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)RU�\HDUV��WKH�ÁHHW�LQGXVWU\ recognized 

that it could reduce its environmental 

impact but lacked an objective method to 

measure its success. That changed in April 

2015, when NAFA Fleet Management As-

VRFLDWLRQ��WKH�ZRUOG·V�ODUJHVW�QRW�IRU�SURÀW�

ÁHHW�JURXS��ODXQFKHG�D�EUHDNWKURXJK�LQLWLD-

tive to bring clarity to what sustainability 

means to the sector. Today, NAFA’s Sustain-

able Fleet Accreditation Program enters its 

second year with growing momentum.

The idea behind NAFA’s Sustainable 

Fleet Accreditation is to provide a standard 

PHWKRG�IRU�ÁHHWV�WR�DVVHVV�SURJUHVV�RQ�VXV-

tainability, and, where deserving, receive 

UHFRJQLWLRQ�IRU�LPSURYHPHQWV�EHQHÀWLQJ�

air quality. Reductions in fuel use, cleaner 

HPLVVLRQV�DQG�LPSURYHG�IXHO�HIÀFLHQF\�DUH�

the primary data points, calculated using 

tools and metrics developed by NAFA and 

its partner organization CALSTART.

The program complements existing 

federal programs, and it adds the accelera-

tive effect of conferring recognition, with 

VXVWDLQDEOH�ÁHHW�VWDQGDUGV�GHÀQHG�DQG�

promoted by NAFA. 

Based in Pasadena, Calif., CALSTART 

LV�D�QDWLRQDO�QRQSURÀW�ZLWK�D�PLVVLRQ�WR�

advance clean transportation technol-

ogy. NAFA brings experience, expertise 

and scale to the joint effort—its members 

are responsible for more than 3.5 million 

vehicles, including 350,000 medium- and 

heavy-duty trucks. 

6RPH����ÁHHWV�VLJQHG�XS�GXULQJ�WKH�

ÀUVW����PRQWKV��DQG�WKH�JRDO�IRU������LV�WR�

secure 50 additional signups. Momentum 

is building, according to Phillip E. Russo, 

CAE, the CEO of NAFA, largely because it’s 

the right thing to do. 

“Large corporations that earn Sustain-

able Fleet Accreditation fold it into social-re-

sponsibility efforts they are already making, 

so it becomes part of their branding,” Russo 

explains. Many of these companies also 

require the participation of their suppliers, 

which introduces sustainability throughout 

the supply chain. Governmental entities 

FDQ�DOVR�EHQHÀW�IURP�LW��´&RPSOLDQFH�ZLWK�

these standards will help a state depart-

ment of transportation, for example, make 

the case for future funding,” says Russo.

7KH�OHYHO�RI�GHWDLO�LQ�WKH�GDWD�D�ÁHHW�VXE-

mits depends on the goals that its operators 

wish to achieve in a given time frame.

“There is an array of technologies, 

training concepts, vehicle types and fuel 

W\SHV�LQ�WKH�PDUNHWSODFH�VXIÀFLHQW�WR�EULQJ�

about the needed changes,” says Russo, 

who cites the example of universities 

where maintenance vehicles switched over 

to electric power. “You’re talking about 

vehicles with a small range that return to a 

central charging station nightly, so the solu-

WLRQ�RI�HOHFWULF�SRZHU�LV�H[WUHPHO\�EHQHÀFLDO�

and applicable in those cases.”

Fleet sustainability will continue to be 

greatly reliant on vehicle telematics—an 

elegant matrix of sensors, instrumentation, 

wireless communications, GPS naviga-

tion and other technologies. Its value gets 

measured in fuel and payroll savings, crash 

reduction and greater productivity in the 

ÀHOG��7HOHPDWLFV�GULYHV�ÁHHW�SHUIRUPDQFH�

DQG�DOORZV�D�KLJK�SHUIRUPLQJ�ÁHHW�WR�YHULI\�

its achievements. 

In part because of what telematics brings 

to the table, Russo believes that a tipping 

point for Sustainable Fleet Accreditation is 

near. “Early adoption comes and goes,” he 

says. “Then a program like this scales up, 

and the stage after that is about avoiding 

being conspicuous by your absence. With 

an issue of this importance, you never want 

to be the last guy in.”  — David Gould

SUPPORTING 

SUSTAINABILITY 

A LANDMARK ACCREDITATION PROGRAM 

SCALES UP IN ITS SECOND YEAR

FOR FLEETS

THE NUMBER OF VEHICLES THAT NAFA MEMBERS  

ARE RESPONSIBLE FOR, INCLUDING 350,000  

MEDIUM- AND HEAVY-DUTY TRUCKS

3.5M



Prototype shown with options. Production model may vary. 1The Pre-Collision System is designed to help reduce the crash speed and damage in certain frontal collisions only. It is not a collision-
avoidance system and is not a substitute for safe and attentive driving. System effectiveness depends on many factors, such as speed, driver input and road conditions. See your Owner’s Manual 
for further information. 2The Pedestrian Detection System is designed to detect the presence of a pedestrian ahead of the vehicle, to determine if impact with the pedestrian is imminent and to 
help reduce impact speed. It is not a collision-avoidance system and is not a substitute for safe and attentive driving. System effectiveness depends on many factors, such as speed, size and 
position of pedestrians, driver input and weather, light and road conditions. Please see your Owner’s Manual for further information. 32016 EPA-estimated 58 city/53 highway/56 combined mpg 
for Prius Two Eco. Actual mileage will vary. 42016 EPA-estimated 54 city/50 highway/52 combined mpg for Prius. Actual mileage will vary. ©2016 Toyota Motor Sales, U.S.A., Inc.

SAFEGUARD YOUR DRIVERS.  

SAFEGUARD YOUR BOTTOM LINE.

Available cutting-edge safety technology featuring Pre-Collision System1

with Pedestrian Detection2 and automatic braking. Incredible fuel economy

including Prius Two Eco’s EPA-estimated 58 city mpg3 and Prius Four

Touring’s EPA-estimated 54 city mpg,4 as shown. The 2016 Prius. It’s all

you could want from a fleet vehicle. Learn more at fleet.toyota.com.



�������/LEHUW\�0XWXDO�,QVXUDQFH��,QVXUDQFH�XQGHUZULWWHQ�E\�/LEHUW\�0XWXDO�,QVXUDQFH�&R���%RVWRQ��0$��RU�LWV�DI¿�OLDWHV�RU�VXEVLGLDULHV�

@LibertyB2B

COMMERCIAL AUTO      |      GENERAL LIABILITY      |      PROPERTY      |      WORKERS COMPENSATION

You rise to the challenge of keeping your jobsites safe. We know that safety means more than 

just adhering to building codes; it means protecting the workers, drivers, and subcontractors 

who help your business succeed. At Liberty Mutual Insurance, we’re proud to partner

with construction businesses like yours to provide quality solutions. You have a passion for 

your business. We have a passion for protecting it. To learn more, talk to your broker today

or visit libertymutualgroup.com/buildsafe.

You have a passion 
for building safely.

We’ll help you take risk 
management to new heights.



“Do not use 
the stairwells to 

smoke, drink,  
eat, or have sex” 

p62

“The entire universe 
is in everybody’s  

brain, and there’s nothing 
we don’t know  

about everything” 
p31

“He’s very unremarkable 
in his presence.  

She, on the other hand,  
is quite remarkable. 

It was a good move for him” 
p56P
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“SUGAR  

IS NOT 

ADDICTIVE. 

YOU GET 

HABITUATED  

TO SUGAR, 

WHICH  

IS NOT  

BEING  

ADDICTED” 
p50
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①  
“Cover is on Nestlé, which is  

investing hundreds of millions of 
dollars and doing serious 

research to become a 
wellness company.”

“This is the same Nestlé that makes 
Butterfingers, Crunch bars, KitKats, 

and my beloved Raisinets?”

“Yes. This isn’t entirely new territory. 
Nestlé already produces health-

oriented products, such as 
powdered tomato soup that helps 

you lose weight.”

“So its products could  
potentially make someone obese 

and then help them lose weight, but 
then they could regain that weight 

and lose it again, over and over, in an 
endless cycle of Nestlé 

dependency?”

“If someone were so inclined, yes.”

 “This is not about being ‘inclined.’ 
Have you ever bought a box of 

Raisinets at a movie theater? Those 
boxes could feed a family of 12, so 
you buy one thinking you’ll share it 

with your friends. But they’ve 
already decided to share a large 

popcorn, so you’re stuck sitting at 
the end of your row with your giant 

box of candy. You tell yourself 
you’re going to have just a few, but 
then that sweet, sweet chocolate 
touches your tongue and melts, 
leading you to the satisfyingly 
chewy raisin. And the joyous 

interplay of the fruity chewiness 
and chocolaty sweetness are like a 
symphony of flavor in your mouth, 

and a rush of euphoria washes over 
your entire body. All of a sudden, 
your willpower vanishes in the 

safety of the dark theater. Three 
minutes into the movie, you’ve 

finished the entire box, and you 
spend every second of the rest of 

the day hating yourself.”

“Have you tried the  
powdered soup?”
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A caption in “Ditch Your Phone” (ETC, 
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The world’s spotlight is on Ohio. 
Last year, Ohio added over 82,000 new private sector jobs. Our large metropolitan areas are ranked among 

the hottest cities for growth. We even have 19 of the Top 100 micropolitan cities—more than the next two 

states combined. If your business is looking to expand and grow, it’s time to take a closer look at Ohio. 

Find out what Ohio can do for your business at jobs-ohio.com.

Welcome to Ohio. It’s on.



A Green Solution to Portland’s 
Population Boom
As more people flock to the Pacific Northwest, innovative rail 
technologies must meet the challenge

The secret is out on Portland. Drawn by its natural beauty and 

KLJK�TXDOLW\�RI�OLIH��QHZ�UHVLGHQWV�DUH�ÁRFNLQJ�WR�WKH�&LW\�RI�5RVHV��

OHDGLQJ�WR�D�����SHUFHQW�JURZWK�UDWH�WKDW�PDNHV�LW�WKH���WK�IDVWHVW�

growing metro area among the country’s 50 largest. With another 

400,000 people projected to join the population of 2.35 million 

over the next 20 years, Portland is feeling the pinch. 

´)UDQNO\��WKLV�SXWV�DQ�LQFUHGLEOH�EXUGHQ�RQ�WKH�WUDQVLW�V\VWHP��

DQG�UDLO�KDV�EHHQ�D�NH\�SDUW�RI�VXSSRUWLQJ�WKDW�JURZWK�μ�VD\V�1HLO�

McFarlane, General Manager at TriMet, the agency that oversees the 

city’s popular mass transit system. “Finding the right partners, and 

ZRUNLQJ�GLOLJHQWO\�ZLWK�WKRVH�SDUWQHUV��LV�FUXFLDO�WR�PDQDJLQJ�WKDW�μ

,W·V�FUXFLDO�WR�LQQRYDWLQJ��WRR��,Q�������7UL0HW�DQG�6LHPHQV�GH�

OLYHUHG�WKH�FRXQWU\·V�ÀUVW�ORZ�ÁRRU�OLJKW�UDLO�FDU��ZKLFK�HOLPLQDWHG�WKH�

need for elevated platforms and saved cities countless infrastructure 

dollars in the process. This time, when TriMet added the Orange Line 

to its Metropolitan Area Express (MAX) system, they partnered with 

6LHPHQV�WR�IRFXV�RQ�XVHU�IULHQGO\�GHVLJQ�LPSURYHPHQWV��

7UL0HW�VRXJKW�WKH�LQSXW�RI�LWV�ULGHUV��DQG�WKHLU�FURZG�VRXUFHG�

LGHDV�FDQ�EH�IRXQG�WKURXJKRXW�WKH�UHGHVLJQHG�6���OLJKW�UDLO�YHKLFOH��

These are highlighted by a roomier center car that maximizes leg�

URRP��DGGLWLRQDO�ZKHHOFKDLU�DFFHVVLELOLW\�DQG�D�VPDUW�+9$&�V\VWHP�

that adjusts cooling based on the number of riders in the car. 

2I�FRXUVH��FRPIRUW�RQO\�FRXQWV�IRU�VR�PXFK�LI�\RX·UH�ODWH�IRU�ZRUN��

ZKLFK�LV�ZK\�6LHPHQV�WXUQHG�WR�LQQRYDWLYH�WHFKQRORJ\�WR�EULQJ�

added productivity and reliability to the Orange Line. Previously, the 

HQHUJ\�VDYHG�E\�UHJHQHUDWLYH�EUDNLQJ�QHHGHG�WR�EH�XVHG�LPPHGL�

DWHO\�RU�LW�ZDV�VLPSO\�EXUQHG�LQWR�KHDW�DQG�ZDVWHG��1RZ��WKDQNV�WR�

6LHPHQV·�LQQRYDWLYH�6LWUDV�6(6��LW�FDQ�EH�VWRUHG��WKHQ�XVHG�ODWHU�WR�

SURYLGH�LQYDOXDEOH�YROWDJH�VWDELOL]DWLRQ�GXULQJ�SHDN�GHPDQG�WLPHV��

“This solution optimizes the energy usage of the vehicles and the 

VWDELOLW\�RI�WKH�RYHUKHDG�OLQH�μ�H[SODLQV�0LFKDHO�&DKLOO��3UHVLGHQW�RI�

6LHPHQV�5ROOLQJ�6WRFN��́ %\�GRLQJ�WKDW��ZH�DFKLHYH�D�PXFK�PRUH�VXV�

WDLQDEOH�VROXWLRQ�μ�,W�LV�HVWLPDWHG�WKH�V\VWHP�ZLOO�VDYH�7UL0HW���������

NLORZDWW�KRXUV�SHU�\HDU³WKH�HQHUJ\�XVDJH�RI����KRXVHKROGV�

6LHPHQV�LV�DOVR�DEOH�WR�GHOLYHU�QHZ�HIÀFLHQFLHV�EHFDXVH�LW�

provides all of the signaling, gate crossing and communication 

technologies for TriMet, providing operators with vital information for 

RSHUDWLRQV�DFURVV�WKH�HQWLUH�ÀYH�OLQH�V\VWHP��/LNHZLVH��LQ�D�ERRQ�WR�

GRPHVWLF�PDQXIDFWXULQJ��QHDUO\����SHUFHQW�RI�WKH�6��·V�FRPSRQHQWV�

DUH�8�6��VRXUFHG��IDU�H[FHHGLQJ�%X\�$PHULFD�UHTXLUHPHQWV�

7KHUH�LV�DOVR�D�ÀQDQFLDO�FDVH�WR�EH�PDGH�IRU�OLQNLQJ�QHZ�QHLJK�

borhoods to Portland’s burgeoning urban center. “Light rail systems 

act as a prompter to economic growth, and TriMet is the perfect 

SURRI�SRLQW�μ�VD\V�&DKLOO��$OO�WROG��PRUH�WKDQ�����ELOOLRQ�LQ�GHYHORS�

PHQW�KDV�RFFXUUHG�ZLWKLQ�ZDONLQJ�GLVWDQFH�RI�0$;�VWDWLRQV�

Other cities are bound to follow this example of practical  

LQQRYDWLRQ��´:H�WKLQN�RI�RXUVHOYHV�DV�D�SODFH�ZKHUH�ÀUVWV�KDSSHQ��

DQG�WKRVH�DUHQ·W�SRVVLEOH�ZLWKRXW�D�VWURQJ�FROODERUDWLRQ�μ�VD\V� 

0F)DUODQH��´)URP�RXU�ÀUVW�SURMHFW�WRJHWKHU�DOO�WKH�ZD\�WR�WKH� 

2UDQJH�/LQH��6LHPHQV�KDV�EHHQ�D�SDUWQHU�LQ�WKDW�LQQRYDWLRQ�μ

´,QJHQXLW\�LV�WKH�OLIHEORRG�RI�RXU�FRPSDQ\�μ�DGGV�&DKLOO��´:H·UH�

����\HDUV�ROG��EXW�ZH·YH�NHSW�WKH�FRPSDQ\�DOLYH�E\�FRQVWDQWO\�

pushing the envelope. We adapt as society’s needs change, and 

ZH�DOVR�WU\�WR�SURPSW�VRPH�RI�WKRVH�DGYDQFHV�DORQJ�WKH�ZD\�μ��

usa.siemens.com/ingenuityforlife
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Opening
Remarks

Former Bank of England 
Governor Mervyn King 
offers a fix to the twisted 
financial system

A Simple 
Plan to 
Save the 
World
By Michael Lewis

One of my favorite memories of my brief 
life on Wall Street in the late 1980s is of 
Mervyn King’s visit. A year after Professor 
King—as I still think of him—had been my 
tutor at the London School of Economics, 
he was tapped to advise some new British 
financial regulator. As he had no direct 
experience of financial markets, either he 
or they thought he’d benefit from expo-
sure to real, live American financiers.

I’d been working at the London office 
of Salomon Brothers for maybe six 
months when one of my bosses came to 
me with a big eye roll and said, “We have 
this academic who wants to sit in with 
a salesman for a day: Can we stick him 
with you?” And in walks Professor King. 
I should say here that King’s students, 
including me, often came away from 
encounters with him feeling humored. 
He was gentle with people less clever 

than himself (basically everyone) and 
found interest in what others had to say 
when there was no apparent reason to. 
He really wanted you to feel as if the 
two of you were engaged in a genuine 
exchange of ideas, even though the only 
ideas with any exchange value were his.

Still, he had his limits. The man who 
a year before had handed me a gentle-
man’s B and probably assumed I would 

vanish into the bowels of the American 
economy never to be heard from again 
saw me smiling and dialing at my 
Salomon Brothers desk and did a double 
take. He took the seat next to me and the 
spare phone that allowed him to listen in 
on my sales calls. After an hour or so, he 
put down the phone. “So, Michael, how 
much are they paying you to do this?” he 
asked, or something like it. When I told 
him, he said something like, “This really 
should be against the law.” 

Roughly 15 years later, King was 
named governor of the Bank of England. 
In his decade-long tenure, which ended 
in 2013, the Bank of England became, 
and remains, the most trustworthy 
institutional narrator of events in global 
finance. It’s the one place on the inside 
of global finance where employees 
don’t appear to be spending half their 

time wondering when Goldman Sachs is 
going to call with a job offer. For various 
reasons, they don’t play scared. One of 
those reasons, I’ll bet, is King. 

Professor King—or, if you must, Baron 
King of Lothbury—has now written a 
book. The End of Alchemy isn’t a per-
sonal memoir of his tenure at the Bank of 
England. Actually, King seems disturbed 
by the idea that he or any other public 
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“Bankers and regulators 
have colluded in a  
self-defeating spiral of 
complexity”

the heart of his book and worth telling 
people about. So here goes: 

The first thing that King thinks must 
be done is to separate the boring bits of 
banking (providing a safe place to deposit 
money, facilitating payments) from the 
exciting ones (trading). There is no need, 
he thinks, to break up the existing insti-
tutions. Deposits and short-term loans 
to banks simply need to be separated 

to disguise how little has actually been 
done to fix that system. Or, as King puts 
it, “Regulation has become extraordi-
narily complex, and in ways that do not 
go to the heart of the problem. … The 
objective of detail in regulation is to bring 
clarity, not to leave regulators and regu-
lated alike uncertain about the current 
state of the law. Much of the complexity 
reflects pressure from financial firms. By 

servant is meant to be the hero of his own 
tale. “Many accounts and memoirs of the 
crisis have already been published,” he 
writes in his introduction. “Their titles are 
numerous, but they share the same invis-
ible subtitle: ‘How I saved the world.’ ” 
Instead, King’s book draws on his expe-
rience of running a central bank—and of 
managing a financial crisis—to diagnose 
the ills of modern finance. Oddly enough, 
if his book gets the attention it deserves, 
it might just save the world. 

King’s starting point is that the 2008 
crisis wasn’t an anomaly but the natural 
consequence of bad incentives that are 
still baked into money and banking—and 
so quite likely to create another, possi-
bly even greater, crisis. “The strange 
thing,” he writes, “is that after arguably 
the biggest financial crisis in history 
nothing much has really changed in 

terms either of the fundamental struc-
ture of banking or the reliance on central 
banks to restore macroeconomic pros-
perity.” The limited liability of share-
holders still incentivizes them to allow 
the banks in which they invest to take 
greater risks than they would if they were 
forced to live with not just the gains from 
financial risk-taking but also the losses. 
Small depositors, whose funds are being 

turned into risky investments, are still 
covered by deposit insurance, so they 
could care less what the bankers do. Big 
depositors and anyone else who extends 
credit to banks still believe the bigger 
the bank the better, as the bigger the 
bank the greater the likelihood that the 
central bank will bail them out if things 
go wrong. ( JPMorgan Chase today, King 
notes, has the same market share as the 
top 10 banks did collectively back in 
1960.) That isn’t to say that nothing has 
been done, just that what’s been done is 
disturbingly beside the point. 

The financial system, King reveals, 
is still wired so that a handful of well- 
connected people capture the bene-
fits from risk-taking while the entire 
society bears the cost. Complexity was 
once used to disguise the risk in the 
financial system. Now it’s being used 

encouraging a culture in which compli-
ance with detailed regulation is a defense 
against a charge of wrong-doing, bankers 
and regulators have colluded in a self- 
defeating spiral of complexity.” 

The way we do banking, King thinks, 
needs to change. As it turns out, he has 
a powerful idea for how to change it. The 
End of Alchemy is about more than this 
one idea—which doesn’t actually appear 
until roughly 250 pages into the book. 
To the idea itself he devotes 40 seriously 
interesting pages, and I have here only 
a few hundred words. But this idea is 
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Opening Remarks

With the rule King 
expounds in his book, 
panics and crises would 
be easier to prevent

from other bank assets. Against all 
of these boring assets, banks would be 
required to hold government bonds or 
reserves at the central bank in cash. 
That is, there should be zero risk that 
there won’t be sufficient cash on hand to 
repay people wanting to flee any bank at 
a moment’s notice—and thus no reason 
for those people to flee.

The riskier assets from which banks 
stand most to gain (and lose) would then 
be vetted by the central bank, in advance 
of any crisis, to determine what it would 
be willing to lend against them in a pinch 
if posted as collateral. Common stocks, 
mortgage bonds, Australian gold mines, 
credit-default swaps, and whatever else: 
The banks would decide, before any 
crisis, which of their risky assets they 
would be willing to pledge to—basically, 
pawn with—the central bank. The riskier 
the asset, the less the central bank would 
be willing to lend against it. Any asset so 
complicated that it couldn’t be explained 
satisfactorily to the central bank in three, 
15-minute presentations wouldn’t be eli-
gible as collateral. Everyone would know, 
if any given bank ever required a loan 
from the central bank, the size of the 
loan the central bank would be willing to 
extend. The central bank would go from 
being the lender of last resort to what 
King calls the pawnbroker for all seasons. 

It would also have a handy, simple rule 
to determine if any given bank is solvent: 
the difference between its “effective liquid 
assets” and its “effective liquid liabilities.” 
The effective liquid assets would consist 
of the securities the bank held against its 
deposits (government bonds, cash), plus 
the collateral value of its riskier bets as 
judged by the central bank. The effective 
liquid liabilities would be the money that 
could run from the bank at short notice—
deposits and loans of less than one year 
made to the bank. The rule, call it the 
King Rule, would be that a bank’s effec-
tive liquid assets must exceed its effective 
liquid liabilities. If they don’t, the bank 
is insolvent, and its deposits would be 
moved without any panic or trouble to a 
bank that isn’t. 

“Consider a simple example of a 
bank with total assets and liabilities each 

equal to $100 million. 
Suppose that it has 
$10 million of assets 
in the form of reserves 
at the central bank, 
$40 million in hold-
ings  of  re lat ively 
liquid securities and 
$50 million in the form 
of illiquid loans to busi-
nesses. If the central 
bank decided that the 
appropriate haircut on 
the liquid securities 
was 10 percent and on 
the illiquid loans was 
50 percent, then it would be willing 
to lend $36 million against the former 
and $25 million against the latter, pro-
vided that the bank  pre-positioned all 
its assets as available collateral. The 
bank’s effective liquid assets would be 
$(10+36+25) million, a total of $71 million. 
It would have to finance itself with no 
more than $71 million of deposits and 
short-term debt.”

That example shows one big effect 
of the King Rule: It would encourage 
banks to finance themselves with a lot 
more equity and long-term debt than 
they do. It would discourage them from 
engaging in lots of economically point-
less speculative activity, because they 
would pay the full price for that activity 
in the form of haircuts on their collateral. 
With those haircuts, the banks would be 
paying upfront a fair price for the liquid-
ity insurance that they don’t pay for now. 
The troubling incentive they now have 
to grow bigger—because the bigger they 
are, the more likely they’ll be bailed 
out—would be removed, as there would 
be no bailouts. In the event of failure, 
there would be no need for depositors to 
run for their money, because all depos-
its would be backed by government col-
lateral. All losses would be eaten by the 
shareholders and long-term creditors. 
The King Rule would push financial 
people back where they belong, into a 
market where failure is as possible as it 
is in the rest of the economy. The quality 
that the stock market would probably 
come to most prize in banks is safety. 
Banks would likely end up both less prof-
itable and more boring. But as it would 
be left to the market to decide how best 
to structure the riskier parts of banks’ 
operations, there would be incentives 
to improve and innovate. 

In the bargain, banks would be a lot 

simpler to regulate. (“There 
would be no panic rescues 
over a weekend, no dramatic 
tales to retell in subsequent 
memoirs.”) The King Rule—
which he suggests might be 
implemented gradually, over, 
say, a decade—would replace 
thousands of pages of incom-
prehensible financial regu-
lation in a stroke. It would 
expand the role of central 
bankers but in the direction 
it has been heading since the 
crisis. Instead of lending fran-
tically against overvalued col-

lateral in the next crisis, the central bank 
would pledge to lend calmly against fairly 
valued collateral.

Of course the people at the central 
bank in charge of valuing the collateral 
would likely come under political pres-
sure to do this job badly—to value collat-
eral more highly than it should be valued, 
for instance, or favor certain kinds of col-
lateral over others. “But central bankers 
are in a stronger position to resist such 
calls in normal times than after a crisis 
has hit,” King writes. Plus they need only 
be roughly right and seek to err on the 
conservative side—and ignore all argu-
ments that government regulators have 
no business meddling in private affairs 
of big banks. “In the heat of the crisis in 
October 2008 nation states took over the 
responsibility for all the obligations and 
debts of the global banking system,” he 
writes. “That government rescue cannot 
conveniently be forgotten. When push 
came to shove, the very sector that had 
espoused the merits of market discipline 
was allowed to carry on only by dint of 
taxpayer support.”

King says a lot more; really you should 
read the book. If nothing else, you will 
come away from it with the sense that 
someone with expert knowledge of the 
deep problems in our financial system is 
actually trying to solve them. It’s inter-
esting in the aftermath of the crisis how 
much energy has been expended seeming 
to fix the problem without attacking it 
head on. Much as they moan and groan 
about their reduced circumstances, our 
biggest bankers are still playing a game 
of heads-I-win, tails-you-lose with the rest 
of the society. � 

Lewis, the author of Liar’s Poker, Flash 
Boys, and other books, is a contributor to 
Bloomberg View. 
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MICHAEL CRAIG-MARTIN 
IPHONE 6S
One of the best-known artists of his generation, Michael Craig-Martin has created  
a limited edition print exclusively for the Serpentine. Produced on the occasion of  
his exhibition Transience, which focuses on his painting and drawing practice through  
the lens of technology, it depicts the latest model of this popular smartphone. 

serpentinegalleries.org/shop  
editions@serpentinegalleries.org 

Michael Craig-Martin, iPhone 6s, 2015  

Digital print on Hahnemühle photo rag bright white

70 x 50 cm (image size 32.6 x 32.6 cm)

Edition of 100 + 11APs 

£600 + VAT (Total: £720)
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If it votes to leave the European Union in next month’s refer-
endum, Britain will bear a substantial economic cost: That’s 
the conclusion of an authoritative new study. The Vote Leave 
campaign has cast the referendum mainly as a decision about 
sovereignty, democracy, and immigration—legitimate con-
cerns. But the economic consequences can’t be waved aside. 
The study from the Organisation for Economic Co-operation 
and Development concludes that leaving the European 
Union would hurt trade, weaken Britain’s vital finance indus-
try, and reduce inward foreign investment. There’d likely be 
knock-on effects as well: less innovation and slower growth 
in productivity.

The OECD report puts the long-term annual cost between 
3 percent and 8 percent of gross domestic product. The central 
estimate of 5 percent is equivalent to a tax of about £3,200 
($4,700) per household.

Against this and other similar economic assessments, the 
exit campaign has fielded a pamphlet arguing that the economy 
will prosper more outside the EU than inside. The authors 
make a few good points—for instance, that Britain could adopt 
unilateral free trade, rather than trying to negotiate agreements 
with all its trading partners, as the other studies mostly assume. 

Yet it’s a stretch to think this improvement, even combined 
with other optimistic assumptions, would be enough to turn 
a substantial net economic cost into a substantial net benefit. 
And the radical policies needed to yield this outcome—not 
only unilateral free trade but also root-and-branch deregula-
tion—are political no-hopers. 

Indeed, some of the worst-case scenarios mentioned in the 
studies seem quite plausible by comparison. The prospect of 
lower inward investment is disturbing. Britain is running a 
big current account deficit, at 7 percent of GDP. If Brexit leads 
foreign investors to pull their capital out, or even to reduce 
their rate of new investment, Britain might have to reduce its 

India is going thirsty. After two bad monsoons in a row, wells 
are running dry, and now temperatures are soaring above 
105F. It’s one of the worst droughts in almost half a century, 
hurting some 330 million Indians. With luck, in a month or so, 
rainfall will bring some relief. But to protect itself in the long 
run, India will need to focus less on the skies above than on 
the cracked, dry earth below.

India is the world’s biggest user of groundwater, drawing 
more annually than the U.S. and China combined. More than 
60 percent of the water used in irrigation—more than 80 percent 
of its total water use—is drawn from below ground. The water 
table is falling an average of 0.3 meter (1 foot) a year, and in 
some areas, as much as 4 meters (13 feet). As wells are drilled 
deeper and deeper, farmers are finding water that contains ele-
vated levels of harmful chemicals, such as arsenic and fluoride.

The government should work to increase the supply of 
surface water. It’s also essential to reduce demand. Right now, 
farmers can tap as much groundwater as they like from land 
they own, at almost no cost. Subsidies, flat rates for electricity, 
and other incentives encourage the planting of thirsty crops 
such as rice and sugarcane in drought-prone areas.

The country will need to become far more efficient in the 
way it uses water by setting strict standards for new appliances 
and buildings. In the countryside, farmers will need help and 
encouragement to switch to drip irrigation and crop intensi-
fication schemes, and to plant drought-resistant crops appro-
priate to local climate and soil conditions.

It’s important that this transition happen gradually so as not 
to overburden India’s farmers, who are already suffering from 
years of bad harvests and high debts. In due time, water prices 
will need to be adjusted and electricity subsidies slashed, to 
reflect the full cost of diminishing groundwater. �

Britain Can’t Afford  
To Quit the EU
An OECD report forecasts an annual long-term 
GDP loss of about $4,700 per household

India Needs to Curb  
Its Groundwater Use
The country must set new standards for cities 
and encourage efficient agricultural methods

external deficit by depreciating sterling and squeezing imports.
London’s role in international finance is another vulnera-

bility. Some 7 percent of U.K. economic output comes from 
financial services—11 percent if you include related legal, 
accounting, and management-consulting services. Bank of 
England Governor Mark Carney has rightly stressed the risk 
that Brexit poses to this part of the economy.

The problem for the exit campaign is not just that it’s refus-
ing to take these dangers seriously, but that its leading figures 
have no agreed plan for the kind of trade agreements, if any, 
they would seek after leaving. Rather than describing a polit-
ically viable alternative to EU membership, they offer heroic 
speculation, and, when pressed for details, start quarreling 
among themselves.

To read Virginia 
Postrel on tipping 
(or not tipping) Uber 
drivers and Justin 
Fox on surging R&D 
spending, go to 

Bloombergview.com

16



Proudly sponsored by:

June 13-14 
San Francisco 

–
Invention trumps innovation. 

The 2016 Bloomberg Tech 

Conference will focus on the 

game-changing inventors, 

unconventional thinkers, 

and the next generation of 

founders that are poised to 

change the world. 

–
Request an invitation
bloomberglive.com/tech

Bloomberg 
Tech
Conference
2016

Speakers include:

Marc Andreessen 
Co founder and General
Partner / Andreessen Horowitz

Michelle Lee
U S. Under Secretary of Commerce 
for ntellectual Property / U.S. Patent 

and Trademark Offi  ce

Bill Maris
CEO / GV

Andy Rubin
Founder and CEO / Playground 
Partner / Redpoint



G ob
Eco o ics

 �With oil revenue off, Alaska may be out of savings in two years

 �“If the price I pay is to end my political future, that’s fine”

On an early morning in late March, a 
Beechcraft turboprop plane takes off 
from Juneau, Alaska, the only U.S. state 
capital not accessible by road. As the 
aircraft heads north over America’s 
largest national forest to Fairbanks, 
700 miles away, Alaska Governor Bill 

Walker yawns and stretches his long 
legs. Across the aisle, wrapped in 

a fleece blanket, sits his wife 
and closest adviser, Donna. 

Easter is coming up, 
and the two discuss 

what to include 
in their grand-

children’s 

baskets. 
Donna sug-
gests putting 
a $1 bill inside each 
plastic egg. “A dollar each?” 
the governor asks incredulously. 
“We’re in a budget crisis here.” 

America’s Last Frontier is in trouble. 
The 40-year oil boom that turned Alaska 
from a frigid backwater into one of the 
nation’s richest states is over. Not only 
have petroleum prices crashed, but 
Alaska’s supply of crude is running out. 
Thirty years ago the state was pumping 
2 million barrels a day, a quarter of all 
U.S. output. But over the past decade, 
the Prudhoe Bay oil field, once the 
largest in North America, has started 
to reach the end of its life. Alaska’s 
output has fallen to 500,000 barrels 
a day, enough to fill only one-quarter 
of the capacity of the state’s main eco-
nomic artery, the 800-mile Trans-Alaska 
Pipeline System. 

With 90 percent of the general 
fund revenue tied to oil, the collapse 
has been devastating. Alaska, facing 
a $4 billion budget deficit, is one of 
four energy states that have slid into 
recession over the past year because 
of cheap oil. The state’s rainy day 
fund is burning through $11 million a 
day. If that keeps up, it will be out of 

May 9 — May 15, 2016

Governor Walker is 
seeking a tax 
overhaul to fix 

Alaska’s budget
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Bibi makes new 
friends in Asia and 
Russia 20

Throwing Mao’s Little 
Red Book at China’s 
entrepreneurs 21

The state constitution gives lawmakers 
until May 18 to finalize a budget. 

Whichever plan Walker and the law-
makers adopt, Alaska is in for tough 
times. Already, people are leaving. The 
state lost more residents than any other 
in 2015. “We are sort of damned if we 
do, damned if we don’t,” says Gunnar 
Knapp, an economist at the University 
of Alaska at Anchorage who’s advised 
Walker. Cutting spending or reducing 
the dividend would take money out of 
a weak economy, he says. But using the 
state’s savings to plug the deficit only 
delays the inevitable. “We face a trade-
off, and it’s not like we have a lot of 
time,” Knapp says. “The hurt is going to 
come anyway.” —Jennifer Oldham
The bottom line To plug Alaska’s $4 billion budget 
deficit, Governor Walker wants to raise taxes and 
cut subsidies to the state’s oil companies.

Capital

Rising Profits Don’t Lift 
Workers’ Boats 

� As industries consolidate, they 
prosper but shut out employees

 � It’s “one of the transcendent 
issues confronting the U.S.”

Big business is getting bigger, and 
workers’ slice of the economic pie is 
getting smaller. Those trends have bred 
resentment toward large corporations. 
Now research shows a surprisingly 
tight link between the two phenom-
ena: The share of the pie that goes to 
workers has been shrinking most in 
precisely those industries where own-
ership is becoming more concentrated.

Increasing industry concentration 
“may explain one of the transcendent 
issues confronting the U.S. economy,” 
namely labor’s declining share and 
profits’ rising share of the value a 
company creates, Michael Feroli, the 
chief U.S. economist at JPMorgan Chase, 
wrote in an April 25 research note. In an 
interview four days later, Feroli said that 
while the finding needs closer analy-
sis, “I haven’t had anyone say, ‘You’re 

emergency funds within two years. 
The unenviable task of fixing this 

mess rests with Walker, a 65-year-old 
former carpenter who won the gov-
ernor’s office by about 6,000 votes in 
2014 as an independent after leaving 
the Republican Party. Walker came in 
with big plans that included expand-
ing Medicaid and building a natural gas 
pipeline, all without raising taxes. He’s 
since had to switch to a proposal that 
rewrites the social compact at the heart 
of Alaska since it achieved statehood 
in 1959: Its 738,000 residents enjoy the 
country’s lowest tax burden and highest 
per capita rate of state spending. 

Walker is pushing lawmakers to 
impose an income tax for the first time 
in 35 years. He wants to double the gas-
oline tax and slash the generous subsi-

dies that energy companies get. 
He’s also proposing 

going after 

the 
earnings of 
the $53 billion 
Alaska Permanent 
Fund. Established in 
1976 by a constitutional 
amendment, the fund col-
lects a quarter of the state’s oil royalties 
and each year redistributes a portion 
of the earnings from its investments to 
Alaskans. Last year every man, woman, 
and child got a check for $2,072. Walker 
wants to cut that in half. The whole 
idea of the Permanent Fund was that 
it would be used to fund government 
when the oil fields ran dry. Lawmakers 
can’t touch the principal. But its invest-
ment earnings are fair game. 

To sell his plan to the state’s famously 
independent voters, Walker has begun 
an extensive roadshow. Highways reach 
only about a third of Alaska’s 570,000 
square miles, so he flies—on Black Hawk 
helicopters, on prop planes, in coach 

on commercial jets. (He likes the middle 
seat.) He knows his plan has political 
risks, but he doesn’t care. “If the price I 
pay is to end my political future, that’s 
fine,” he says as the plane approaches 
Fairbanks two hours later. “That’s a 
small price to pay to fix Alaska.”

Polls show a majority of Alaskans 
favor his plan, which seeks to reduce 
the state’s dependence on oil to 
20 percent of general fund revenue 
within two years. At a town hall hosted 
by regional mayors, one of five events 
Walker attends in Fairbanks that day, 
several audience members tell him not 
to cut their dividend checks, since they 
rely on them to defray high heating and 
grocery bills. Others say they’d forgo 
the payment to save the economy. 
“Every other state in the union pays for 
their government,” a supporter tells 
Walker during a Q&A session. “We’ve 
had 40 years of a free lunch.” 

The governor’s biggest task is per-
suading Republicans who control the 
Alaska legislature to go along with 
him. The GOP majority has refused 

to debate many of the 18 bills he intro-
duced in January. Leaders in Alaska’s 
House and Senate insist oil prices will 
rise—although they can’t say by how 
much. Walker proposed tapping the 
Permanent Fund’s investment earn-
ings to raise $3.3 billion of additional 
revenue each year. Republicans coun-
tered with a similar measure that would 
draw $2.8 billion a year from the fund’s 
earnings. Neither plan would entirely 
close the budget gap this year. 

This spring the legislature has been 
wrestling over whether to raise taxes 
on big oil producers and how quickly 
to scale back subsidies to smaller ones. 
The current system is clearly unaf-
fordable. The oil tax credit program 
is set to pay out $775 million in subsi-
dies to small oil and gas companies in 
the next fiscal year, more than the state 
is forecast to collect in total oil pro-
duction taxes. In March, Republicans 
proposed raising $100 million by trim-
ming energy subsidies; Walker wants to 
raise $500 million by reducing credits 
for smaller oil and gas companies and 
raising production taxes to 5 percent 
from 4 percent. As of early May, they’re 
still a few hundred million dollars apart. 
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obviously missing something.’ ”
The work of Feroli and his team 

impresses Jason Furman, chairman of 
the president’s Council of Economic 
Advisers. “I think it’s great there’s more 
of a debate about concentration and 
its impacts on the economy,” he says. 
Feroli and fellow economists tapped 
new data that Furman’s group gener-
ated for an “issue brief” last month. 
From 1997 to 2012, the report said, the 
50 largest companies in many 
sectors sharply increased their 
share of industry revenue. 

Feroli’s team lined up those 
numbers against new data from the 
Department of Commerce’s Economic 
Census, which shows the value added 
by each industry—i.e., the amount of 
money the sector receives for its prod-
ucts or services minus the cost of 
inputs such as parts, raw materials, 
and energy. The value that the sector 
adds is split among workers (wages 
and salaries), government (taxes), and 
“surplus,” which includes profit for 
share holders. The share workers got 
tended to decline in industries where 
there’s more consolidation.

One vivid example is in transporta-
tion and warehousing. The 50 biggest 
companies increased their share of 
revenue by more than 11 percentage 
points from 1997 to 2012; yet workers’ 
share of the value added by the sector 
fell 7.6 percentage points from the 
1998-99 average to the 2013-14 average. 
The sector includes both railroads 
and airlines, industries where a series 
of blockbuster mergers concentrated 
ownership at the top. Lee Klaskow, 
who follows railroads for Bloomberg 
Intelligence, says they have become 
“extremely profitable.” Workers tend 

to be well-paid, but there are fewer 
of them, reducing labor’s share of 
income, he says.

At the other end of the concentration 
scale, there was a slight decline from 
1997 to 2012 in big companies’ dom-
ination of the health-care and social 
assistance sector. There was a corre-
sponding increase in the share of the 
value added in the industry going to 
labor, fitting the pattern Feroli noted.

What accounts for the pattern? Feroli 
doubts the theory that industries with 
greater concentration can pay lower 
wages because fewer companies are 
competing for talent. If companies 
in one sector tried to underpay, their 
workers would switch to other sectors 
over time, he says.

A more likely explanation, Feroli 
says, is that industries with more con-
centrated ownership can charge 
higher prices. They pay out their extra 
profits to shareholders, or to the gov-
ernment in taxes, but not to workers. 
The question is why the companies 
have felt so little pressure to share the 
bounty with their workers. Economists 

cite the decline in unions and 
 employees’ fears, stemming 
from the last recession, that they 
could be replaced if they com-

plain. One hopeful sign for workers: 
The share of national income going 
to wages and salaries has rebounded 
since 2012, erasing about 30 percent of 
its post-1997 decline. —Peter Coy
The bottom line Companies that dominate 
industries have lots of pricing power but come 
under little pressure to give workers hefty raises.

Trade Diplomacy

Israel Looks East for 
Allies and Customers

� Netanyahu is courting the 
Chinese, the Russians, and others

 � “You want to go where the  
growth is” 

Criticized by U.S. and European 
leaders over his policies toward the 
Palestinians, Israeli Prime Minister 
Benjamin Netanyahu is cultivating allies 
in other parts of the world. 

His government started free-trade 

talks with China in 
March, is negotiating
favored-nation statu  
with Japan, and in la
April hosted Singapo  
Prime Minister Lee H i
Loong on his first vis  
The four-time Israeli premier is plan-
ning a summer tour of Africa. He told 
his cabinet, reporters, and U.S. Jewish 
leaders that even Sunni Arab countries 
are drawing closer to Israel over shared 
fears of Iran. He also cultivated ties 
with Russian President Vladimir Putin, 
visiting Moscow on April 21 to discuss 
common military concerns in Syria.

Those close to Netanyahu say tec-
tonic shifts—no superpower in charge, 
Iran rising, the Middle East implod-
ing, the still-potent Chinese economic 
engine—have convinced him Israel must 
develop new alliances.

“Over the longer term, there are 
problems for Israel in its relations with 
western Europe and with the U.S.,” says 
Mark Heller, principal research asso-
ciate at Tel Aviv’s Institute for National 
Security Studies. In contrast, “relations 
with many important Asian countries 
don’t seem to indicate much interest 
about how Israel gets along with the 
Palestinians, Arabs, or anyone else.”

Opponents of Netanyahu and his 
party say Israel’s success attracting 
investment from Silicon Valley and 
Asian tycoons such as Li Ka-shing has 
helped him absorb the blow of U.S. 
and European criticism of his settle-
ment policies. The premier “says to 
himself: ‘Nobody’s punishing me, so 
why should I behave differently than I 
really want?’ ” says Yossi Beilin, archi-
tect of the 1993 peace accords with the 
Palestinians and a former leader of the 
left-wing Meretz party.

 The U.S. remains by far Israel’s most 
vital ally, giving $3.1 billion in annual 
aid. The European Union is its primary 
trading partner. Israel’s exports to the 
U.S. and Europe have fallen since the 
global financial crisis, while exports to 
Asia rose to $17.7 billion in 2015, from 
$12.2 billion in 2008. Exports to China 
rose to $3.2 billion from $1.3 billion 
during that period. “You want to go 
where the growth is,” says Eli Groner, 
director-general of Netanyahu’s office. 

Israel wants these trading  partners to 
lend it more political support. “Many 
other countries want to learn about 
our technology, water desalination, 

A Tale of Two Payrolls
Change in industry concentration from 1997 to 
2012; change in employees’ share of profits from 
1998-99 to 2013-14

Health care and social 
assistance
The share of business 
accounted for by the 
top 50 companies fell

1.6
percentage points, 
while the share of the 
sector’s income paid to 
employees climbed

1.8
percentage points.

Transportation and 
warehousing
The share of business 
accounted for by the 
top 50 companies rose

11.4
percentage points, 
while the share of the 
sector’s income paid to 
employees fell

7.6
percentage points.

Biggest drop of  
any industry in  

the study
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culture,” says Danny 
D non, Israel’s United 
Nations ambassador. 

ut we also expect some 
reciprocity.” Israel’s 
previous ambassa-

dor tweeted a thank-you after India 
abstained on a UN Human Rights 
Council vote last July condemning the 
country for alleged war crimes in the 
Gaza Strip. Kenya and Ethiopia—both 
central to Netanyahu’s strategy to boost 
trade ties in Africa—abstained as well.

Some Arab states, tired of the 
Palestinian conflict, want to buy 
Israeli  cybersecurity, agricultural, and 
water management products, 
Netanyahu told a conference in 
February. Longer-term, pres-
sure on Israel is building 
from Europe and the UN 
to stop building the settle-
ments, with backers launch-
ing a campaign of boycotts and 
sanctions against Israel. 

 Netanyahu may be  calculating 
that the world has more to 
worry about than Jewish  settlements 
on the West Bank, says Yoram Meital, 
 chairman of the Chaim Herzog Center 
for Middle East Studies and Diplomacy 
at Ben-Gurion University of the Negev. 
“As long as the eyes of the international 
community are on Islamic State and 
on Syria,” he says, “he knows they’re 
not going to twist his arm with the 
Palestinian card.” —Jonathan Ferziger
The bottom line After quarreling with the White 
House, Netanyahu is using the country’s high-tech 
industry to attract other customers and backers.

Private vs. Public

Chinese Business Feels 
The Sting of the Party

� Entrepreneurs get help from the 
state—and more threats

 � Executives must “actively practice 
socialist core values”

China’s entrepreneurs shouldn’t 
simply make money. They must “love 
the motherland, love the people, love 
the Communist Party, and actively 
practice socialist core values,” President 
Xi Jinping told businessmen in March.

The latest to discover this is Ren 
Zhiqiang, a retired real estate tycoon 
who must serve a one-year probation 
for publishing “erroneous views” that 
“seriously violate the Party’s political 
discipline,” according to a May 2 state-
ment by a Beijing party committee. A 
party member, he got in hot water 
after questioning the president’s call 
for tighter controls over the media.

Xi’s push for ideological purity—
directed at journalists, lawyers, 
and academics—is now targeting 
business. It’s a big shift from the 
presidency of Jiang Zemin, who wel-
comed entrepreneurs to the party 
in 2002. Some Chinese have “unwit-

tingly become trumpeters of Western 
capitalistic ideology,” which 

could lead to “disastrous con-
sequences,” Xi warned in 
a speech in December at 
Beijing’s Party School, 
reported Qiushi, the party 
magazine. The speech’s 

contents were made public 
on April 30. Such delays are 

common; the timing signals 
the government wants Xi’s 
hard-line message out now. 

There are about 73 million 
private enterprises and family 

businesses in China, according 
to the State Administration for Industry 
and Commerce. They range from real 
estate and pharmaceutical giants to 
startup game designers and small eater-
ies. Private-sector companies make up 
more than 60 percent of the economy. 
While their profits rose last year, those 
at state-owned enterprises fell.

Despite repeated government pledges 
to grant private companies equal access 
to credit and contracts, entrepreneurs 
have seen limited progress, says Hu 
Xingdou, an economist at the Beijing 
Institute of Technology. And they must 
deal with a newly harsh tone in offi-
cial speeches and media. On March 10, 
China Daily wrote that tycoons col-
luding “with corrupt officials” have 
sparked “wide doubt over the private 
sector and its role.” Other state media 
chimed in. “Some businesspeople 
in the nonstate economy, especially 
some entrepreneurs, are having errors 
in their thinking.” They “lack faith in 
Marxism, socialism, and communism,” 
while imagining “China under capital-
ism would be better,” said party period-
ical Red Flag Manuscript on April 8.

While state media issues warnings, 
officials are setting up  support for inno-
vative companies and cutting red tape 
and taxes for smaller businesses. Under 
Premier Li Keqiang, the No. 2 in govern-
ment and traditionally the one in charge 
of the economy,  registering a new 

company has become 
much simpler and faster. 
The number of admin-
istrative approvals com-
panies need has been 
cut by a third, Li said 
on March 16, reported 
the official Xinhua News 
Agency. “The situation 

is much better than before,” says Li 
Yonghui, chairman of Kaiyuan Group, 
a private conglomerate in Hebei prov-
ince. “It’s much more market- oriented.”

Still, the public rhetoric is dispiriting. 
“The earlier generation of leaders were 
much more open about private enter-
prise than most today,” says Beijing 
Institute’s Hu. He notes that Premier Li 
is an exception. “Private enterprises, 
for the government, are an indispens-
able part of the economy,” Hu says. 
“But if they develop too well, officials 
may knife them. A strong state can at 
any time bankrupt or eliminate them.”

In the first eight months of last year, 
senior managers from 34 com panies 
went missing when they were picked 
up in connection with investigations, 
according to China’s Securities Times. 
In January, Zhou Chengjian, head of 
apparel label Metersbonwe, disap-
peared, reappearing about a week later. 
The phrase “lost contact,” or shilian, 
has become shorthand for the practice. 

Zhou wasn’t charged with any wrong-
doing. Neither was Guo Guangchang, 
chairman of Fosun Group, a private 
conglomerate. He dropped from sight 
in December. Trading in Fosun’s Hong 
Kong-listed shares halted until Guo 
resurfaced a few days later. He’s “one 
of China’s biggest entrepreneurs, 
whether measured by taxes paid or rev-
enues earned,” says Liu Xiujie, a phar-
maceuticals entrepreneur. If Guo isn’t 
safe from shilian, no entrepreneur is. 
—Dexter Roberts and Jasmine Zhao
The bottom line Xi is demanding ideological 
fealty from China’s entrepreneurs, who had been 
welcomed into the party by earlier Chinese leaders.
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“Some business-
people in the 
nonstate economy, 
especially some 
entrepreneurs, are 
having errors in 
their thinking.” 

—Party periodical 
Red Flag 
Manuscript
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When Captain America bursts back 
onto the big screen on May 6, audi-
ences will likely be thrilled by his 
much anticipated fight with Iron Man. 
The outcome of the battle, however, is 
a foregone conclusion: Walt Disney 
will emerge victorious. Box-office ana-
lysts say Captain America: Civil War—
the eighth Marvel film from Disney 
since it bought the company in 2009 

and the third Captain America film—
could rival the biggest hits in the fran-
chise. The reviews are overwhelmingly 
positive, and advanced ticket sales 
have eclipsed those of other superhero 
movies, confounding naysayers who 
were warning that movie goers might 
be tiring of the genre.

The likely blockbuster kicks off a 
potentially record-breaking summer for 

ticket sales and what analysts say could 
be Disney’s best year at the movies in 
its history. Disney, with a 25 percent 
market share this year, is dominating 
the film business to an unprecedented 
degree. In the first half, Disney will have 
the No. 1 movie for 13 of those 26 weeks, 
predicts Barton Crockett, an analyst at 
FBR Capital Markets. “They will have 
the highest share in a generation, or 
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 �Disney’s acquisition strategy is paying off—to the detriment of its rivals

 �“They seem to have a finger on the pulse of what the public wants at a level that I haven’t seen”
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Skyfall

Transformers: Dark of the Moon

Toy Story 3

maybe of all time,” he says. 
The studio also is scoring points 

with a mix of nostalgia flicks such as 
its Star Wars sequel and technology- 
driven hits like The Jungle Book, 
Crockett says. “They seem to 
have a finger on the pulse of what 
the public wants at a level that 
I haven’t seen before.”

Disney’s advantages lie in its story-
telling ability and the strength—and 
number—of its brands. Time Warner’s 
Warner Bros. has DC Comics, and 
Comcast’s Universal Pictures has 
a strong animation arm, but Disney 
has unparalleled scale. This is largely 
because of an acquisition spree by 
Chief Executive Officer Bob Iger, which 
included Lucasfilm, Marvel, and Pixar. 
That built the studio into five potent 
film brands while competitors weren’t 
investing in the risky business.

Playing catch-up, rival studios are 
digging into their archives to remake 
films with new twists, such as Sony 
Pictures’ all-female Ghostbusters. 
Or they’re having to find franchise 

properties, such as Paramount 
Pictures’ venture with Hasbro to 
bring to the screen a universe con-
structed around action figure G.I. Joe. 
The pressure to compete will probably 
encourage acquisitions. “Smaller firms 
with unique content will continue to 
be takeover targets,” says Christopher 
Marangi, a portfolio manager at Gabelli 
Funds, an investor in media stocks. 
But some analysts worry that indus-
try pressure could lead to expen-
sive acquisitions that destroy value 
as movie companies chase—and 
overpay for—targets like Lions Gate 
Entertainment, creator of Twilight 
and The Hunger Games. 

Disney’s multibillion-dollar invest-
ment in production companies since 
2006 has come to fruition in 2016. 
The five film units could this year 
release a record number of movies 
that break $1 billion in ticket sales. 
“We have talked for 25 years about 
the big six global entertainment com-
panies, [but] maybe we are start-
ing to see the stratification among 
them,” says Jonathan Kuntz, a film 
historian and professor at the UCLA 
School of Theater, Film & Television. 
“ ‘Supermajors’ might be a good term 
for what Disney, and maybe Comcast 
and Time Warner, aspire to be.”

For much of the 20th century, 
Disney, Paramount, Sony Pictures, 
Warner Bros., Universal Pictures, 
and 20th Century Fox dominated film 

production and distribution glob-
ally. But Disney’s three acquisitions, 
along with its two other labels, Walt 
Disney Animation and Walt Disney 
Pictures, has left it with some of the 

best franchises in Hollywood. That’s 
allowed the studio to map out a com-
bined film slate into 2020.

“That is the future for the next 
decade,” with Disney and Warner Bros. 
having laid out superhero movies and 
other sequels, spinoffs, and reboots 

for years to come, says Jeff Bock, a box-
office analyst at Exhibitor Relations. 
Bock figures that Disney alone will have 
six or seven of the top 10 grossing films 

this year and potentially four movies 
each generating $1 billion worldwide: 

Captain America: Civil War; The Jungle 
Book; Rogue One: A Star Wars Story; and 
Finding Dory, a sequel to Finding Nemo.

“The Pixar acquisition saved Disney 
Animation,” says Bank of America 
Merrill Lynch analyst Jessica Reif 
Cohen. “That was the beginning.” 
Disney is “the only company right now 
that has a branded film strategy,” she 
says, with each of its sub-brands churn-
ing out its own string of reliable, pre-
dictable fare. “Consumers know what 
they are going to get, which makes 
marketing easy and efficient.”

John Lasseter, one of the origi-
nal Pixar animators and director of 
the megahit Toy Story, is the cre-
ative leader of Pixar and Walt Disney 
Animation. That’s allowed him to help 
reinvigorate the  animation unit and 
produce more modern hits, such as 
Frozen and this year’s Zootopia.

Universal is aping that approach 
with Chris Meledandri, creator of the 
hugely successful Despicable Me films, 
who will oversee his Illumination 
Entertainment, Universal’s anima-
tion partner, and the DreamWorks 
Animation studio Comcast agreed to 
acquire in April. The buyout is seen as 
Comcast’s attempt to lock in intellec-
tual property—including the charac-
ters from DreamWorks’ Shrek and Kung 
Fu Panda—that Universal can exploit in 
its theme parks, the way Disney does. 
“The industry looks at Disney with 
envy,” Reif Cohen says. “It is a highly 
successful and unique strategy, well-
executed and hard to duplicate.”

Summer is the most lucrative time of 
year for studios, and analysts predict 
this season could beat 2013’s record. 
A slew of highly anticipated releases 
including Finding Dory and Warner 
Bros.’ Suicide Squad could, along with 
Captain America, push the summer 
season to about $5 billion in ticket 
sales in North America, estimates 
Geetha Ranganathan, an analyst at 

Bloomberg 
Intelligence. 

With breakout hits such as Fox’s 
offbeat antihero Deadpool and 
the unexpectedly strong turnout 

for Disney’s The Jungle Book, 2016 
could see recently set annual box-
office records broken again—espe-

cially because Disney’s second 
Star Wars-related release will 

hit theaters in December. Crockett 
estimates 2016 will outstrip the 

Big Draws
Films that have grossed at least 
$1 billion worldwide, by year of release

Jurassic Park*

Titanic*

The Lord of the Rings: The Return of the King*

Pirates of the Caribbean: Dead Man’s Chest

The Dark Knight*

Avatar*

Alice in Wonderland

Pirates of the Caribbean: On Stranger Tides Harry Potter and the Deathly Hallows: Part 2

Marvel’s The Avengers The Dark Knight Rises The Hobbit: An Unexpected Journey

Frozen Iron Man 3

Transformers: Age of Extinction

Star Wars: The Force Awakens Avengers: Age of Ultron Jurassic World Furious 7 Minions

1993

1997

1999

2003

2006

2008

2009

2010

2011

2012

2013

2014

2015

Disney film

With $2.8 billion at 
the box office, the 
highest-grossing 
film of all time 

*INCLUDES MULTIPLE RELEASES; TOTALS NOT ADJUSTED FOR INFLATION. 
DATA: BOX OFFICE MOJO

Star Wars: Episode I – The Phantom Menace*
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Entertainment

Live Nation Wants to 
Take Center Stage, Too

 � It plans to build video shows and 
films around its concert acts 

 � “We have these magical two 
hours” to monetize in new ways

Live Nation Entertainment is the 
world’s largest concert promoter, han-
dling live performances for 3,300 
artists, from Bruce Springsteen to Black 
Sabbath. This summer the company is 
hosting some of the industry’s highest- 
profile tours, including those by 
Beyoncé, Drake, and Guns N’ Roses, as 
well as popular outdoor festivals such 
as Bonnaroo and the U.K.’s legend-
ary Glastonbury Festival. More than 
70 million people attend Live Nation 
musical productions each year, and the 
company sells many of them tickets 
via Ticketmaster, which it also owns. 

$11.1 billion annual record generated 
at the domestic box office in 2015 and 
Disney’s studios will generate more 
than $3 billion in profit, its largest ever. 
For now, at least, Hollywood’s biggest 
star is Disney itself. —Anousha Sakoui, 
with Christopher Palmeri
The bottom line Disney’s acquisition spree under 
CEO Iger has positioned the company to dominate 
the movie business—and give rivals headaches.

Autos

German Engineering 
For Chinese Wannabes

 � Borgward resurrects a 1960s 
nameplate for mainland yuppies

 � “You can’t just repackage a brand 
that’s been defunct for years”

In most markets, resurrecting a car 
brand that last built an automobile the 
year John F. Kennedy became presi-
dent would appear foolhardy. Unless, 
it seems, you want to sell in China. 
Germany’s Borgward Group, the 
latest aspirant to tackle the world’s 
biggest auto market, saw its last 
Isabella coupe roll off a production 
line in 1961. But with the help of state-
owned Chinese truckmaker Beiqi 
Foton, the revived brand began sales 
of an SUV last month in Beijing.

Borgward Chief Executive Officer 
Ulrich Walker is counting on Chinese 
consumers’ affinity for foreign brands—
more than half of new autos sold there 
last year sported a foreign nameplate—
and reverence for German engineer-
ing to spur sales. “It’s German DNA, 
genuine design, long history,” says 
Walker, a former Daimler executive in 
Asia who earlier led the Smart brand. 
“We position ourselves above Japanese 
and Koreans, but below or close to 
Volkswagen” and will target well- 
educated young families who “would be 
happy to buy a BMW but couldn’t afford 
it and wouldn’t buy a cheap brand.”

Borgward traces its roots to 1924, 
when Carl F.W. Borgward, an engineer, 
designed and built a motorized carrier 
cycle called Blitzkarren. By the 1950s 
it was the third-largest carmaker in 
Germany and accounted for 60 percent 
of the country’s auto exports. Its 

best-known model, 
the Isabella, was introduced 
in 1954. The family sports car 
had a 1,493cc engine with 
an output of 60 horsepower. 
The company was forced into 
liquidation in 1961, after sales 
declined in the U.S.

The new Borgward, reborn in 2008 
by the founder’s grandson, is building 
its first model, the BX7 SUV, at a pro-
duction line in Beiqi Foton’s plant in 
Beijing. The line has an initial annual 
capacity of 100,000 vehicles, which 
can be increased to 360,000 units. 
Borgward is still seeking an assembly 
site in Europe, where it plans to sell 
plug-in electric versions of the BX7.

The going in China will be tough, 
because even established carmaker 
Honda has struggled to make a success 
of its premium Acura brand there, 
says John Zeng, an analyst in Shanghai 
for LMC Automotive. Acura sold only 
about 4,200 vehicles in China last year. 
“Premium car brands have a long 
history. You can’t just repackage a 
brand that’s been defunct for years and 
tell Chinese customers it’s a premium 
brand,” Zeng says. “No one will easily 
fall for that and make a purchase. You 
need to have a selling point.”

To improve its chances of success, 
Borgward studied the experiences 
of another recent entrant, Qoros 
Auto, a venture between Israel’s 
Kenon Holdings and China’s Chery 
Automobile. When Qoros introduced 
its first sedan three years ago, it priced 
the car about 20,000 yuan ($3,072) 
higher than most foreign mass- market 
brands. Qoros sold a disappointing 
14,001 cars last year vs. the 570,889 
vehicles delivered by Volkswagen’s 
Audi unit in China and Hong Kong.

So Borgward decided to make 
its first model an SUV to reflect the 
shift in consumer preference toward 
more-flexible vehicles, says spokes-
man Victor Guo. And Borgward 
set the starting price of its BX7 at 
169,800 yuan, or about 15 percent 
cheaper than VW’s Tiguan, one of the 
best-selling SUVs in China.

To woo young car buyers, Borgward 
is offering a 12.3-inch touchscreen 
control panel and lifetime Internet 
access for the first 10,000 buyers. The 
company has signed up 100 dealers 
and aims to double that number by the 
end of next year.

While touting its German 
provenance, the automaker has 
tapped suppliers around the globe to 

help keep costs down. Borgward 
developed the BX7’s engine on 

its own but is using auto com-
ponents from Germany’s 

Robert Bosch and Japan’s 
Aisin Seiki, working 

with China’s Huawei 
Technologies 

for cloud 

 technologies and 
South Korea’s 
LG Electronics for 
batteries. “We only 
do in-house what 
can’t be outsourced,” 
Walker says, “because 
although we are a company 
with heritage, we are also a 
new company.” —Ma Jie, with 
Amanda Wang
The bottom line Borgward, which hadn’t built a car 
since 1961, is trying to woo Chinese buyers who 
want German engineering at a bargain price.
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Now, in an effort to reach consumers 
who’ve never set foot in an arena, Live 
Nation is racing to crank out video and 
virtual-reality programming featuring 
acts whose concerts it promotes.

The company has hired MTV alum 
Heather Parry to build a TV-and-film 
production studio and has announced 
plans to produce programs with 
Vice Media, Hulu, and virtual- reality 
company NextVR. By letting fans 
experience the concert vibe at home 
or on the go, Live Nation hopes to 
draw more advertising revenue, which 
already brings it more profits than the 
low-margin concert promotion busi-
ness. The company and its artists also 
hope exposing TV and online viewers 
to videos of their acts will bolster ticket 
sales for live concerts.

Chief Executive Officer Michael 
Rapino says Live Nation’s advantage is 
simple: access. “We have these magical 
two hours happening, and we have 
access to the environment, whether 
onstage or backstage interviews,” he 
says. “We’ve been on a quest to take 
those two hours-plus and start bring-
ing those to life online, on TV, and any 
screen we can monetize.”

Live Nation will produce its first 
TV show, Earth Works, with Vice’s 
new cable channel, Viceland. On the 
show, set to premiere this fall, musi-
cians travel to imperiled ecosystems 
to highlight certain threats through 
song. In one episode, the band Animal 
Collective treks to the Amazon jungle 

to record animal sounds.
Earth Works grew out of 

Live Nation TV, a venture 
Live Nation and Vice created 
in 2014 to produce short-
form series and documen-
taries from music events. 
“We’ve built a media 
company in a year, and now 
is the big moment with our 
sales forces combined to sell 
those to the biggest brands in 
the world,” says Hosi Simon, 
the Vice executive who helps 
run Live Nation TV.

Besides licensing the 
joint venture’s material to Hulu, Live 
Nation will also make a few virtual-
reality concerts with the streaming 
service, the companies announced on 
May 4. NextVR, which streams sport-
ing events and concerts in virtual 
reality, recently struck a deal with 
Live Nation to produce long-form live 
concerts for the next five years.

Live Nation could use some new 
profit-spinning businesses. The 
company generated almost $5 billion in 
sales from concert promotion last year, 
but that business lost $105 million. Its 
advertising and sponsorship unit, with 
sales of only $333 million, was its most 
profitable division. Live Nation already 
has a team selling sponsorships of con-
certs and its various Web properties, 
so it says that peddling ads to go with 
its videos is a natural next step.

To make more compelling videos, 
Live Nation acquired Greenlight Media, 
which specializes in producing so-
called branded content for advertis-
ers. Greenlight helped arrange Intel’s 
video morph of Lady Gaga’s face during 
the tribute to David Bowie during 
this year’s Grammy Awards telecast. 
Says Dominic Sandifer, co-founder 
of Greenlight: “It doesn’t matter [to 
viewers] if the content is created by a 
media company or a brand” as long as 
the entertainment value is high.

Live Nation and Greenlight are 
already trading ideas for brand inte-
grations at festivals, such as a festi-
val confessional where they edit fans’ 
admissions for videos on YouTube 
and Snapchat. Live Nation also 
has acquired InDMusic—a company 
that specializes in expanding view-
ership of videos on YouTube and 
other online portals—and says the new 
outfit is helping boost the audience 

at many of its venues and events.
Rapino says the draw of properly 

executed performance video shouldn’t 
be underestimated. “We’re not trying 
to sell two hours of dental work,” he 
says. “This is a very shareable, con-
sumable piece of content. There are 
only so many people who can get to a 
certain show, that tour; it drives more 
awareness.” —Lucas Shaw
The bottom line More than 70 million fans attend 
events at Live Nation venues annually. Now the 
promoter hopes to draw them to video concerts.

Live Nation’s new video 
ventures will likely offer 
higher profit margins 
than promoting concerts ����� click here!

THIS ONE!

Beyoncé in Miami 
on her current tour, 
which Live Nation is 

promoting

Marketing

Here’s a Survey and $5. 
Now Rate Me

 � Surveys are proliferating, even as 
their findings become suspect

 � “This idea of participatory 
marketing helps to engage people”

Fourteen years ago, Bain executive 
Fred Reichheld had a suggestion he 
thought would be a win for businesses: 
short consumer surveys to test brand 
loyalty. The idea took off, and Bain says 
more than two-thirds of Fortune 1000 
companies now use the Net Promoter 
System that Reichheld started. But the 
concept has morphed, and when its 
creator entered a hotel lobby and saw 
a sign that read, “If there’s any reason 
you can’t give us a 10, stop by the front 
desk. We’ll make it worth your while,” 
he came face-to-face with the monster 
he unwittingly helped spawn.

That hotel is no outlier. An Allstate 
insurance agency in Westchester, 
N.Y., sends customers frequent notes 
pushing them to give it a flawless score 
on an e-mailed survey so it can receive 
“additional resources” to give custom-
ers better service. Some retailers offer 
sweepstakes entries for completing 
surveys. Trump University students 
who have sued over false promises tes-
tified they were pressured to give high 
marks to professors. And frequent users 
of Uber’s ridesharing service are famil-
iar with the not-so-gentle demand from 
drivers for five stars out of five.

The explosive growth 
in instant 
customer 
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Briefs

Busted Pipes

By Dimitra Kessenides

○,○ Halliburton and Baker Hughes said they 
would terminate their $35 billion proposed 
merger, announced in 2014. The deal faced stiff 
opposition from regulators. The U.S. Department 
of Justice filed an antitrust lawsuit in April to block 
the merger, which the oil service com panies had 
said would help them better compete against 
rivals. ○Í○ Time Warner posted first- quarter 
earnings that surpassed analysts’ estimates. Sales at its 
cable- network unit, which includes TNT and TBS, climbed 

7.2 percent, to $2.91 billion, from 
a year earlier. The increase came 
largely from an 11 percent rise in 
fees paid by distributors like AT&T 
and Comcast to carry the chan-
nels, which have spent billions 

on sports rights. ○ ○ Ellen Pao, the former Kleiner Perkins 
Caufield & Byers junior partner who last March lost a gender-
discrimination suit against the firm, has co-founded an advo-
cacy group to promote diversity in the tech industry. Project 
Include will advise com panies on recruiting, hiring, and retain-
ing more diverse workers. ○m○ MetLife will pay $25 mil-
lion to settle a probe of abuses tied to variable annuities, the 
 second-largest fine ever levied by the Financial Industry 
Regulatory Authority. The sum includes a 
$20 million fine and $5 million to be paid 
to customers for “negligent” misrepresen-
tation and omissions, Finra says. MetLife 
neither admitted nor denied wrongdoing. 
○ ○ Changes are coming to the year-old 
$10-per-month Apple Music service. Apple 
plans to alter the user interface and better 
integrate its streaming and download busi-
nesses. An unveiling is expected in June.

To shorten airport 
security lines 
this summer, the 
Transportation Security 
Administration wants  
to add more screeners 
and bomb-sniffing dogs, 
plus boost overtime.

Companies/Industries

Edited by James E. Ellis
Bloomberg.com

Number of Takata air 
bag inflators expected 
to be added to a U.S. 
recall that so far has 
included 28.8 million air 
bags. In April regulators 
said there are 85 million 
potentially defective, 
unrecalled Takata 
inflators on the market.

surveys arises from a confluence of 
forces, say scholars: the growing thirst 
for client feedback to improve products 
and services; the increasing focus on 
data; the ease of reaching customers via 
e-mail and text; and the growing convic-
tion that by rating a product, customers 
gain a stake in it and become members 
of that product’s “community.”

“There was a time in marketing 
where the consumer was on the side-
lines,” says Vann Graves, chief execu-
tive officer of FL+G, an advertising and 
marketing company. “Now this idea 
of participatory marketing helps to 
engage people. It’s like, ‘I’m affecting 
the brand by participating.’ ” But the 
tsunami of surveys is making them far 
less useful, Graves says. “It works for a 
lot of service- oriented things,” he says, 
“but I’m not going to rate my toilet 
paper online.”

Context is important. TripAdvisor 
doesn’t face survey fatigue, says Brian 
Payea, the travel review ser-
vice’s head of industry relations, 
because people want others 
to learn of their travel experi-
ences. “It’s the thing you want 
to share, whereas the fertil-
izer I bought and the deck paint 
I bought that I got requests to 
review, it’s like, ‘Hmm, not that 
passionate about it,’ ” he says.

For Michelle Henry, co-founder and 
president of the Center for Marketing 
& Opinion Research in Akron, the solu-
tion to consumer turnoff is conduct-
ing surveys only once or twice a year 
aimed specifically at  improving prod-
ucts. The wrong way is tying surveys to 
pay or benefits and having the affected 
employees give them, she says, such as 
at restaurants whose waiters ask cus-
tomers to fill out a survey and put in a 
good word for them.

Reichheld says bloated ratings 
defeat a survey’s purpose. Coaching 
responses can drive up scores, but 
higher scores indicate nothing about 
whether the customer will return or 
recommend a product. “The instant 
we have a technology to minimize 
surveys,” he says, “I’m the first one on 
that bandwagon.” —Jennifer Kaplan
The bottom line Consulting firm Bain says 
two-thirds of Fortune 1000 companies use its 
consumer survey product —often wrongly.

CEO 
Wisdom
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“We have decided 
that we are not going 
to compete as a 
commodity provider; we 
are going to compete 
as a premium provider.”
—Ed Bastian, who 
became CEO of Delta 
Air Lines on May 2
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Where Californians 
will plug in their EVs 
30

Princeton’s townies 
have a beef with the 
school 33
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Election 2016: Milton 
Glaser and the art of 
getting out the vote 31

When Ted Cruz dropped out of the 
Republican presidential race on 
May 3, surrendering the nomination 
to Donald Trump, he did so from a 
stage in Indianapolis. Cruz had been 
in Indiana all week, employing every 
tactic in the political playbook to try 
to pull out a win. He crisscrossed the 
state, blanketed it with ads, and used 
it as the backdrop for his announce-
ment that Carly Fiorina would be his 
running mate. In the end, Trump beat 
him by 16 points and did so by ignoring 
every rule in that playbook. The pre-
sumptive Republican nominee didn’t 
even bother to fuel up “Trump Force 
One”—his Boeing 757-200—to join the 
Hoosiers who had delivered him a 
landslide. He chose instead to remain 
in Manhattan and give his victory 
speech in the lobby of Trump Tower 
from a lectern that read: “VICTORY IN 
INDIANA, New York City.”

Trump has gone further than 
anyone imagined he could by flouting 
the conventions of national politics. 
Often this was by choice. As he turns 
to Hillary Clinton and the $1 billion 
campaign she’s expected to run 
against him in the general election, it 
will also be by necessity. According to 
multiple people familiar with Trump’s 
campaign, he has no plan in place to 
raise a comparable sum—and doesn’t 
seem particularly inclined to try, 
anyway. “Do I want to sell a couple 
of buildings and self-fund?” Trump 
mused on MSNBC the morning after 
his Indiana victory. “I don’t know that 
I want to do that.” Instead, Trump is 
poised to attempt something radical 
and never before seen in a general 
election: a presidential campaign as 
a one-man show. Says his campaign 
manager, Corey Lewandowski: “This 
campaign has proven we can achieve 
things that others can’t.”

The key to Trump’s success so far 
has been his ability to dominate the 
news media and shape political cov-
erage without having to rely on paid 
television ads. “You’re talking about 
a guy who’s gotten $2 billion in free 
media,” says Newt Gingrich, the 
former House speaker, who ran for 
the Republican nomination in 2012. 
To Gingrich, Trump represents an 

 �Donald Trump’s campaign will be a radical political experiment

 �“This is one, singular person. ... He is going to drive the system”

The Steve Jobs 
Of Politics?

29
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Carbon Emissions

Skip the Esso, Let’s 
Stop at the PG&E

 � California invites power utilities 
into the car-charging market

 � “This is going to drive away 
private investment”

In California, more than 200,000 
electric cars are on the road. But 
Governor Jerry Brown wants to 
raise that number to 1.5 million by 
2025. Getting there requires figur-
ing out something oil companies 
had to deal with a century ago: how 
to keep cars juiced up. “Nobody’s 
going to buy an electric car  32

important “discontinuity” that could 
render obsolete many of the traditional 
party methods of winning elections. 
“He will define more of this than we 
[Republicans] will,” Gingrich says. “He’s 
been so creative, and he does things so 
differently, and he will be so dominant, 
that we have to figure out how we build 
around him. This is not a collective 
where you sit down and have a planning 
team. This is one, singular person who 
is the Steve Jobs of modern politics. And 
he is going to drive the system.”

But Trump is also going to encoun-
ter a scale and intensity of attack from 
Clinton that he never experienced 
from his Republican primary oppo-
nents. “He’s about to walk into a bil-
lion-dollar buzz saw,” says Stuart 
Stevens, Mitt Romney’s 2012 presi-
dential campaign manager. Trump 
has made no secret of his philoso-
phy of how one should respond to 
political criticism. “Anybody who 
hits me, we’re going to hit them 10 
times harder,” he told Fox News in 
November. Trump has already tele-
graphed the personal attacks he’ll use 
against Clinton, criticizing her paid 
Wall Street speeches and calling her 
an “enabler” of her husband’s marital 
infidelity, charges that advisers in both 
parties expect will be greatly amplified 
in the general election climate. “This 
is going to be Alien vs. Predator,” says 
one outside adviser with whom Trump 
has shared his plans.

For Trump, who’s broken with 
party orthodoxy on everything from 
trade to foreign policy to tax and enti-
tlement reform, launching a fusillade 
of personal attacks against Clinton 
may be his best shot at uniting a frac-
tured Republican Party. “There’s a lot 

about D ald Trump that I don’t like, 
but I’ll vote for Trump over Hillary 
any day,” tweeted Ari Fleischer, the 
former press secretary to George W. 
Bush, whose administration Trump 
has criticized mercilessly.

Yet such a strategy, even if 
it manages to bring wavering 
Republicans into the fold, won’t guar-
antee Trump access to anything like 
the campaign war chests raised by 
recent GOP nominees. “Four years 
ago beginning in April,” says Stevens, 
“Mitt Romney had to start raising 
$100 million a month for the general 
election campaign.” While Trump 
may still be able to dominate the air-
waves without that kind of money, 
he won’t be able to fund the nuts and 
bolts of a campaign infrastructure—
and could therefore wind up at an even 
greater disadvantage than polls show 
he faces in a matchup against Clinton. 
(A May 4 CNN/ORC poll showed Clinton 
beating Trump by 13 points nation-
ally, 54 percent to 41 percent.) “That 
money goes not just to the campaign,” 
says Stevens, “but to the assorted 
victory committees and all the empty 
party headquarters waiting to be filled 
with phone banks. That costs money 
that has to be raised by the presiden-
tial campaign. Trump doesn’t have 
a finance chairman, and he’s been 
calling donors crooks—so why would 
anybody want to give him money?”

Trump will have the backing of the 
Republican National Committee. He’ll 
also have at least rudimentary support 
from a pro-Trump super PAC. But 
the financial asymmetry of a Clinton-
Trump race has begun to register 
with Republican officials and strat-
egists such as Stevens who don’t share 

Trump’s blithe confidence that he’ll be 
able to sell himself to a general elec-
torate in the same way he won over 
Republican primary voters. “If the 
guy is such a marketing genius, why 
is it he’s the most unpopular political 
figure in modern American history?” 
says Stevens.

Of course, Trump was also unpop-
ular at the outset of the Republican 
primaries and still won. “Why would 
the consensus be that he can’t win?” 
asks Gingrich. “Sure, he can win.” 
(Gingrich may have a rooting interest 
here: He’s been mentioned as a pos-
sible vice president to Trump. Given 
an invitation to end the speculation 
by issuing a Shermanesque denial, he 
replies: “Nobody from Georgia issues 
Shermanesque statements. It goes 
against the state constitution.”)

The central problem with a media-
driven Trump campaign fueled by 
negative attacks is that it will make it 
much harder—and likely impossible—
for him to broaden his appeal. This 
dilemma is a reminder that whatever 
genius disrupters may possess, they 
often fail. Radical though it may be, 
Trump’s campaign will have to solve 
this problem or end up going the way 
of Trump Vodka and Trump Steaks: 
into oblivion. —Joshua Green, with 
Kevin Cirilli and Jennifer Jacobs
The bottom line As the presumptive Republican 
nominee, Trump faces the challenge of winning 
without a traditional campaign infrastructure.

Digits

The European Central Bank will discontinue production of its highest-value 
denomination—popular among terrorists and drug dealers—at the end of 2018. 
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At 86, the irrepressible designer comes  
in to work each morning at his Manhattan 
studio, takes a pencil from a basket 
where they await, presharpened, pointy-
end up, and begins to draw. So when 

the American Institute 
for Graphic Arts 
solicited ideas for a 
2016 get-out-the-vote 
poster, Glaser didn’t 
hesitate. He’s dabbled 
in this arena before, 
sketching a poster with 
the motto “To Vote  
Is Human” in 2010.  

This time, he echoes René Descartes  
(“I think, therefore I am”) and challenges 
voters to prove they’re among the living.
—As told to Brad Wieners

A few of 
Glaser’s hits

Posters are an old media, and yet social 
media extends their reach. Are they 
more relevant than ever?  
I don’t know about “than ever.” I only 
know there’s a way of affecting the mind 
through imagery and words. 
The most astonishing thing 
I ever did personally to that 
effect was the “I Love New 
York” campaign. Who in the 
world would have suspected 
that this little scribble would 
go around the world with 
billions of people seeing it? 

Why this poster now? 
It was just an opportunity to do something 
that I think needs to be done. And you see, 
the issue about doing posters urging people 
to vote is that it’s not enough 
to say, “Go vote.” You have to 
justify that. You have to tell 
people why they should vote. 
And for me, if you don’t vote, 
you’re essentially invisible, 
and you don’t affect the 
structure of your own life, or 
anyone else for that matter. 
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Election 2016

Milton Glaser 

Do you save favorite mottos? 
I don’t make notes of anything, but I can’t avoid 
saving them. They’re just back there. I do have 
this idea, I really have to say this, that everything 
is accessible at once. That the entire universe 
is in everybody’s brain, and 
there’s nothing we don’t  
know about everything. And  
I depend on that. I depend on 
the fact that I really know the 
answer to everything. It’s just 
a question of getting to it.  
It’s a very liberating feeling. 

But is it ever frustrating, too—
to know the knowledge is in 
there, but you can’t get to it?
If you think it’s frustrating,  
it will be. If you think, no  
problem, it’s not.

Do you like the way  
this election’s going? 
No, it’s horrible. One 
of the reasons people 
don’t vote is they don’t 
believe it will have an 
effect. And if you watch 
television, you become 
convinced that it’s all a 
rigged system and that 
it’s all a manifestation of 
advertising. And I wouldn’t 
call it cynicism entirely, 
because I think that’s 
correct to a large degree. 

Our political moment sounds  
a lot like that. People are fed up.  
Can we make such a turn now?
We’ll see. We must admit that the 
guiding force is money, profitability, 
and selfishness—otherwise you 
couldn’t explain what’s going on in the 
world. And in an attempt to act against 
this, you have to feel that you’re in 
the same boat as everybody else. 
And people don’t feel that way at the 
moment. They feel that everyone is  
in their own boat. 

When that appeared, in 1977,  
it was a tough time to love New York.  
Do you think that was part of the 
reason it took? 

You were afraid to go out in the 
street at night. That’s how bad 
things were here. I mean, the sense 
of comfort and commonality had 
just about vanished. It was  
a dog-eat-dog situation. But then 
everybody said, I’ve had enough. 
And that transformation came 
overnight. Suddenly the perception 
was, we don’t have to live this way! 

You never saw a dime 
for that, did you?
I wasn’t paid for that.  
And I thought it was 
going to last three weeks 
and disappear, as most  
of the work you do as  
a designer does. 

Is this poster a way of calling 
on your fellow designers to  
be more engaged citizens? 
I always try to convince my 
fellow designers that the role 
of design is not to persuade, it’s 
to inform. I believe that deeply. 
And that if you try to persuade 
people to do something that 
is against their best interest, 
you’re doing something that is 
selfish, pigheaded, stupid, and 
ultimately destructive. 
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Where to Find a Public Charging Station 
 

There are about 153,000 gas stations in the U.S. but only 13,334 public places to  
recharge your EV. Electric utilities want to add 12,500 more in California over the next three years.

Health services and hospitals
365

Colleges, schools,  
and universities
987

Residential
448 

Parking lots 
and garages
1,085

Convenience 
stores and 
gas stations
352

Car dealerships
1,876 stations

Nissan dealerships

Ford
dealerships

Retail
1,833

Walgreens

Kohl’sWalmart

Supermarkets
440 Whole 

Foods

Restaurants
384 

Government
1,250

City hall

Libraries

Offices and workplaces
1,335

Energy
utilities

Recreation
930 

Sports 
facilities

Museums

Wineries

Parks

Casinos

Transit links
396

Airports

Nissan operates 
1,044 stations; it 

offered some Leaf 
buyers two years of 

free charging

Oregon’s Portland 
International 

Airport has the 
most, with 42; New 
York’s JFK has five

Of the 1,643 Tesla 
charging stations, 

65 percent are 
located at hotels— 

4 percent are at 
wineries

With 415 stations, 
Walgreens is one 

of the market’s 
biggest players

Five percent (31) of 
all Cracker Barrels 

have a charging 
station …

… while only 
0.3 percent (46)  

of McDonald’s do

AAA offices

Tesla 
dealerships

Farms

Bookstores

Bike stores

Military

Churches

Adult entertainment clubs

Jails and 
prisons

Liquor stores

McDonald’s

Amtrak
Ferry
Incline railway

Cracker Barrel

Retreats

Campgrounds 
and RV parks

unless they see  charging equip-
ment where they commonly drive or 
park,” says Pasquale Romano, chief 
executive officer of ChargePoint, 
based in Campbell, Calif., which sells 
charging equipment.

Independent companies such as 
ChargePoint are pushing back against 
a solution put forward by Pacific 
Gas & Electric: Let utilities run the 
show. In response to a request from 

regulators, PG&E submitted plans to 
spend $160 million raised from rate-
payers to roll out more than 7,500 
electric filling stations in its service 
area, which spans the  northern two-
thirds of the state. “It’s a market that 
needs a bit of a jump-start,” says 
Aaron Johnson, PG&E’s vice president 
for customer energy solutions. “We 
want to see people using electricity as 
a transportation fuel. We think that’s 

great for our business.”
Under the PG&E plan, the utility 

would own and operate a network 
of stations but buy equipment from 
suppliers such as ChargePoint. 
Ratepayers will subsidize the PG&E 
stations until the electric- vehicle 
market catches up, an advantage start-
ups don’t have. ChargePoint, which 
has installed 28,000 chargers in the 
U.S. and Canada, sells its equipment 

Hotels and resorts
1,653 
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Edited by Allison Hoffman
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to building or parking lot owners, who 
then buy power directly from utili-
ties such as PG&E. Another company, 
San Francisco-based Volta Charging, 
provides power free through its 
network and makes money by selling 
ad space on its machines.

At hearings before the state Public 
Utilities Commission in late April, 
private operators expressed their 
opposition to handing over a big 
chunk of the market to the utility. 
“Northern California is ground zero 
for EV adoption worldwide,” says 
Abdellah Cherkaoui, vice presi-
dent for government affairs at Volta, 
which reimburses host-site owners or 
pays utilities directly for the power 

it  provides through its sta-
tions. “This is going to drive 
away private investment.” 
The commission is expected 
to make a decision on the 
utility’s plan this summer.

Until 2014, California’s 
utilities were effectively 
barred from entering 
the car-charging market. 
Regulators feared they 
would use their monopo-
lies and guaranteed profits 
to squelch private com-
petition. Two years ago, 
when it became clear that 
 independent operators 
weren’t building charging 
stations fast enough, the 

state’s  utilities regulator loosened the 
rules. “We’re coming up on a real kink 
point in targets that have to be met,” 
says Nancy Ryan, a former commis-
sioner for the state’s utilities regulator 
who’s now a partner at E3, an energy 
consulting firm in San Francisco. 
“Utilities can be a huge funding source 
for EV infrastructure.”

Utilities in the southern part of 
the state won regulatory approval in 
January to move ahead with pilot proj-
ects. Southern California Edison 
and San Diego Gas & Electric 
plan to roll out 5,000 charging sta-
tions combined. Like PG&E, SDG&E 
will control its stations. Edison will 
spend $22 million to upgrade wiring 
to support independently operated 
charging stations. 

A wide range of  environmental 
groups, from the Sierra Club to the 
Natural Resources Defense Council, 
have thrown their support behind the 

Education

Townies Revolt Against 
Princeton’s Free Ride

 � Homeowners are suing to get the 
university to pay more local taxes

 � “I don’t mind biting the hand  
that feeds me”

Free lectures, admission to athletic 
games, and even shuttles to Trader Joe’s 
are some of the perks that neighbors 
of Princeton University get from New 
Jersey’s only Ivy League school. Some 
residents, though, resent the wealth 
that underwrites the school’s generos-
ity. In recent weeks about two dozen 
Princeton homeowners have joined a 
lawsuit filed five years ago by four resi-
dents challenging the tax-exempt status 
of the school, which has the fourth- 
largest university endowment in the 
U.S., at $22.7 billion.

If successful, the suit could generate 
fresh revenue for the town and allow 
it to slash homeowners’ annual prop-
erty tax bills, which average $17,699. 
“They almost operate like a hedge fund 
that conducts classes,” says plaintiff 
Leighton Newlin. “They have some of 
the best real estate in all of Princeton. 
The fact is, those buildings do not pay 
their fair share of taxes.”

New Jersey churches, universities, 
charities, and 
other nonprof-
its are exempt 
from property 
taxes. Princeton 
University pays 
taxes on non-
academic prop-
erty, such as 
 graduate-student 
residences. In 
papers filed in New 

Jersey tax court, the plaintiffs argue that 
the school from 2005 to 2012 gained 
$524 million in licensing income, mostly 
from a patent that led to the creation of 
Alimta, a cancer drug manufactured by 
Eli Lilly. It also uses some buildings for 
commercial purposes. 

The school’s tax bill should be as 
much as $40 million a year, about 
264 percent more than it pays, accord-
ing to attorney Bruce Afran, who rep-
resents the plaintiffs. That would be 
enough to cut homeowners’ tax burden 
by about one-third without any change 
to the borough’s $62 million annual 
budget. “The so-called benefits the uni-
versity gives are not real economic ben-
efits that help the average person,” 
Afran says.

Bob Durkee, the university’s secre-
tary and vice president, says the school 
is Princeton’s largest taxpayer, helping 
the town maintain Mercer County’s 
lowest tax rate. “The  university’s con-
tributions go well beyond funding,” he 
says. The school pays about $8 million 
in property taxes each year. It kicks in 
an additional $3 million voluntarily for 
emergency services and public works. 

Congress is examining tax exemp-
tions for U.S. universities. Lawmakers 
have asked schools with assets of more 
than $1 billion to report how their 
endowments are managed and spent. 

Tensions between town and 
gown have erupted in New Haven. 
Connecticut lawmakers have pro-
posed legislation to tax Yale’s endow-
ment. The school, with a $25.6 billion 
kitty that’s second only to Harvard’s 
$37.6 billion, says the bill is unconsti-
tutional and would lead to $760,000 in 
taxes on its Woolsey Hall music audito-
rium alone.

In Princeton, even some with ties to 
the university say its free ride should 
end. “I don’t mind biting the hand 
that feeds me,” says Janet Martin, 77, 
a retired Princeton professor and 
homeowner in the historically black 
Witherspoon-Jackson neighborhood, 
where gentrification has pushed asking 
prices for modest homes to more than 
$400,000. “The university could defi-
nitely pay a larger share.” —Elise Young
The bottom line Princeton University pays 
$8 million in property taxes each year. Local 
residents want the wealthy school to pay more.

utility proposals. “It’s too early to say 
which model is the best one,” says Max 
Baumhefner, an attorney at NRDC. 
“We need to be testing out different 
models in different parts of the state.” 
—Ben Elgin
The bottom line Private operators say they’ll be 
squeezed out if California utility PG&E builds a 
$160 million charging network for electric cars.

$23
billion

Value of Princeton’s 
endowment, the 

fourth-largest among 
U.S. universities
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M y y 6

 �Artificial intelligence services are leaning on low-tech reps working long hours

 �“I left feeling totally numb and absent of any sort of emotion”
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pretending to be humans. In the 
past two years, semiautomated 
services have sprung up to offer 
e-mail  schedulers (X.ai, Clara); shop-
ping assistants (Operator, Mezi); 
and do- anything concierges (Magic, 
Facebook’s M, GoButler). Startups 
in this arena have raised more than 
$50 million in venture capital funding 
in the past two years, and most aim 
to employ as few humans as possible. 
But for now, the companies tend to use 
similarly vague marketing lingo and in 
truth are powered largely by people.

Facebook turned the spotlight on 
human-assisted AI last summer when it 
introduced M, a chirpy personal assis-
tant bot that lives in Messenger, its chat 
app. M’s AI-generated responses are 
reviewed, edited if necessary, and sent 
out by a team of a few dozen contrac-
tors working from the social network’s 
Menlo Park, Calif., campus, accord-
ing to the company. Facebook won’t 
say what hours the contractors work or 
how often they correct M’s guesses.

Clara, which offers an e-mail sched-
uling service a lot like X.ai’s, uses 

Amy Ingram, the artificial intelligence 
personal assistant from startup X.ai, 
sounds remarkably like a real person. 
Given access to your calendar and 
e-mail, Amy takes over the mundane 
tasks of scheduling meetings and 
sending appointment  reminders. After 
she made her debut in 2014, beta testers 
praised her “humanlike tone” and “elo-
quent manners.” “Actually better than a 
human for this task,” one tweeted.

This artificial intelligence, however, 
isn’t wholly artificial. Behind most 
every e-mail is a person—someone 
like 24-year-old Willie Calvin. X.ai’s 
software can usually guess from its 
e-mail scans when “tomorrow” means 
Tuesday, but it’s a ways from being 
able to operate on its own. An X.ai 
spokeswoman says trainers review 
“the vast majority” of information in 
e-mails so the system can improve.

Calvin joined X.ai in December 2014, 
shortly after graduating from the 
University of Chicago with a public 
policy degree. He was under the 
impression his $45,000-a-year job as 
an AI trainer would be split evenly 

between spot-checking Amy and doing 
more ambitious product development. 
He says he was asked, as part of the job 
application, to write a one-page essay 
arguing that automation would be good 
for jobs and workers.

After Calvin started work, he says, 
the product part of the job never 
 materialized. Instead, he sat in front 
of a computer, clicking and highlight-
ing the bot’s right and wrong responses 
to requests, for up to 12 hours a day. 
“It was either really boring or incredi-
bly frustrating,” he says. “It was a weird 
combination of the exact same thing 
over and over again and really frustrat-
ing single cases of a person demanding 
something we couldn’t provide.” 

X.ai declined to comment on spe-
cific hiring practices. Kristal Bergfield, 
who oversees X.ai’s trainers, says the 
job has evolved over time and entails 
hard work. “We’re building something 
that’s entirely new,” she says. “It’s an 
 incredibly ambitious thing, and so are 
the people who work here.”

A handful of companies employ 
humans pretending to be robots 

The Humans Hiding Behind the
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contractors to review some e-mails. 
Chief Executive Officer Maran Nelson 
says most of the workers are women 
but won’t say how many there are, 
where they work, or what percent-
age of e-mails they review. “That’s a 
common frustration among anybody 
in this category— how opaque it is,” she 
acknowledges. “It was similarly frustrat-
ing, when Clara was three months old, 
to have a lot of investors congratulate us 
on having a fully automated bot.”

Mimicking an automated assistant 
with a skeleton crew can be  draining. 
At X.ai, Calvin says, there were some 
days early last year when trainers 
worked from 7 a.m. until 9:30 p.m., 
because the service was supposed 
to be close to 24/7, and they couldn’t 
leave until the queue of e-mails was 
done for the night. “I left feeling 
totally numb and absent of any sort 
of emotion,” he says. The company 
wouldn’t disclose the schedules of its 
21 AI trainers, but Bergfield says, “we 
would never tell people that they need 
to work those hours.”

GoButler, a we’ll-do-anything service 

hat takes requests via 
was similarly intense, 

y ployees Lucy Pichardo 
a ella. GoButler guaran-
t ervice, and the former 
w at until February almost 
n fully automated, so 
h h d o be on duty at all times 
t d mers’ takeout meals and 
l fts through other online 

l k eamless or Postmates. 
l orkers, called heroes, 

f from 8 a.m. to 4 p.m. or 
4 p night, and for one week 
a to work from midnight to 
8 a ing places at the shared 
d k h hey were required to eat 
l h s typically handled up to 
fi at once, but sometimes 
h l d wice as many. “People 

felt a bit overworked and underappre-
ciated,” says Gioiella, a former senior 
operations associate, or “superhero.”

In December, Pichardo says, they 
were allowed a 30-minute shift at the 
office holiday party before returning to 
their computers. A spokeswoman says 
executives also took turns working hero 
shifts during the party.

Former trainers at X.ai say they 
came to think of Amy almost as a real 
person, because they could see the 
AI gradually learning and  improving. 
They wanted to protect her from bad 
data, like the handful of monthly 
e-mails asking the bot for sexual favors.

The specter of job loss hangs over 
much of the AI debate. X.ai founder 
Dennis Mortensen wrote in an e-mail 
that he’s trying to shift away from 
human editing as he prepares to move 
the service from beta to public release 
this year and charge $9 a month for 
it. GoButler fired its 25 heroes in 
February, saying it would go fully 
automated and concentrate first on 
booking flights. Nelson, Clara’s CEO, 
is charging corporate customers $199 
a month per user, and says she’ll keep 
human agents on if that’s what it takes 
to keep the service reliable.

Thanks but no thanks, say some of 
the former AI impersonators, who 
were more than happy to leave their 
jobs to the machines. Calvin quit X.ai 
last October and now works in busi-
ness operations at a different New 

770
thousand

Number of preschools 
and day care centers 

in the U.S.

e Chatbots

York startup. While a few of X.ai’s 64 
employees have been promoted out 
of the training queue, “the work just 
ended up being way too taxing,” he 
says, “without a tangible payoff in 
sight.” —Ellen Huet
The bottom line Startups pitching so-called AI 
assistants, which took in $50 million in investment 
in two years, tend to require human assistance.
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Apps

A Much Closer Look  
At Nap Time

 � America’s day care industry goes 
gaga for digital oversight

 � “I know parents who sit and watch 
their kids all day at work”

Unless your toddler is a big talker, his 
days at preschool or day care can be 
largely mysterious. Many states require 
teachers to record attendance, scraped 
knees, and uneaten meals, but it’s easy 
for communication to break down, 
especially with kids who are semi- or 
nonverbal. Now, mobile apps with 
digital logbooks are pushing those 
updates into the cloud, where parents 
can track their children in real time.

America’s 770,000 preschools and 
day care centers take in $53 billion a 
year, estimates researcher IbisWorld. 
Some have moved into the mobile era 

on their own: The 
900 employer-
sponsored day 
cares operated by 
publicly traded 
Bright Horizons 
Family Solutions 
let parents sched-
ule backup care via 
a Bright Horizons 
app. But 9 out of 
10 U.S. day cares 

are mom and pop operations tending 
to a handful of children, and IT isn’t a 
priority. So software developers saw a 
market for apps that could simplify the 
filing of paperwork. They say the appeal 
for parents was a bonus.
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Software

Building a Broader 
Labor Force

 � A Latin American startup is 
teaching young women to code

 � “We needed to build a team, and 
there weren’t enough developers”

Less than a year ago, Lorena Torres was 
earning about $200 a month, making 
chocolates at home that her boyfriend 
sold aboard jam-packed, dilapidated 
buses clogging the streets of Lima.  
“I was in a bad place,” she says. “I felt 
badly for not having work, for wanting 
to get ahead and not being able to.” 

These days, Torres works in front-
end Web development at the industrial- 
chic offices of digital marketing giant 
Wunderman Phantasia. She’s earning 
twice as much since hanging up her 
apron, a lot closer to the country’s $524 
average monthly wage, and her boss 
says her position and earning power 

have room to grow.
Torres attributes the 

change to Laboratoria, a 
startup that offers coding 
boot camps and job place-
ment assistance to young 

women in Chile, Mexico, and Peru. 
The three-hour online entrance exams, 
testing abstract reasoning as well as 
logic and math skills, target women 
who have little or no background in 
computer science or college education, 
says co-founder Mariana Costa. The 
application process also includes inter-
views and sample assignments.

Laboratoria’s first pilot program, 
in 2014, began after Costa and her 
husband returned from studying and 
working in New York to Lima, where 
they struggled to recruit developers 
for a fledgling Web design company. 
“We needed to build a team, and there 
weren’t enough developers,” she says. 
“Even fewer good ones.” And since only 
3 in 10 Peruvian software engineers 
are women, she says, it was especially 
tough to diversify her team—until she 
started teaching people herself.

The five-month boot camp at 
Laboratoria, a 9-to-5 (or later) crash 
course for women who often are staring 
for the first time at their reflections in 
darkened computer screens, includes 
training in HTML, JavaScript, CSS, and 
GitHub. Following its pilot in Lima, 
Laboratoria graduated 150 coders in 
2015. It’s set to graduate 300 this year, 
including in Mexico City, Santiago, and 
Peru’s second-largest city, Arequipa, 
as well as the capital. Twelve hundred 
women applied, Costa says.

Laboratoria’s business model puts 
it somewhere between a conventional 
coding boot camp and a microlender. 
Students agree to pay the startup 

App makers including HiMama, 
Tadpoles, and Brightwheel offer 
up-to-the-minute details of a child’s day. 
Brightwheel says teachers using its soft-
ware send each child’s parents 8 to 10 
updates in a typical day. Some sample 
day care messages: “Serena was in a 
photo—Aquarium!! (4:49 pm); Serena 
ate—Food: [ate] most (4:55 pm); Kudos! 
Counted to 20 today! (5:51 pm).” Parents 
can also use Brightwheel to pay tuition. 
David Raye, the owner of a Goddard 
School franchise in Third Lake, Ill., says 
Tadpoles saves him $2,000 a year on 
paper and copier expenses.

For parents, all three leading apps 
are free. Tadpoles charges schools $2.25 
a month per child; HiMama charges 
$29 a month per class. (Brightwheel 
isn’t charging schools, but it raised 
$600,000 on Shark Tank.) HiMama 
co-founder Ron Spreeuwenberg says 
parents are his best salespeople. When 
a user’s phone buzzes with an update 
during a meeting, co-workers say, “My 
kid goes to day care. Why don’t I get 
this?” and pester their day care provid-
ers to subscribe, he says.

HiMama, in Toronto, says users grew 
15 percent monthly in the first quarter 
of the year and now number 100,000. 
Tadpoles, in Bethesda, Md., says more 
than 1 million families in 50 states use its 
software. San Francisco’s Brightwheel 
declined to share user numbers.

Michael Rich, a pediatrics  professor 
at Harvard Medical School and direc-
tor of the Center on Media and Child 
Health, says a constant stream of 
updates may exacerbate the control-
ling tendencies of parents who should 
use preschool or day care as an oppor-
tunity to unclench. “There’s value to 
understanding your kid’s take on what 
happened at school rather than an 
omniscient Big Brother view,” he says.

That’s great if your kid is eager to 
share, says Tadpoles co-founder Andy 
Monroe, but his own kindergarten-age 
daughter is often a lot chattier when 
he can prompt her with a photo from 
a teacher. Otherwise, she’s as likely 
as not to answer any questions about 
the day’s events with a flat, “Nothing.” 
Devon Gorry, an economist at Utah 
State University whose 2-year-old son 
started at a day care using Brightwheel 
in January, says the daily updates have 
also helped deepen talks with teachers.

Apps can help keep parents from 
getting overinvolved, says Tracie 

Riebschlager, assistant director 
of Oak Brook School, a preschool 
outside Dallas that uses HiMama 
to send several photos a day to 
parents. Some rivals have installed 
cameras to run continuous video 
feeds on their websites, Riebschlager 
says. “I know parents who sit and 
watch their kids all day at work,” she 
says. “To me, this is much healthier.” 
—David Gauvey Herbert
The bottom line Apps that digitize updates from 
preschools and day cares are becoming popular 
perks for parents, too.

Students pay $6 a 
month and agree 

to contribute 
10 percent of their 

salary for three 
years after 
graduating

38
“This isn’t charity 
work. It’s a win-win.”

—Gisella Esquivel, 
IT director at 
Wunderman 
Phantasia, who has 
hired graduates 
from Laboratoria
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Specs The 50-ton craft can 
carry as much as 20 tons of 
sensors or othe   d 

d h hi  
,000 fee e o e

f  
s s  

mi d i lli .

1.

sensors or other gear and 
operates at depths reaching
11,000 feet. While on the 
surface, it downloads route 
instructions from human 
minders via satellite.

Edited by Jeff Muskus
Bloomberg.com

Innovator Lance Towers

Age 52

Title Director of Sea & Land 
at Boeing Phantom Works, 
where about 150 people 
have worked on the project

Form and function

This underwater robot can stay at sea for 
six months or more at a time without needing 
refueling from another ship, compared 
with three days for the previous model, the 
Echo Ranger.

Next Steps
Westwood says the Voyager is likely bigger and more expensive than most of 
the undersea robots favored by the Pentagon, the world’s top buyer. Towers 
says his team, still working to cut costs, will conduct sea tests this summer. 
He seeks to start shipping the craft late next year. —Olga Kharif

Origin Boeing 
began working on 
the Voyager in 2012, 
after deciding it had 
to slash operating 
costs for robot 
subs to expand the 
$ 0 milli k  
fo e .

Uses Boeing is 
pitching Voyager to 
salvage crews and 
researchers, along 
with the typical robot 
customers—navies 
and  fossil fuel 
companies.

Cost Towers says 
the Voyager’s 
operating costs will 
be less than half 
those of rival robots, 
but he won’t provide 
a figure.

Funding The 
company says it’s 
spent an eight-figure 
sum on the Voyager; 
John Westwood, 
founder of market 
researcher Douglas-
Westwood, estimates 
at least $50 million.

Range The Voyager runs on 
batteries, which are recharged 
using diesel fuel every three 
days during a four- to eight-
hour resurfacing. With a full 
1,000-gallon diesel tank, the 
robot can travel a total of 
6,500 nautical miles—enough 
to swim around Australia—vs. 
200 miles tops for a typical 
drone craft.

2.

Innovation

Echo Voyager

10 percent of their monthly salary for 
three years after they graduate, but 
during training pay a symbolic $6 a 
month. Sixty percent of the graduates 
land entry-level coding jobs after com-
pleting their Laboratoria training, Costa 
says, and earn on average two and a half 
times their previous wages. “This isn’t 
charity work,” says Gisella Esquivel, 
Torres’s boss at Wunderman Phantasia. 
“It’s a win-win.” 

Along with a share of  graduates’ sal-
aries and some money from Costa’s 
Web business, grants help finance the 
training program. The Inter-American 
Development Bank recently gave 
Laboratoria $900,000 to help train 
10,000 coders in the next five years. 
The money is partly earmarked for four 
new teaching facilities and a so-called 
blended learning program that will 
allow students to do some coursework 
from home, on their own time.

Collectively, Latin America and the 
Caribbean will need about 1.2 million 
software developers within the next 
decade, says Julie Katzman, executive 
vice president of the Inter-American 
Development Bank. Currently, the 
region’s educational pipeline struggles 
to turn out even 1,000 coders a year 
who will stay there, she says.

Blended learning could help further 
broaden Laboratoria’s student body. 
For most trainees, at least in Lima, 
it’s about a two-hour commute each 
way from their poor neighborhoods 
to the boot camp’s tony seaside office. 
Costa says the company plans to offer 
continuing education courses for the 
general public to expand its audience.

Profit remains the startup’s big chal-
lenge, and Costa is looking for inves-
tors. While she tries to scale up, she 
says she’s conscious of the need to 
make sure Laboratoria doesn’t forget 
its nobler aims. Graduate Galia Pedroza 
says she’s been proud to prove herself 
as a coder at a university in Lima, sur-
rounded by college-educated men. 
“They’d never imagined they’d be 
working with a woman,” she says. “We 
are showing them that if they give us the 
opportunity, women can do the work 
that men do.” —Catherine Elton
The bottom line Laboratoria will graduate 300 
women from its coding boot camp this year and 
aims to produce 10,000 within five years.

$200 million market
for them.

15 feet

51 feet
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 �The in crowd is kissing perfect bond ratings goodbye

 �“If everyone else is borrowing, you tend to borrow, too”

The AAA  
Rating Club:
• ADP
• Berkshire  

Hathaway
• ExxonMobil
• General Electric
• Johnson &  

Johnson
• Microsoft
• Pfizer

low enough to preserve that  pristine 
credit reputation. Last month, S&P 
Global Ratings knocked the company 
down to AA+. That leaves only two non-
financial corporate AAA’s in the U.S., 
Microsoft and Johnson & Johnson, 
down from 60 in 1980.

A triple-A rating is a token of 
balance-sheet perfection. Investors 
accept lower rates on the bonds of AAA-
rated companies because their formi-
dable financial resources mean there’s 
almost no risk they’ll miss a payment. 
S&P judges a triple-A borrower to have 
“extremely strong capacity to meet 
its financial commitments,” while a 
double-A borrower has only “very 
strong capacity.” The top rating at rival 
Moody’s Investors Service is Aaa. 

In certain circles, a full set of A’s 
conveys prestige. “It’s that whole AAA 
aura, like a halo effect,” says Diane 
Vazza, a managing director in global 
fixed-income research at S&P. But 
 corporate chiefs have to find the best 
way to deploy resources, and having 
a  triple-A rating can reflect an excess 
of prudence. 

Finance theory says a company 
should balance tax savings against the 
risk of bankruptcy. Interest  payments 
on debt are tax-deductible, so it’s 
advantageous to borrow— especially 
now, when the Federal Reserve’s easy-
money policies have made borrow-
ing cheap even for companies with a 
less-than-perfect balance sheet. As the 
chart to the right shows, AAA-rated 
nonfinancial corporate debt yielded 
only 0.13 percentage points less than 
AA-rated issues in April, according 
to data collected by Bank of America 
Merrill Lynch. Cash-rich Apple could 
earn a triple A easily, but the AA+ it has 
today reflects its choice to borrow to 
reward shareholders.

The mass desertion of the AAA 
reflects a larger truth about corpo-
rate finance: Company managers are 
strongly influenced by what their peers 
are doing, says Aswath Damodaran, a 
finance professor at NYU’s Stern School 
of Business. “If everyone else is borrow-
ing, you tend to borrow, too,” he says.

Of course, debt is a problem if the 
burden gets too heavy and the risk of 
default rises. Yields investors demand IL
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Status symbols don’t last forever. The 
original Queen Mary no longer sails, 
Cadillac stopped making the DeVille 
in 2005, and having an S&P credit 
rating of AAA isn’t what it used to 
be. ExxonMobil CEO Rex Tillerson 

told CNBC in March that he hoped to 
 maintain a triple-A rating “because it’s 
important to us reputationally.” But 
when push came to shove, raising the 
dividend and buying back shares were 
higher priorities than keeping debt 
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In the 2008 crisis, 
investors were 

nervous about AA 

These days, investors 
demand only a bit more 
than they do from AAA
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lucrative retirement 
horsing around 41

Bid/Ask: Rovi changes 
the channel to TiVo 42 

prison escapee Joaquin “El Chapo” 
Guzman, used some of its proceeds 
from selling drugs in the U.S. to buy 
gold in pawn shops, according to 
allegations in court records. It shipped 
more than $98 million in gold to a 
Florida company that had it melted 
down and sold for cash. Then the cartel 
used fake invoices to justify sending the 
proceeds to a company in Mexico. 

Court documents, plus interviews 
with people familiar with the alleged 
scheme, paint an unusually detailed 
picture of how gold can be used to hide 
an illicit money transfer. 

“If I had a lot of money to launder, I 
would choose gold,” says John Cassara, 
a former U.S. Treasury special agent 
and author of books on money laun-
dering. “There really isn’t anything 
else like it out there.” Once it’s melted 
down, the commodity’s origins are dif-
ficult to trace. It can quickly be con-
verted to cash. Many of the com panies 
that deal in gold aren’t held to the 
same compliance standards as banks.

Part of the suspected money laun-
dering operation is laid out in doc-
uments from a federal court case in 
Chicago. People including alleged 
Sinaloa member Carlos Parra-Pedroza, 
who’s among those facing charges, 
are accused of arranging for couri-
ers to collect drug proceeds and then 
buy up gold bars and scrap pieces 
from jewelry stores and businesses 
in the Chicago area. Parra-Pedroza 
has pleaded not guilty, and his attor-
ney didn’t respond to requests for 
comment. According to the Chicago 
documents, members of the group 
shipped the gold via FedEx to an 
unnamed company in Florida to be 
melted down for cash.

Between 2011 and 2014, the Chicago 
complaint says, the company allegedly 
took in hundreds of boxes sent from 
the cartel, which used aliases such as 
Chicago Gold or Shopping Silver. The 
Florida company collected a commis-
sion of 1 percent, then forwarded the 
remaining money to a company in 
Mexico Parra-Pedroza owned called 
De Mexico British Metal, court docu-
ments allege. The records also say that 
falsified paperwork made it look like 
De Mexico British Metal sold the gold 

DATA: BANK OF AMERICA MERRILL LYNCH

The Price of Imperfection
Additional yield, in percentage points,  
for bonds S&P rates AA vs. AAA 1.2

0.8

0.4

0

-0.4

4/2006 4/2016

skyrocket when a company falls into the 
CCC’s. The sensible spot is somewhere 
between the extremes.

One indication that fads affect financ-
ing decisions is that leverage ratios 
swing wildly. For companies in the S&P 
Composite 1500 index, they’ve jumped 
lately. The average ratio of net debt to 
earnings before interest, taxes, depreci-
ation, and amortization rose from 0.7 in 
2006 to 1.9 in 2015. “The idea of boost-
ing returns in a deliberate debt-funded 
way has become more acceptable,” says 
Andrzej Skiba, a money manager at 
BlueBay Asset Management.

Borrowing to pay for dividends 
and buybacks will one day go out of 
style just as quickly as it’s come into 
style, says NYU Stern’s Damodaran. 
“You need the equivalent of a 
corporate Prozac to calm these guys 
down, because they’re essentially 
bipolar,” he adds.

J&J denies it’s being irrationally con-
servative by clinging to all three of its 
A’s. “We’re very proud of the fact that 
we’re AAA-rated, but we would not let 
that alone be a determinant in whether 
or not we allocated capital to increase 
shareholder value,” Dominic Caruso, 
the company’s chief financial officer, 
told analysts last year. J&J announced a 
$10 billion share-repurchase program 
in 2015 and this April raised its dividend 
for the 54th consecutive year. 

Microsoft, which has more than 
$100 billion in cash and short-term 
securities, is so stuck on its AAA that 
it doesn’t even get questions from 

analysts about it. The company, which 
declined to comment, has steadily 
raised its dividend and bought back 
shares—a demonstration that it doesn’t 
need to lose its AAA to reward share-
holders. Likewise, an ExxonMobil 
spokesman says that despite the S&P 
downgrade, “nothing has changed in 
terms of the company’s financial phi-
losophy or prudent management of its 
balance sheet.” Moody’s still gives the 
company its top rating.

Credit quality doesn’t matter only to 
investors. Companies that loaded up 
on debt in the early to mid-2000s were 
more likely than others to fire workers 
once the 2007-09 recession hit, accord-
ing to a National Bureau of Economic 
Research working paper issued last 
year. Weak balance sheets were “instru-
mental in the propagation of shocks” 
during the crisis, Xavier Giroud of 
MIT’s Sloan School of Management and 
Holger Mueller of the Stern School of 
Business wrote in the report. Decisions 
about debt may be idiosyncratic, 
but they’re definitely consequential. 
—Peter Coy, with Sridhar Natarajan 
and Michelle F. Davis
The bottom line For many companies, using their 
money to expand or to make shareholders happy is 
worth letting their AAA S&P rating drop.

Money Laundering

A Drug Cartel Uses Gold 
To Cover Its Tracks 

 � Melted-down metal and falsified 
invoices make cash look legit

 � “There’s just way too much gold 
going through Miami”

Mexican drug cartels operating in the 
U.S. have a problem: getting the profits 
home. Sometimes they try sending 
cash through banks, but that’s grown 
difficult as the government forces 
financial institutions to beef up anti-
money-laundering efforts. So at least 
one international organization moved 
its money on a river of molten gold.

The Sinaloa cartel, once led by serial 
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the annual Berkshire 
Hathaway shareholder 
meeting at the end of 
April, Warren Buffett 
told investors to keep 
money away from hedge 
funds because of their 
high fees and lousy returns. 

“People are worried about their jobs,” 
says Edward Magi, who sells real estate 
for William Pitt Sotheby’s in Southport, 
Conn., an area popular with hedge 
funders. He’s seen two multimillion- 
dollar deals fall apart this year because 
the buyers lost work. Hedge funds have 
gone through tough patches before, but 
this one is disquieting, as the broader 
investing world isn’t in crisis mode. The 
S&P 500-stock index, after a rocky start 
to 2016, advanced about 1.3 percent in 
the first quarter. Hedge funds lost an 
average of 0.6 percent. 

The worry for the hedge fund crowd 
is that their business model is broken. 
The funds, generally available only to 
wealthy investors, may choose to make 
big bets on just a few ideas, or that secu-
rities will fall in value as well as rise. 
Because their port folios can differ so 
much from market indexes, the best 
can make money even as markets fall. 
The seeds of trouble were planted after 
2008, when the market meltdown con-
vinced many to retreat from junk-grade 
bonds and other less-liquid securities. 
Now, roughly half of all hedge fund 
assets are focused on equities, accord-
ing to Hedge Fund Research. More man-
agers may be going after a finite set of 
promising trading ideas, diminishing 
returns as they crowd in.

What’s more, 312 firms have at least 
$1 billion in assets, according to a survey 
published by Absolute Return. Some 
potentially profitable market niches are 
too small for these funds to invest in. 

Even some high-profile managers are 
struggling. The funds of Alan Howard 
and Richard Perry—once  consistent 
winners—were down in the first quarter, 
after two years of losses. The S&P 500 
returned a cumulative 16.7 percent in 
that period. Bill Ackman of Pershing 
Square, a manager people followed 
into whatever stock he bought, has lost 
$5.5 billion on his core strategy in just 
15 months, primarily because of one bet 
on Valeant Pharmaceuticals. 

In the past two quarters, inves-
tors have pulled more money from 
hedge funds than they put in—almost 

“It has recently 
become clear to 
both of us that 
sometimes there 
is a logical 
conclusion to even 
a good thing.” 

—Doug Dillard and 
Raj Venkatesan,  
on closing their 
hedge fund

to the unnamed Florida company, 
helping to make the transactions 
appear legitimate.

That unnamed company, say two 
people familiar with the matter, was 
Natalie Jewelry, which was the 
subject of a separate case in federal 
court in Florida. The trail that led U.S. 
authorities to the company began 
with a modest question, says one of 
the people who knows the case. 

Lou Bock, a retired agent for the 
Department of Homeland Security, 
says Customs records posed a conun-
drum: “There’s just way too much 
gold going through Miami,” he says. 
He prodded his former agency to look 
into the uptick, which was suspicious, 
he believed, because virtually no 
jewelry is made in Miami. 

In January 2014, based on Customs 
reports showing discrepancies 
between the volume and value of 
gold processed by the company, 
federal agents converged on Natalie 
Jewelry’s office in an industrial park 
just north of Miami. They seized cash 
and  hundreds of kilograms of gold 
and silver. The agents had uncovered 
a tax- evasion scheme, according to 
two of the sources. Natalie Jewelry’s 
records revealed money- laundering 
links to drug rings including the 
Sinaloa cartel, the people say.  

Natalie Jewelry owners Jed and 
Natalie Ladin had set up an office for 
their company in Mexico City, court 
documents in the Florida case show. 
Natalie Jewelry would sell the gold it 
received to other companies, known 
as refiners. Refiners collect their own 
commission when they melt down 
scrap gold, then send proceeds back 
to the gold trader.

The Ladins pleaded guilty to con-
spiring to launder money on behalf 
of a separate Mexican drug dealer. 
They haven’t been charged with laun-
dering funds for the Sinaloa cartel. 
Jed, who was sentenced to three 
years in prison, declined to be inter-
viewed. Natalie was sentenced to time 
served and supervised release; she 
also declined an interview request, 
through her lawyer. 

There was a bizarre incident during 
the Florida bust. With cars flash-
ing blue lights and a SWAT team in 
front of the warehouse, a black sedan 
pulled up. A man got out, popped 
the trunk, pulled out a briefcase, and 

walked toward Natalie Jewelry’s door, 
a person who was at the scene says.

“I just need to drop off this gold and 
get a receipt,” the man was heard to say. 
“I need a receipt.” The man walked into 
the Natalie Jewelry office and dropped 
off the briefcase, which was full of gold. 
If he was a cartel courier, his insis-
tence on documentation may be under-
standable: In a surreptitious recording, 
Parra-Pedroza described one courier 
who  admitted losing money, after claim-
ing it was seized by authorities. “I think 
they even cut his fingers off,” he said.

The man in Florida left with his 
receipt. —Alan Katz
The bottom line Gold is hard to trace and can be 
easily converted to cash, which makes it a useful 
tool for money laundering. 

Investing

Hedge Fund Managers 
Lose Their Swagger

 � In six months, investors have 
withdrawn $16 billion

 � “People are worried about 
their jobs”

Doug Dillard followed the path that 
once almost guaranteed entrance 
into the 1 Percent: Good college 
(Georgetown), investment bank 
(Morgan Stanley), MBA (Harvard). Then 
a hedge fund. A decade out of busi-
ness school, he was heading Standard 
Pacific Capital, a multibillion-dollar 
San Francisco firm that traded global 
stocks. It did well by its clients, making 
money in 2008 as markets plummeted.

But Dillard’s returns—like most other 
hedge fund managers’—failed to keep 
pace in the post-Great Recession bull 
market. Investors exited. In February, 
when assets slid below $500 million, 
Dillard pulled the plug. “It has recently 
become clear to both of us that some-
times there is a logical conclusion to 
even a good thing,” he and his partner, 
Raj Venkatesan, wrote to clients. 

They aren’t the only ones think-
ing their good thing might be gone. 
On April 26, Third Point manager 
Dan Loeb, one of the hedge fund elite, 
wrote to investors that the industry is 
“in the first innings of a washout.” At 
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He didn’t make it to the 
race. He was defeated at 
Aqueduct and diagnosed 
with a rare liver disease. 
He disappeared for four 
months, made a brief 

comeback, and went out 
with a 10th-place finish in 
the Breeders’ Cup Classic. 

Mo now spends his 
d ys at Ashford Stud, an 

e anse of rolling fields and 
 l stone-and-oak barns in 
th Kentucky bluegrass. Triple 
C wn winner American 
P aroah calls Ashford home, 

too. Coolmore 
Stud, which oper-
ates Ashford, owns 
stakes in both 
horses. Repole 
didn’t want to 
talk much about 
the deal beyond 
saying that he 
retains a “healthy” 
piece of Uncle Mo.

Pharoah’s initial 
stud fee was set at $200,000. Tapit 
commands $300,000. Mo, by com-
parison, started out at just $35,000 in 
2012, a reflection of his struggles on 

th rack as a 3-year-old. But his 
fi st crop of 2-year-olds earned 
more money than those of any 

o her stud in America last year. 
S far in 2016, his offspring 
h ve made $4.8 million, enough 
t place him third on the stal-

l on rankings list this year, even 
though he has no older thor-
oughbreds co

p le still seems b h d 
by what-ifs. What if  
stayed healthy, wha
if he’d made it 
to the Derby? 
Repole sees the 
success of Mo’s 
 offspring as proof 
of how great the colt was going to 
be: “He would have been American 
Pharoah before American Pharoah.” 
—David Papadopoulos and 
Micha Rondeau
The bottom line Uncle Mo’s offspring have hit 
the racetrack running. His stud fee used to be a 
bargain $35,000; now it’s $75,000 and climbing.

$ 8
n

Amount Mo’s offspring 
have made so far 

in 2016, enough to 
place him third on the 
stallion rankings list

C
LO

C
K

W
IS

E
 F

R
O

M
 T

O
P

: R
O

B
 C

A
R

R
/G

E
T

T
Y

 IM
A

G
E

S
; A

N
D

Y
 L

Y
O

N
S

/G
E

T
T

Y
 IM

A
G

E
S

; D
O

U
G

 F
E

L
IC

E
/G

E
T

T
Y

 IM
A

G
E

S
; L

IZ
 L

A
M

O
N

T/
G

E
T

T
Y

 IM
A

G
E

S

Edited by Pat Regnier
Bloomberg.com

Horse Racing

A Brilliant Career  
In the Breeding Shed 

 � Uncle Mo faded on the track but 
finished strong as a stud

 � He’s “paid for every single losing- 
proposition horse I can ever own”

In the Queens, N.Y., accent that coats 
every word Mike Repole rattles off, 
horse isn’t so much “horse” as it 
is “hawse.” A decade into his foray 
in the thoroughbred industry, the 
entrepreneur has a very big hawse 
on his hands.

N i

$17 billion—the worst outflow since 
2009. More are demanding that strug-
gling funds lower the fees of 2 percent 
of assets and 20 percent of profits 
they’ve typically charged. 

Portfolio managers can still do very 
well: Headhunters say last year even 
a losing firm may have paid manag-
ers bonuses of $1 million or more. But 
for those who are cut loose or leave a 
job, it’s not unusual to be out of work 
for a year. Over a burger at P.J. Clarke’s 
in Midtown Manhattan, one manager 
who asked not to be named says he was 
confident when he left his job in 2014 
that he’d have little trouble starting his 
own firm. He’s still trying to ra h  
money. Meanwhile, the 
rent on his office is eating 
into his savings. 

Hedge funds still command 
$2.86 trillion in assets, about $1 l-
lion more than in 2007. And m y
investors still can’t resist the p f
a manager who’ll outdo a plain-vanilla 
portfolio. A $100,000 investment in 
the S&P 500 in February 1997 would 
be worth $6 million today; the same 
amount invested with Paul Singer’s 
Elliott Management would have 
grown to more than $14 million, after 
fees. Both California’s and New York 
City’s public-employee pension funds 
recently swore off hedge funds, but the 
California teachers’ fund is adding to its 
allocation. —Katherine Burton
The bottom line Money is moving out of hedge 
funds in recent months, and the industry is started 
to look crowded.

His name is Uncle o a 
brilliant, somewhat g m-
petitor on the racet  
now a star in the br d g
shed. From his first
of 3-year-olds, a trio f
horses has emerged
as contenders 
in the Kentucky 
Derby on May 7: 
Mo Tom, Repole’s 
own Outwork, and 
the favorite, Nyquis
For perspective, con d  
that about 1,600 stall  
America produce p y

hat compete f  
Derby’s 20 sp k 
the  country’ d  
Tapit, almost d d  
o pull off the f f

nding three offspring to the 
r e ( coincidentally, also this year). 

epole estimates Uncle Mo 
is worth $100 million. Optimistic? 
Certainly, but not out of the ques-
tion. He figures Mo’s stud fee could 
rise from $75,000 today to as much as 
$150,000 in 2017, an increase industry 
insiders call feasible. Factor in about 
200 matings per season and combine 
that with the horse’s age—he’s only 
8 years old. He may spend al  
more decades in the breeding h d

Mo has all but guaranteed h  
Repole’s thoroughbred busi-
ness will be profitable for as 
long as it lasts, a rarity in 
an industry where many 
owners run up big losses. 
“Uncle Mo has paid for every
single losing- proposition hor
can ever own in my life,” he y

Repole co-founded Glacéau 
Vitaminwater—which Coca-Cola 
acquired in 2007 for $4.1 billion—as 
well as BodyArmor, the sports-drink 
company. A lifelong  racetrack “rail-
bird,” Repole bought Uncle Mo for 
$220,000 at a Kentucky auction of 
young horses back in 2009.

Even as a baby, Mo was a big, pow-
erful, leggy thing. When he arrived 
the next spring at trainer Todd 
Pletcher’s barn in upstate New York, 
his massive stride awed onlookers. 
“He was a ground-gobbling machine,” 
says Pletcher. The colt won his debut 
race by 14 lengths.  

In early 2011 the undefeated Uncle 
Mo was the Kentucky Derby favorite. 
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Bid/Ask By Kyle Stock and Caroline Winter

$9b 

$2.5b 

$2.2b 

$1.14b

$1.1b

$950m

$1.2m

Rovi snaps up TiVo. The deal will consolidate two companies with 

large portfolios of digital-TV-related patents. TiVo pioneered the 

digital video recorder, while Rovi creates on-screen TV guides. The 

combined company, which will take the TiVo name, will compete 

with cable companies as well as tech giants, including Apple and 

Amazon.com, for a slice of the market for set-top boxes. 

IMS Health swallows Quintiles Transnational. The all-stock 
transaction joins two of the pharmaceutical industry’s biggest 
data and service providers.

Canada’s BCE looks west. The country’s No. 1 
telecommunications company will acquire Manitoba Telecom 
Services, further consolidating Canada’s wireless market. 

International Paper bets on diapers. The world’s top paper 
company is buying Weyerhaeuser for assets that will double its 
production of the so-called fluff pulp used in hygiene products.

Apollo Education approves a buyout. The for-profit company 
owns the University of Phoenix. It accepted a raised bid from a 
group led by the unrelated Apollo Global Management. 

Casino Guichard-Perrachon sheds Big C Vietnam groceries. 

The French retailer is divesting in Asia to reduce its debts, amid 
public criticism from short seller Carson Block.

Sonova Holding turns up its audio market. The Swiss hearing-
aid giant will acquire Netherlands-based AudioNova, roughly 
doubling its store count in Europe.

Tintin finds treasure. Original drawings of the final two pages 
of a 1930s Tintin comic went for a hefty sum at auction in Paris 
but didn’t beat the record for a Tintin double-page: $3.1 million. 

$1.1b
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Located just 30 miles east of Rio de 
Janeiro’s bustling Copacabana beach, 
Itaboraí looks like many oil boom-
towns after the bust—except the empty 
glass towers that loom over this city of 
220,000 speak of a bigger cataclysm 
than the collapse of crude prices. “They 
said this would be the new oil city,” 
says Jefferson Costa, one of scores of 
migrants from Brazil’s impoverished 
north lured here by a multibillion- 
dollar  petrochemical project that 

The Oil Boomtown 
That Never Was

100,000
Number of jobs a  

Petrobras project was  
expected to generate

15,359
Number of jobs lost  
in Itaboraí in 2015

 �Itaboraí’s fuel refinery is yet another casualty of the corruption scandal engulfing Brazil  

 �“It’s empty inside. People say it will become a large warehouse”
was supposed to create more than 
100,000 jobs. Work on the complex, 
known as Comperj, has stopped, and 
unless new investors materialize, the 
single refinery now standing may never 
produce a single drop of fuel. “It’s 
empty inside,” says Costa, a plumber 
who lost his job five months ago when 
construction came to a halt. “People say 
it will become a large warehouse.”

Comperj has become a symbol 
of pervasive corruption at Brazil’s 

state-run oil producer, Petrobras. 
A sprawling investigation by federal 
police and prosecutors dubbed 
Operation Carwash has revealed 
massive graft, implicating construc-
tion conglomerates, banks, oil service 
providers, shipbuilders, and politi-
cians. About 2 percentage points of 
the 3.8 percent contraction in Brazil’s 
gross domestic product last year can 
be attributed to the effects of the 
scandal on the company and its 
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suppliers, according to estimates 
from Tendências, a consulting firm 
based in São Paulo.

Court documents related to the 
Carwash probe show that contracts 
at Comperj were rigged by a cartel of 
16 companies, which made contin-
ual changes to the project to boost 
their gains. Kickbacks from the com-
panies were divided among top 
Petrobras executives and politicians. 
Petrobras didn’t respond to requests 
for comment. 

In 2008 then-President Luiz Inácio 
Lula da Silva donned a white Petrobras 
hard hat for a rally in Itaboraí. Standing 
next to a bulldozer, he told the assem-
bled crowd that machines would soon 
swarm Comperj’s empty construc-
tion site. By then, the budget for the 
complex had swelled to $8.4 billion, 
more than triple the $2.5 billion ear-
marked in 2004, when the project 
was first approved. At this point, it 
has drained more than $14 billion. A 
 similar-size refinery in Qatar is sched-
uled for completion as early as this year 
at a cost of $1.5 billion.

Shortages of skilled labor and sup-
pliers typically add 30 percent to 
40 percent to the tab for a refinery 
in South America, according to John 
Auers, executive vice president at 
Turner, Mason, an engineering firm 
in Dallas. But with political meddling, 
graft, and bad management, “costs 
can spiral out of control.” That’s what 
Auers believes happened at Comperj. 

In an April 22 regulatory filing, 
Petrobras said an internal audit had 
uncovered irregularities in the pur-
chase of goods and services for its 
refinery projects. The company has 
said that it’s cooperating with the 
Carwash investigation and taking legal 
steps against people and companies 
that may have harmed its reputation 
and finances. 

The damage to both has been con-
siderable. Petrobras has reduced 
its planned five-year capital budget 
to $98.4 billion from a peak of 
$236.5 billion four years ago. The 
company is now about a seventh of its 
market value in mid-2008. Some of the 
investors who bought the stock in a 
record-setting $70 billion public offer-
ing in 2010 are suing the company for 
issuing false statements, overstating 
asset values, and accepting bribes—
claims that Petrobras disputes. 

Marcelo Odebrecht, the former chief 
executive officer of Brazil’s largest engi-
neering and construction company, 
was sentenced to 19 years in prison 
in March for allegedly coordinating 
109 million reais ($31 million) in bribes 
to secure contracts for Comperj and 
other Petrobras projects. In a state-
ment, Odebrecht’s defense lawyer 
vowed to appeal the judgment. The 
Carwash investigation has so far 
resulted in more than 100 arrests.

The ripple effects from the scandal 
are being felt in other industries. Sete 
Brasil Participações, an oil rig pro-
vider created to supply Petrobras, filed 
for bankruptcy last month. That in 
turn forced National Oilwell Varco, 
the largest maker of oilfield equipment 
in the U.S., to erase $2.1 billion from 
its order book for 15 floating rigs it had 
agreed to supply to Sete.

Conceived as a seven-plant 
complex, Comperj is now down to a 
single, 165,000-barrel-a-day fuel refin-
ery. And that will come online only if 
Petrobras can find an outside inves-
tor to pony up at least $2 billion, says 
Roberto Moro, the company’s head of 
engineering. Even under a best-case 
scenario, Comperj won’t be opera-
tional until 2023. 

In the meantime, gloom has 
descended upon Itaboraí, whose ambi-
tions to reinvent itself from an orange-
growing area into an oil industry hub
depended on C j  
residential and i-
ness towers bui o
accommo-
date an influx of
Petrobras empl y-
ees and service
workers, along 
with a mall with
room for 150 sto a a 
movie theater, a y
vacant. Costa, t p  

$14b 
Cost of the Comperj 

complex 

Conservation

The Greening 
Of Adidas

 � The German company funds 
energy savings with a VC model

 � “The high-return projects 
subsidize the low-return ones”

Replacing fluorescent lights or sodium 
outdoor lamps with LEDs makes sense 
from both a conservation and an eco-
nomic standpoint. While LEDs cost 
more upfront, their longer life span 
and energy efficiency mean the initial 
investment can be recovered in just 
a few years. After that, LEDs gener-
ate a positive rate of return, freeing up 
cash for other expenses. Such calcu-
lations, however, don’t usually sway 
chief financial officers, who often view 

p s outside their core 
a a tions.

p e business case for 
y he Environmental 

nd began a program 
008 at recruits MBA 

and puts them 
g a week of train-

they learn to talk 
nergy efficiency in 

y that bean coun-
t can relate to. The 

sent his family north to their home 
state of Pará while he tries to find work. 
“We always hope it will get better,” 
he says. “But it only gets worse.” 
—Sabrina Valle and Carlos Caminada, 
with Robert Tuttle and Peter Millard
The bottom line A petrochemicals complex being  
built by Brazil’s state-run oil company is massively 
over budget and may never be completed.
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nonprofit then places its Climate 
Corps fellows at companies for 10- to 
12-week internships. “They come in 
with a sense of humility and open 
ears,” says Liz Delaney, who runs the 
program. “A fresh perspective uncov-
ers real solutions.”

Elizabeth Turnbull was one of 125 
who completed the Climate Corps 
training in 2010. She was assigned to 
work at Adidas’s offices in Canton, 
Mass., the global headquarters for 
the Reebok brand. Progress was 
slow at first, partly because her man-
agers didn’t give her any money to 
invest. So Turnbull spent her summer 
reading white papers on energy effi-
ciency and talking to building manag-
ers and IT technicians to gain insight 
into operations. When she graduated 
from Yale the following year, she was 
hired full time by the German maker 
of sports footwear and apparel to find 
the best ways to reduce energy con-
sumption across its many offices and 
2,700 stores worldwide.

Turnbull presented her boss with 
seven projects involving mostly light-
ing retrofits and cooling systems. She 
got $750,000 to spend on the ones that 
could generate 20 percent returns. 
Using this venture capital model, 
Adidas has since funded 49 energy 
efficiency projects at a cost of about 
$5.5 million. The company now sets 
aside $2 million to $3 million a year for 
this purpose.

According to Turnbull, the internal 
rate of return has averaged 33 percent 
across the portfolio. The resulting 
reductions in carbon emissions are 
equivalent to taking a thousand cars 
off the road, she says. Not all projects 
meet the benchmark of a 20 percent 
return. “The high-return projects 
subsidize the low-return ones,” she 
says. “That’s a key innovation that we 
did. Before, someone said, ‘It’s more 
than a three-year payback, so I’m not 
gonna touch it.’ ” 

In 2013, Adidas installed a fuel cell 
at its TaylorMade golf club fitting and 
testing campus in Carlsbad, Calif., 
which also houses an energy- intensive 
data center. The investment would have 
taken years to pay off had the company 
not used a leasing arrangement. A 
fix Adidas made at one of its largest 
server farms in Germany recouped 
its cost in just five months. There, 
the chillers that keep the servers from 

overheating weren’t nearly as efficient 
as they could be, so Adidas put in glass 
partitions to separate the exhaust heat 
from the incoming cool air.

The U.S. Department of Energy has 
been working with the Retail Industry 
Leaders Association (RILA) to get com-
panies to curb their energy consump-
tion. Several, including Best Buy and 
Sprint, have already met the DOE’s 
prescribed goal of cutting energy use 
20 percent by 2020, says Holly Carr, 
an energy technology specialist at the 
Energy Department. Although Adidas 
isn’t there yet, RILA and the DOE have 
been touting its VC-like approach 
to generating savings as a model for 
the industry. “We knew financing 
was a big challenge for many of our 
members,” says Erin Hiatt, senior 
manager of sustainability and compli-
ance at RILA. “Now we can show CFOs 
that these investments are measurable 
opportunities.” —Chris Martin
The bottom line Adidas sets aside as much as 
$3 million a year to fund a portfolio of energy 
conservation projects that deliver high returns. 

Technology

Endowing Wellheads 
With Brains

 � Oil producers have a newfound 
interest in gear that cuts costs

 � “It would’ve been a lot worse if 
not for this technology”

Three years ago, Raymond Welder was 
still monitoring his company’s 150 oil 
and gas wells the old- fashioned way: 
Each day seven guys in trucks would 
drive hundreds of miles around South 
Texas checking each well. They’d jot 
down readings of production volumes 
and pressure levels and, once back at 
the office, type up the data and send 
it around to the rest of the staff. “We 
thought we were high-tech because we 
had e-mail,” says Welder, chief exec-
utive officer of San Antonio-based 
Welder Exploration & Production. 

Back then, a day or more could go 
by before the company realized a well 
wasn’t working. Then a mechanic 
would have to be dispatched to the site 
to diagnose the problem and fix it. Says 

Welder: “Pretty soon, something small 
ends up costing you a week of produc-
tion,” which can be a big problem for a 
small producer with about 700 barrels 
a day of output.   

Today, it takes just seconds for 
Welder to learn that one of his com-
pany’s wells has gone down. That’s 
because in 2013, Welder Exploration 
became one of the first oil producers to 
sign on with WellAware, a tech startup 
that kits out clients’ oil and gas wells 
with  hardware that transmits  real-
time data over its own radio network. 
Clients can access the information on a 
smartphone or tablet using WellAware’s 
mobile app or through a Web browser. 
Customers pay $15 to $100 a month per 
well, depending on the level of service 
and equipment.  

Except for advances in drilling tech-
nology, which underpinned the U.S. 
shale boom, much of the oil indus-
try remains strikingly antiquated 
when it comes to above-ground oper-
ations. Now, as companies transi-
tion from searching for deposits to 
slashing costs and improving the pro-
ductivity of existing wells, digitizing 
their operations has become much 
more appealing. 

“People used to tell me, ‘If you can’t 
help us find more oil and drill faster, 
I don’t have time to talk to you,’ ” says 
Dave Milam, head of product man-
agement at WellAware, which was 
founded in 2012. The company has 
raised $61 million in venture capital 
and counts billionaire Carlos Slim as an 
investor. The privately held company 
doesn’t report financial results, but 
Milam says its roster of customers has 
grown tenfold in the past year.
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For oil and gas companies plumbing U.S. waters 
in the Gulf of Mexico, Scalise is a powerful ally. 
He’s lured Republican and Democratic colleagues 
 onto helicopters bound for remote rigs to convince 
them of the importance of offshore drilling and the 
risk of regulating it from Washington. Since last 
April, he’s been fighting to overturn a new Obama 
 administration drilling rule. � Scalise’s district 
 encompasses the full spectrum of oil and gas 
 development. The industry is the top contributor to 
his 2016 reelection bid and has given $197,000 so 
far, according to the Center for Responsive Politics, 
a Washington campaign watchdog. “He’s a rock 
star on our stuff,” says Stephen Brown, vice pres-
ident for federal government affairs at oil refiner 
Tesoro. �  ExxonMobil says the Obama regulation, 
which will impose tough  requirements for coastal 
wells and  emergency equipment meant to keep 
them in check, could cost as much as $25 billion 
over 10 years and limit drilling in the Gulf. The 
 administration rebuffed Scalise’s calls to delay 
the rule by six months for more public comment. 
The congressman has vowed to keep pushing 
for  legislation to overturn it. “Everything is on the 
table,” he says. —Jennifer A. Dlouhy
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Welder says WellAware’s gear has 
saved his company hundreds of thou-
sands of dollars in the past year. “It 
would’ve been a lot worse if not for 
this technology,” says Welder, who cut 
his staff by about a third over the past 
two years and idled about 30 percent 
of his wells. The use of the technology 
also helped his remaining  employees 
become more productive. “Those guys 
who used to be in the trucks are no 
longer just data gatherers,” he says. 
“They’re problem solvers.” In 2014, 
Welder joined the board of WellAware. 

In a report released in March, 
McKinsey estimates that each of the 
world’s oil majors could reap $1 billion 
in cost savings and production 
increases from the adoption of digital 
technologies. In California, Chevron 
is using artificial intelligence to mine 
troves of historical data on well loca-
tions with the goal of maximizing pro-
duction. In late 2015 the company also 
began to fly drones over its oil fields in 
the San Joaquin Valley to collect data 
and build high-definition maps. 

Ahmed Hashmi, global head of 
upstream technology at BP, says the 
company has plowed “several hundred 
million dollars” into digital field tech-
nologies, which now cover about 
85 percent of its oil and gas production 
around the world, compared with just 
20 percent five years ago. “Digital is the 
rare technology that allows us to do 
more with less,” he says. 

Even so, it’s not always an easy sell. 
“A lot of guys in the oil and gas indus-
try are older, and they don’t completely 
understand the tech stuff,” says Ken 
Sigmon, sales and marketing manager 
of Bluetick, a North Carolina company 
that offers remote monitoring and auto-
mation services for oil and gas compa-
nies. Sigmon chuckles about a recent 
conversation he had with a Texas oil 
producer who still used a flip phone. 
When “they see that their competitors 
are making themselves more efficient 
and profitable, then they’ll buy into it,” 
he says. “We used to use spears, now 
we use guns.” —Matthew Philips, with 
Meenal Vamburkar
The bottom line The collapse in oil prices is 
stoking demand for technologies to automate 
oilfield functions once performed by humans.
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Can Nestlé sell the problems and the cure?  By Matthew Campbell and Corinne Gretler  
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estlé is by far the largest food company in the 
world. Its 335,000 employees produce more than 
2,000 brands,  manufactured in 436 factories across 
85 countries. It’s Europe’s most valuable corpora-

tion, worth $240 billion, comfortably more than oil giant Royal 
Dutch Shell. Among the world’s 195 nations, it sells in 189.

Nestlé’s impact on the history of how we eat is almost 
impossible to overstate. Sweets as we know them wouldn’t exist 
without Henri Nestlé, the company’s founder, who in the late 
19th century supplied condensed milk for 
the world’s first milk chocolate  
made by a neighbor in 
Vevey, Switzerland. Nestlé 
scientists created the first 
instant coffee, Nescafé, just in 
time for World War II rations. 
Nestlé chocolate was in the first 
chocolate chip cookie.

T h e  N e s t l é 
food and drink 
empire, including 
San Pellegrino water and Stouffer’s frozen 
dinners, is built on a foundation of sugar. 
Butterfinger, Cookie Crisp, KitKat, and 
Oh Henry! are all Nestlé products. So are 
Drumstick sundae cones, Häagen-Dazs 
ice cream, and Nesquik chocolate milk. 
In 1988, Nestlé even bought the life-imitates-art candy 
brand that makes Laffy Taffy and Nerds: Willy Wonka.

The company’s headquarters, on Vevey’s Avenue Nestlé, is 
far from a psychedelic sugarscape out of Roald Dahl. The build-
ing, the biggest in town, is a  high-modernist pile of aluminum 
and green-tinted glass that resembles an upscale hospital or a 
midsize intelligence agency. Up a spiral staircase of gleaming 
metal, offices have fairy-tale views of sparkling Lake Geneva 
and the mist-shrouded Alps beyond. The perspective testi-
fies that for a century and a half, sugar has been sweet. It isn’t 
anymore. Sugar is joining tobacco and alcohol in the club of 
products in which gov-
ernments have taken an 
interest. In March the 
U.K. followed Mexico 
in imposing a tax on 
sugary drinks in an 
effort to cut obesity. 
Saudi Arabia may follow. 
The U.S. Food and Drug 
Administration is weigh-
ing far tougher rules for 
sugar labeling, and the 
latest edition of U.S. 
dietary recommenda-
tions contained the 
strictest guidance on 
sugar yet.

In a 2013 review of 
published research, sci-
entists affiliated with 
France’s national scien-
tific institute wrote that 
sugar and sweets “can 
not only substitute [for] 
addictive drugs, like 
cocaine, but can even 

be more rewarding and attractive.” Although sugar is “clearly 
not as behaviorally and psychologically toxic,”  cravings for it 
can be just as intense, they said.

Sales in Nestlé’s confectionery business have fallen 
every year since 2012, matching declines of competitors. 
After assaults on sodium and saturated fats, some indus-
try figures are wondering openly if Big Food is the next Big 
Tobacco, with all the destruction of value that would imply. 
At major food  companies, “there’s complete para-

noia,” says Lawrence 
Hutter, a consultant 

at Alvarez & Marsal 
in London who 
works with them. 
All the large food 
producers say 
they’re trying 
to reduce their 
financial depen-
dence on sugar. 
In fleeing the 
storm, they’ve 

darted for varying types of cover. 
Coca-Cola has shrunk soda cans; 
Mondelēz International, the maker 
of Oreos, has become a power in the 
gluten-free movement; PepsiCo has 

tried shifting toward healthy-ish snacks such as hummus.
Nestlé has chosen a radically different path. It wants to 

invent and sell medicine. The products Nestlé wants to create 
would be based on ingredients derived from food and deliv-
ered as an appealing snack, not a pill, drawing on the com-
pany’s expertise in the dark arts of engineering food for 
looks, taste, and texture. Some would require a prescrip-
tion, some would be over-the-counter, and some are already 
on store shelves today.

Nestlé’s goal is to redefine itself as a scientifically driven 
“nutrition, health, and wellness company,” the kind that can 

thrive in a world where regula-
tors may look at Butterfingers 
not so differently from Benson 
& Hedges. If this vision is real-
ized, a visit to the family doctor 
in a decade’s time might end 
with a prescription for a tasty 
Nestlé shake for heart trouble 
or a recommendation for an 
FDA-approved tea to strengthen 
aging joints. The company 
would expand from the vending 
machine and supermarket to 
the pharmacy, doctor’s office, 
and hospital. At the same time, 
it would keep its core food and 
sweets  businesses. In other 
words, Nestlé would sell a 
problem with one hand and a 
remedy with the other.

Ed Baetge doesn’t touch any 
of Nestlé’s candy himself, 
except for a bit of dark choc-
olate from the high-end Cailler 
line, and even that only on the 
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weekends. Nor does he much fit the template of the color less 
Swiss company man. Next to his desk are a surfing calendar 
and a framed photo of a cobalt-blue wave cresting off Torrey 
Pines State Beach north of San Diego, where he grew up and 
still bodysurfs whenever he gets back to the U.S. When he 
makes a joke, he throws his head back into an earsplitting 
laugh and, a beat or two later, draws his hands into a single 
wide clap. In the land of the world’s finest timepieces, he 
wears a Mickey Mouse watch.

Baetge, 59, was hired in 2010 to run the newly formed Nestlé 
Institute of Health Sciences. His pharmaceutical bona fides are 
unimpeachable. After earning a Ph.D. in molecular neurobi-
ology at Cornell in 1983, he worked at a series of biotech com-
panies. He spent 2001 to 2010 at ViaCyte in San Diego, working 
on treatments for diabetes. When Nestlé came calling, asking 
Baetge to lead research into how food could be turned into mar-
ketable therapies, he was considering an offer to run a New 
York center for stem cell research, one of the sexiest areas of 
contemporary science. His medical colleagues were shocked 
when he said yes to Big Chocolate. “I was, like, in the hot seat 
for stem cells,” Baetge says. “They’d go, ‘You’re going from 

are electrical dynamos that fire a never-ending cascade of 
signals. Researchers here are studying Alzheimer’s disease, 
which strangles neurons, blocking the links that allow the 
brain to function. Slowly those neurons go dark. No drug has 
managed to halt the progression.

Baetge argues that food could be the basis for an entirely 
new type of medication—both preventive treatments and ther-
apies for acute disease. Drugs delivered as foodstuffs might, 
in his telling, blunt the impact of aging, ease the symptoms 
of chronic illnesses such as diabetes, and even slow declines 
in cognition. Food is cheap, plentiful, and familiar. It “really 
turns the pharmaceutical model on its head,” he says. “How 
do we activate the biggest drug that we take every day?”

Much of what’s being done at the institute is “just like 
pharma,” Baetge says. “They’re screening new chemical enti-
ties, and we’re screening natural products, especially ones 
that come from food,” such as extracts or purified molecules 
from mushrooms, tomatoes, and other plants. His team has 
built a library of more than 40,000 such compounds to try.

One dream achievement is personalization, using data 
on an individual’s diet and health history to design bespoke 
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there to work on  nutrition?’ ” Nestlé gave Baetge a 10-year 
budget of 500 million Swiss francs ($524 million).

Today, Baetge works in a narrow office, beneath an elec-
tronic whiteboard crammed with scribbled red notes, in 
Lausanne, a short drive up the lake from Vevey. On his desk 
are a Swiss army knife, bags of granola, and a half-dozen 
pill bottles. He’s collecting supplements such as  cat’s-claw, a 
Peruvian vine purported to have antiviral properties, to test 
whether there’s anything to the claims.

More than 160 scientists from cell biology, gastrointestinal 
medicine, genomics, and other fields work for Baetge in two 
buildings here. One lab, on the scale of a child’s bedroom, is 
kept in near-permanent twilight so light-sensitive dyes can illu-
minate microscopic muscle fibers and the nerves that control 
them. In samples of young muscle, the nerves glow candy-apple 
red and connect to each fiber in tight circles of electric green. 
As tissue ages, the nerves turn spindly and faded. The more 
irregular the green, the worse the interface and control of the 
muscle—meaning more falls, weakness, and general decrepitude.

A second room, devoted to the brain, contains a laser- 
powered microscope the size and color of a small barbecue 
grill. Its job is to record, as often as 4,000 times a second, 
the activity of individual brain cells on lab slides. Healthy 
neurons, displayed in bubble-gum pink on a nearby monitor, 

suites of agents that could be delivered in a capsule—imagine 
a Nespresso pod, perhaps, but for high cholesterol. Baetge 
also has the use of an array of gleaming genetic sequencing 
machines. Understanding the genetic factors that make some 
people lose or gain weight could allow Nestlé to sell slimming 
plans customized to an individual consumer’s genotype.

Greg Behar is another Nestlé executive who doesn’t eat 
too many KitKats. A champion swimmer who averages 
20,000 steps a day on his Jawbone fitness tracker, he heads 
Nestlé Health Science, a subsidiary created alongside Baetge’s 
pure research arm and intended to commercialize its discov-
eries. Behar has a staff of more than 3,000 and a directive to 
develop “a new industry between food and pharmaceuticals.” 
The group has bought stakes in startups such as Accera, in 
Boulder, Colo., which makes a powdered shake it says may 
benefit people with Alzheimer’s disease.

Behar says Nestlé Health Science has the potential to be a 
business with 10 billion francs in annual revenue. Even at the 
world’s biggest food company, that’s a lot. Confectionery sales 
totaled about 9 billion francs last year; an additional 15 billion 
came from milk products and ice cream; and powdered and 
liquid beverages, particularly coffee, accounted for 
about 19 billion.

Malnutrition

Obesity, weight loss



Although research at Baetge’s institute hasn’t yet led to any 
actual products—something executives say will soon change—
Nestlé Health Science has a stable of brands from its acquisi-
tions and its own development work. The division already has 
about 2 billion francs of revenue per year from dozens of exist-
ing products. Among them are Betaquik, a milklike drink for 
people with epilepsy, among other conditions, and Meritene 
Regenervis, a flavored drink mix for fatigue and muscle func-
tion. For cancer patients, it sells Resource Support Plus, a high-
protein drink available in soft vanilla and plum-mango. For the 
obese there’s Optifast, a line of shakes, soups, and snack bars 
intended to be taken under the supervision of a doctor. Some 
of the products are regulated as “medical foods” by the FDA.

Behar, 46, joined Nestlé in 2014 from German pharma giant 
Boehringer Ingelheim. Sipping a bottle of Vittel water (another 
company brand), he happily lays out his workout routine. He 
trains for at least an hour every morning, hitting the pool at 
6 a.m. and biking more than 180 miles a week. He competes in 
seven or eight triathlons a year, and he holds the Swiss record 
for his age group in the 200-meter backstroke. He was one of 
the first adopters of the Jawbone band, in part because his 

$1 trillion a year and growing. Despite the scale of the  potential 
rewards, the financial world isn’t quite sure what to make of 
Nestlé’s categorical leap. Introducing an in-depth report on 
the transformation in January, consumer analysts at France’s 
Exane BNP Paribas said they “are not pharma experts” and 
needed to bone up on the business with colleagues. The next 
month, Credit Suisse analysts fretted that Nestlé could be 
straying too far from its core, with little clarity on how com-
petitive it will be “should Big Pharma choose to lock horns.”

That assumes Nestlé can even get its new products past 
government agencies. The fuzzy border of food and drugs, 
taking in ill-defined categories such as “functional foods” 
and “nutraceuticals,” is dominated by pseudoscientific sup-
plements of dubious health benefit, often just a step ahead 
of regulators. In 2013 the FDA warned Accera, one of Nestlé’s 
new partners, that it considered the company’s Axona drink 
to be an “unapproved new drug,” giving ammunition to 
plaintiffs seeking a class-action suit who argued they’d been 
duped into thinking it would ameliorate Alzheimer’s. The 
suit was settled out of court; Accera says it responded to the 
FDA’s concerns and Axona remains available, though Accera 
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brother is Yves Béhar, the industrial designer responsible for 
its look. Ever on message, he credits some of his vitality to a 
daily shot of Regenervis. “It’s just a sachet, and you mix it with 
water,” he says. “It’s a much better feeling than taking a pill.”

Behar says many more products are on the way, for  mobility, 
gastrointestinal health, and the brain, among other areas. 
Probiotics, or so-called good bacteria for the gut, and mixes of 
proteins and vitamins for joints and bones are areas of focus. A 
final-stage clinical trial is planned on a “food-based treatment” 
for Crohn’s disease. There will also be “innovation fairly quickly 
in cognitive function: memory, mood, anxiety. In these areas 
we are right now developing products,” he says.

For the most part, the concepts Nestlé is working on won’t 
appear in the marketplace as, say, a few extra ingredients in a 
Crunch bar. “If you find something really breakthrough and just 
sprinkle it in your yogurt, good luck getting a few more cents for 
it,” says Wolfgang Reichenberger, a former Nestlé chief financial 
officer. He’s now at Inventages, a venture capital fund focused 
on the junction of food and health, in which Nestlé is a major 
investor. Instead, Nestlé plans to sell its developments primar-
ily as standalone medical products, which command higher 
margins and face less competition than supermarket foods.

If making consumers fat has been big business, making them 
healthy could be bigger. The pharmaceutical industry is worth 

has since turned to more traditional drug development.
Many doctors and health activists are intensely skeptical of 

nutritional aids of all kinds, and a company that’s essentially 
domiciled in Candyland might not be the ideal candidate to 
change their mind. After all, one of the best things many people 
could do for their body would be to eat far less of what Nestlé 
has spent more than a century selling. “We have known for 
decades what people should be eating to be healthy, and that’s 
a balanced diet of whole foods,” says Mark Schatzker, the author 
of The Dorito Effect, a 2015 book about the science of food. 
(His brother, Erik Schatzker, works for Bloomberg Television.) 
“When it comes to basic nutrition, magic pills and magic drinks 
have never worked.” He adds: “Generally  speaking, the more 
we mess with food, the more we screw it up.”

ExxonMobil aside, it would be hard to name a  corporation 
that’s attracted as much all-time negative attention from environ-
mental and human-rights activists over the years as Nestlé. 
Beginning in the 1970s, campaigners accused the company of 
using overly aggressive marketing to persuade mothers to buy 
baby formula instead of breast-feeding. They pointed to some-
times tragic results, with mothers mixing formula with contam-
inated water to stretch their supply, thus sickening or killing 
their infants. The resulting boycotts and protests lasted into 

Tube feeding

Postbariatric surgery



the 2000s and shaped the views of a  generation of  activists. 
More recently, Greenpeace introduced a withering campaign 
that accused Nestlé of contributing to the destruction of rain 
forests, and the animals living in them, by buying from unscru-
pulous palm oil plantations. A viral video showed a KitKat 
wrapper being opened to reveal an orangutan’s severed finger, 
and protesters infiltrated the company’s 2010 annual general 
meeting, hiding in the rafters to unfurl banners.

Now, Nestlé says it believes “breast milk is the ideal food for 
newborns and infants” and that it conforms to World Health 
Organization guidelines on formula marketing; it also agreed 
to stop buying palm oil from plantations linked to deforesta-
tion. Wanting to be seen as a more responsible actor, Chief 
Executive Officer Paul Bulcke has set a variety of objectives in 
categories such as reducing carbon emissions, increasing the 
welfare of farmers, and conserving water. The effort is 
backed by an extensive public-relations cam-
paign, and an annual progress report, Creating 
Shared Value, runs to more than 300 pages.

The company’s clear preoccupation, 
though, is with rebutting the charge of 
complicity in soaring obesity rates. Nestlé 
says it’s gradually reducing sugar, salt, and sat-
urated fat where it can and trying to help children 
learn “to balance good nutrition with an active life-
style.” It’s rolled out lower-sugar versions of cereals 
such as Cheerios, and some boxes of Smarties are 
separated into three cardboard compart-
ments of 15 candies each to nudge consum-
ers toward eating less.

Nestlé’s health efforts will still have to 
contend with a jumbo tub of skepticism 
filled to the brim by past battles. 
“I cannot believe there’s any 
food product that really improves 
health,” says Naveed Sattar, a pro-
fessor of metabolic medicine at the 
University of Glasgow, who’s tried to measure 
the health effects of ingredients claimed to 
have disease- fighting properties. Instead, 
Sattar says, the most surefire way to ame-
liorate many serious public-health chal-
lenges would be for people simply to eat a 
lot less. That, of course, translates directly 
into money lost for food companies.

Eager to show there’s a solid basis for its ideas, 
Nestlé has built a 33,000-square-foot suite for 
human clinical trials in Lausanne, decorated in a mini-
malist style that calls to mind a Scandinavian airport terminal; 
it was certified as a health facility by the local authorities. It’s 
run by Maurice Beaumont, a jovial former French Air Force 
doctor who studied  slow-release caffeine for military pilots. 

(One of the challenges was  delivering a decent jolt without 
too much of a diuretic effect in  bathroom-free cockpits.) He’s 

particularly proud of a homemade “indi-
rect calorimeter,” a gadget that looks like a 
pool lounger encased in Plexiglas, festooned 

with valves and sensors, and measures the energy burn and 
oxygen consumption of the typically overweight person inside.

The irony of Nestlé studying obesity remedies is about 
as subtle as the glucose load of Nesquik cereal, which has 
25 grams of sugar in a 100-gram serving. Although the com-
pany’s efforts are commendable, it’s “selling products on 
one side that might contribute to these illnesses,” says Leith 
Greenslade, head of the nongovernmental organization 
JustActions. “On the other side, they’re finding treatments 
for these illnesses. Some might call that a conflict of interest.”

Stefan Catsicas is the elegant  embodiment of Nestlé’s 
conviction that there’s no conflict. A quadrilingual Swiss 
neuroscientist who became chief technology officer in 2013 
after a career in pharma and academia, his office in Vevey 
drips with good taste. A triptych of abstract color-block paint-
ings faces a meeting table laden with Nespresso-branded choc-
olates and bottles of Vittel and San Pellegrino. There’s a single 
purple orchid and, on the floor, a gift bag of Cailler choco-
late. On a spectacularly sunny Friday morning, Catsicas wears 
a blue-and-white-checked shirt with a blue tie, navy blazer, 
and gray trousers. His lightly accented English is crisp, and 
his media training impeccable.

“Sugar is not addictive,” Catsicas says. “You get habitu-
ated to sugar, which is not being addicted.” Shortly after 
he came to Nestlé, Catsicas gradually put less sugar in his 

morning coffee, cutting out about 10 percent at 
a time. Within three months, he says proudly, 
he was taking it black. In an hourlong dis-

quisition on Nestlé’s efforts to make its core 
products healthier while also venturing into 
medicine, Catsicas says the company badly 
wants to “be part of the solution” to obesity. 

That desire, he argues, reflects 
evolving scientific understand-
ing. “Ten years ago, my pre-
decessor could have said we 

didn’t really know” about the 
scale of the problem, he says. 

Now, “everybody knows that 
there is an issue.”

Who knew what and 
when may be a subject 

of more than academic 
concern. “If a class-action group of lawyers 

can determine that food companies have 
known just how toxic sugar levels are, they 
will do what they’ve done to the tobacco 
industry,” says Peter Jones, a nutritional 

scientist at the University of Manitoba.
Catsicas rejects the comparison to ciga-

rettes, swiftly countering that although there’s 
no such thing as a safe cigarette, there’s cer-

tainly safe food. In his narrative, even though 
Big Food needs to do better, it’s been unfairly tarred 

with responsibility in a complex debate over diet, exercise, 
and lifestyle. Besides, he says, it’s ultimately up to individ-
uals to make healthy choices. And if they should happen to 
get sick, Nestlé wants to be there for them. �
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First you get the newspaper

Then you get the father-in-law



Then you get the building

By  
Devin Leonard

Then you get the power

Jared Kushner’s  
Long Game



s the fuzzy strains of the Beatles’ Revolution filled the room, 
Donald Trump took the stage on Feb. 9 in Manchester, N.H., 
to celebrate his victory in the state’s Republican presiden-
tial primary. Before reiterating his campaign promises to 
do away with Obamacare, construct a wall along America’s 
border with Mexico, and rebuild the nation’s military so that 
“nobody is going to mess with us, believe me, nobody,” Trump 
thanked his family members, including his daughter Ivanka, 
who stood beside him in an elegant black dress with a white 
floral print, and her husband, the lanky, boyish New York real 
estate developer and newspaper publisher, Jared Kushner. 

“Jared is a very, very successful real estate entrepreneur 
in Manhattan,” Trump proudly declared. “But he likes this 
better than real estate, I think.” By this, Trump clearly meant 
politics. Ivanka beamed like a guest on a late-night talk show. 
Kushner grinned sheepishly, as if he were mildly embarrassed 
by his father-in-law.

Kushner, 35, has become a frequent presence at Trump’s 
campaign events and a member of the candidate’s inner circle. 
In his effort to portray himself as a staunch supporter of Israel, 
Trump likes to mention that he has Jewish grandchildren. 
He has Kushner to thank for that. When Ivanka Trump and 
Jared Kushner married in 2009, Ivanka converted to Judaism. 
“Give Trump some credit,” says Shmuley Boteach, a New 
Jersey Jewish leader and Jerusalem Post columnist who calls 

himself “America’s Rabbi.” “I 
mean, he’s got a Jewish daugh-
ter. He has orthodox Jewish 
grandchildren. He could easily 
have said when Ivanka was mar-
rying Jared and going through 
the rigorous Jewish conversion 
process, ‘You know, you have 
a famous last name. You’re a 
beautiful, famous woman. Do 
you need this?’ ”  

Kushner’s involvement in his 
father-in-law’s unexpectedly 
successful presidential cam-
paign is the latest step in a rapid 
ascent. He began making major 
decisions at his family’s real 
estate company, then based in 
Florham Park, N.J., when he was 
23 in 2004, around the time his 
father, a prominent Democratic 
fundraiser and aspiring king-
maker, pleaded guilty to tax 
fraud, misleading federal elec-
tion officials, and retaliating 
against a witness. The younger 
Kushner expanded the business, 
purchasing almost $7 billion in 
property in less than a decade, 
much of it in New York City.

A decade ago he bought the 
New York Observer, at the time 
a money-losing but influential 
newspaper known for its dishy, 
withering coverage of the city’s 
billionaire class that conferred 
on Kushner a bit of the reflected 
glow of the peach-colored broad-
sheet. “Jared understands being 

a newspaper owner moves you into a different league,” says 
Mitchell Moss, a professor of urban policy and planning at New 
York University and an acquaintance of Kushner’s. “Politicians 
have to cultivate you. The elite come to you for attention, as 
opposed to you going to them. It reverses the relationship.”

It didn’t hurt that Kushner married into one of the city’s 
most famous real estate dynasties. By all accounts, Kushner 
has a warm relationship with his father-in-law. If Trump, now 
the presumptive Republican nominee, wins the general elec-
tion, Kushner will be a regular White House visitor if for no 
other reason than he, his wife, and their three young children 
will be frequent dinner guests. 

Myers Mermel, managing partner of Mermel & McLain 
Management, a New York real estate development firm, and a 
friend of Kushner’s, sees him as a contemporary Jack Kennedy, 
the attractive son of a rich family with the resources to become 
a force behind the scenes in Washington and even a poten-
tial candidate for national office. “He has a beautiful, brilliant 
wife,” says Mermel, a Trump booster. “He is clearly a man of 
faith. These are all values that contradict the negative image 
put forth by the Republican Party as New York values. He has 
the values that the Republican Party espouses.”

People who think highly of Kushner, and those who don’t, all 
talk about his impeccable manners. They say he never loses his 
temper, at least not in public. He’s unfailingly polite. He remem-
bers names and opens car doors for people. “He’s very humble 
and calm, always,” says Asher Abehsera, Kushner’s partner in 
three real estate projects in Brooklyn. Kushner is also extremely 
guarded. He grants few interviews, and when he does speak for 
attribution, he often comes across as purposefully bland, as if 
he’s trying to discourage interest in his activities—or himself. 

Yet Kushner has had an eventful life. The way to best under-
stand him is through his father, with whom he had an unusual 
apprenticeship. Charles Kushner is a flamboyant New Jersey 
developer who built the Kushner Cos., his family’s business, 
into a billion- dollar operation with more than 25,000 apart-
ments in the Northeast. Like his son, the elder Kushner sought 
influence, giving generously to Democrats, such as former 
President Bill Clinton and former New Jersey Governor James 
McGreevey, and also for the occasional Republican, such as 
former New York Mayor Rudolph Giuliani. 

After McGreevey won the 2001 gubernatorial race with 
Charles’s help, McGreevey rewarded his top fund raiser by 
appointing him to the board of the Port Authority of New 
York and New Jersey, which controls the three major airports 
in the region along with many of its bridges and tunnels, and 
has long been a source of jobs and contracts for the politically 
wired. It was a plum position, but Kushner didn’t hold it long.

In 2003, the Newark Star-Ledger reported that Kushner 
had gotten into an angry confrontation with a state senator 
from Atlantic City at a wedding. The paper said Kushner was 
upset about the senator’s demand that he appear in Trenton 
to answer questions about allegations that he’d made illegal 
campaign contributions. “He was going to have his way, even 
if it meant having an ugly spat in the papers,” says Micah 
Rasmussen, McGreevey’s press secretary at the time, who 
fielded questions about the incident. 

In 2004, however, Kushner admitted before a federal judge 
in Newark that he’d contributed more than $385,000 in the 
name of some of his business partners without their approval. 
He also confessed to misleading federal election officials about 
it and arranging for his brother-in-law to be videotaped with 
a prostitute in a New Jersey motel to punish his sister for 

Father and son in 2012
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cooperating with the investigation. “It was like a Sopranos 
episode,” recalls Jeff Tittel, director of the New Jersey Sierra 
Club and a longtime foe.

The senior Kushner was sentenced to two years in prison. 
By then, his son had already assumed a leadership role in the 
company. Although he was only 23, Jared had grown up going 
to construction sites with Charles. While attending Harvard, 
he bought and managed apartments in Somerville, Mass., 
just outside Boston. “I remember him constantly being on 
the phone and working on project development and meeting 
construction guys,” says Nitin Saigal, who lived with Kushner 
for three years in college and later roomed with him in New 
York. While an undergraduate at Harvard, Kushner did a 
summer internship at SL Green Realty, one of New York’s 
largest commercial property owners, where he worked on 
deals. “It was pretty apparent way back then that this was a 
special young man who was going to be going places,” says 
Marc Holliday, SL Green’s chief executive officer.

Once he became CEO of the family business, the younger 

television personalities like Barbara Walters and Regis Philbin, 
and politicians such as Giuliani and Andrew Cuomo, now the 
governor of New York. With his glamorous new wife, Kushner 
became a staple in the gossip columns and even showed up in 
the pages of Us Weekly and Vogue. “He’s very unremarkable in 
his presence,” says David Patrick Columbia, co-founder of the 
website New York Social Diary. “She, on the other hand, is quite 
remarkable. It was a good move for him.” The couple social-
ized with Rupert Murdoch and Ronald Perelman. They made 
the rounds at fancy parties like the Metropolitan Museum of 
Art’s Costume Institute gala. Kushner also threw some glitzy 
parties of his own, which the Observer dutifully covered. 

When the economy collapsed in 2008, office rents tumbled 
in Manhattan, and it became clear that Kushner had over-
paid for his trophy property on Fifth Avenue, which was 
now estimated to be worth less than its debt. He managed 
to pay off the short-term portion by selling 49 percent of the 
retail space for $525 million to a partnership that included 
the Carlyle Group. But vultures still circled his shiny tower. 

“You’re in your 20s, and you’re  
a mogul already!”

Kushner shifted its focus from New Jersey to New York. “He 
knew early in his career that the way to become important 
was to get out of Jersey and become a Manhattan developer,” 
says NYU’s Moss. Kushner had no profile in the city, but that 
changed in 2006 when he bought the Observer for what was 
widely reported to be $10 million. “Jared saw it as a way to 
have a voice in New York,” says Bob Sommer, who was presi-
dent of Observer Media from 2007 to 2009. “It helped set him 
up as a serious player.”

In 2007, Kushner paid $1.8 billion for 666 Fifth Ave., an alu-
minum-jacketed office tower that takes up an entire block front 
between 52nd and 53rd streets in Manhattan, near Rockefeller 
Center. At the time it was the highest price ever paid for a 
single building in New York. Kushner didn’t put down much 
of his own money. He financed the deal with a $1.2 billion loan 
from Barclays Capital and an additional $535 million of short-
term debt. It was a lot of leverage, but many real estate inves-
tors were borrowing heavily at the time. This deal, along with 
the purchase of the Observer, established Kushner as a force 
in Manhattan. When he appeared on CNBC, an anchor old 
enough to be his father was astonished. “You’re in your 20s, 
and you’re a mogul already!” 

“You’re using that term very loosely,” Kushner protested 
in a soft voice.

Kushner married Ivanka Trump in October 2009 at the 
Trump National Golf Club in Bedminster, N.J. It was the merger 
of two prominent real estate families and was attended by 
movie stars such as Russell Crowe and Natalie Portman, 

Investors in distressed real estate such as Colony Capital and 
Vornado Realty Trust and the hedge fund Cerberus Capital 
Management bought portions of Kushner’s debt, hoping to 
position themselves either to win the building in a foreclo-
sure or get Kushner to buy them out.

Kushner tried to make up for his weak financial position 
with politesse. He flew to California in 2009 to see Thomas 
Barrack, executive chairman of Colony Capital. Barrack 
expected Kushner to walk in with “17 attorneys,” ready to fight. 
That might have suited Kushner’s father, but his son was more 
diplomatic. He showed up at Barrack’s office by himself. “He 
didn’t have a piece of paper,” Barrack says. “He didn’t have a 
pen. He said, ‘I just want a little bit of time to explain my situ-
ations and my thoughts.’ ”

Ultimately, Kushner was able to buy time until the market 
recovered. He ended up parting with 49 percent of his remain-
ing stake in the tower to Vornado for a mere $80 million, but 
he retained control of his office building. 

Since then, Kushner has often invested with partners, 
putting less of his family’s money at risk. He’s chosen less pricey 
areas of the city like the East Village, Queens, and Brooklyn. 
He constructed six luxury apartments in SoHo on top of the 
historic Puck Building, former home of the 19th century satiri-
cal magazine. “It’s a gorgeous, magical building,” Kushner told 
the New York Times in 2013, sounding like his father-in-law. 
“But I wanted it to become the most incredible that it could 
be, let it realize its full potential.” He recently sold one of 
the apartments for $28 million, a neighborhood record. 

Kushner bought the New York Observer in 2006
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The same year, Kushner and two partners paid $240 million 
for a factory-like complex in Brooklyn where the Jehovah’s 
Witnesses once published the Watchtower. They’re now 
 transforming it into a home for tenants like Etsy, the online 
marketplace for artisanal goods, and WeWork, a startup that 
bills itself as “the physical social network,” renting office space 
to contract workers and freelancers. “I find Jared to be one of 
the most sophisticated real estate developers on earth,” says 
Adam Neumann, WeWork’s co-founder. To hear Neumann tell 
it, Kushner is also the most well- mannered. “A lot of times 
when I’m with Jared, I take cues from his behavior just to learn 
how to act,” he says. “You know, just to act a little bit better 
myself because it’s always good to learn.” On May 2, Kushner 
and three partners finalized a $700 million deal to purchase 
more property in Brooklyn from the Jehovah’s Witnesses, 
where they hope to develop another tech-oriented campus. 

The New York Post reported last year that Kushner and 
Vornado have a plan to turn 666 Fifth Ave. into a “1,400-
foot vertical mall, hotel, and residential tower.” It’s an ambi-
tious project, but Gabby Warshawer, director of research for 
CityRealty, says the market for superluxury condominiums 
has cooled in recent months. “It would be a very expensive 
building because it would have unobstructed Central Park 
views,” she says. “But there are a lot of questions right now 
about whether there is an oversupply in that area at very, 
very high price points.” Then again, Kushner could keep the 
project on the drawing boards until the next real estate uptick. 
In the meantime, he runs his business out of an office in the 
tower with its own roof garden. People who visit sometimes 
run into Kushner’s father, who remains one of his son’s most 
trusted advisers.  

Under Arthur Carter, the Observer’s previous owner and 
a former investment banker, the paper lost an estimated 
$2 million a year. Even so, Carter enjoyed publishing a paper 
that tweaked the rich people with whom he rubbed shoulders. 
The paper regularly shot rhetorical spitballs at Donald Trump. 
“I called him the prince of swine,” says Michael Thomas, who 
wrote a column called “The Midas Watch” in the paper for 
almost two decades. The Observer’s reporters and columnist 
were egged on by the late Peter Kaplan, its longtime editor-in-
chief. He sermonized about how stories needed to have heroes 
and villains and lapsed into long silences if he was searching 
for the right word or had lost his train of thought. (I was a staff 
writer at the Observer from 1996 to 1999. I also wrote a jazz 
column for the paper in 2009.)

A spokesman for Kushner says he transformed the Observer 
into a profitable business with a higher editorial budget and 

a rapidly growing Web audi-
ence. However, Kushner 
didn’t appear to enjoy using 
the Observer to afflict the 
 comfortable as had Carter 
and Kaplan. Former Observer 
staffers say he complained—
politely, of course—when the 
paper wrote unflatteringly 
about his friends. They say 
he was also perturbed when 
the paper didn’t report as 
harshly as he might have 
liked on his family’s old foes 
in New Jersey, such as Chris 
Christie, who had prosecuted 
his father as a U.S. attorney 

and was elected governor in 2009.
After Kaplan’s departure in 2009, a revolving masthead of 

editors struggled to please the paper’s owner. In 2011, Kushner 
hired Elizabeth Spiers, founding editor of Gawker, a corro-
sive website that made the Observer seem like the Christian 
Science Monitor by comparison, to give the paper a much-
needed jolt. Soon after she 
arrived, however, Trump 
began toying with the idea 
of running for president. He 
was no longer just another 
narcissistic New York char-
acter. With his eye on the 
White House, he trans-
formed himself into the 
most vocal figure in the far 
right’s birther movement. 

This was obviously a story 
the Observer had to cover, 
but how? When it came to his 
father-in-law, Kushner had 
difficulty keeping his compo-
sure. Spiers didn’t respond 
to several interview requests, 
but she discussed her experi-
ence at the paper earlier this 
year in an interview on Story 
in a Bottle, a tech- oriented 
podcast. Spiers said she’d 
had numerous fights with 
Kushner about the paper’s 
Trump coverage, which 
he wanted to be “neutral.” 
Once, she said, she left the 
door to her office open in the 
middle of a screaming match 
on the telephone because 
she thought it might be a 
good thing for the report-
ers to hear. She considered 
resigning, but then Trump 
abandoned his quest, and 
the paper no longer needed 
to cover him as assiduously. 
A Kushner spokesman dis-
putes her account.

That’s not to say that 

At a screening with Murdoch in 2014

Trump and Kushner tie the knot in October 2009
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Kushner didn’t continue to be a presence in the newsroom. 
Former Observer staffers say he pressed first one reporter 
and then another to pursue a negative story about another 
wealthy real estate figure and even accompanied them to a 
meeting with a source whom he promised had some juicy 
information. However, the source backed out, and the story 
was never completed. A Kushner spokesman says it was the 
source and not the publisher who originally suggested the 
story. Spiers left in 2012. 

Kushner now had to find yet another editor-in-chief. In 
January 2013 he brought in someone who would stick around. 
His name was Ken Kurson. Most recently, he’d been working 
in New Jersey for a political consulting firm that handled 
Republican candidates. 

In 2013, New York Attorney General Eric Schneiderman sued 
Trump, alleging that he had run an “unlicensed educational insti-
tute,” once known as Trump University, which defrauded 5,000 
customers out of $40 million with his “hard-sell tactics.” In an 
advertisement cited in the case, Trump said, “In just 90 minutes, 
my handpicked instructors will share my techniques, which 
took my entire career to develop. Then copy exactly what I’ve 
done and get rich.”

The Observer published an almost 8,000-word unflatter-
ing profile of Schneiderman in February 2014, arguing that 
he was trying to use his office as a springboard from which 
to run for governor. That wasn’t a shock; Schneiderman’s 
immediate predecessors, Eliot Spitzer and Cuomo, had done 
the same. However, the Observer exhausted quite a few of 
those words on what it described as the “weak case” against 
Trump, and it gave him ample space to defend himself and 
attack Schneiderman. Employees of the paper at the time 
say they were stunned when the story materialized on the 
paper’s website. It was the first they’d heard of such a project. 
After some of them read it, they headed out for drinks, and 
not the celebratory kind. “It was more like, ‘Holy s---, let’s 
get some Scotch!’ ” recalls Matthew Kassel, a former Observer 
staff writer. “People seemed pretty disturbed about it.” 

Kurson insists that Kushner had nothing to do with the 
story, but the New York Times and BuzzFeed reported that 
Kurson had originally assigned it to a would-be writer who 
worked in a New Jersey ice cream parlor and later begged off 
because he thought Kurson wanted a hatchet job. After that, 
Kurson assigned it to an Arizona-based writer who’d written 
extensively about poker. “He’s a friend of mine from 15 years 
ago, a writer I trust, I’ve hired a million times,” Kurson says. 
“I didn’t just, like, bring in some hit man.”  

Kurson stands by the Schneiderman profile, saying that 
nobody has challenged the story. A Schneiderman spokesman 
declined to comment. However, in 2014, the attorney gener-
al’s office said there were so many things wrong with the story 
that it wasn’t worth the effort. Meanwhile, Schneiderman and 
Trump continue to enthusiastically fight it out in court with 
both sides trying to spin decisions at both the superior court 
and appellate level as knockout blows. 

After Trump declared his candidacy in 2015, Kushner 
became a campaign rally regular. In January he joined Ivanka 
at one in Council Bluffs, Iowa. Trump assailed the media and 
the Obama administration’s nuclear deal with Iran. Then he 
invited his family up. Trump’s wife, Melania, spoke first. A 
former model from Slovenia, she slouched in her cream- colored 
coat as if she was at a fashion shoot and addressed the crowd 
in heavily accented English. She was followed by Ivanka, who 
wore a dark, silver- buttoned jacket, and Kushner, clad in a 
blue suit. Trump pointed out that his daughter was 8 ½ months 

pregnant. “She’s very tough, by the 
way, I have to tell you,” Trump said. 
“Right, Jared?” 

Kushner wagged his head and 
gave her father a you-don’t-have-to-
tell-me look.

“Politically, wouldn’t it be great if 
she had her baby in Iowa?” Trump 
asked the crowd, which roared in 
approval.

Ivanka laughed and patted her 
father’s shoulder. Kushner gave 
Trump a good-natured shrug as if to 
indicate his father-in-law had a point.

“That would guarantee victory!” 
Trump continued.

It’s not clear if Kushner supports 
Trump’s more outlandish ideas, such 
as banning Muslim immigrants from 
entering the country to prevent ter-
rorism. He’s said  virtually nothing 
publicly about his father-in-law’s 
presidential aspirations other than 
telling the New York Times last year 
that he thinks Trump would “be 
great.” But Kushner has been labor-
ing behind the scenes to get him 
elected. He helped set up a meeting 
in January with Trump and about a 
dozen Republican leaders to try to 
build a relationship with the party’s 
establishment. Earlier this year, 
Kushner also attempted to smooth 
things over between the Trump 
campaign and his friend Rupert 
Murdoch, who was unhappy with 
the candidate’s attacks on Fox News.

In March, people in the Observer 
newsroom began to suspect that Kurson was also working for 
the Trump campaign after a video appeared online of their 
 editor-in-chief in the background at the March 8 event in 
Florida where Trump campaign manager Corey Lewandowski 
allegedly manhandled reporter Michelle Fields. (Lewandowski 
has been cleared of the charge.) Kurson says he went to the 
rally with Kushner as a journalist: “I cover politics.” 

Then in early April, New York magazine reported that 
Kushner and Kurson had helped Trump prepare the speech 
he delivered to the American Israel Public Affairs Committee, 
in which he strongly defended the Jewish state and con-
demned Obama. “Jared asked me if I’d eyeball this draft, and 
I did,” Kurson says. After the article appeared, Observer staff 
members crowded into his office and asked him to explain 
himself. Kurson says he agreed not to dispense any more polit-
ical advice. “It didn’t just apply to Trump,” he says. “If some 
other campaign wants input here, we’ll have to pass.” 

Kushner didn’t seem bothered by the Observer contro-
versy. In late March he and his wife brought their third child 
home from the hospital to their penthouse on Park Avenue. 
Theodore James Kushner was born days before in New York. 
It may have been too late to help Trump in Iowa, but the New 
York primary was coming up on April 19. On the eve of the 
contest, the Observer endorsed Trump, who won handily. He 
and his family were one step closer to the White House. � 
—With David M. Levitt

With Observer editor Kurson in 2015
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Zenefits 
was 
everything  
Silicon 
Valley 
venture 
capitalists 
love. 
And then  
it self-
disrupted

By 
Claire 
Suddath 
and 
Eric 
Newcomer

D
avid Sacks walked into Dolores Park Café in San Francisco 
to talk to Lars Dalgaard, a venture capitalist, about what 
he should do with his life. Or rather, his money. Sacks, 

who is 43 and has thick gray hair and blue, protruding eyes, made 
his first fortune as an early executive at PayPal, then a second as 
the co-founder of Yammer, a social network for businesses, which 
he sold to Microsoft in 2012 for $1.2 billion. He played in poker tour-
naments, produced the film Thank You for Smoking, and became an 
early investor in Uber and SpaceX. But by the fall of 2014, he was sick 
of jumping from hobby to hobby. He wanted in on a startup again. 

Sacks and Dalgaard were business acquaintances—Dalgaard, 
a general partner at Andreessen Horowitz, had once tried to buy 
Yammer for $300 million. After the requisite industry gossip, 
they got down to business. Dalgaard urged Sacks to take a look 
at Zenefits, a new company in which Andreessen Horowitz had 
recently invested. 

Zenefits makes online software that automates health insur-
ance, payroll, and other essential office drudgery—kind of  a human 
resources version of TurboTax. It’s not a sexy idea, but with 6 million 
small businesses in the U.S., it’s enormously useful. The company 
was founded in 2013 by Parker Conrad, who realized he could 
streamline small businesses’ managerial needs, saving them hun-
dreds of hours of mind-numbing paperwork—not to mention the 
cost of staffing an HR department—by putting everything online. 
Conrad was known to be a little frenzied and disorganized but 
fiercely intelligent. “From an investment philosophy … we look 
for the magnitude of the genius, as opposed to the lack of issues,” 
says Andreessen’s founding partner Ben Horowitz. “And in a way, 
[Conrad] was like the prototype.” Conrad had no background in 
health insurance but quickly learned the intricacies of the business 
as well as any veteran. “If you’re an insurance broker,” he said at 
the TechCrunch Disrupt conference in 2013, “we’re going to drink 

your milkshake.”
As Sacks saw it, the most compelling part of Zenefits was 

that it gave its software away, making most of its money through 
brokerage commissions that insurance companies paid when a 
client bought one of their plans. Those commissions recurred 

annually: Once a business signed up, Zenefits would profit for years 
to come. “It’s a glaring omission that no one had created 

[something like Zenefits] before,” Sacks says. He and 
Dalgaard talked at the cafe for three hours, stopping only 
when the waiters started putting chairs on the tables. A 

few days later, Sacks met with Conrad. He joined the company in 
December 2014 as chief operating officer. 

Zenefits was everything Silicon Valley loved wrapped up in 
one company. It had a visionary founder. It tackled a stodgy 
industry ripe for disruption. The recurring commissions gave 

it a steady stream of revenue from the start. And Zenefits was the 
first in the health insurance software space, the Uber to its future 
competitors’ Lyft. The potential for greatness is what allowed 
Zenefits to expand from 15 employees to 1,600 in three years; 
raise $580 million in three fundraising rounds; and become one 
of Andreessen Horowitz’s biggest investments. Last year it was 
valued at $4.5 billion, which made it, in Valley parlance, a “unicorn” 
several times over.

“You’re looking for disruptive companies,” Conrad said in that same 
TechCrunch Disrupt speech. “We are going to mess stuff up.”

He was right, although not in the way he meant. 

63



64

C
onrad is 36, with a round face, a hefty build, and 
closely cropped, reddish-blond hair usually accom-
panied by a day’s worth of stubble. He grew up in 

New York City, the son of an environmental activist and a corpo-
rate lawyer. He went to, flunked out of, reenrolled in, and ulti-
mately graduated from Harvard. People who’ve worked with 
him say he’s prone to emotional highs and lows that are ampli-
fied under pressure. In 2011 he and a former college roommate 
launched the financial management company SigFig. Conrad’s 
partner pushed him out after a year.

According to interviews and talks he gave during happier 
days, Conrad came up with the idea for Zenefits in 2012 while 
trying to offer health insurance to SigFig’s few dozen employ-
ees. He’d become familiar with the intricacies of the U.S. health-
care system while battling testicular cancer during his early 20s, 
and he even found navigating SigFig’s health-care options cum-
bersome. “It was an area that was a real pain point for me per-
sonally,” he told TechCrunch last year.

Before a company in the U.S. offers health insurance to its 
employees, it has to comb through thousands of plans offered by 
hundreds of insurers, and then select the two or three options 
that best suit its employees, based on age, marital status, 
and location. The smaller the business, the less likely it is to 
have someone with enough time to sort all that out. “We have 
10 employees. We’re not big enough to have an HR department,” 
says Scott Yates, founder and chief executive officer of BlogMutt, 
a content service startup based in Boulder, Colo. “We can’t do 
this on our own.”

Enter the health insurance broker, who helps companies 
figure out what they need. Brokers are paid by insurance com-
panies each time they sell an insurer’s plan. Sometimes they’re 
paid a flat rate, sometimes a cut of the plan’s premium. BlogMutt 
once used a broker. “We had an actual living, breathing human 
come talk to us, and it was great,” Yates says. “But he wasn’t 
always available. The promise of Zenefits has a lot of allure for 
a company like us.” BlogMutt signed up a year and a half ago. 

Zenefits launched in April 2013 through startup incubator 
Y Combinator. Conrad had recruited one of SigFig’s top engi-
neers, Laks Srini, to be his co-founder, and he expanded Zenefits’ 
scope to include payroll, 401(k)s, Cobra, offer letters, and other 
HR-related chores. Within eight months the startup was on track 
to make about $1 million in recurring annual revenue and had 
landed the investment from Andreessen Horowitz. (Srini declined 
to comment. Bloomberg LP, which owns Bloomberg Businessweek, 
is an investor in Andreessen Horowitz.)

That gave Zenefits—and Conrad—legitimacy. Andreessen 
Horowitz is one of the top VC firms in Silicon Valley, the big 
checkbook behind dozens of success stories, from Airbnb to 
Skype. Conrad was the type of person the firm was looking for. 
He could deliver a lecture on the inner workings of the insur-
ance industry as easily as he could tell you what type of company 
Zenefits could become. 

“I’m excited about meeting incredible human beings that 
change the world that we walk on, literally, and how we walk 
on it,” Dalgaard says. “I don’t think I’ve ever seen anyone—
and I’ve seen a lot of people—think as comprehensively as 
[Conrad] did about the market he was going after and how to 
build his product.”

Andreessen Horowitz led two fundraising rounds totaling 
$82 million for Zenefits in 2014. Dalgaard joined the newly 
formed board. His job was to help Conrad develop Zenefits 
into a mature corporation. When Conrad set the company’s 
2014 recurring revenue goal at $10 million, Dalgaard doubled 
it. “Lars sat there in his very Lars fashion and was like, ‘Why 

are you guys so f---ing bush league?” Conrad said at a software 
conference last year. Then, in Conrad’s telling at that confer-
ence, Dalgaard told him to add at least 100 sales reps to make 
it happen.

Zenefits started growing. It moved into a highrise in San 
Francisco’s SoMa district and expanded from fewer than 
20 people to roughly 500, many on the sales side. As far as Silicon 
Valley perks go, Zenefits was pretty sparse—no personal chef, 
no meeting-room-cum-ball-pit. Conrad had the offices painted 
gray and orange and named each conference room after a char-
acter from Star Wars. By the end of 2014, Zenefits hit Dalgaard’s 
$20 million recurring revenue goal and was making good on its 
promises to shake up the brokerage business. 

According to former employees, Conrad oscillated between a 
conviction that Zenefits was conquering the world—at the time, 
about 2,000 businesses used its services—and a near-constant 
fear that it would never make its numbers and he’d be fired. 
Employees were afraid that any mistake would stop the com-
pany’s growth. At a talk last year organized by Khosla Ventures, 
Conrad said, “There’s a low-level panic that suffuses the orga-
nization, a constant pressure to keep moving faster and faster 
and faster.” 

Soon, Zenefits ran into snags. The Utah Insurance Department 
banned it from operating in the state because the agency consid-
ered the free HR software to be in violation of a law against offer-
ing rebates to customers. Zenefits was also finding that some 
insurance companies weren’t technologically advanced enough 
to integrate with its system. “Most of these insurance transac-
tions are still done on paper or with e-mailed PDFs,” says Sabrina 
Corlette, a research professor at Georgetown University’s Health 
Policy Institute. This increased the odds of errors—and Zenefits’ 
employees were often moving too fast to catch mistakes. “My 
dentist said they couldn’t run my insurance claim through, and 
it took three months to get someone at Zenefits to fix it,” says 
Brittany Keppel, a former office manager in Brooklyn who also 
had trouble getting Zenefits to sign her up for Cobra when she 
was let go from her job in January 2015. BlogMutt’s Yates says he 
deals with Zenefits problems every few weeks: “Names appear 
in records incorrectly. Dates are wrong. I don’t know where the 
breakdown is, but the biggest problem is there’s no quality check.”

Zenefits spokeswoman Jessica Hoffman responds: “Our focus 
on remediation over the last three months has included a quality 
initiative that has dramatically reduced error rates.”

T
his was the mess Sacks encountered when he joined 
Zenefits in December 2014. He showed up on his first 
day to find that he didn’t have a desk or a computer. 

Head count was approaching 500 employees, but the office man-
agement company didn’t have an office manager. There wasn’t 
even an IT person to fix the printers. Conrad hadn’t forgotten to 
fill these positions. The way he saw it, Zenefits was full of gifted 
engineers; if their computers weren’t working, they should be 
able to fix them. Of course, time spent futzing with the Wi-Fi 
was time not spent building the product or dealing with custom-
ers. To Conrad, that just meant the engineers needed to work 
harder. “I guess the way I saw the chaos at that point was that 
it was undesirable,” Sacks says, “but if there was none of this, 
then there wouldn’t be a need for me to be at the company.”

Sacks says one of his earliest battles with Conrad was over the 
idea of hiring a receptionist. Sacks won—a friendly young woman 
now greets visitors from behind a sleek, white desk—but lost a 
battle to get Conrad to quit micromanaging the company’s HR 
decisions. Zenefits uses its own product to manage its employees, 
and Conrad controlled the account, which meant he personally P
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approved every benefits change or 
vacation request for hundreds of 
(later, more than 1,000) employees. 
“We have people in HR now, but they 
actually don’t have access to the HR 
system,” Conrad said in an interview 
at TechCrunch Disrupt last year. “I do 
all of it myself. I’m a little crazy.” 

The problems were much deeper 
than a disorganized office. Insurance 
brokers must pass a state licensing 
exam before they can legally sell or advise people on insurance. 
Each state has a different exam and training requirements. In 
California, brokers had to spend at least 52 hours on an online 
training course. Zenefits says Conrad created a Google Chrome 
browser extension that allowed people to bypass the 52-hour rule 
by making it appear as if they were working on the course when 
they weren’t. The extention was called “the macro.” (Conrad 
declined to comment on the Chrome extension.)

Every state has a different brokerage exam. A person licensed 
only in California can’t legally sell insurance to a company in 
Kentucky unless he applies for a reciprocal 
license. Zenefits sold its product all over the 
country, and its managerial chaos seems to 
have kept it from properly tracking who passed 
their state exams or got reciprocal licenses.

Conrad worked closely with Sam Blond, 
Zenefits’ trim, tanned vice president for sales, 
who liked to party. When their team closed a 
big account, Blond and Conrad poured shots 
for everyone in the office. Zenefits had kegs 
in its office. In an onstage interview at a tech 
conference in 2015, Blond told a story about 
how he and Conrad once got so drunk at a San Francisco steak-
house that they wrestled each other on the restaurant floor. “Half 
an hour ago we were in the greenroom, and we saw two bottles 
of unopened drinks,” Blond said at the same tech conference 
while sitting onstage with Conrad. He smiled. “They’re no longer 
unopened.” (Blond declined to comment for this article.) Last 

“I was 
giving 
[clients] 
to people 

year the management company that runs Zenefits’ office space 
complained about cups of beer and used condoms found in the 
stairwells. “Do not use the stairwells to smoke, drink, eat, or 
have sex,” Emily Agin, Zenefits’ director of real estate and work-
place services, reminded employees in a companywide memo.

Sacks wasn’t averse to a little debauchery. A few years ago, 
according to multiple news reports, he hired Snoop Dogg to 
perform at his Marie Antoinette-themed 40th birthday party. 
Instead of invitations, Sacks sent little cakes. He showed up in 
period dress. But at Zenefits, he was different. Employees say 

he didn’t socialize. He stared at 
his phone in meetings. He some-
times even escaped to an office in 
a nearby building for alone time. 
Most of Zenefits’ problems 

remained internal. Investors 
couldn’t see them. Those they could 
see seemed fixable—as demonstrated 
when Sacks flew to Salt Lake City 

and stood behind the Utah governor 
while he signed a law allowing Zenefits 
to operate in the state. In May 2015, six 

months after Sacks joined the company, it raised $500 million 
in a third fund raising round, at a valuation of $4.5 billion. 
Zenefits also said it would quintuple annual recurring revenue, 
to $100 million, by the end of 2015. “They used to say they were 
the No. 1 supplier to Anthem for small-group business [compa-
nies with 50 or fewer employees]. It wasn’t true,” says Darrel 
Ng, a spokesman for Anthem Blue Cross. Zenefits says it regrets 
any factual exaggerations that occurred under prior leadership.

Still, Zenefits kept growing. By the middle of 2015 it was serving 
14,000 businesses and in the process of hiring more than 1,000 
additional employees. “They told me that they were expanding 
so fast that once a month had gone by, I was guaranteed to move 
up,” says Aaron Semaan, 28, who joined as an entry-level sales rep 
in April 2015, making $35,000 a year. The headquarters became 
a hodgepodge of disconnected office space sprawled over two, 
then three, then four floors of the highrise. Zenefits also opened 
a satellite office in Arizona that it packed with low-level sales reps 
who cold-called prospects. One manager in Arizona says he inter-
viewed and hired people so quickly that when they showed up 
for work, he’d often forgotten who they were.

Semaan was one of the few who came to Zenefits already 
licensed as an insurance broker. And yet, for some reason—
he still doesn’t know why—he wasn’t allowed to sell insurance. 
He was a coldcaller: When he found an interested company, 
he passed it off to the broker assigned to close the deal. But, 
as the company has publicly acknowledged, not all Zenefits 
brokers had passed their tests. “I was giving [clients] to people 
who didn’t have their insurance license,” Semaan says. “They 
were selling insurance illegally. Like, it was really illegal.” He 
says that one woman worked at Zenefits as an account execu-
tive for four months without passing her exam. “I had multiple 
talks with my boss about it. I would tell him, ‘I don’t think it’s 
fair or right for me to be setting people up to make these sales 
when they don’t even have licenses.’ ” His boss didn’t respond 
to interview requests.

“The company culture of pressuring and bullying employ-
ees to cut corners and do the wrong thing is over,” says Sacks.

Zenefits began courting what it calls enterprise companies—
those with more than 100 employees. Unlike small businesses, 
bigger companies have entire HR departments that enjoy long-
standing relationships with insurance brokers. Sacks says 
he thought it was unrealistic for Zenefits to pursue them 

who didn’t 
have their 
insurance 
license. ...  

Like, 
it was 
really 
illegal”
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person close to Conrad claims he had told one 
of Zenefits’ lawyers about the macro more than 
a year earlier. Some of the Zenefits employees 
who weren’t properly licensed worked as bene-
fits advisers, not salespeople. They reported up 
the chain to Sacks. Sacks says he wasn’t aware of 

their licensing problems until 
everything else came to light.

On Feb. 1, Zenefits held an 
emergency board meeting. 
The licensing problems 
and the macro were dis-
cussed. Dalgaard suggested 
to Conrad that, as the person 
who created the program, 
he needed to leave. Conrad 
resigned from Zenefits on 

Feb. 8; since then he’s 
spent part of his time at 
home binge- watching 
Star Wars: The Clone 
Wars, according to a 
friend. A person close 

to Conrad says he regrets resigning and is 
already working on a new company.

Sacks became CEO and is guiding Zenefits 
through its crisis cleanup. He has banned 
alcohol at the office and changed the 

company motto from “Ready. Fire. Aim.” 
to “Operate With Integrity.” In February the 
company laid off 250  employees,  including 
the enterprise team. Sales Vice President 
Blond, Semaan’s boss, and any executive 
or manager known to have helped dissemi-
nate the macro are also gone. Zenefits says it 
has  self-reported the findings of its inter-

nal investigation to all 50 states and is working 
with those that have opened formal inquiries. 

Fidelity Investments, which owns a stake, 
has slashed its valuation of Zenefits from 
$4.5 billion to less than $2 billion. There 

are rows of empty desks at the San Francisco office; the 
company plans to downsize from four floors to three. The 
Star Wars-themed conference rooms will soon be renamed 

after inspirational entrepreneurs. Kegs have been 
replaced with cold-brew coffee. The stairwells are 
condom-free.

And yet, despite his downfall, Conrad is still a coveted name 
in Silicon Valley. People want to meet the man who created a 
$60 million company in just three years and made good on his 

promise to shake up the insurance industry. Dalgaard says 
he’s been getting e-mails from people eager to work with 
Conrad since the day his resignation went public.

Zenefits might also survive for the one reason that made 
its product so appealing to business owners in the first place: 

Shopping for health insurance remains really frustrating. The 
company says it now has 20,000 accounts. “As long as their 
problems don’t affect our company, we’ll stay,” says Todd 

Harmond, vice president for finance and operations of the e-book 
service Scribd, which uses Zenefits to offer Kaiser Permanente 
and Anthem health insurance plans to its 85 employees.

“Unless something else goes really wrong with Zenefits, we’ll 
stick with them for a while,” says BlogMutt’s Yates. “It’s too much 
of a hassle to switch.” �

and that Conrad disagreed. When sales 
started to flatline, Sacks says he pushed 
for a hiring freeze and that Conrad 
thought such a move was unnecessary. 

By the fall of 2015, it was clear 
Zenefits would miss its $100 million 
recurring revenue goal (the reality 
wound up being closer to $63 million). Some 
salaries were cut; Semaan says his dropped to 
$30,000. Conrad instituted a vacation ban, but 
Sacks ignored it and headed to the Caribbean. 
He also talked to Dalgaard about wanting to 
leave the company.

Dalgaard played intermediary between 
Conrad and Sacks. “I was trying to help 
 wherever I could,” he says. “I spent more time 
than is normal just hoping that [Conrad] would 
change, because this could be one of the biggest 
companies we’ve ever heard of in Silicon Valley. 
And I still think it can.”

S
acks knew there was a problem 
as soon as he walked into 
the Jessika Pava room, 

named after an X-wing pilot who 
fought against the First Order in the 
battle of Starkiller Base. Five lawyers, 
including a few he’d never met, sat 
grimly in orange swivel chairs. It was late afternoon on Jan. 25, 
and they’d come to Zenefits to present the results of a three-
month investigation the company had initiated. Sacks knew it 
doesn’t take five lawyers to deliver good news.

Zenefits had hired Cooley, a law firm, along with consulting 
firm PwC, after BuzzFeed published a series of articles about 
Zenefits’ use of unlicensed brokers. Washington state’s insurance 
commissioner had already opened a formal 
investigation into the company; according to 
BuzzFeed, 83 percent of all Zenefits sales in the 
state were made by unlicensed brokers. The 
company could be fined as much as $20,000 
for each violation. If this were true in other 
states, Zenefits was looking at millions of dollars in fines. 

The lawyers laid out a more damning situation. In 
California, they found, some of the sales team used 
Conrad’s macro to systematically cheat on the state’s 
training course, which included a section on ethics. 
“As far as a company doing what Zenefits has done, 
I don’t know that we have seen this 
before,” says Nancy Kincaid, press sec-
retary for the California Department of 
Insurance, which has also opened an 
investigation. In March, Massachusetts’ 
division of insurance opened a third. 
Zenefits confirms that other states have 
since followed but won’t say which ones 
or even how many.

Sacks says he knew of the macro but 
didn’t know its significance or about 
Conrad’s involvement until the lawyers 
explained it to him in January. Cooley 
confirms Sacks’s account in a memo 
obtained by Bloomberg Businessweek. 
The memo also says that during its investigation, “Mr. Conrad 
acknowledged that he had authored the macro.” Meanwhile, a 
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Congratulations to Wells Fargo, champions 

of New York’s inaugural Bloomberg Square 

Mile Relay with a winning time of 60 minutes 

41 seconds. Thank you to all the teams, the 

crowd and our race partners whose energy 

and support ensured the ultimate corporate 

relay got off to a flying start in NYC. 

Next year, it’s gonna be even better.

The countdown to 2017 starts now.
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C
hristopher Nicholas Sarantakos, aka Criss Angel, the 
biggest name in Las Vegas magic, lives in the desert 
foothills 20 minutes from the Strip in a $22 million, 
25,000-square-foot Mediterranean-style estate he calls 
Serenity. The 48-year-old illusionist, instantly recogniz-
able to fans for his black eyeliner, spiky black hair, and 
heavy-metal jewelry, parks his Rolls-Royce Phantom, 
Lamborghini Murciélago, and Cadillac Escalade out 
front. The décor inside suggests a Gothic-accented Greek 
Orthodox church. The walls are adorned with stylized 
crosses and portraits of the crucified Jesus, one of which 
features drops of Angel’s own blood on the floor below.

Angel can afford Rolls-Royces and Lamborghinis 
and Jesuses because Believe, the spectacular he put on 

at the Luxor Las Vegas in partnership with Cirque du Soleil, 
together with his other ventures, has been generating about 
$70 million a year for him, say people familiar with Angel’s 
finances. That sum comprises millions of dollars from tele-
vision, including foreign rights; road show versions of his act; 
magic kits and other merchandise; and sponsorships. More 
than a mere magician, Angel is a miniconglomerate with a 
remarkably diversified— and vital—brand.

As the Strip faced increased competition from legalized 
gambling elsewhere in the country and, later, fallout from the 
2008 Wall Street meltdown, casinos bridged the revenue gap 

Etc.

with nightclubs, Blue Man Group, Celine Dion—and Angel. As 
much as anyone, he embodies the kind of entertainment that’s 
kept Sin City glowing. Last year, Vegas welcomed 42 million 
visitors, up 2 percent from 2014, but casino revenue on the 
Strip fell 2.5 percent, to $5.8 billion, according to the Nevada 
Gaming Control Board. These figures confirm a long-standing 
trend: Twenty years ago gambling accounted for 60 percent 
of Vegas tourism revenue, says William Thompson, professor 
emeritus at the University of Nevada at Las Vegas. In 2015 the 
figure was 35 percent. “Entertainment has been our lifeline,” 
Thompson says, “and magic—Penn & Teller, David Copperfield, 
Criss Angel—is a big part of that.”

It’s a lifeline Luxor’s tapping into again. On May 11, Angel 
begins previews of a show called Mindfreak Live! He says that 
after seven years, Believe is “a dinosaur” compared with this one. 
Live! will feature illusions, sure, but also musicians and DJs, 3D 
special effects, and more autobio graphical material. Angel prom-
ises a summer blockbuster (tickets run to $142), and Luxor, of 
course, hopes he’s right. But the launch of any show is a tightrope 
walk. In 2008, Believe sold mountains of advance tickets based 
mostly on Angel’s popularity on the A&E network, but the show 
turned out to be a muddle of exotic costumes and hand- waving 
that many reviewers panned initially. It needed a lot of work to 
become a hit. “There’s always some risk” in revamping a Vegas 
show, says Jerry Nadal, senior vice  president of Cirque, which 

Entertainment

Angel at Serenity,  
his estate off the Strip



performers. This Halloween he’ll be back on 
A&E with an hourlong special. In the U.S., 
“the TV shows drive people to the Las Vegas 
shows and sell the merchandise,” he says.

Angel manages the TV ventures, stage 
shows, and merchandising— Angel Inc., or 
as it’s officially known, Angel Productions 
Worldwide—on three to four hours of sleep 
a night. He gets help from his brother, 
Costa; Dimitra, 81, a Greek immigrant, lives 
with him part-time. He credits his busi-
ness acumen to his late father, John, who 
operated coffee shops on Long Island, N.Y., 
where Angel grew up. For example, rather 
than license his signature magic kits to a 

toy company, he outsources 
manufacturing to China and 
sells them, along with T-shirts 
and DVDs, from his own ware-
house. Since 2005 he’s sold 
more than $35 million in magic 
kits alone. He oversees details 

as minor as the price of 
fixing a straitjacket used 
onstage, hitting the roof 

when he learns it will cost $250, twice the price of a new one. 
The performer speaks lovingly and often about his 2-year-old 

son, Johnny Crisstopher, who has leukemia, now in remission. 
The boy lives in Australia with his mother, Shaunyl Benson, 
from whom Angel is estranged. Despite an earnest family 
devotion, Angel often generates TMZ-worthy gossip in his per-
sonal life. Over the years he’s dated actresses Cameron Diaz 
and Minnie Driver and pop singer Britney Spears, as well as 
ex- Playboy bunny and reality-TV star Holly Madison.

Angel’s ventures don’t necessarily win him fans among rivals 
and aficionados. Penn Jillette, the tall, talkative member of the 
Penn & Teller duo, once told a radio interviewer: “Criss Angel 
does tricks on TV, which means he’s not in the category of 
David Copperfield. He’s in the category of Samantha Stephens 
on Bewitched.” Mike Caveney, a magic historian in Southern 
California who co-authored the book Magic: 1400s-1950s, says, 
“Criss Angel has done more to harm and damage magic than any 
other person I can think of. The stuff he does on television and 
the Internet—walk up the side of a building, walk across the swim-
ming pool—is just silly, and it generates cynicism about the art.”

One recent morning, Angel leads a tour of the 60,000-square-
foot factory where his team of engineers and welders are build-
ing the multimillion-dollar infrastructure for Mindfreak Live! 
Although it continues his franchise, “it’s a brand-new approach 
to everything I do,” he says, showing off a massive buzz-saw 
contraption. Some might argue that the classic sawing in two 
of a comely assistant is a tired stunt, but Angel says his version 
will be more realistic-looking and shocking. The show is sched-
uled to run for the final three years of his 10-year contract with 
MGM Resorts International, the Luxor’s owner, and Cirque. 
This summer he’s scheduled to do a dozen performances in 
Dubai, under a contract that he says covers all his expenses 
and pays him $2 million. “There will always be critics,” he says, 
“but I’m proving that my performances appeal to the widest 
 possible audiences, not just in Vegas but around the country 
and the world. I want to own the magic space.” �

remains a partner on Live! 
“But if anyone can pull it off, it’s Criss.”

There’s no questioning Angel’s desire 
to succeed. In 1998, as a 30-year-old, 
he performed a 12-minute routine 
from morning to night, 50 times a 
day, at a Halloween convention in 
New York’s Madison Square Garden. In 2001 his mother, 
Dimitra, took out a $360,000 mortgage on her house to help 
him mount an off-Broadway show, the original Mindfreak. After 
a 14-month, 600- performance run, Angel says he repaid the 
mortgage and banked more than $1 million.

In 2003 he moved to Vegas to focus on TV. After landing 
specials on several networks, he introduced a series on A&E 
in 2005, also called Mindfreak. It incorporated solemn, psy-
chedelic scenes of Angel wandering in the Nevada desert like 
a peyote shaman with six-pack abs. Many of the actual tricks, 
though, took place on Vegas sidewalks, where the star appeared 
to levitate and vanish. The show took off.

“Criss came in with ideas [to which] we’d say, ‘No f---ing 
way you can do that on TV,’ and then he’d do it,” says Elaine 
Frontain Bryant, a senior A&E executive. She points to a trick 
called In Two: Angel appeared to pull a young woman apart at 
the waist on a park bench, as observers screamed in dismay. “It 
was so visceral, amazing, no box or cloak,” she says. Other times 
he seemed to walk on water—a YouTube version of this has gotten 
52 million views—and made an elephant seem to disappear.

But Angel’s ascent stalled with Believe. “I got my ass handed 
to me,” he says of the bad reviews. At the end of one perfor-
mance in 2009, he hurled obscenities at blogger Perez Hilton, 
who was in attendance. Word had reached Angel backstage that 
Hilton was telling his followers that he’d “rather be getting a 
root canal”—not a unique reaction. Believe received an over-
haul. “We changed the balance to make it much more about 
Criss and his illusions and less about Cirque characters,” Nadal 
says. Reviews turned positive in 2010 and remained that way 
through this year. (The show wrapped in mid-April.)

In 2013, Angel returned to TV for a series of hourlong shows 
on Spike guest-starring the likes of rapper-actors Ludacris and 
Ice T, professional wrestler Randy Couture, and former NBA star 
Shaquille O’Neal. More than 100 episodes of Angel’s program-
ming have been licensed for airing overseas. Beyond Las Vegas, 
he produces and directs The Supernaturalists, a traveling revue 
he opened last summer that showcases nine lesser-known 

Etc.
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Angel’s new show, 
Mindfreak Live!, features a 
jazzed-up version of the  
classic illusion of sawing in 
two a comely stage assistant
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Gose 
A GGermmana sour wheat 
beeeer tr thhat dad tes to the 

11800s,0s,, mmadedede witw h sh altt anandd
corcorianniannderder. “I ccallalla  it adadult
lemle onaade,de,dee ” s” saays CoCoreyre  

Garrgiugiulo, managgerer r of fo the 
beeeebeer pr progrogramam at NNew

York rrreestaurant Marta.

FlaFlanders red alee 
The “wines oof tf the he beer r 
world,” Gargiulo says. 
They’ry’re Belge ian-maade de 

andnd aged in oakak, 
witwith rriich, ffruiruity ty flavavorsorsors.

LamLa bic
AAnottheher Belgianan sstyley , 

ooften flavoreed wwd ithth frruitu .

GeuGeuGG zezeze
A bbllend od d oof of nee-, ttwo-wo , andnd 

thrthrthrt eeee-ee-ee-yeayeayeayeeaeay r-or-or-or-or-or-oldld ldldldld lamlamlambicbicbicss. 
CononConsiddsidsidereeredd td td thehhhehehe most 
refinedn , it’s the true 

Chaampampagne of Beers.
(S(So(Sorryrryrryrry,, M, M, iller High Life.)
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vavavarvarariediediededied wawawawaysyss ysys U SU SUUU SU SSSSSSSU.SU SSSU.SU.SU SU.SU.S bbbbbbbbb. b. bb. b. b. b. bbrewewrewrewrewrewreererrreeewersersersrer  

arere plp ayiayiayyiyyyyyyaayiyia ng ng gngnn witwitwitwitith sh sh sh ourourururururouroo rru  
beebeebeeeerr, whewhewhew thethehetheer tr theyheyheyheyeyeyy’re’rere
mimmimickickicic ingngingg hihihihihistostostostootostostosstotossstooricricicricriccccriciicricricrricricalllaallalalalal 

sstystystyststyyyyyyylesleseslelesesesesess oororororoorororor ffffofofofofofoffoforgrgirgrg ng theeir ir
oownwn path.h.hh..h.

HHoow 
TTTToooo SSppeeaakk

SSSSoooouuuuurrrr
pp

KKKnK owow a goose fromm 
a gegeuuze

Prices vary by market; 
bestdamnbeershop.comis a good resource for sour beers.
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Etc. The Critic

W
hy do we like the things 
we like? For centuries, 
the question has intrigued 
e v e r y o n e  i n c l u d i n g 
Immanuel Kant, Virginia 
Woolf, and Sigmund Freud. 
Yet despite much scru-
tiny, human taste has long 

remained an elusive beast. 
Enter the Internet. Not only 
have music streaming apps 
and  video-on-demand ser-
vices given us a vast array of 
inventory to choose from, 
but they’ve also created an 
unprecedented amount of 
data on human choice. 
Might the fundamental 
dynamics of desire be revealed therein?

In You May Also Like: Taste in an Age 
of Endless Choice (Knopf; $26.95), Tom 
Vanderbilt sets out to demystify human 
appetites,  exploring the forces under lying 
our tastes in art, music, food, baby names, 
even cat  breeding. Along the way, he 
interviews sources at Netflix and Pandora. 
He scours academic literature on Yelp 
reviews. He visits the headquarters of 
flavoring giant McCormick. He travels 
to a company, NeuroFocus, that mon-
itors subjects’  preferences using brain 
sensors. He drinks pilsners with judges 
at the Great American Beer Festival.

It’s tricky to observe in isolation, but 
partiality tends to reveal itself more reli-
ably when pinned down in relationship 
to the favorites of others. Vanderbilt also 
visits the offices of Hunch.com, a “recom-
mendation startup.” There, he watches 
software accurately predict his answers 
to a long series of questions about what 
he likes based on whom he follows on 
Twitter. When a Hunch data scientist tells 
him that “taste is a space on a graph,” he’s 
mildly horrified. We all want to believe 
our taste is a reflection of our individual-
ity, not the result of subconscious group-
think, but usually that’s not the case.

The book bounces the insights of 
modern data scientists off the work of 
generations of critics, economists, neuro-
scientists, philosophers, psychologists, 
and sociologists. Taste, we learn, is an 
extremely relative phenomenon currently 
swerving through an age of extreme rel-
ativity. Often what the Internet reveals 

is what French  sociologist 
Pierre Bourdieu noted 
decades ago: Our predi-
lections are strongly influ-
enced by social affiliation. 
The ubiquity of social 
media only makes us sway 
in the wind even more.

In the end, Vanderbilt 
churns out plenty of trivia 

(“Pink Floyd is one of the bands most 
liked primarily by Republicans”) but little 
in the way of new models. His key take-
away is that taste remains a complex and 
erratic phenomenon that’s endlessly shift-
ing according to environmental, physical, 
and—echoing Bourdieu—social pressures. 
“The picture of taste I have presented 
is hardly reassuring,” Vanderbilt writes. 
“We often do not seem to know what 
we like or why we like what we do. Our 
preferences are riddled with unconscious 
biases, easily swayed by contextual and 
social influences.”

Vanderbilt is a skillful synthesizer, and 
You May Also Like is full of unexpected 
connections among seemingly dispa-
rate ideas. Before writing about taste, 
Vanderbilt wrote a book about traffic. 
He sees an analogy between the two
“Taste,” he writes, “is like traffic, actu-
ally, a large, complex system with ba  
parameters and rules, a noisy feedba  
chamber where one does what othe  
do and vice versa, in a way that is almo
impossible to predict beyond that at t  
end of the day a certain number of ca
will travel down a stretch of road, jus
as a certain number of songs will be in 
the Top 100.” �

YOU MAY  
LIKE THIS BOOK

Our tastes are easily swayed by social media  
By Felix Gillette
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A random ranking of recent 
bad behavior  

Least Worst

Most Worst

POETRY IN MOTION
Google says we 
should think of new, 
unskippable mobile 
ads attached to 
video on YouTube 
as “quick and 
fun” and “little 
haikus.” Because 
who doesn’t find it 
enjoyable and  
poetic to wait on 
content?

ACCIDENT WAITING 
TO HAPPEN

Snapchat’s highly 
questionable filter 
showing how fast 

you’re going when 
you take a selfie is 

getting the company 
sued by an Uber 

driver who was hit 
by another driver 

using the filter while 
going 107 mph.

TAKE A PASS ON 
CLASSPASS

ClassPass, which 
provides access 

to different gyms, 
now costs $200 a 

month in New York, 
up from $99 a few 

years ago. But New 
Yorkers already 
have something 

that randomly costs 
more all the time. It’s 

called rent.

71

32

49

12

IN NEED OF A  
HUG AND A KISS
C’mon, world.  
How hard is it to eat 
more chocolate? 
Hershey’s reported 
a third straight 
quarter of sales 
declines, which  
is forcing it to  
focus more on 
selling snacks  
like beef jerky.

PINK FLOYD 
IS PREFERRED 

PRIMARILY  
BY REPUBLICANS
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1. Google Cardboard

Price: $15
YYou’ll’ll need: A phone with at least
A dAnd iroidd 4.1 or iOS 8.0
Availability: Out now
The details: Google’s VR device
is basically just some folded
cardboard, two glass lenses, and a 
slot for a smartphone. What more 
would you expect for $15? You 
h lhold id itt up tp to yyour face instead of 
strappingng itit onon, a, andnd mosmostlytly itit’ss useusedd 
for watchchinging 36360-d0 degregreeee vidvideoseos 
(refugee camps, political rallies, 
etc.), not playing games. If $15 is too 
expensive, Google has instructions 
for making your own headset at 
google.com/get/cardboard.
Buy it if: You want to see what the 
fuss is all about without dropping 
serious coin.

2. Samsung Gear VR

PriPrice:ce: $1$10000
You’ll need: A Samsung Galaxy S7, 
S7 Edge, S6, S6 Edge, or Note 5
Availability: Out now
The details: Samsung’s headset is
like Google Cardboard deluxe. It 
has better padding, sensors that can 
tell when you’re actually wearing 

it, and a button and a touchpad on
the side so you’re able to navigate 
through apps and menus without 
taking it off. You can add a wireless 
video game controller, but Samsung 
really talks up its immersive movie-
watching “experiences”—3D versions 
of hits like The Hunger Games and 
The Martian. More movies and games 
are being made available for Gear VR 
all the time, b, ut the quq ality y of the
concontentent it is us unevneven.en.
BuyBuy itit ifif:: YoYou’ru re ce carrarryinying ag arouroundnd aa 
Samsung phone and want more than 
Google Cardboard but don’t feel like 
springing for a high-end headset.

3. Sony PlayStation VR

Price: $400
You’ll need: A PlayStation console
($350) and PlayStation camera 
($50 to $60)
Availability: October

hThe dde itaills: Sony’ ds device is theh  
lowest end of the high-end headsets, 
which use external cameras to track 
the movement of your head and 
hands. (Sony’s model has lower 
screen resolution.) These cameras 
allow PlayStation VR to change
your perspective as you move your 

head around. Sony says it will have 
50 games when the headset comes 
out; it’s boasting about an exx lclu isive 
Star Wars game, although it iis ’n’t 
clear whether that will be ready on 
Day One.
Buy it if: You have a PlayStation, and 
you’re willing to wait a few months.

4. Oculus Rift

Price: $6$ 00
YouYou’llll neneed:ed: AA serseriouious gs gamia ng PC. 
OcuOculuslus VRVR-enendordorsedsed momodedels such
as the Asus G11CD cost $1,050 or 
more because they have powerful 
graphics cards.
Availability: On sale but back-
ordered until August, and customers
are limited to one per person
The details: Oculus Rift set off
the VR craze when it launched as
a Kickstarter project in 2012. Then
Faceboookok paipaid $d $22 bilbilliolion tn to bo buyuy thethe 
startup before it had even released 
a product. Like many a version
1.0, Oculus is a work in progress. 
The company is designing a pair of 
motion-sensing controllers that you’ll 
hold in your hands, but for now it 
ships with a simple Xbox controller. 
Oculus comes with a game called 

Lucky’s Tale, starring a cartoon fox; 
about 30 other titles are available,
rangiging fg from $5$5 tto $6$600.
BBuy itit ifif: YYo ’u’re r dead fy for 
the revolution.

5. Vive VR

Price: $800
You’ll need: A serious gaming PC. 
Vive endorses ones such as the 
HPHP EnvEnvyy, hiwhichch coscoststs $99$9999.
AvaAvailailabilbilityity:: OnOn sasalele butbut baback-ck
ordordereered ud untintil Jl Juneune
The details: HTC and video game 
developer Valve collaborated to
make the most ambitious of the first-
wave headsets. Most headsets require 
the wearer to remain stationary, but 
Vive VR is designed to be used while 
walking around. It also includes 
hand trackers, so you can control 
games with natural movements; in
AudAudiosioshiehield,ld, yoy u uu usese youyour hr handands ts too 
blblock incoming orbs from hitting 
your body while dancing to music. 
Several dozen other games are 
available through Steam, Valve’s 
platform for PC games.
Buy it if: You want the absolute top
of the market, and you’re willing to 
pay for it.

Which VR device is right for you? By Joshua Brustein

TTeccccccccccccccccccccccccccccccccccccccccccchhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhhnnnnnnnnnnnnnnnnnnnnnnnnnology
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Prescription drug abuse kills more teens than heroin and cocaine combined. 
So if you have expired or unused meds, conceal them in an undesirable place 
like used coffee grounds, and throw them in the trash.

Learn RWKHU�ZD\V�to safely dispose of your meds at drugfree.org

MIND
 YOUR
MEDS

COFFEE 
GROUNDS 
CAN SAVE 

A LIFE.
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O
n a Thursday night in late 
April, Stefan Shrivastava, 27, 
and 13 friends—founders of 
social- enterprise  startups, 
bankers, and classmates 
from the Yale School 
of Management—
s p i l l  o u t  o f 

the Gerald Schoenfeld 
Theatre after a perfor-
mance of American Psycho, 
a new Broadway musical 
based on Bret Easton Ellis’s 1991 
novel about yuppie excess. In the 
style of the show’s antihero, the 
status-obsessed and homicidal 
Patrick Bateman, the night started 
with drinks at the Yale Club and 
will end at a tiki bar/dance club 
called Riff Raff ’s. (OK, it’s not 
quite Tunnel, the real ’80s 
nightclub featured in the book, 
which closed in 2001.) “The 
only thing missing was a reser-
vation at a fancy restaurant like Dorsia,” 
Shrivastava says, referring to the fictional 

h t spot where getting 
table continually 

f ustrates Bateman.
What drew these 

young men          to the 
P ycho  lifestyle—they 
weren’t the only such 

rew to see the show 
early in its run—is a 
little complicated, 
going beyond general 
’80s nostalgia. On 

the  one  hand, 
B a t e m a n  s h iv s 
a homeless guy, 
drives an ax into a 

colleague, and drops 
a chain saw on a 

fleeing prostitute. 
On the other, he’s 
a young, successful 

mergers-and-acquisitions guy at the 
fictional Wall Street firm Pierce & Pierce. 

He can do 1,000 stomach crunches, 
wears killer power suits, has deep 
insights into Huey Lewis and the 

News, and knows to skip aftershave 
because alcohol dries out your 
face and makes you look older. 
To be clear: Shrivastava and his 
buds don’t want to be Bateman. 

At the same time, 
it’s hard not to think 
he’s kind of cool—the 
very impression, of 
course, he strives 
so hard to make— 
especially in a post-
recession America 
where that kind of excess would 
seem uncouth. “You can simulta-
neously have a jaundiced view of 
that lifestyle and hanker after it,” 
says Euan Rellie, co-founder of 
investment bank BDA Partners, 

after a Saturday matinee. At 48, he has 
a little more perspective and a sense 
of humor when he says, “I am Patrick 
Bateman. Patrick and I would be besties.”

When the novel was released, critics 
deplored its graphic violence and mostly 
explained away as satire its even more 
graphic depictions of consumer-
ism. Twenty-five years on, and 
after Dexter further acclimated 
us to the charismatic serial 
killer, the interpretations 
have flipped. Maybe this 
is why the Bateman in 
the musical, played by 
Benjamin Walker, is 
more sympathetic than 
he is in the novel or in 
Mary Harron’s 2000 film 
adaptation, which starred 
Christian Bale. Rupert 
Goold, the musical’s direc-
tor, says, “The violence is 

an attempt to 
be seen, and it’s 
futile.” The film lets 
the murderous tension 
build until the viewer, 
like Bateman, reaches a 
psychological breaking 
point, but the musical 
breaks it up with laughs. 
(Its book was written by 
Roberto Aguirre-Sacasa, 
whose bona fides include 
six episodes of Glee 
and the screenplay of 
2013’s Carrie remake; 
the music and lyrics are by ’90s pop 
artist Duncan Sheik.)

Shrivastava was barely 2 years old 
when the book was published, but by the 
time he started college at Villanova, the 
movie had become a cult classic. He and 
his friends quoted lines—“I have to return 
some videotapes,” for example, a phrase 
Bateman repeats to extricate himself 

f rom uncomfor t ab le 
 situations—and bonded 
over campy moments, 
like when Bateman and 
his colleagues feverishly 
compare the lettering and 
paper stock of their busi-
ness cards. “A lot of things 

[about American Psycho] still ring true—
the clubs, the fancy dinners, the nice 
clothes,” Shrivastava says of his time as 
a financial adviser. “But based on my 
professional experiences, it’s really not 
a culture of consumerism and greed as 
much as people think.” Still, Bateman 
“penetrates your mindset and how you 
think about things,” says Jason Max 
Feldman, 25, who works in public rela-
tions and attended a Tuesday-night 
performance. “I did wind up going to 
[beauty retailer] Kiehl’s the day after the 
show to restock.”

The good news: Today, if you worry 
banking might turn you into a psycho-

path, there are lucrative 
options at tech startups 
in Silicon Valley or other 

businesses on Wall Street. 
Patrick McCarthy, an invest-

ment banker who got tickets 
to the show for his 23rd 
birthday, says, “Nowadays, 
someone feeling a little alien 
at a place like Pierce & Pierce 
is probably more likely to 
jump over to private equity 
than go insane.” �

CRAZY
FOR ‘PSYCHO’

A new generation compares business cards  
By Amanda Gordon

Theater
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What I Wear to Work

Interview by Jason Chen

What’s your typical 
day like?  
A lot of meetings. There’s 
also more physical stuff— 
running around and 
tearing boxes and moving 
things—that comes with  
owning a business.

Tell me about  
your dress.
I’m obsessed with 
this brand. It’s  
L.A.-based and eco- 
conscious. This  
also has a great 
pattern and a little 
bit of a retro feel.

What does your 
company do?
Themotley.com curates 
the best men’s  
grooming products.

Your Fitbit looks  
like a bracelet.
I’m obsessed with it. I’ve 
been using a Fitbit for 
two years, but I hated 
wearing the silicone 
band to meetings. This 
rose-gold version has 
changed my life.

I like your bag. That’s 
not a purse, right?
It’s a laptop case,  actually. 
My entire life fits in 
there—computer and 
pens and chargers and 
notebooks and phone and 
sunglasses and lip gloss.

Is your watch rose-
gold, too?
It is! All my jewelry  
is rose-gold, in fact. 
They make fun of  
me in the office for 
being the girly one.

How do you style 
yourself for that?
I like to keep my outfit 
simple. Our work 
environment is laid-
back, but I dress up 
because it makes me 
feel more productive.

Your shoes look 
comfortable.
Totally. They’re wedges, 
so they’re easy to run 
around in.

Etc.

MADISON 
RUGGIERI
29, co-founder and  
editorial director,  

The Motley, Los Angeles

MARC JACOBS

REFORMATION

MICHAEL KORS

TORY BURCH FOR FITBIT

THIS IS GROUND
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DESIRÉE ROGERS

“Imagine a tall, 
lanky girl with 

an Afro at a 
predominantly 
white school.  

I was inquisitive 
and outspoken.”

“I launched the first 
Mega Millions with 

five other larger 
states and overhauled 
instant-ticket games. 
We took the business 
from $300 million to 
$600 million. I left 

when I couldn’t think 
of any more games.”

“I said, ‘You know 
what? It’s OK to be 
in a business with 

a little glamour 
to it.’ We publish 

Ebony and Jet and 
own Fashion Fair 
cosmetics, which 

is department-
store products for 
women of color.”

As director of  
the Illinois Lottery, 

1993

At the 2015 Ebony Power 100 gala, with  
Zendaya, the December issue’s cover star

Was a sales  
trainee at Xerox  

in 1981
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1987–90 
Director, Levy 
Organization

 
1990–96 

Director, Illinois Lottery
 

1996–2003 
Vice president for 

corporate communications, 
chief marketing officer, 
senior VP for customer 
service, Peoples Energy

 
2003–07 

President, Peoples Gas 
and North Shore Gas

 
2008–09 
President of social 

networking,  
Allstate Financial

 
2009 

Special assistant to 
the president, social 

secretary, White House

2010–
Present 

CEO, Johnson Publishing
 

2012–
Present 

Chair, tourism bureau  
Choose Chicago

Academy of the Sacred 
Heart, New Orleans,  

class of 1977

Wellesley College, 
Massachusetts,  

class of 1981

Harvard Business School, 
class of 1985

Work 

Experience

Education

Life Lessons

“It was intense. Participation 
was a big chunk of our grades,  
so I constantly had a burning  

in my stomach 
that, Oh my God, 
it’s day 10, and I 

still haven’t  
said anything.”

“I was a miserable salesperson. 
They’d hang up these big signs 
with our names and where we 
stood every month. Horrible.”

“The hours were approximately  
7:30 a.m. to 11 p.m. We did 350 events in 
a year, and I wanted it to be magical for 
everyone. The whole scandal with the 

Salahis coming into the White House was 
a distraction. So, you know, time to go.”

“The company was acquired. The next 
move would have been to learn electricity, 
and I was like, I’ve learned gas. I’m good.”

Chief executive officer, Johnson Publishing; chair, Choose Chicago

1. “Let the good times roll.” 2. “Life is a continuous journey; only you can let it get you down.” 3. “The only failure is failing to try.”

With 
President 

Obama, 2009

With Chicago  
Mayor Rahm 

Emanuel, 2015

d IIIII GGGGGGGet

As a child  
in New Orleans,  

early 1960s



“It’s not just security. It’s defense.”
Cyber threats have changed, and the solutions need to 

change too. The sophisticated techniques BAE Systems 

uses to protect government and military assets are now 

helping to defend businesses around the world.

Learn more at BAEsystems.com/cyberdefense

Copyright © 2016 BAE Systems plc. All rights reserved.
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Wealth Management at Charles Schwab
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In life, you question everything. The same should be true when it comes to managing your 
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professional stand by their word? Do you know how much you’re paying in fees? And how those 
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again at Schwab. We think you’ll like what we have to say. Talk to us or one of the thousands of 

independent registered investment advisors that do business with Schwab.

You’ve earned your 

money, but are you 

owning it?

Ask questions.

Be engaged.

Own your
tomorrow.™


