P2HW364000-0-A01100-1--------AL

THE WALL STREET JOURNAL.

Thursday, December 29, 2016 | A11

OPINION

By Eswar Prasad

O

n Nov. 8, Prime Minister
Narendra Modi wiped out
all of India’s high-denomination currency notes, a
move that caused disruption throughout society. But Mr. Modi
said, and most Indians believe, those
notes facilitated large-scale corruption. As a result, the prime minister
remains popular despite criticism

Having hurt the corrupt
in every political party,
Mr. Modi will have more
credibility in pushing
forward economic reforms.
from some economists and businessmen.
This bombshell landed in India on
the same day as another one halfway
around the world. I recall driving
through Virginia on election day in
the U.S. when one campaign sign
caught my eye. It read simply “Virginians don’t vote yes to corruption.”
That and the U.S. flag—nothing more.
It carried a clear message, one that
apparently resonated with the U.S.
electorate.
Some may wonder, how could so

many decent people hold their noses
and vote for Donald Trump? And how
could so many poor and middle-class
people in India accept economic
losses and yet sing Mr. Modi’s
praises?
One unifying thread has come into
sharp focus. We are hearing on different continents the same cry of
frustration with endemic corruption.
Mr. Trump and Mr. Modi heard that
cry and responded, and large swaths
of the public embraced them.
Even President Xi Jinping of
China, less constrained by the need
to respond to an electorate, has
drawn enormous popular support
with his anti-corruption campaign.
The paths taken by these three political leaders, with Mr. Trump so far
having only words not actions to his
credit, are different, but they hold
lessons for politicians world-wide.
In the U.S, how could a man who
brags about paying no income taxes
and using the rules to enrich himself
possibly sell himself as a credible
corruption fighter? Simple. The public’s perception is that the economic
and political elites don’t have to do
anything illegal to enrich themselves;
they just modify the rules to their advantage.
Even with no overt corruption,
those elites walk away with most of
the benefits from globalization, technological change and other disrup-
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The Global Appeal of Fighting Corruption

Prime Minister Narendra Modi addressing a crowd in Kanpur on Dec. 19.
tive forces. Mr. Trump’s message is
that the U.S. can’t rely on the elites
to reform a system they thrive on;
instead the only fix is to blow up the
system.
In India, ordinary citizens seem to
finally have hope that the government is willing to tackle corruption
frontally by wiping out some of the
ill-gotten wealth of corrupt elites.
They are willing to overlook the
enormous difficulties the currency
demonetization has caused in their
day-to-day lives because Mr. Modi
has taken action to cut out a cancer

that bedevils their existence. It is
rare, after all, that the pain and disruption associated with any reform
hurts the rich more than the poor.
In China, Mr. Xi’s slogan of taking
on corrupt “tigers and flies” won favor. Mr. Xi’s approach has an added
political edge, since he has mostly
taken out “tigers” not closely allied
with him. Still, the notion that even
powerful officials are not immune
has restrained the avarice of lowerlevel bureaucrats, the “flies,” and emboldened common people to call out
petty corruption.

Mr. Modi, by contrast, has taken a
hammer to the wealth of the corrupt
in every political party, including his
own. Once the dust settles, he will
have more credibility in pushing forward economic reforms. He can now
make a more convincing case of having the common man’s interests in
mind, rather than just those of the
powerful.
Similarly, the success of Mr.
Trump’s rhetorical approach to taking on the establishments of both
parties—draining the Washington
swamp—resonated even with some
Democratic voters.
These leaders, and many others
around the world, have ridden a wave
of popular anger against corruption.
But now they must deliver. They need
to change incentive systems that foster government corruption, reduce
the influence of money in the political process, and work to spread the
benefits of globalization and technological change more evenly.
None of this will be easy. But having woken up a sleeping tiger, leaders
who gain legitimacy by taking on corruption must go all the way or the tiger may turn on them.
Mr. Prasad is a professor at Cornell University, a senior fellow at the
Brookings Institution, and author of
“Gaining Currency: The Rise of the
Renminbi” (Oxford, 2016).

Does Trump Have a Secret Master Plan for Wilbur Ross?

By Andy Kessler

W

ilbur Ross to run the Commerce Department? The
79-year-old distressed investment guy? At first it makes no
sense. Bottom fishing old industrial
companies is not the magic elixir
to fix our economy. The Ross nomination reminds me of a Kidder Peabody executive’s line in 1987, when
General Electric announced a new
CEO for its investment banking
subsidiary: “I was thinking just the
other day that what we need
around here is a good tool-and-die
man.”
I met Mr. Ross a few years back
when he was touting his investments in shipping companies.
Those firms were, as many still are,
very distressed. But Mr. Ross has
also dabbled in mining, tractors,
energy and other machinery. What
is distressed investing? Simply rec-

ognizing when a seller is desperate
to unload, at almost any price. The
trick is patience and an iron gut—
oh, and deep pockets.
In 1998 I sat across from a South
Korean executive in need of hard
dollars as the Korean won imploded
in the nasty currency crisis. Our
fund was a co-investor in a company
that pioneered HDMI for high-definition TVs. I watched as sweat
dripped from his face. Clearly distressed. We lowballed an offer. He
took it. Nine months later the company went public at 10 times our
bid.
Treasury Secretary-designate
Steven Mnuchin made a fortune
buying mortgage company IndyMac
in a distressed sale about eight
years ago. The government was so
anxious to unload, it protected Mr.
Mnuchin and his group from almost
all losses over 30% on many mortgages. Nice deal if you can get it.

(He was the only bidder.)
The guy that knows the most
about distressed properties is President-elect Donald Trump—except he
was on the other side of the table.
His Atlantic City casinos were bleeding losses and desperately needed

Carrier should be buying
up competitors rather
than propping up
failing Indiana factories.
cash. Even Mr. Ross figured that one
out and put up capital.
Which brings me back to Mr. Ross
at the Commerce Department. This
usually seems like a do-nothing
job—see President Obama’s choice,
Penny Pritzker of hotel-empire fame.
So why pick Mr. Ross? Well, dis-

tressed is what we need. No, not
here in the U.S., where a little tax
reform and regulatory relief could
reignite the stimulative fire. It’s the
rest of the world, I can’t help but
noticing, that’s a hot mess.
You can buy most of Venezuela in
exchange for a Happy Meal. Many
real-estate properties are at a deep
discount in Brazil. We’re one dead
Castro away from JetBlue flights
filled with roller bags of cash
headed to Havana. The euro is closing in on dollar parity. A Grecian
earns less today than 10 years ago.
Italian banks are threatening collapse and causing political turnover.
Et tu, France?
Oil is at $53. But with a Dakota
pipeline, it could head back to $20,
with Russia and large swaths of the
Middle East going under. And
China? In May, Mr. Ross told
Bloomberg TV, “I’m getting very interested in China in terms of the

distressed loans,” noting “something
like 10% of the loans are not covering their interest.”
It’s a good time to be doing trade
deals. Maybe this is Mr. Trump’s
master plan for Mr. Ross. A buoyant
U.S. knowledge economy and roaring
stock market creating enough
wealth to go out and buy up the distressed properties of a wrecked
world economy. Let them keep their
brand but under new ownership.
If this is the plan I hope it is, the
Trump transition has been hiding it
well. Carrier should be buying up
competitors rather than propping up
failing Indiana factories. It’s no Marshall Plan, but bailing out world
economies might be sorely needed
over the next few years. Maybe we
do need a good distressed man.
Mr. Kessler, a former hedge-fund
manager, is the author of “Eat People” (Portfolio, 2011).

Trump Could Be Even More Wrong on Israel
As children we are
taught that two
wrongs don’t make a
right. And when we
grow up, we learn
that this maxim harbors a deep, sad
POLITICS
truth—nowhere
& IDEAS
more so than in the
By William
Middle East.
A. Galston
The Obama administration’s decision to abstain on U.N. Security
Council resolution 2334, which condemns Israel for its settlements on
the West Bank and east Jerusalem,
was a mistake. Understandable, perhaps, but still a mistake. It has given
false hope to Israel’s adversaries
while uniting Israelis across the political spectrum against an institution
they see as one-sided and hypocritical.
The recent resolution is most accurately understood as a continuation of past Security Council and U.S.
policy in the region. As my Brookings
colleague Natan Sachs points out, by
abstaining in 1987, the Reagan administration allowed the passage of
the Security Council’s Resolution
605, which included “Jerusalem” in
the “Palestinian and Arab Territories, occupied by Israel since 1967.”
When it comes to the Middle East,
it is Donald Trump who represents a
breach with the past, not Barack
Obama.
The 2012 platform of the Republican Party contained a familiar plank:
“We support Israel’s right to exist as

a Jewish state with secure, defensible borders; and we envision two
democratic states—Israel with Jerusalem as its capital and Palestine.”
In 2016, however, the reference to
a two-state solution disappears.
While calling for the establishment
of “comprehensive and lasting peace
in the Middle East, to be negotiated
among those living in the region,”
the platform declares its opposition
to “any measures intended to impose
an agreement or to dictate borders
or other terms.”
The Republican platform committee did not act on its own. According
to a detailed account in the July 14
Foreign Policy, “The new platform
language was drafted with not only
the blessing but the intimate involvement of two of Trump’s closest
aides, Jason Greenblatt and David
Friedman. . . .” Soon after the language was approved, Messrs. Greenblatt and Friedman announced that
“We stand resolutely with Mr. Trump
in his belief that no country should
pressure Israel into making peace,
and we are gratified that this conviction is expressed in the platform.”
Mr. Friedman, Donald Trump’s
longtime bankruptcy lawyer (steady
work, it seems) has since become famous as the president-elect’s choice
to be the next U.S. ambassador to Israel. The choice will turn out to be
enormously consequential if, as
seems likely, Mr. Friedman is involved in the formulation of U.S. policy as well as its execution, because
his rejection of any two-state solu-
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tion is visceral and long standing.
Mr. Friedman is, among other
things, president of Bet El Institutions, a major funder of Beit El, a
Jewish settlement that the group de-

Rejecting a two-state
solution would be
worse than Obama’s
U.N. abstention.
scribes as located on the “front lines
of Ramallah.” Its rabbi, Zalman
Melamed, wrote a tract calling on
soldiers serving in the Israel Defense
Forces to disobey orders to evacuate
“Jewish settlements in Israel.” Rabbi
Melamed is also a founder of the farright Israeli political party Tkuma,

now part of Naftali Bennett’s pro-annexation Jewish Home party. Bet El
Institutions has also created a campus-based initiative that “inspires
and trains students with the tools to
successfully delegitimize the notion
of a ‘two-state’ solution.”
These efforts reflect the views of
Mr. Friedman, who declared in August on the Israeli media website Arutz Sheva that “there has never been
a ‘two-state solution—only a twostate narrative.” In June, Mr. Friedman described the supporters of J
Street, a mainly Jewish group that
advocates a two-state solution, as
“far worse than kapos—Jews who
turned in their fellow Jews in the
Nazi death camps”—language that
even Rabbi Shmuley Boteach, one of
Mr. Friedman’s strongest backers,
dubbed “unacceptable and inappropriate.”

Israeli Prime Minister Benjamin
Netanyahu calls Mr. Trump a “true
friend of Israel.” But by emboldening
the extreme right of Israel politics,
the president-elect’s selection of Mr.
Friedman creates complications for
Mr. Netanyahu, who supports a twostate solution. It may also end up
creating complications for Mr.
Trump, whose views on future relations between Israel and the Palestinians are at best opaque.
During Mr. Friedman’s confirmation hearings, the members of the
Senate Foreign Relations Committee
should ask him whether Mr. Trump
supports a two-state solution in
principle, however difficult it may be
to achieve in practice. Any response
other than a clear affirmation will
signal a momentous shift in U.S. policy, and each senator will have to decide whether to go along with it.

Reform Campus Kangaroo Courts

By Robert Shibley

T

he University of Minnesota
football team’s dramatic walkout in protest of what they saw
as unfair treatment of 10 fellow players in a campus sexual-assault investigation came to an end on Dec. 17. But
it made headlines in the U.S. for imperiling the team’s trip to the Dec. 27
Holiday Bowl and for the players’ demands that their accused teammates
receive a “fair hearing” with a “diverse review panel.”
The solidarity shown by the University of Minnesota players and the
attention the team’s protest drew
could prove a powerful blow to the
U.S. Education Department’s efforts
to regulate sex and speech on campus through the abuse of Title IX, the
federal law against sex discrimination in education.
In September, following allegations that Minnesota football players
had sexually assaulted another student, Minneapolis law enforcement
investigated and declined to charge
any player with a crime. Yet the university’s Title IX investigation into
the same incident—which lacked full
access to some video evidence used
by police—resulted in 10 players’ suspensions from the team, angering
members and inspiring the walkout.
Such wildly divergent outcomes
between campus and police investigations erode confidence in both systems. Yet they have become more

common than ever since the Education Department’s Office for Civil
Rights (OCR) began to do end-runs
around the law five years ago.
In April 2011, the OCR surprised
colleges by announcing in a “Dear
Colleague” letter that, henceforth,
campus tribunals involving sexual
misconduct had to use a standard of
proof known as “the preponderance
of the evidence,” which requires that
they be only 50.01% certain when determining whether a student committed an offense. Given that campus
courts routinely deny students counsel, the right to face their accusers,
access to evidence, and even the presumption of innocence, this mandate
banned what was often a student’s
only meaningful due-process protection: that fact-finders be more than
just barely persuaded of their guilt.
Worse, in May 2013, in a settlement with the University of Montana
that it labeled a blueprint for other
colleges and universities, the OCR,
joined by the Justice Department, determined that all “unwelcome conduct of a sexual nature,” including
speech, should be deemed sexual harassment. Even a single, unwelcome,
overheard dirty joke is “harassment”
under this standard.
The results have been profound.
My organization, the Foundation for
Individual Rights in Education, which
has sponsored lawsuits challenging
the OCR’s decisions, has identified
more than 130 lawsuits filed by stu-

dents who claim they were wrongly
punished for sexual misconduct since
the Dear Colleague letter was issued.
The change of administrations in
Washington offers a valuable opportunity to erase these failed policies.
First and foremost, the OCR should
officially renounce both its “preponderance of evidence” mandate and its
wildly overbroad definition of sexual
harassment.
The OCR should also change its
definition of peer sexual harassment
to exactly track the Supreme Court’s
language in Davis v. Monroe County
Board of Education (1999). Davis defines harassment as behavior that is
targeted, discriminatory, and “so severe, pervasive, and objectively offensive that it can be said to deprive
the victims of access to the educational opportunities or benefits provided by the school.”
Campus courts might not be real
courts, but sexual assault is equally
serious whether it happens on campus or off and deserves to be treated
as such. New leadership at the Education Department dedicated to equal
justice for every student could do
much to help schools like the University of Minnesota fight sex crimes on
campus while improving the fairness
and accuracy of campus discipline
and respecting the Constitution.
Mr. Shibley is executive director of
the Foundation for Individual Rights
in Education (FIRE).

