it would
introduce fresh tensions into
a eurozone already riddled
by them. Logistically, it could
prove tricky. And it could in-
duce fresh inertia on eco-
nomic reform.

For the foreseeable future,
the ECB will almost certainly
stick with its calls for gov-
ernments to do their bit to
get the eurozone economy up
to speed. As long as they are
recalcitrant, the question of
whether central bankers will
have to do more won’t go
away. —Richard Barley

What Will the Bank of Japan Think of Next?

For the Bank of Japan, it
is no longer if, but how.

Bank of Japan Gov. Har-
uhiko Kuroda all but prom-
ised more easing in an inter-
view Monday with The Wall
Street Journal, saying,
“without hesitation we
would adopt additional mon-
etary easing” if deemed nec-
essary.

He most likely deems it
very necessary, for two rea-
sons. The first is the yen’s
remarkable strengthening in
recent months, which has
put downward pressure on
prices and thrown a major
obstacle in front of the BOJ’s
2% inflation target.

The second is the BOJ’s
credibility. It is at stake af-
ter the central bank’s last

surprise move—implement-
ing negative interest rates in
January—seemed to back-
fire, causing the yen to
strength-en further. Time
may prove negative rates ef-
fective. But for now, negativ-

scoops up ¥3 trillion ($27.57
billion) in ETFs each year as
part of its broader ¥80 tril-
lion program. HSBC’s Izumi
Devalier figures that could
jump to ¥10 trillion. The BOJ
also could take a cue from

When the BOJ next meets, expect the
unexpected—like massive equity purchases.

ity in rates has simply cre-
ated negativity about central
banks.

When the BOJ next meets
April 28, it will be looking to
prove it still can move mar-
kets in the right direction.
So expect something unex-
pected—Ilike massive equity
purchases. The BOJ already

the European Central Bank
and venture further into cor-
porate bonds.

That doesn’t mean inves-
tors should rule out another
interest-rate cut. Mr. Kuroda
may prefer to wait and see
how the first cut plays out
rather than double down so
quickly.

One thing Mr. Kuroda
seems to have ruled out for
now: so-called helicopter
money, or direct government
debt monetization.

Of course Mr. Kuroda de-
clared himself against nega-
tive rates weeks before an-
nouncing them.

Alas, perhaps the biggest
move to restore confidence
is out of the BOJ’s hands:
canceling a rise in the value-
added tax set to take effect
in April 2017. That is up to
Prime Minister Shinzo Abe.

There are inklings the
prime minister may acqui-
esce. But unless the tax is
shelved, any further BOJ
easing may face another
weak reception.

—Alex Frangos

OVERHEARD

Primark’s new Boston
store sells so many candles
“youd think they didn’t have
electricity,” joked George
Weston, chief executive of
London-listed parent com-
pany Associated British
Foods, Tuesday. At least Bos-
tonians seem to enjoy the
luxury of heated bedrooms:
demand for flannel pajamas
was so weak Primark had to
ship its inventory to Spain.

Such are the “learnings” of
the fashion chain’s expansion
across the Atlantic. It has two
stores so far and three more
due to open in the U.S. North-
east before the August fiscal
year-end. Trading is “encour-
aging” but financial details
were thin.

UK. high streets share few
brands with U.S. main streets.
The failure of Tesco’s U.S.
proposition, Fresh & Easy,
and Marks & Spencer’s igno-
minious sale of Brooks Broth-
ers a decade earlier, serve as
warnings to ambitious execu-
tives like Mr. Weston.

Mr. Weston’s anecdotes
are designed to reassure in-
vestors that Primark is adapt-
ing fast to local market condi-
tions. But the successes
chalked up by Primark’s key
European rivals, H&M and
Zara owner Inditex, may offer
investors more comfort.
Cheap fashion seems to be a
proposition that works state-
side.

The bigger question for
Primark, which accounts for
nearly two-thirds of ABF’s
profits, is how long it can con-
tinue to shun e-commerce.

Primark’s like-for-like sales
fell 1% in the first half. Store
openings in Germany and the
Netherlands were partly to
blame, but a rainy Christmas
also may have driven sales
online—and therefore into the
hands of rivals.

Banking on foot traffic
leaves Primark more exposed
than peers to the vagaries of
the weather. Better to buy an
umbrella.

MONEY & INVESTING

Nippon Life Chief Isn’t

Positive on Negatlve Rates

By Kosaku NARIOKA

TOKYO—The head of
Japan’s biggest private life in-
surer, Nippon Life Insurance
Co., said negative interest
rates are hurting the com-
pany’s sales and bottom line,
joining a growing chorus of in-
fluential people criticizing the
central bank’s latest aggres-
sive easing policy.

Yoshinobu Tsutsui, presi-
dent of Nippon Life, said it has
become more difficult to sell
yen-denominated products, es-
pecially those designed for in-
vestment and savings, as the
company is forced to push re-
turns lower. Earlier this month
the insurer suspended sales of
one such product that had
generated 350 billion yen
($3.2 billion) in revenue dur-
ing the nine months through
December.

“We are not able to respond
to the demand from our cus-
tomers. We are also seeing a
significant impact on our
earnings,” Mr. Tsutsui said in
an interview with The Wall
Street Journal.

The executive said he ex-
pects declines in total revenue
and profit at Nippon Life for
the fiscal year that began
April 1. He called on the Bank
of Japan to carefully examine
the effectiveness of negative
interest rates and their draw-
backs.

Mr. Tsutsui is the latest
Japanese business leader to
complain about what they say
is a financial and banking sys-
tem increasingly skewed by
negative interest rates. Banks
are seeing their profit
squeezed, and trading has
plunged in Japan’s money
markets, where big banks and
others usually park excess
cash to earn some interest.

The Bank of Japan imple-
mented a negative rate of 0.1%
on some commercial banks’
reserves in February to drive
commercial interest rates even
lower, hoping to stimulate
lending and push investors
into riskier assets.

Nippon Life President
Yoshinobu Tsutsui expects
declines in revenue and profit
this fiscal year.

The move came amid signs
that the effects of years of un-
precedented quantitative eas-
ing, including a weaker yen
and higher inflation expecta-
tions, were beginning to un-
wind.

BOJ Gov. Haruhiko Kuroda
and other central-bank offi-
cials spent much time in the
weeks following addressing an
unexpected backlash among
politicians, business leaders
and the public. Mr. Kuroda
was called to parliament re-
peatedly to answer questions
about the negative-rate policy.

The central banker has de-
fended the BOJ’s policies, say-
ing recently that three years of
aggressive monetary easing—
first substantial asset pur-
chases and more recently neg-
ative rates—had pushed rates
on housing and corporate
loans lower, and that action
should stimulate investment.

He said the impact on
banks would be marginal, and
that it was “technically and
theoretically” possible to push
rates down at least as far as
minus-0.4%.

“But that does not mean
that we will or we should,” he
told The Wall Street Journal in
a recent interview.

Nobuyuki Hirano, president
of Mitsubishi UFJ Financial
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Group Inc., Japan’s biggest
bank, said he sees things dif-
ferently. He said last week that
the negative-interest policy
had caused households and
businesses to rein in spending
because of growing uncer-
tainty over the future.

“There is no guarantee that
lowering interest rates encour-
ages corporate capital expen-
ditures or expedites the shift
of household financial assets
from savings to investment,”
Mr. Hirano said.

Mr. Tsutsui said Nippon Life
hasn’t seen a rise in borrowing
from businesses.

To be sure, negative rates
have pushed yields on Japa-
nese government bonds and
other bonds with longer ma-
turities sharply lower, driving
the benchmark 10-year yield
into negative territory. But
that makes it difficult, if not
impossible, for insurers who
rely on bond investments to
secure stable returns at rates
that are higher than those on
the products they sell.

Mr. Tsutsui said Nippon Life
will continue to diversify its
portfolio, focusing on foreign
debt, corporate bonds and
other nontraditional invest-
ments such as infrastructure
and venture capital.

Nippon Life has a more-di-
versified portfolio, ranging
from private equity to real es-
tate, than many of its Japa-
nese rivals.

Of Nippon Life’s total assets
of ¥63 trillion as of December,
30% was in Japanese govern-
ment bonds and 12% was in
loans.

Mr. Tsutsui said that if the
central bank decides to take
additional easing steps, in-
creasing its purchases of ex-
change-traded funds would be
more appropriate than charg-
ing a higher rate on bank re-
serves or buying more govern-
ment bonds, which would
likely push down vyields fur-
ther and risk more interfer-
ence with the proper function-
ing of the government-bond
market.
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terest rates, and that such pol-
icies “can substantially change
the behavior of consumers and
savers” if they persist for a
long period.

He also criticized the ECB’s
decision to pay banks to bor-
row under a new series of
four-year loans for banks,
scheduled to begin in June.

The payment will be avail-
able if banks meet certain cri-
teria on net lending to the
economy.

“It is the subsidy that is not
sensible,” Mr. Weber said.

Top ECB officials, including
Mr. Draghi, have stressed in
recent days that they are
ready to unleash even more
stimulus if needed, including
fresh rate cuts.

Those statements appear to
have rankled Berlin. German
Finance Minister Wolfgang
Schéuble last week urged cen-
tral banks to exit easy-money
policies and argued that the
ECB was partly to blame for
the rise of a new anti-immi-
gration party, the Alternative
for Germany.

The global economic com-
munity has largely sided with
the ECB. In a news release
over the weekend, Group of 20
finance ministers and central-
bank governors called on pol-
icy makers to use all available
tools to bolster growth, in-
cluding monetary policy.

IMF Managing Director
Christine Lagarde said this
month that subzero interest
rates were “net positives” for
the global economy.

Even Jens Weidmann, Mr.
Weber’s successor as Bundes-
bank president, has sprung to
the ECB’s defense, arguing in

Washington on Friday that the
central bank’s policies are ap-
propriate for the eurozone as a
whole.

But banks, particularly in
Germany, have complained
loudly that subzero rates act
as a tax, because they can’t
easily be passed on to custom-
ers.

Mr. Weber said the scope
for future rate cuts may be
limited.

Banks in Switzerland—
which has introduced negative
rates for some bank deposits—
have increased the costs of
loans to offset losses from
negative rates, he said. Swit-
zerland’s deposit rate of mi-
nus-0.75% is “probably close to
the limit of how negative in-
terest rates can go without
causing a run on cash,” Mr.
Weber said.

He also questioned the abil-
ity of the U.S. Federal Reserve
to raise interest rates while
other major central banks have
moved in the opposite direc-
tion. “Since the Fed cannot
completely uncouple [from
other economies], it is likely
that there is going to be a
more-cautious policy response
in the United States, because
otherwise there would be a
stronger appreciation of the
U.S. dollar,” he said.

In the medium to long term,
the Fed might risk falling be-
hind the curve on rate in-
creases, Mr. Weber said. But
“at the moment there are no
clear indications of that.”
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EMIRATES NBD
Bank’s Net Rises
Despite Oil’s Fall

Dubai’s largest bank, Emirates
NBD, reported an 8% rise in
first-quarter net profit as provi-
sions against bad loans fell de-
spite economic woes that have
resulted from lower oil prices.

ENBD’s profit rose 8% to 1.81
billion U.AE. dirhams ($492 mil-
lion) from 1.67 billion dirhams in
the same period in 2015. Reve-
nue inched up 2%. Provisions fell
almost a quarter to 829 million
dirhams. —Nicolas Parasie

us.
Hedge Funds’ Debt
Enters the Spotlight

Top U.S. regulators are set to
focus on borrowing by the
hedge-fund industry, particularly
large funds.

The Financial Stability Over-
sight Council voted unanimously
Monday to endorse a 27-page
“update” of its more-than-two-
year review of financial-stability
risks tied to asset management.

Treasury Secretary Jacob Lew
said the council has found lever-
age in the hedge-fund industry
appears to be concentrated at
larger funds, though he cau-
tioned greater leverage doesn’t
necessarily imply greater risk.

“The need for further analysis
or information sharing is clear,”
Mr. Lew said. He added that the
oversight council would form a
working group to study risks in
hedge funds.

— Ryan Tracy
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