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OPINION

aged 25%. Today it’s 13%. Mean-
while, foreign ownership has grown
to 32% from 6% over the same pe-
riod. China may never see foreign
ownership on such a scale, but even
a more moderate change could ac-
celerate a shift to a more stable
capital-market structure.

In giving more access to U.S. in-
vestors and Wall Street firms, a BIT
would unlock additional U.S. invest-
ment in financial technology, tools
and techniques. Other foreign firms
would quickly follow, as the treaty
would soon trigger additional mar-
ket-opening reforms. Importing
more global innovation would help
deliver better financial products, al-
lowing Chinese investors to partici-
pate in their country’s broader eco-
nomic growth and providing them
with attractive alternatives to
boom-bust stock-market cycles. A
wider range of financial products,
including derivatives, would also
ensure that China could become a
center of investing sophistication
and excellence in its own right.

Risk-management practices

would also be improved. As finan-
cial risk is better priced, markets
would be better equipped to trans-
fer risks to those best suited to
bear them. Importantly, those same
risk-management tools would help
develop an expertise in consumer
credit, a skill that is critical to a
country seeking to make the transi-
tion to a consumer-led economy.

The philosophy behind a U.S.-
China BIT and the benefits that
such an agreement would bring
complement and contribute to
China’s overall reform strategy.
Opening up the market to more for-
eign investment would boost the
quality and productivity of the capi-
tal available to private firms—espe-
cially small- and medium-size busi-
nesses—thus freeing them from an
overreliance on informal lending. It
would help the country transition
away from heavy industry to more
balanced growth, including house-
hold consumption. Foreign capital
could also help usher in healthy
competition and lead to improve-
ments in efficiency at state-owned
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Given the recent news on U.S.-
China relations, one might think the
dialogue between Washington and
Beijing has come to a standstill. But
look again and a more optimistic
picture emerges, one where a tril-
lion-dollar technology agreement
has just been signed, where the
leaders of the two countries are
planning for a major summit meet-
ing in September, and where both
sides are renewing efforts to seize
one of the most important market-
access opportunities to emerge
since the two nations normalized
relations more than 40 years ago.

There are lots of reasons for the
U.S.-China Bilateral Investment
Treaty (BIT) negotiations to return
to the spotlight. On the U.S. side, a
focus on accessing China’s markets
needs to closely follow the antici-
pated conclusion of the 12-nation
Trans-Pacific Partnership negotia-
tions, which, for now at least, ex-
cludes China.

On the Chinese side, the BIT
could help tame China’s volatile
stock market. The Shanghai and
Shenzhen exchanges saw prices
more than double between this past
November and June. Then they

plunged by a third amid panic sell-
ing and heavy market intervention.

While not conceived of as a tool
for financial-market reform, a U.S.-
China BIT could help modernize
China’s regulatory system and de-
liver what China’s domestic mar-
kets urgently need: deeper and
more diverse capital flows and a
shift from household ownership to
institutional ownership.

The advent of the Shanghai-
Hong Kong Stock Connect in No-
vember, which created a bridge for
trading certain stocks on the two
exchanges, has been a huge stride
in the right direction. But more lib-
eralization is needed.

A BIT agreement could acceler-
ate the opening of market access to
foreigners. That in turn would lead
to a more diverse investor base and
potentially less volatility. Greater
institutional participation, through
pension funds and other asset man-
agers, would bring with it long-
term investment and a more disci-
plined fundamental analysis. That’s
in stark contrast to the current ap-
proach taken by retail investors,
who account for about 80% of turn-
over on the Shanghai and Shenzhen
exchanges.

The decline of direct household
ownership in stocks and a rise in
institutional ownership has been
central to the development of the
U.S. stock market over the past 60
years. More recently, South Korea
and Taiwan have seen the develop-
ment of a domestic institutional-in-
vestor base and a rise in foreign in-
stitutional ownership that
coincided with reduced volatility
and lower valuation extremes. Ko-
rea’s three-year price volatility
when markets opened in 1992 aver-

enterprises and other businesses,
making them better suited to com-
pete in the global marketplace.

Ultimately, China’s growing par-
ticipation in the global economy
would mean increased outward in-
vestment, which the U.S. needs to
attract. Giving Chinese investors
the confidence to enter the U.S.
market could draw an even larger
share of the $55 billion China made
in foreign direct investment during
the first half of this year. These in-
vestments are increasingly coming
from smaller, private, entrepreneur-
ial companies, creating investment
flows and American jobs in unex-
pected and underinvested places.
Innovative Chinese companies such
as Wanxiang and Nanjing Zijin-Lead
Electronics are already going
global, bringing investment and
creating jobs and economic vitality
in Elgin, Ill., and Dothan, Ala.

While China and the U.S. remain
at loggerheads on many political is-
sues, there’s no other existing dia-
logue between these two countries
that could bring about such signifi-
cant benefits and in such a compre-
hensive manner. There are many
challenges left to overcome. Differ-
ences on national security, cyber-
security and intellectual property
are formidable and not easily re-
solved. But both sides must harness
the momentum and progress
they’ve achieved so far and not let
go of this historic opportunity to
more closely link together the
world’s two largest economies.

Mr. Schwartz is a vice chairman of
the Goldman Sachs Group Inc. and
the Beijing-based chairman of
Goldman Sachs in the Asia-Pacific
region.

A Historic Opportunity for U.S.-China Ties
BY MARK SCHWARTZ

ABilateral Investment
Treaty could give China
themodernizing boost
it needs, and draw
the world’s two largest
economies closer together.

can Journal of International Law
note that more than 200 treaties
agreed to by the executive branch
were subsequently modified with
Senate-required changes before re-
ceiving Senate consent and finally
entering into force.

In the case of treaties, as the
Senate website explains, the Senate
may “make its approval conditional”
by including in the resolution of rat-
ification amendments, reservations,
declarations and understandings
(statements that clarify or elaborate
agreement provisions but do not al-
ter them). “The president and the
other countries involved must then
decide whether to accept the condi-
tions . . . in the legislation, renegoti-
ate the provisions, or abandon the
treaty.”

The Iran Nuclear Agreement Re-
view Act, which Mr. Obama signed
in May, does not contain a provision
for approval subject to conditions.
However, a resolution of disap-
proval or separate legislation could
specify what changes would be
needed to meet congressional re-
quirements. Since Congress can un-
der the law reject the nuclear agree-
ment outright, Iran and America’s
negotiating partners should not be
surprised if Congress takes the less
drastic step of returning it to the
president for renegotiation.

The historical precedents for
Congress rejecting, or requiring
changes to, agreements involve
treaties or other legally binding in-

ternational agreements. The Iran
deal, formally titled the Joint Com-
prehensive Plan of Action, is un-
signed and not legally binding. Mr.
Kerry has repeatedly referred to it
as a “political agreement.” Nonbind-
ing, unsigned political agreements
receive less deference and are con-
sidered more flexible than treaties
or other legally binding interna-
tional agreements. Congress should
be comfortable sending one back for
renegotiation.

Several treaties that the Senate
required be modified before ratifica-
tion were with the Soviet Union. For
example, the Threshold Test Ban
Treaty and the Peaceful Nuclear
Explosion Treaty, both of which
entered into force in 1990, had been
blocked by senators who insisted on
new provisions enhancing the U.S.
ability to verify Soviet compliance.
The Senate consented to ratification
only after the two treaties were
each augmented by new U.S.-Soviet
side agreements making it easier for
the U.S. to detect Soviet cheating.
These renegotiations succeeded de-

spite the fact that the Soviet Union,
with its nuclear-armed missiles
pointed at U.S. cities, had far more
leverage than Iran does now.

The Obama administration has
itself already renegotiated at least
one international agreement in re-
sponse to congressional opposition.
In January 2009, the U.S. secretary
of state and the foreign minister of
the United Arab Emirates signed a
nuclear cooperation agreement.
Some in Congress, including Rep.
Howard Berman (D., Calif.), then
House Foreign Affairs Committee
chairman, objected that the agree-
ment didn’t ensure that the U.A.E.
wouldn’t follow Iran’s footsteps and
engage in uranium enrichment and
spent-fuel reprocessing.

The Obama administration re-
opened the negotiations and by May
2009 had extracted from the U.A.E.
a legally binding commitment not to
engage in enrichment and repro-
cessing. The revised agreement
soon entered into force.

In many other cases, the Senate
has insisted on conditioning its con-
sent to agreements even when they
included numerous other participat-
ing countries. In 1997, the Senate
resolution approving a modification
to the Conventional Forces in Eu-
rope treaty with 22 participating
countries (including Russia) con-
tained 14 conditions, two of which
addressed verification and compli-
ance. The 1997 Senate resolution
approving the Chemical Weapons

Convention, with 87 participating
countries, contained 28 conditions,
many relating to verification and
compliance. Neither agreement was
derailed by the Senate’s conditions.

As Sen. Henry Cabot Lodge said
many years ago, a Senate amend-
ment to a treaty is “offered at a
later stage of the negotiation by the
other part of the American treaty-
making power.”

Presidents typically resist when
Congress sends them back to the
negotiating table. As a 2001 CRS re-
port put it, they regularly claim that
an agreement “has been so deli-
cately negotiated that the slightest
change . . . would unbalance the
package and kill the treaty.” That
has not been true in an overwhelm-
ing majority of cases.

The Iran nuclear deal could be
significantly improved by a supple-
mentary agreement containing
amendments and understandings
designed to mitigate the deal’s key
gaps regarding verification and
compliance. This step would be con-
sistent with the Constitution, the
Iran Nuclear Agreement Review Act
and past U.S. diplomatic practice,
and would be no surprise to the in-
ternational community.

Mr. Kittrie is a law professor at
Arizona State University, senior fel-
low at the Foundation for Defense
of Democracies and former lead
State Department attorney for nu-
clear affairs.

President Obama and Secretary
of State John Kerry claim that Con-
gress has only two options for the
Iran nuclear agreement: Approve it
as is, or block it, and war results.
Last week Sen. Chuck Schumer (D.,
N.Y.) recommended a third option,
to renegotiate the agreement. Not-
ing the Iran deal’s many weak-
nesses, Mr. Schumer called for the
U.S. government to strengthen sanc-
tions and “pursue the hard-trodden
path of diplomacy once more, diffi-
cult as it may be.”

This is a nonstarter for the ad-
ministration. Mr. Obama warns that
failure to approve the deal as is
means that America will lose its
“credibility as a leader of diplo-
macy,” indeed “as the anchor of the
international system.” Mr. Kerry as-
serts that refusing to approve the
deal would be inconsistent with
“the traditional relationship” that
has existed “between the executive
and Congress.”

Nonetheless, Congress has flatly
rejected international agreements
signed by the executive branch at
least 130 times in U.S. history.
Twenty-two treaties were voted
down. According to 1987 and 2001
Congressional Research Service
reports, the Senate has permanently
blocked at least 108 other treaties
by refusing to vote on them.

Moreover, the 1987 CRS report
and an earlier study in the Ameri-
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Congress Can Rewrite the Iran Deal

There is nothing unusual
about doing this. The Senate
has required changes in more
than 200 submitted treaties
before giving its consent.
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Oil Analysts Grow
More Pessimistic

As U.S. crude prices hit a six-
year low Thursday, a survey of 10
investment banks by The Wall
Street Journal forecast that oil
prices will stay below $70 a barrel
until late next year.

U.S. crude for September deliv-
ery fell 93 cents, or 2.1%, to $42.37
cents a barrel in morning New York
trading, slipping below the low for
the year set Tuesday and touching
the lowest point since March 11,
2009. That is down from more than
$100 a barrel a little over a year
ago.

“The heart of the matter is sim-
ple: There is too much oil,” said Mi-
chael Wittner, global head of oil re-
search at Société Générale SA, one
of the banks surveyed. “We are now
forecasting significantly more global
oversupply than previously, in both
2015 and 2016, which will continue
to weigh on prices.”

Oil’s price drop since June 2014
has come amid a persistent glut of
crude, increased concerns over an
economic slowdown in China, and
fears that Iran’s recent rapproche-
ment with the West will unlock new
barrels of crude onto the oversup-
plied market. These factors promise
more cheap fuel for consumers and
businesses around the world, while
providing an extra headache for
some central bankers worried about
lower inflation, and for oil-produc-
ing economies from Russia to Can-
ada.

Brent crude, the global bench-
mark, was down 58 cents a barrel at
$49.08 on Thursday.

The 10 banks surveyed by the
Journal in August see Brent, the in-
ternational price benchmark, aver-
aging $58 a barrel this year, down
from $62 a barrel in May’s survey.
Prices will then begin to increase
but stay in the $63 to $69 range un-
til the fourth quarter of next year,
the banks say. They predicted that
Brent would move above $70 in the
fourth quarter of 2016.

For U.S. oil, the average forecast
of the banks is $54.50 a barrel this
year and $63.40 in 2016.

While some analysts see stronger

economic growth supporting oil
prices, most believe that the global
race between the booming U.S. shale
industry and heavyweights like
Saudi Arabia will produce even
more of the commodity, maintaining
the downward pressure on prices.
The International Energy Agency
said Wednesday that global supply
continues to grow at a “breakneck
pace,” currently running 2.7 million
barrels a day above a year earlier.

The banks’ bearish stance is
echoed by major energy watchdogs,
like the Paris-based IEA. The U.S.
Energy Information Administration
on Tuesday cut its forecasts for U.S.
crude prices to an average of $49.60
a barrel for this year and $54.40 a
barrel for next.

Earlier this year, analysts and in-
vestors were less pessimistic. Oil
rallied above $60 a barrel in the
spring on expectations that low
prices will lead to significant pro-
duction cuts and spur consumers
from drivers to refineries to spend
more on crude.

Consumers so far have largely
kept up their end of the bargain.
The IEA said demand for oil is in-
creasing at its fastest pace in five
years as consumers respond to
lower prices and as global growth
continues in some countries.

But the surprise devaluation of
the yuan this week by China’s cen-
tral bank triggered fresh fears about
crude. The devaluation will make
China’s imports of dollar-priced
commodities, like oil, more expen-
sive, hurting demand in the world’s
No. 2 oil consumer.

The market is also concerned
that more crude from Iran will bring
further price pressure, if sanctions
are lifted on the country following
the nuclear deal it struck with the
U.S. and other Western countries.

Meanwhile, U.S. output has
proved stubbornly resilient as shale-
oil producers increase their effi-
ciency and focus on the most-pro-
ductive wells. The number of rigs
drilling for oil, which had fallen
sharply since oil prices headed
south last year, has risen for three
straight weeks, according to oil-
services Baker Hughes Inc.

BY GEORGI KANTCHEV

Commercial Property
Stirs Fears of a Bubble

Investors are pushing commercial
real-estate prices to record levels in
cities around the world, fueling con-
cerns that the global property market
is overheating.

The valuations of office buildings
sold in London, Hong Kong, Osaka
and Chicago hit record highs in the
second quarter of this year, on a price
per square foot basis, and reached
post-2009 highs in New York, Los An-
geles, Berlin and Sydney, according to
industry tracker Real Capital Analyt-
ics.

Deal activity is soaring as well.
The value of U.S. commercial real-es-
tate transactions in the first half of
2015 jumped 36% from a year earlier
to $225.1 billion, ahead of the pace set
in 2006, according to Real Capital. In
Europe, transaction values shot up
37% to €135 billion ($148 billion), the
strongest start to a year since 2007.

Low interest rates and a flood of
cash being pumped into economies by
central banks have made commercial
real estate look attractive compared
with bonds and other assets. Big U.S.
investors have bulked up their real-
estate holdings, just as buyers from
Asia and the Middle East have be-
come more regular fixtures in the
market.

The surging demand for commer-
cial property has drawn comparisons
to the delirious boom of the
mid-2000s, which ended in busts that
sunk developers from Florida to Ire-
land. The recovery, which started in
2010, has gained considerable
strength in the past year, with growth
accelerating at a potentially worri-
some rate, analysts said.

“We’re calling it a late-cycle mar-
ket now,” said Jacques Gordon, head
of research and strategy at Chicago-
based LaSalle Investment Manage-
ment, which oversees $56 billion of
property assets.

While it isn’t time to panic, Mr.
Gordon said, “if too much capital
comes into any asset class, generally
not-so-good things tend to follow.”

Regulators are watching the mar-
ket closely. In its semiannual report
to Congress last month, the Federal
Reserve pointed out that “valuation
pressures in commercial real estate
are rising as commercial property
prices continue to increase rapidly.”

Historically low interest rates have
buoyed the appeal of commercial real
estate, especially in major cities
where economies are growing

strongly. A 10-year Treasury note is
yielding about 2.2%. By contrast, New
York commercial real estate has an
average capitalization rate—a mea-
sure of yield—of 5.7%, according to
Real Capital.

By keeping interest rates low, cen-
tral banks around the world have
nudged income-minded investors into
a broad range of riskier assets, from
high-yield or “junk” bonds to divi-
dend-paying stocks and real estate.

Lately money has been pouring
into commercial property from all di-
rections. U.S. pension funds, which
got clobbered in the aftermath of the
crash, now have 7.7% of their assets
invested in property, up from 6.3% in
2011, according to alternative-assets
tracker Preqin.

Foreign investors also have been
stepping on the gas. China’s Anbang
Insurance Group in February paid
$1.95 billion for New York’s Waldorf-
Astoria, a record price for a U.S. ho-
tel. Another Chinese insurer, Sunshine

Insurance Group Co., in May pur-
chased New York’s glitzy Baccarat Ho-
tel for more than $230 million, or a
record $2 million per room. China
Life Insurance Group Co. and Ping An
Insurance Co. in April bought a ma-
jority stake in a $500 million develop-
ment project in Boston.

China is looking to other markets
as well. Last month, its sovereign-
wealth fund bought nine office towers
in Sydney and Melbourne, as well as
10 shopping centers in France and
Belgium.

“What has been fascinating has
been their speed of deployment,” said
Iryna Pylypchuk, director of global re-
search at global real-estate services
firm CBRE Group Inc.

In Europe, buyers are venturing
into markets like Madrid and Dublin,
where property values haven’t re-
gained precrisis peaks. U.K. firm M&G
Real Estate last month made its first
investment in Spain, paying €90 mil-
lion for a vacant 35,000 square meter
(376,740 square feet) office building
in central Madrid that it will refurbish
and rent to U.K. advertising agency
WPP PLC.

“We’re still buying at the low
point in Spain,” said Simon Ellis,

manager of M&G’s European core
property fund, which has spent €360
million in Denmark, Italy, Germany
and France since March.

The turbocharged activity is a far
cry from the depths of the bust. Com-
mercial real-estate prices and sales
volume plummeted after the 2008
crash. They began to rebound in a few
office markets like New York City and
Washington, D.C., in 2010. Investors
also began buying multifamily build-
ings on the correct assumption that
the carnage in the housing market
would result in surging demand for
rental apartments.

RXR Realty, which began buying
Manhattan office buildings in 2009,
earlier this year sold a roughly half of
its stake in six buildings to Blackstone
Group LP in a deal that valued the
buildings at $4 billion, more than
twice what RXR paid for them.

A valuation index compiled by
Green Street Advisors fell to 61.2 in
2009 from 100 in 2007. It crossed 100
again in 2013. Last week it was at a
record 118.

Analysts warn that property val-
ues could fall if interest rates rise
sharply. The Federal Reserve has sig-
naled it is moving toward interest-
rate increases later this year. A surge
in rates could have repercussions
throughout global financial markets.

But bulls counter that even if in-
terest rates rise, property values
might not necessarily be hurt if
higher interest rates are accompanied
by higher inflation, which typically al-
lows landlords to raise rents. They
also point out that this cycle hasn’t
seen the kind of overbuilding that de-
stabilized real-estate markets in the
past.

The Fed and others have noted
that banks have been loosening their
lending standards. In all, banks had
$1.7 trillion worth of commercial real-
estate loans outstanding at the end of
the first quarter of this year, just 2.6%
shy of the record hit in the first quar-
ter of 2009, according to Trepp LLC,
a real-estate data service.

New issues of commercial-mort-
gage-backed securities are on pace to
clock in at about $110 billion this year,
a postcrash high and a 17% jump from
2014, according to Commercial Mort-
gage Alert, an industry publication.

Moody’s Investors Service also has
sounded the alarm about loosening
credit standards. “We would have
hoped the lessons from the financial
crisis would have been more durable,”
said Tad Philipp, Moody’s director of
commercial real-estate research.

BY ART PATNAUDE
AND PETER GRANT

...sparking a burst of deal making…Property prices are rising... ...and attracting more money from
investors

Property Boom Redux
Commercial real-estate sales and prices are surging, prompting concerns about a possible bubble.

Sources: Green Street Advisors (index); Real Capital Analytics (sales); Preqin (fundraising) THEWALL STREET JOURNAL.
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